Research on Poverty Alleviation, REPOA, is an
independent, non-profit organisation concerned
with poverty and related policy issues in Tanzania.
REPOA undertakes and facilitates research, enables
monitoring, and promotes capacity building,
dialogue and knowledge sharing.

REPOA's research agenda is concerned with poverty
and its alleviation. Our objectives are to:
develop the research capacity in Tanzania;
enhance stakeholders’ knowledge of poverty
issues and empower them to act;
contribute to policy dialogue;
support the monitoring of the implementation
of poverty related policy;
strengthen national and international poverty
research networks, and
forge linkages between research(ers) and users.

It is our conviction that research provides the
means for the acquisition of knowledge necessary
for improving the quality of welfare in Tanzanian
society.

REPOA's Research Reports contain the results of
research financed by REPOA. Our Special Papers
contain the findings of commissioned studies
conducted under our programmes of research,
training and capacity building. The authors of these
research reports and special papers are entitled
to use their material in other publications; with
acknowledgement to REPOA.

REPOA has published the results from this research
as part of our mandate to disseminate information.
Any views expressed are those of the authors alone
and should not be attributed to REPOA.

Research on Poverty Alleviation (REPOA)
PO. Box 33223, Dar es Salaam, Tanzania
157 Mgombani Street, Regent Estate
Tel: +255(0)(22) 270 00 83 / 277 2556
Fax: +255(0)(22) 277 57 38

Email: repoa@repoa.or.tz

Website: www.repoa.or.tz

ISBN  9987- 449-08-5

Special Paper No. 06.18

To Pay or Not to Pay?
Citizens’ Views on Taxation
by Local Authorities
in Tanzania

Odd-Helge Fjeldstad

RESEARCH ON POVERTY
ALLEVIATION




To Pay or Not to Pay?
Citizens’ Views on Taxation by Local Authorities
in Tanzania






To Pay or Not to Pay?
Citizens’ Views on Taxation by Local Authorities
in Tanzania

By Odd-Helge Fjeldstad

Special Paper 06.18

RESEARCH ON POVERTY ALLEVIATION

MKUKI NA NYOTA PUBLISHERS
P. 0. BOX 4246, DAR ES SALAAM, TANZANIA

www.mkukinanyota.com



Published for:  Research on Poverty Alleviation (REPOA)
P.O.Box 33223, Dar es Salaam, Tanzania
157 Mgombani Street, Regent Estate
Tel: 4+ 255(0)(22) 270 00 83 /277 2556
Fax: +255(0)(22)277 57 38
Email: repoa@repoa.or.tz

Website: www.repoa.or.tz

by: Mkuki na Nyota Publishers
6 Muhonda St., Mission Quarter, Kariakoo
P.O. Box 4246, Dar es Salaam, Tanzania
Email: editorial.uhariri@mkukinanyota.com

Website: www.mkukinanyota.com

© REPOA, 2006

ISBN 9987-449-08-5

All rights reserved. No part of this publication may be reproduced or transmitted in any form or by
any means without the written permission of the copyright holder or the publisher.



TABLE OF CONTENTS

LISTS:

Tables.... Vi
ABSTRACT vii
EXECUTIVE SUMMARY viii
T INTRODUCTION. i iteererereretteceeeeseassssseseses et tsesseesessssssssasassststesesssasassenssssessasesssssasasasans 1
2 UNDERSTANDING TAX COMPLIANCE ....coueteiiiicrcrinensnsnnnisissssssesesesessssasasssasssssssssssesesesens 2

2.1 FISCAl EXCNANGE ..o sssss s siss s ssss s s s ssss s 2

2.2 CCOBTCION wotvvrtesieveeeesssiseesssssesssss s seesss e 1581588881810 3

2.3 Social influences 3
3 THE SURVEY 5

3.1 TE CASE COUNCIIS sttt sss s s 5

3.2 The sample 5

3.3 THE QUESTIONNAITE ... sssssseesssssssees s ssssssess s sssssseessssssssesssssssseessses 7

314 DAL ANAIYSIS oot s s ss s 7
4 RESULTS 8

A1 WO PYS? coreveeseeeessssessssssssssss s sssssssssssssssssssssssssssssssssssss st ssssss s sssssssssssssssssss s sssssssssssss s sssssssss 8

4.2 WY DEOPIE DAY covrisvvesssressisoessssesssssssssssssssssssssssssssssssssssssssssssssssssssssssossssssssssssssssssessssssssssssesssssessssssssssosss 9

4.3 Problems with tax collection 13

4.4 Tax compliance and service delivery 14

4.5 Whom to blame for poor tax collection 17

4.6 Citizens' views on how 10 IMPIoVE the SYSTEM ... ssssossnss 18
5  CONCLUDING REMARKS 24

APPENDIX 1:

Wards included in the survey..... 26
APPENDIX 2:

Villages/Mtaas included in the survey w27
APPENDIX 3:

Local government OWN rEVENUE SOUTTES .....wwecmerrmersmesssssssessssesssssssssssssssssssssssees .28
REFERENCES 30




Odd-Helge Fjeldstad

LIST OF TABLES
TABLE 1: Profiles of the six case councils
TABLE 2: Main occupation and principal source of income in the respondents’households
TABLE 3: Payment of taxes, fees and charges as a % of the respondents....
TABLE 4: Age and tax payment as a % of the reSpondents........eceeeessseessssnns
TABLE 5:  Education and tax payment as a % of the respondents
TABLE 6: Why people pay taxes as a % of the respondents..
TABLE 7:  Major reasons why people pay taxes as a % of age groups
TABLE 8: Major reasons why people pay taxes as a % of education levels.
TABLE 9: Major reasons why people pay taxes as a %, disaggregated according to
whether the respondent was born in, or has migrated to the council.........c.cooc...
TABLE 10: Tax evasion as a % of the respondents.......
TABLE 11: Tax evasion as a % of age groups
TABLE 12: Tax evasion disaggregated according to how long the respondent has lived
in the case council,asa %...
TABLE 13: Major problems in tax collection as a % of the respondents.........
TABLE 14: Views on tax collection and service provision as a % of the respondents.................
TABLE 15: Service satisfaction as a % of the reSpoONAENtS........eeeeevcevceeesssiseeessssieen
TABLE 16: Who is most to blame for poor tax collection as a % of the respondents........
TABLE 17: Where is misuse of tax revenue least likely? (as a % of the respondents)...............
TABLE 18: Actions to reduce the misuse of tax revenue as a % of the respondents...................
TABLE 19: Actual action taken to report misuse of tax money
TABLE 20: Access to information as a % of the reSpondents .......eeeeeessssieen
TABLE 21: Measures to improve the use of tax revenue as a % of the respondents............

Vi




ABSTRACT

Widespread tax evasion evidenced by persistent public resistance to pay is seen as part of the
problem of raising local government revenues in Tanzania. Dealing with the policy problem of
revenue enhancement and tax evasion requires some understanding of the factors underlying the
individual’s decision whether to pay or evade taxes; however, taxpayers'views have, to a large extent,
been ignored. Based on data from a citizens' survey, this paper highlights factors impacting on tax
compliance behaviour, by examining the views of ordinary people of local government taxation.

This study shows that citizens feel they receive little in return for taxes paid. This impacts on their
willingness to pay tax and contributes to eroding peoples'trust in the (local) government’s capacity
to provide the expected services. Hence, from a policy perspective it is a major challenge to provide
better linkages between tax payment and service delivery. Moreover, the study shows that the ways
taxes are collected can affect citizens' attitudes towards taxation. Oppressive, uncompromising and
non-transparent approaches to collecting taxes, fees and charges may actually foster tax resistance
and disrespect for the laws.

Citizens'access to and right to information on taxes collected and how revenues are spent is seen as
a necessary condition to achieve accountable, transparent and participatory governance and people-
centred development. However, public information on tax revenues collected and financial allocations
is scarce. Very few of the respondents had seen any information about local government finances.
The study therefore concludes that it is imperative to establish mechanisms for improving relations
between the local revenue administration and citizens. Relevant measures include improvements to
the billing and accounting systems, establishing more accessible and transparent payment facilities,
and strengthening the capacity to follow up cases of non-payment through fair and reasonable tax
enforcement.

Vii



EXECUTIVE SUMMARY

Introduction

Widespread tax evasion reflected in persistent public resistance to pay is seen as an important part
of the problem of raising local government revenues in Tanzania. Dealing with the policy problem
of revenue enhancement and tax evasion requires some understanding of the factors underlying
the individual’s decision whether to pay or evade taxes. However, taxpayers' views have to a large
extent been ignored in this policy debate. Based on data from a citizens' survey, this paper aims to
shed light on factors impacting on tax compliance behaviour, by examining the views of ordinary
people on local government taxation.

Understanding Tax Compliance

Chapter 2 provides an analytical and conceptual framework to analysing tax compliance. The
relationship between a taxpayer and the local government includes at least three elements.

First, there is an element of fiscal exchange, as payment of taxes and the provision of services can
be interpreted as a contractual relationship between taxpayers and the local government. Hence,
individuals may pay taxes because they value the goods provided by the government, recognising
that their payments are necessary both to help finance the goods and services and to make
others contribute. Accordingly, citizens' willingness to pay taxes voluntarily depends on the local
government's capacity to provide services.

Second, thereis an element of coercion, as represented by the enforcement activities of tax collectors
and the penalties imposed on those detected for non-payment. The credibility or trustworthiness of
the revenue administration’s sanctions against defaulters is important in this context. At the same
time, agencies concerned with trust aim to minimise the use of oppressive and harsh enforcement
techniques on trustworthy citizens and ensure that enforcement procedures are perceived by the
broader public as reasonable, fair and in accordance with the accepted standards of society.

Athird element s the impact of social influences and norms on the taxpayer’s compliance behaviour.
Compliance behaviour and attitudes towards the tax system may thus be affected by the behaviour
of an individual's reference group such as relatives, neighbours, friends and political associates.
Consequently, if a taxpayer knows many people important to him/her who do not pay taxes, then
his/her commitment to comply will be weaker. On the other hand, individuals can be dissuaded from
engaging in evasion out of fear of the social sanctions incurred should their action be discovered
and revealed publicly.

The Survey

The survey was conducted in October 2003 and comprised 1,260 respondents in Bagamoyo District
Council (DQ), llala Municipal Council (MC), Iringa DC, Kilosa DC, Moshi DC and Mwanza City Council.
The survey included respondents from 42 villages/mtaas, all located in different wards. Based on the
theoretical framework outlined in chapter 2, the survey included questions on citizens' views on:

() taxation and tax evasion;

(i) who pays and why;

(iii) service delivery;

viii
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(iv) major problems in tax collection;
(v) whois to blame for poor tax collection; and
(vi) measures required to improve revenue collection.

The respondents were grouped according to socioeconomic characteristics such as age, gender,
size of household, education, occupation etc. AlImost 60% of the respondents were self-employed
in agriculture. Agriculture was also the principal source of income in the respondents’ households,
followed by self-employment in other sectors, including trade and commerce (28%). Only 2%
were public sector employees. Further details on the sample include: 53% of the respondents
were men and 47% women; 71% of all respondents were married; almost 60% of the respondents
were Christians and 40% Muslims. 28% of the respondents were between 18-29 years of age, 47%
between 30-49 years, and 25% 50 years and above. AlImost 70% of the respondents had only primary
school education, 11% secondary school, 2% college or university education, while about 3% had
vocational/adult education.

Results

Chapter 4 first gives a description of the characteristics of those who pay local government taxes,
fees and charges, and then proceeds to present perceptions on why (some) people pay.

Who pays?

In the total sample, almost 59% of the respondents report paying taxes and/or fees. The most
frequently cited tax types are property tax, water charges and non-fee school contributions. Reported
tax payments, however, may differ from actual payments. For instance, it is not uncommon that some
people overstate their compliance. But the aggregate compliance rate in the sample of almost 60%
does not diverge substantially from findings of previous studies.

There are substantial differences between the six case councils with respect to tax payment. While
almost 64% report having paid taxes in llala MC, only 53% gave this answer in Bagamoyo DC. This
difference is not surprising given the rural - urban divide with respect to the coverage of taxes, fees
and charges. Age and education also matter. Hence, a larger share of the middle-aged group (30-49
years of age) claims to pay taxes. Admitted tax compliance also increases with the level of education.
However, the survey data show only minor differences between male and female respondents with
respect to declared tax payment. Neither do different religious beliefs matter with respect to claimed
tax compliance.

Why People Pay

When asked why people pay taxes and fees, only 23% of the respondents said that it was because
people anticipated public services, and less than 10% believed that it was because people felt
obligations towards the government. The majority of the respondents said people paid taxes because
they ‘wanted to avoid disturbances’ (46% of the total sample). This response indicates that the
revenue collection regime is considered to be harsh and unpleasant by many respondents, though
we observed substantial differences among the case councils in this respect.

Problems of Tax Collection

The most serious problem hampering tax collection, according to citizens' perceptions, is that taxes



Odd-Helge Fjeldstad

collected are not spent on public services. More than 58% of the respondents in the sample had this
view. Thereafter follow 'too high taxes/fees' (48%) and dishonest collectors’ (46%) as the second and
third major problems. This reflects a deep distrust among citizens on the local governments' ability
or motivation to provide services. The perception of dishonest collectors adds to this distrust.

Tax Compliance and Service Delivery

Only 9% of all the respondents agree with the statement that most of the tax revenues collected
in the area where they live are used to provide services. Moreover, the majority of all respondents
(51%) agree that people should refuse to pay taxes until services improve. As many as 73% of all
respondents say they are willing to pay more taxes if public services are improved.

Almost 75% of the respondents agree that people should contribute to improved services through
self-help activities, though there are substantial differences between the councils in this respect.
While more than 90% of the respondents in Kilosa DC and Iringa DC are positive towards self-help
in improving service delivery, only 56% of the respondents in llala MC are in favour of the self-help
approach.

Citizens'satisfaction or dissatisfaction with service provision varies substantially between individual
public services. As many as 70% of the respondents say they are satisfied with primary schools, while
only 22% say they are satisfied with the water supply and road maintenance. Law and order (19%)
and the market place (13%) also score low. People are least satisfied with garbage collection (7%) and
agricultural extension services (8%). Again, there are significant differences between the councils.

Who Are to Blame for Poor Tax Collection

Tax collectors and council employees are those most frequently blamed for poor tax collection by the
respondents. The lack of trust in tax collectors has been documented in previous studies. In particular,
the collection of the development levy often led to conflicts and tensions between collectors and
citizens. Since this survey was carried out only a few months after the abolition of development levy
in 2003, citizens' perceptions of tax collectors may still reflect their views based on their experiences
with development levy collection. As many as 27% of all respondents think that misuse of funds is
unavoidable, though there are large variations across councils. While only 11% of respondents in
Iringa DC see misuse as unavoidable, as many as 41% percent in Moshi DC hold this view.

Citizens’ Views on How to Improve the System

When asked what actions would reduce the misuse of tax revenue, more than 40% of the respondents
say it would not help to report this to the village authorities, the ward and council offices, and the
police. The most frequent reason given for this attitude is“all civil servants are corrupt and they protect
each other” However, almost 64% of the respondents think that reporting the misuse of tax revenue
to a journalist would help reduce this form of corruption. When it comes to why so few people take
action and report the misuse of revenues collected, 21% of the respondents say that it is because
they are scared of repercussions, and 15% say that such actions will not have any effect anyway.

How can the use of tax revenues be improved? The measures most favoured by citizens are stronger
punishment of government employees (83%) and politicians (almost 80%), followed by more
information to the public on the allocation of tax revenue (78%) and revenue collection (74%). These
views cross-cut all the six case councils. From a citizen's perspective the measures suggested for
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improving the use of tax revenues can all be interpreted as trust-enhancing devices. This is in line
with recent research which concludes that one of the factors that determine taxpayers'compliance
is whether citizens perceive the local government to be trustworthy and acting in their interest.

Concluding Remarks

The survey data show that citizens feel they get little in return for taxes paid. This perception impacts
ontheir willingness to pay and contributes to eroding peoples'trust in the local government’s capacity
to provide the expected services. The majority of the respondents said that “they would be willing
to pay more taxes if public services were improved”. Hence, from a policy perspective it is a major
challenge to provide better linkages between tax compliance and service delivery.

The survey data point to the misuse of tax revenues by council staff (particularly by tax collectors)
and councillors as a major problem. Hence, stronger punishment of council staff and councillors
whose mismanagement is detected is perceived to be a key measure for improving the present
system. Citizens'access to and right to information on taxes collected and how revenues are spent
is seen as a necessary condition to achieve accountable, transparent and participatory governance
and people-centred development. However, information to the public on tax revenues collected,
financial allocations and how to report corruption are in scarce supply, according to the survey data.
Very few of the respondents have seen posted any information about local government finances. To
build trust between citizens and the council, information to the public is crucial.

It is also imperative to establish mechanisms for improving relations between the local revenue
administration and citizens. Relevant measures include improvements to the billing and accounting
systems, establishing more accessible and efficient payment facilities, and strengthening the capacity
to follow up cases of non-payment through fair and reasonable enforcement. The problems of
non-payment should therefore be attacked on several fronts, including service delivery, better
administration and information schemes, and community involvement. Furthermore, citizens'
involvement in identifying problems and setting priorities may motivate a greater sense of community
involvement. Initially, it is advisable to link payment directly to visible improvements in services.

Xi






1 INTRODUCTION'

Widespread tax evasion reflected in persistent public resistance to pay is seen as an important part of
the problem of raising local government revenue in Tanzania2 The measures prescribed for addressing
the non-payment problem are to build administrative capacity in the local authorities to enhance
revenue collection (URT, 1996, 1999; PriceWaterhouse, 1998), and to educate and mobilise taxpayers
(Bukurua, 1991; URT, 1991). But dealing with the policy problem of revenue enhancement and tax
evasion also requires some understanding of the factors underlying the individual's decision whether
to pay or evade taxes. However, taxpayers'views have, to a large extent, been ignored in this policy
debate. What are the reflections, experiences, priorities and recommendations of Tanzanian citizens
with respect to payment of taxes and fees? What do people feel they get in return for taxes paid?
And what do they consider to be the major challenges to improving the present system? Based on
data from a recently conducted citizen survey, this paper presents the views of ordinary people on
local government taxation.

The paper is organized as follows: Chapter 2 presents the theoretical framework for analysing tax
compliance. The methodological approach and organisation of the empirical study are presented
in Chapter 3. Chapter 4 presents citizens'views on taxation, compliance and service delivery. Finally,
Chapter 5 concludes.

"This article is the result of co-operative research between Chr. Michelsen Institute (CMI), the Norwegian Institute for Urban
and Regional Research (NIBR), and Research on Poverty Alleviation (REPOA). The research is financially supported by the
Norwegian Agency for Development Cooperation (NORAD) through the research programme Formative process research
on the local government reform in Tanzania. Earlier versions of the paper were presented at workshops in Dar es Salaam
organised by REPOA in March and August 2004. | would like to thank the workshop participants for constructive comments.
Thanks also to Karl Pedersen and Arne Wiig for useful comments, to Florida Henjewele, Geoffrey Mwambe and Knut Nygaard
for excellent research assistance, and to Erasto Ngalewa for facilitating the study. Points of view and possible errors are
entirely my responsibility.

2 Appendix 3 provides an overview of local government revenue from its own sources for 2002 and 2003.



2 UNDERSTANDING TAX COMPLIANCE?

In the standard economic model of taxpayer behaviour, the perceived quality of government does
not influence the level of taxes remitted. The basic behavioural assumption is that people are free
riders: no one will voluntarily contribute to the government unless the threat of punishment makes
it sensible (Allingham & Sandmo 1972). But an increasing amount of evidence from experimental
studies and survey data reveals that the rate of contribution to a public good is affected by factors
such as citizens'trust in others and perceptions of the trustworthiness of the government (Slemrod,
2003).

As Scholz (1998:137) points out, without trust there is little basis for social co-operation and voluntary
compliance with laws and regulations that could potentially benefit everyone. Thus, without trust
coercion provides a reasonable guide for governance. The temptation not to comply even if others
do comply defines the free-riding problem that is endemic in collective action situations in private
as well as public institutions (Hardin 1982). Why should the taxpayer not take advantage of the
opportunity for a free ride? In this perspective, Levi (1998) argues that citizens are likely to trust the
government only to the extent that they believe that it will act in their interests, that its procedures
are fair and reasonable, and that their trust of the state and others is reciprocated. She stresses that
government trustworthiness, plus the perception that others are doing their share, can induce people
to become‘contingent consenters'who co-operate even when their short-term interest would make
free-riding the individual's best option.* Accordingly, citizens' willingness to pay taxes voluntarily rests
on the local government’s capacity to provide services and its demonstrated readiness to secure the
compliance of the otherwise non-compliant. This is the perspective | will apply in this paper.

Following the analytical approach suggested by Levi (1988, 1997), the relationship between a
taxpayer and the local governmentincludes at least three elements. First, there is an element of fiscal
exchange, as payment of taxes and the provision of services may be interpreted as a contractual
relationship between taxpayers and the local government. A citizen's decision to pay derives from
his/her perception that the local government is trustworthy. Second, there is an element of coercion,
as represented by the enforcement activities of tax collectors and the penalties imposed on those
detected for non-payment. The credibility or trustworthiness of the revenue administration’s sanctions
against defaulters is important in this context. A third element is the impact of social influences and
norms on the taxpayer’s compliance behaviour. For example, attitudes toward the government may
affect the taxpayer’s normative commitment to comply with the law. An individual’s perceptions, in
combination with their opportunities, may thus determine their current choice of whether or not
to be a tax evader.

2.1 Fiscal Exchange

Compliance can be motivated by the presence of government expenditures. Individuals may pay
taxes because they value the goods provided by the government, recognising that their payments
are necessary to help finance the goods and services and to make others contribute (Andreoni et
al. 1998; Cowell & Gordon 1988). Hence, a taxpayer may be seen as exchanging purchasing power
in the market in return for government services. Fiscal exchange, however, requires trade-off gains
that may be seen as prerequisites of voluntary compliance (Levi 1988:56). The existence of positive

3 This section is based on Fjeldstad (2004).

4The analytical distinction between trust and trustworthiness is clarified in Levi (1998:80): “Only persons can trust or be
trusting, but trustworthiness can attach to either individuals or institutions.” She writes that institutional trustworthiness
implies procedures for selecting and constraining the agents of institutions so that they are competent, credible, and likely
to act in the interests of those being asked to trust the institution.
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benefits — measured according to quantitative and qualitative criteria — may therefore increase the
probability that taxpayers will comply voluntarily, without direct coercion. Most taxpayers are, of
course, not able to assess the exact value of what they receive from the government in return for
charges paid. However, it can be argued that the taxpayer has general impressions and attitudes
concerning their own and others'terms of trade with the government. If this is the case, then it is
reasonable to assume that a taxpayer’s behaviour is affected by their satisfaction or lack of satisfaction
with their terms of trade with the government. In psychological terms, an unfair tax system could
lead people to rationalise’ cheating. Thus, if the tax system is perceived to be unfair, non-payment
may, at least partly, be regarded as an attempt by the citizen to adjust their terms of trade with the
government.

2.2 Coercion

The coercive element of the taxpayer-government relationship is the focus of the classical tax evasion
model (Allingham & Sandmo, 1972), which assumes that the taxpayer's behaviour is influenced by
factors such as the tax rate determining the benefits of evasion, and the probability of detection and
penalties for fraud which determine the costs. The problem is thus one of rational decision making
under uncertainty whereby tax evasion either pays off in lower taxes or subjects one to sanctions.
This implies that if detection is likely and penalties are severe few people will evade taxes.

Trust and coercion are closely linked in the new perspective on compliance and governance (Scholz
1998:163). The government is sometimes crucial in establishing levels of trust among citizens that
make possible a whole range of social, political and economic transactions that would otherwise
not be possible (Levi 2002:20). Critical to this task is its use of coercion to ensure that non-compliers
are punished. As argued by Scholz (1998), no law can reshape behaviour without the backing of an
effective enforcement agency. On the other hand, an effective enforcement agency does not deter
each citizen from breaking the law but instead tries to provide a basis for trust by ensuring that non-
compliers will be made to obey the law.

At the same time, agencies concerned with trust aim to minimise the use of ruthless enforcement
techniques on trustworthy citizens and ensure that enforcement procedures are perceived by the
broader public as reasonable, fairand in accordance with the accepted standards of society. Therefore,
in the long run trust-enhancing enforcement cannot be separated from legal processes and the
contents of the law, since trust-based compliance is dependent on long-term social gains that make
up for compliance costs (Scholz 1998:163). With reference to taxes, this implies that factors expected
to affect payment are the knowledge that all other people have to pay, that fair and reasonable
enforcement mechanisms ensure that there is no way of avoiding payment, and that failure to pay
will be punished with fines or eventually the cut-off of services.

2.3 Social Influences

The importance of social interactions in forming tastes and actions has long been stressed by
sociologists and social psychologists (see, e.g., Hessing et al. 1988). It is reasonable to assume that
human behaviour in the area of whether or not to pay taxes is influenced by social interactions much
in the same way as other forms of behaviour. Compliance behaviour and attitudes towards the tax

* Nearly all economic approaches to tax evasion are based on this economics-of-crime framework. Cowell (1990) provides a
review of this literature.
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system may thus be affected by the behaviour of an individual's reference group such as relatives,
neighbours, friends and political associates. Consequently, we may argue that if a taxpayer knows
many people in groups important to those who do not pay taxes, then their own commitment to
comply will be weaker$ On the other hand, social relationships may also help deter non-payment.
Individuals can be dissuaded from engaging in evasion out of fear of the social sanctions incurred
should their action be discovered and revealed publicly (Grasmick & Green 1980; Grasmick & Scott
1982). Theoretical research on herd behaviour in economic situations (e.g., Banerjee 1992; Sah 1991)
also indicates that social influences may affect compliance, in particular by affecting the perceived
probability of detection and punishment. Hence, evidence suggests that perceptions about the
honesty of others may play an important role in compliance behaviour.

Furthermore, evidence from behavioural science suggests that greater individual participationin the
decision process will foster an increased level of compliance (Lewis et al. 1995; Hessing et al. 1992). This
is partly because participation implies some commitment to the institution and such commitmentin
turn requires behaviour that is consistent in words and actions. Thus, we may expect that compliance
is higher when taxpayers feel that they have a voice in the way their taxes will be spent, for instance,
whether a share of the charges paid is retained in the local community. Another dimension by which
social commitment may be affected by government actions is related to the level of popular support
for the government. A government’s lack of legitimacy almost by definition diminishes the moral
justification for obeying its laws. In contrast, widespread support tends to legitimise the public sector
and may thus impose a social norm in favour of paying taxes.

5 One of the most consistent findings in survey research in Western countries about taxpayer attitudes and behaviour is that
those who report compliance believe that their peers and friends (and taxpayers in general) comply, whereas those who
report cheating believe that others cheat (see Yankelovich et al. 1984). Furthermore, it has been found that interpersonal
networks act to reduce an individual's fear of governmental sanctions (Mason 1987).



3 THE SURVEY

The survey was conducted in October 2003 and comprised 1,260 respondents in Bagamoyo DISTRICT
Council (DQ), llala Municipal Council (MC), Iringa DC, Kilosa DC, Moshi DC and Mwanza City Council
(CQO). The survey included respondents from 42 villages/mtaas, all located in different wards, some
of which were located close to and others more distant from the council headquarters.

3.1 The Case Councils

The six case councils were selected on the basis of the following criteria:

-+ variations in resource bases;

« rural-urban variations;

- degree of inclusion in the Local Government Reform Programme (LGRP);
- degree of donor presence or support; and

- composition of political parties.

Three of the case councils were part of the initial phase 1 of local government reform, i.e,, llala MC,
Iringa DC and Mwanza CC (Table 1).

Table 1: Profiles of the Six Case Councils

Council Population Part of
Council Region Area (pZOOZ) Major Economic Sectors Phase 1 of

(sq km) the LGRP
gacgamoyo Coast 9,842 230,164 Agriculture No
llala MC Dar es 10 637,573 Semces, trade, manufacturing, Ves

Salaam agriculture

Iringa DC’ Iringa - 245,623 Agriculture Yes
Kilosa DC Morogoro 14,245 489,513 Agriculture No
Moshi DC Kilimanjaro 1,713 402,431 Agriculture, tourism No
Mwanza CC | Mwanza 1,324 476,646 Agriculture, fishery, services Yes

*Iringa DC was split into two districts in 2004, i.e. Iringa DC and Kilosa DC. The area of the two districts combined is
28,457 square kilometres
Source: URT (2003)

3.2 The Sample

The survey covered 210 households from 7 wards in each of the six case councils. Some wards were
located close to and others more distant from the council headquarters. In 2002 the research team
identified two case wards for in-depth fieldwork study in each of the six case councils. The survey
sampling procedure ensured that the pre-identified case wards were automatically included. The
remaining five wards were randomly selected based on the criteria of rural-urban settlement and
distance from the council headquarters. In each case ward, a village/mtaa had also been pre-identified
for in-depth study. These pre-selected villages/mtaa were automatically included in the sample. The
rest of the villages were selected using the same formula as for wards. The villages constitute the
primary sampling units. Appendix 1 gives a list of the surveyed wards, and appendix 2 a list of the
villages/mtaaincluded in the survey.
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Thirty respondents were selected per village. Since the selection of wards and villages was random,
except for the pre-identified case areas, respondent households were also randomly picked from the
village/mtaa register. In each identified respondent household, we picked any adult (over 18 years)
as the appropriate respondent. Obviously, dominance of household heads and spouses is always
difficult to avoid in this approach.

Further details on the sample include:

53% of the respondents were men and 47% women;
71% of all respondents were married;
64% of all respondents were born in the council in which they now lived;

almost 60% of the respondents were Christians and almost 40% Muslims, while traditional
religions were only (openly) practised by two respondents;

28% of the respondents were between 18-29 years of age, 47% between 30-49 years, and 25%
50 years and above;

the literacy rate was 87% of all respondents, which corresponds to the share of the respondents
with no formal education;

almost 70% of the respondents had only primary school education, 11% secondary school, 2%
college or university education, while about 3% had vocational/adult education.

The main occupations of the respondents and the principal sources of income of their households are
presented in table 2. Almost 60% (747 persons) of the respondents were self-employed in agriculture.
Agriculture was also the principal source of income in the respondentshouseholds. Thereafter follows
self-employment in other sectors, including trade and commerce, which 28% of the respondents
(369 people) report as their main occupation and the principal source of income for the household
(357 people). Only 23 respondents (2%) are public sector employees. Wages from the public sector
is the major household income in as few as three households.
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Table 2: Main Occupation and Principal Source of Income in the Respondents’ Households
(number of respondents)

Principal Source of Income for Household

Main Occupation Self-Employed Employee Transfer
Total
from No
Agriculture Trade and Other Private | Public | Other relatives '
9 commerce sector sector | (NGO, etc.)
ﬁifp;loyed Agriculture 692 12 30 2 5 - 6 747
Trade and 10 70 3 1 - - 1 85
commerce
\évnigfoyee Other 40 5 211 4 1 1 2 264
Private _ 1 4 - - 42
sector
Public sector 1 - - - 22 - - 23
Other (NGO, etc.) 1 1 - - 11 - 13
Unemployed 6 13 11 7 3 46 86
Total 750 100 257 55 31 12 55 1,260

3.3 The Questionnaire

The respondents were grouped according to socioeconomic characteristics such as age, gender, size
of household, education, occupation etc. Based on the theoretical framework outlined in section 2,
the survey included questions on citizens' views on:

- taxation and tax evasion;
- who pays and why;

.« service delivery;

« major problems in tax collection;
- whois to blame for poor tax collection; and
« measures required to improve revenue collection.

3.4 Data Analysis

The limitations of survey methods are acknowledged, yet more rigorous methods were found
unsuitable in this particular research effort. Although the survey questions do not cover the whole
range of possible choices by taxpayers, they probably represent many of the most important choices
and decisions.

The statistical analysis consisted of a step-by-step process, starting with frequencies, cross-tabulations
combining biand multi-variables, and, finally, an exploratory analysis of the respondents’perceptions
on taxation and factors explaining tax compliance. No findings of statistical significance are generated
in this exploratory stage of the analysis except for generating suggested explanations for the reported
compliance behaviour and respondents’views on taxation. Hence, although the analysis developed
in the following sections is limited by the stage of the research process, it has a more general interest
and application.




4 RESULTS

This section first provides a descriptive presentation of the characteristics of those who pay local
government taxes, fees and charges (i.e. compliers), and then proceeds to present perceptions on
why (some) people pay, including the credibility of the enforcement mechanisms, the impacts of
others’compliance behaviour, and the linkages between tax compliance and service delivery.

4.1 Who Pays?

In the total sample, almost 59% report paying taxes and/or fees (Table 3). The most frequently
cited tax types are property tax, water charges and non-fee school contributions. It should be
acknowledged, however, that reported tax payments may differ from actual payments. For instance,
itis not uncommon that some people overstate their compliance. But the aggregate compliance rate
in the sample of almost 60% does not diverge substantially from findings from previous studies (e.g.
Fjeldstad & Semboja, 2001). Moreover, the survey was carried out three months after the development
levy was abolished. Since the development levy had created a lot of tension and conflict between
taxpayers and the respective council, perhaps people may have been more willing to speak the ‘truth’
after the abolition of the levy.

Table 3: Payment of Taxes, Fees and Charges as a % of the Respondents

Do You Pay Any Taxes, llala Bagamoyo Kilosa Iringa Moshi Mwanza Total
Fees or Charges? MC DC DC DC DC CC %

Yes 64.3 533 56.7 69.5 543 543 587

No 35.7 46.7 433 305 457 457 413

Table 3 shows, however, quite substantial differences between the six case councils with respect
to tax payment. While almost 64% report having paid taxes in llala MC, only 53% gave this answer
in Bagamoyo DC. This difference is not surprising given the rural-urban divide with respect to the
coverage of taxes, fees and charges. But in this perspective it is surprising that only 54% of the
respondents in Mwanza CC reported that they pay taxes.

The survey data show only minor differences between male and female respondents with respect
to declared tax payment. Neither do different religious beliefs matter with respect to claimed tax
compliance. The same applies to whether the respondent is born in the case council or is a migrant.
However, age and education matter. With respect to age, a larger share of the middle-aged group
(30-49 years of age) claim to pay taxes (Table 4), which is not surprising since a larger share of this
age group is expected to have a taxable income compared to the two other age groups.



To Pay or Not to Pay? Citizens’ Views on Taxation by Local Authorities in Tanzania

Table 4: Age and Tax Payment as a % of the Respondents

Do You Pay Any Taxes, Fees or Age Total %
Charges? 18-29 30-49 50 and Above
Yes 527 62.1 592 58.7
No 47.3 379 40.8 413

Admitted tax compliance also increases with the level of education, and is significantly higher among
respondents who have completed college or university (Table 5). Again, this is not surprising since
we would expect that people with higher education were relatively better off than other groups and
more integrated into the formal and taxable economy.

Table 5: Education and Tax payment as a % of the Respondents

Do You Pay Education
A?e/c;?)c()?' No Formal College Vocational,
; Primary Secondary Tege, Adult Total %
Charges? Schooling University .
Education
Yes 529 584 63.6 75.0 619 58.7
No 47.1 41.6 364 250 38.1 413
4.2 Why People Pay

When asked why people pay taxes and fees, only 23% of the respondents said that it was because
people anticipated public services, and less than 10% believed that it was because people felt
obligations towards the government (Table 6). The majority of the respondents said people paid
taxes because they ‘wanted to avoid disturbances’ (46% of the total sample). This response indicates
that the revenue collection regime is considered to be harsh and unpleasant by many respondents.
However, we observed substantial differences among the case councils in this respect. While less
than 39% of the respondents in llala MC gave this answer, as many as 57% had this view in Kilosa
DC. Previous studies have shown that the tax collection regime in Kilosa was perceived by many
residents in Kilosa DC to be harsh (e.g. Fjeldstad, 2001). However, for comparative purposes we do
not have sufficiently detailed information about how tax enforcement is actually carried out in the
other case councils.
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Table 6: Why People Pay Taxes as a % of the Respondents

Major Reasons Why People llala Bagamoyo | Kilosa Iringa Moshi | Mwanza Total
Pay Taxes MC DC DC DC DC CcC %

They Will Avoid Disturbances 386 433 57.1 538 39.0 414 45.6
They Anticipate Public 257 229 200 186 | 233 252 226
Services
They Have No Opportunity 133 100 62 100 | 133 67 99
to Evade
Feel Obligations Towards the Na 8 N4 124 48 95 96
Government
Others 43 24 0.5 1.9 8.6 57 39
Don't Know 6.7 133 48 33 11.0 114 84

On the question of why (some) people pay taxes, the survey data show some differences between age
groups, the respondents'level of education and whether the respondent is born in or has migrated
to the case council. For instance, a larger share of the youngest age group (47%) say that people
pay because they will avoid disturbances (Table 7). This is consistent with previous studies, which
found that especially young and relatively poor men were exposed to harsh enforcement of local
taxes, in particular the development levy (Fjeldstad & Semboja, 2001). Moreover, the data show that
a larger share of the respondents in the oldest age group perceives that people pay taxes because

they anticipate public services.

Table 7: Major Reasons Why People Pay Taxes as a % of Age Groups

Age Group Total
Major Reasons Why People Pay Taxes

18-29 30-49 50 and above %

Avoid Disturbances 47.3 45.8 43.0 45.6
Anticipate Public Services 19.3 23.7 243 226
No Opportunity to Evade 10.6 10.8 74 9.9
Obligations Towards the Government 6.7 11.1 10.0 9.6
Others 3.6 3.0 58 39
Don’t know 12.3 5.6 94 84

The higher the level of education, the more likely it is that the respondent either anticipates reciprocal

services for his/her tax payment or feels an obligation to the government (Table 8).
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Table 8: Major Reasons Why People Pay Taxes as a % of Education Levels

Level of Education
Major Reasons Why - Total
Vocational,
People Pay Taxes No Formal . College, %
. Primary | Secondary e Adult
Schooling University .
Education
Avoid Disturbances 48.8 459 40.6 32.1 50.0 456
Anticipate Public 15.7 242 217 250 190 226
Services
No Opportunity to 76 104 112 107 48 99
Evade
Obligations Towards the 70 88 133 )14 16.7 96
Government
Others 23 38 6.3 10.7 - 39
Don’t Know 18.6 6.9 7.0 - 95 8.4

The survey data also show that respondents who have migrated to the case councils are more likely
to pay taxes for other reasons than simply to avoid disturbances, relatively to people born in the
area (Table 9). This may be a reflection of the fact that migrants in the sample have a relatively higher
education and also have a higher average age than respondents who are born in the council.

Table 9: Major Reasons Why People Pay Taxes as a %, Disaggregated According to Whether the
Respondent was Born in, or has Migrated to the Council

Respondent Born in the Council
Major Reasons Why People Pay Taxes
Yes No Total %
Avoid Disturbances 49.0 394 456
Anticipate Public Services 22.1 236 226
No Opportunity to Evade 8.9 11.8 9.9
Obligations Towards the Government 8.6 1.4 96
Others 33 49 39
Don't Know 8.1 89 84

Interestingly, only 39% of the respondents in Kilosa DC said that they agreed with the statement
that ‘people would evade paying taxes if possible’ (Table 10). In contrast, as many as 59% in Moshi
DC and 58% in Mwanza CC gave this answer.
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Table 10: Tax Evasion as a % of the Respondents

E\E;:gelzeT\;\;c:tjilgn llala Bagamoyo Kilosa Iringa Moshi Mwanza Total
. ) MC DC DC DC DC CcC

if Possible

Agree 486 486 386 37.1 59.0 58.1 483
50-50 95 1.0 10.5 10.0 76 95 9.7

Disagree 343 324 48.1 438 25.7 26.7 352
Don't Know 7.6 8.1 29 9.0 76 5.7 6.8

The responses on this question, however, differ substantially between the age groups. A larger share
of the respondents in the youngest age group agree with the statement that people would evade
paying taxes if possible compared to the older respondents (Table 11).

Table 11: Tax Evasion as a % of Age Groups

Age Group
Taxpayers Would Evade Taxation if Possible
18-29 30-49 50 and Above
Agree 513 50.2 414
50-50 7.8 94 12.3
Disagree 322 36.0 36.9
Don't Know 8.7 44 94

There are also differences of view between respondents who are born in the case councils and those
who have migrated to the area. In aggregate, a larger share of the migrants agrees with the statement
that people would evade taxes if possible. But the longer a’migrant’has lived in the area, the more
likely he/she is to have views on taxation similar to those who are born in the area (Table 12). This
may reflect the existence of a‘socialisation process, and when a’'migrant’has lived in an area for some
years it does not make much sense to distinguish between ‘migrants’and ‘natives.
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Table 12: Tax Evasion Disaggregated According to How Long the Respondent has Lived in the

Case Council, as a %

How Long the Respondent Has Lived in the Council
Taxpayers Would Evade Taxation if
Possible 0-1 Year 2-5Years 6-9 Years 10P)|/S§rs Native

Agree 455 65.9 593 49.8 454
50-50 9.1 7.1 13.0 11.6 9.1
Disagree 30.3 247 259 30.7 386
Don’t Know 15.2 24 19 7.9 6.9
Number of Respondents 33 85 54 277 811

4.3 Problems with Tax Collection

The most serious problem hampering tax collection, according to citizens' perceptions, is that taxes
collected are not spent on public services (Table 13). More than 58% of the respondents in the
sample had this view. Thereafter follow ‘too high taxes/fees’ (48%) and ‘dishonest collectors’ (46%)
as the second and third major problems. This reflects a deep distrust among citizens on the local
governments'ability or motivation to provide services. The perception of dishonest collectors adds
tothis distrust, although there are substantial differences between the six councils in this respect. For
instance, while 65% of the respondents in Bagamoyo DC believe that taxes collected are not spent
on public services, the corresponding figure for Iringa is 45%. And while 51% of the respondents in
Bagamoyo DC agree that tax collectors are dishonest, the figure for Iringa DC is 33%. Surprisingly,
only 29% of the respondents consider taxpayers’ unwillingness to pay to be a major problem. Nor is

dishonesty among elected local leaders perceived to be a major problem.
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Table 13: Major Problems in Tax Collection as a % of the Respondents

llala

Bagamoyo

Kilosa

Iringa

Moshi

Mwanza

Description MC DC DC DC DC cc Total
Agree 62.9 652 481 448 68.1 614 584
Tax Revenues Not
Spent on Public 50-50 133 119 181 262 52 9.0 140
Services
Disagree 14.3 10.0 138 124 7.6 1.9 1.7
Agree 519 519 462 305 529 538 479
TooHighTax/Fee o, o 129 17.1 114 290 105 119 155
Rates
Disagree | 148 148 252 214 17.1 186 187
Agree 538 514 400 333 495 462 457
Dishonest 50-50 200 162 143 305 124 176 185
Collectors
Disagree | 143 176 229 17.1 138 119 163
Agree 505 443 286 233 M4 452 389
TooManyTaxes/ 5, o 152 162 133 26.7 143 133 165
Fees
Disagree 16.7 20.5 40.5 28.1 252 229 256
Agree 433 36.2 333 290 410 462 382
Harassment by 50-50 20.0 214 200 233 210 210 211
Tax Collectors
Disagree | 238 276 295 305 167 95 229
Agree 310 28.1 229 314 300 28.1 286
Taxpayers
Unwilling to Pay 50-50 190 210 229 176 157 210 195
Taxes
Disagree | 357 36.7 395 36.7 36.7 348 36.7
Agree 210 17.1 295 210 28.1 233 233
Dishonest Local
Government 50-50 238 248 138 233 286 243 231
Elected Leaders
Disagree | 39.0 38.1 386 352 157 243 318
Agree 157 119 124 110 224 157 148
Dishonest 50-50 157 176 100 152 195 190 162
Parliamentarians
Disagree | 495 448 500 486 190 333 409

4.4 Tax Compliance and Service Delivery

The survey data show that the majority of the respondents consider poor public services to be the
most important explanatory factor behind poor tax compliance (Table 14). First, only 9% of all the
respondents agree with the statement that most of the tax revenues collected in the area where
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they live are used to provide services. In Kilosa DC only 2.4% of the respondents agree, while almost
50% say that taxes are not used at all to provide services.

Second, the majority of all respondents (51%) agree that people should refuse to pay taxes until
services improve. In Moshi DC, however, this percentage is as high as 66%, compared to about 35%
in Iringa DC, which may reflect the political opposition’s stronghold in Moshi.

Third, 73% of all respondents say they are willing to pay more taxes if public services are improved.
There are, however, significant differences between the six case councils in this respect. The
respondents in Iringa DC are least inclined to increase tax payments willingly in exchange for further
service improvements. Surprisingly, given the strong position of the opposition, the respondents in
Moshi DC are those most positive towards this hypothetical question. But the response may also
reflect a situation in which poor service delivery is a way taxpayers legitimise non-compliance.

Fourth, almost 75% of the respondents agree that people should contribute to improved services
through self-help activities, though there are substantial differences between the councils in this
respect. While more than 90% of the respondents in Kilosa DC and Iringa DC are positive towards
self-help in improving service delivery, only 56% of the respondents in llala MC are in favour of the
self-help approach. These differences might reflect the fact that various self-help and matching
schemes have had some positive impacts on service delivery in Iringa (TASAF) and Kilosa (CIS), while
they have been less prevalent in llala.

The rural-urban divide most likely also reflects the difficulty in mobilising urban dwellers for community
development initiatives due to the high mobility and turnover of residents. Hence, neighbours
often know each other less well in urban settings compared to rural communities. But there are
also differences across rural councils. In Moshi DC, the support for self-help is lower (69%) than in
the other district councils. This might be due to local politics, which may become a hindrance for
self-help. According to information collected during fieldwork in Moshi DC in August 2003, people
from the opposition were allegedly saying that the citizens should not contribute to development
projects since services 'should be provided by the government’
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Table 14: Views on Tax collection and Service Provision as a % of the Respondents

. llala Bagamoyo Kilosa Iringa Moshi Mwanza
Description MC DC DC DC DC cc Total

Are tax Yes, mostly 9.0 9.5 24 11.0 9.5 129 9.0
revenues
collected Partly 233 238 14.3 210 15.7 229 20.2
in the area
used to Not at all 338 319 495 324 38.1 329 36.4
provide public
services? Don't know 338 348 338 357 36.7 314 344
Should Agree 514 490 395 352 66.2 643 51.0
peoplerefuse o o agree | 62 8.1 8.1 90 9.0 6.7 7.9
to pay taxes
until they Disagree 38.1 352 476 48.1 186 243 353
get better

ices?
services: Don't know 43 76 48 76 6.2 48 59
Willing to Yes 729 65.7 729 59.0 824 833 72.7
pay more
taxes if public No 257 28.6 252 376 143 114 238
services
improved? Don’'t know 14 5.7 1.9 33 33 52 35
Should people  Agree 56.2 70.0 90.5 929 69.0 71.0 74.9
contribute
to better Partly agree 13.8 5.7 3.8 33 124 133 8.7
social services
through more Disagree 29.5 18.1 48 24 14.8 114 135
self-help
activities? Don't know 0.5 6.2 1.0 14 38 43 29

Citizens'satisfaction or dissatisfaction with service provision, however, varies substantially between
various services. Peoples' views may also reflect that they know that some services are provided by
the central government (e.g. education) and others are the responsibility of the local authorities (e.g.
clean water supply). Table 15 shows the share of all respondents, by council and for the whole sample,
who say they are satisfied with the various services listed. As many as 70% of the respondents say
they are satisfied with primary schools, while only 22% say they are satisfied with the water supply
and road maintenance. Law and order (19%) and the market place (13%) also score low. People are
least satisfied with garbage collection (7%) and agricultural extension services (8%).

Again there are significant differences between the councils. For instance, in Bagamoyo DC only 10%
of the respondents say they are satisfied with the water supply, compared to 35% in Iringa DC. With
respect to law and order, only 10% in Moshi DC say they are satisfied, while the corresponding figure
for Iringa DC is 28%. In contrast, 25% of the respondents in Moshi DC say they are satisfied with the
market place, compared to only 4% in Kilosa DC and 5% in Iringa DC.

Hence, if the problem of tax compliance is to be addressed by improving services, this may require
different measures in different councils. For instance, in Bagamoyo DC an appropriate policy might
be to focus on improved water supply for a period, while law and order may be a key issue in Moshi
DC. Improvement of market places may seem to be important in Kilosa DC, while better agricultural
extension should be a priority for the Iringa DC.
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Table 15: Service Satisfaction as a % of the Respondents

— llala Bagamoyo Kilosa Iringa Moshi Mwanza

Description MC DC DC DC DC cC Total
Primary School | Satisfied 68.6 614 833 733 66.7 67.1 70.1
Dispensary Satisfied 45.7 36.7 348 36.7 352 38.1 379
secondary Satisfied 190 210 29.0 343 16.2 214 235
School
Water Supply Satisfied 18.1 10.0 210 352 18.6 300 22.1
Road Satisfied | 257 271 133 | 276 138 2438 221
Maintenance
Sanitation Satisfied 238 16.7 20.5 26.2 210 18.6 211
Electricity Satisfied 238 10.0 20.0 15.2 276 19.0 19.3
Law and Order | Satisfied 219 124 24.8 276 9.5 15.2 186
Health Clinic Satisfied 252 238 52 15.7 9.5 133 155
Market Place Satisfied 19.0 11.9 38 48 24.8 14.8 132
Agricultural Satisfied 19 8.1 124 57 | 100 9.0 79
Extension
Garbage Satisfied 190 57 10 - 7. 100 A
Collection

4.5 Who to Blame for Poor Tax Collection

Table 16 presents the percentage of all respondents, by council and in total, that agree, partly agree
(50-50), or disagree as to whether the given groups/institutions are most to blame for the poor
tax collection. Other respondents either did not know or had no view. Tax collectors (54% of the
respondents) and council employees (49%) are those most frequently blamed. These views cross-
cut all the case councils, although the share of the respondents who blame tax collectors most is
lower in Iringa DC (41%) than in the other councils (higher than 50%). Only 20% of the respondents
agree with the statement that taxpayers are most to blame. These views are consistent with those
previously reported in section 3.3 (Table 6), where dishonest tax collectors are perceived to be a
major problem in tax collection. Fjeldstad (2001) argues that coercive tax collection has important
consequences for citizens'rights and for the democratisation process. If taxpayers'rights are unclear
for both taxpayers and tax authorities, tax compliance and accountability will be affected. Moreover,
as long as coercion is accepted as an integral part of tax collection it is unlikely that state-society
relations can become more accountable and democratic.

The lack of trust in tax collectors has been documented in previous studies (Tripp, 1997; Fjeldstad &
Semboja, 2000; Kelsall, 2000). In particular, the collection of the development levy often led to conflicts
and tensions between collectors and citizens. Since this survey was carried out only a few months
after the abolition of development levy in June 2003, citizens' perceptions of tax collectors may still
reflect their views based on their experiences with development levy collection. If this is the case, we
may expect that the relations between taxpayers and tax collectors will improve. However, in the two
urban councils, llala MC and Mwanza CC, the development levy was not an important revenue base.
In these councils the poll tax mainly covered public and formal sector employees, whose payment of

17



Odd-Helge Fjeldstad

the levy was deducted from their salaries by the employer with limited contact between collectors
and taxpayers. Hence, taxpayers' lack of trust in collectors in llala MC and Mwanza CC is most likely
related to other factors than the now abolished development levy.

Table 16: Who is Most to Blame for Poor Tax Collection as a % of the Respondents

A llala Bagamoyo | Kilosa | Iringa | Moshi | Mwanza
Description MC DC DC DC DC cc Total

Agree 57.6 56.2 552 405 538 58.6 537
Tax Collectors, 50-50 16.2 133 105 | 210 86 129 137
Fee collectors

Disagree 16.7 14.8 214 219 214 19.0 19.2

Agree 48.1 48.1 4572 40.5 55.2 58.6 493
Council Employees 50-50 20.5 14.3 9.0 15.2 124 10.5 13.7

Disagree 176 20.0 305 29.0 16.2 19.5 22.1
Central Government Agree 50.0 46.2 30.0 30.0 433 56.2 426
Authorities, 50-50 167 95 52 | 119 71 62 94
Taxation Revenue
Authority Disagree | 214 210 471 | 395 | 224 233 | 291

Agree 424 37.1 38.1 324 39.0 50.0 398
Licences and Permits | 5, o 20.0 162 86 | 186 14.8 119 | 150
Officers

Disagree 252 271 338 324 29.5 26.2 29.0

Agree 26.7 28.1 490 348 414 46.2 37.7
Local Government | 5, o, 233 224 100 | 210 19.5 138 | 183
Elected Leaders

Disagree 357 305 26.7 27.1 21.0 27.1 28.0

Agree 18.1 19.5 15.7 16.7 286 338 22.1
Parliamentarians 50-50 18.1 114 8.6 10.5 95 95 11.3

Disagree 457 39.0 54.8 519 238 352 417

Agree 28.1 21.0 124 19.0 17.1 24.8 204
Taxpayers, 50-50 176 205 167 | 167 17.1 17.] 17.6
Fee payers

Disagree 443 424 56.7 47.1 48.6 48.6 479

4.6 Citizens’ Views on How to Improve the System

In a series of questions, the survey addresses the issue on how to improve the present system. The
questions address matters such as where the respondents think revenues are least likely to be misused,
and actions to be taken to reduce the misuse.
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As many as 27% of all respondents think that misuse of funds is unavoidable, though there are
large variations across councils (Table 17). While only 11% of respondents in Iringa DC see misuse
as unavoidable, as many as 41% percent in Moshi DC hold this view. The discouraging data from
Moshi DC may reflect the high political tensions in the council between opposition and ruling party
politicians. In general, respondents favour village authorities over ward, council and parliamentarians
to allocate tax revenue.

Table 17: Where is Misuse of Tax Revenue Least Likely? (as a % of the Respondents)

llala Bagamoyo Kilosa Iringa Moshi Mwanza Total

MC DC DC DC DC cC
Village Authorities 6.7 9.0 324 18.1 7.6 16.2 15.0
Ward Office 10.0 33 10.0 13.8 8.6 14.8 10.1
Council Authorities 8.6 1.4 57 20.5 29 24 8.6
Service Facility 57 10.0 8.1 43 6.2 7.1 6.9
;?Rﬁ;:fﬁ?‘@';“e 133 176 15.2 119 12.9 176 1438
Misuse Unavoidable 38.1 29.0 20.5 11.0 40.5 252 274
Don't Know 17.6 19.5 8.1 205 214 16.7 17.3

When asked what actions would reduce the misuse of tax revenue, more than 40% of the respondents
say it would not help to report this to the village authorities, the ward and council offices, and the
police (Table 18). The most frequent reason given for this attitude is “all civil servants are corrupt and
they protect each other”. However, almost 64% of all respondents think that reporting the misuse of
tax revenue to a journalist would help reduce this form of corruption. Citizens'relatively high trustin
journalists is also reported in other studies, for instance ESRF & FACEIT (2003).
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Table 18: Actions to Reduce the Misuse of Tax Revenue as a % of the Respondents

. llala Bagamoyo | Kilosa | Iringa Moshi Mwanza
Report to: MC DC DC DC DC cC Total

Yes 633 605 595 | 633 67.6 68.1 63.7
Journalist | No 27.1 252 257 | 243 152 205 230

Don't Know 95 143 148 124 171 114 133

Yes 438 500 495 | 648 410 486 496
Village No 457 36.2 467 | 300 400 429 402
Authorities

DontKnow | 105 138 38 52 190 86 102

Yes 38.1 495 495 | 57.1 433 500 479
Ward Office | No 519 36.7 457 | 381 376 410 418

Don'tKnow | 100 138 48 48 190 90 102

Yes 400 438 405 | 490 500 629 477
Member of |\ | 500 419 524 | 452 300 27.1 411
Parliament

Don'tKnow | 100 143 7.1 57 200 100 112

Yes 419 395 548 | 490 424 438 452
Police No 495 481 400 | 462 395 438 445

Don't know 86 124 52 48 181 124 102

Yes 429 414 305 | 381 56.2 590 447
Political
Party No 457 443 58.1 500 27.1 286 423
Leaders

Don'tKnow | 114 143 114 119 16.7 124 130

Yes 36.7 405 471 533 405 467 441
Coundil No 533 448 448 | 405 39,0 424 44.1
Authorities

Don’t Know 10.0 148 8.1 6.2 20.5 11.0 1.7

When it comes to actual action taken by citizens, only 4% of all the respondents say they have
reported a misuse of tax funds over the last two years (Table 19). In Moshi DC the figure is only 1%.
Some respondents (11%) say, however, that they are aware of other people who have reported the
misuse of money. When it comes to why so few people take action and report the misuse of revenues
collected, almost 21% of the respondents say that it is because they are scared of repercussions,
and 15% say that such actions will not have any effect anyway. These figures are discouraging given
the fact that the government has run extensive anti-corruption campaigns since 1996 and has also
encouraged people to report officials who abuse their position for personal gain. The figures support
the argument that there is an urgent need to take action to improve the trust relations between
local authorities and citizens.
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Table 19: Actual Action Taken to Report Misuse of Tax Money

To Pay or Not to Pay? Citizens’ Views on Taxation by Local Authorities in Tanzania

o llala | Bagamoyo | Kilosa | Iringa Moshi | Mwanza
Description MC DC DC DC DC cc Total
Haveyou Yes 38 52 33 52 1.0 33 | 37
reported misuse
of tax revenue
in the last two No 96.2 948 96.7 948 99.0 96.7 96.3
years?
Yes, Many 14 24 5.2 43 10 33 29
Persons
Are you aware Yes, Only
of anybody who | Some Persons 8.1 5.7 124 76 7.1 76 8.1
has taken such
action? No One at All 56.7 57.1 56.2 63.8 41.0 438 53.1
Don't Know 338 34.8 26.2 243 51.0 452 359
Do Not Know
What to Do 129 186 15.7 243 7.1 6.7 142
Scared of 229 186 248 | 267 129 195 | 209
Reasons for not | Repercussions
taking reporting ]
misuse of tax Will Not Have | ) , 152 100 9.5 205 162 | 152
Effect
money
Don't Know 1.0 48 5.7 33 0.5 14 2.8
Not Applicable | 433 429 438 36.2 59.0 56.2 46.9

To build trust, information to the public is crucial (Levi, 1998; Levi & Stoker, 2000; Rothstein, 2000).
Citizens' access to and right to information is often seen as a necessary condition to achieve
accountable, transparent and participatory governance and people-centred development (Crook &
Manor, 1998; Jenkins & Goetz, 1999). Information to the public on tax revenues collected, financial
allocations and how to report corruption are, however, in scarce supply, according to the survey data.
Very few of the respondents have seen posted any information about local government finances
(Table 20). Less than 6% of the respondents say they have seen information posted on taxes and fees
collected, and only 2.5% say they have seen audited statements of council expenditure. And while
only 16% of the respondents have seen information on how to report corruption, a large majority
have seen posters for HIV/AIDS prevention (almost 78%). Those respondents who have heard about
the local government reform (LGR) seem, however, to be slightly better informed than those who have
not heard about the LGR (Table 20). This is particularly evident with regard to information on how to
report corruption, where 23% of those who have heard about LGR have received such information,
compared to 10% of those who have not heard about LGR.
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Table 20: Access to Information as a % of the Respondents

Have You During the Last Two Years Seen Any of the Following Information
Posted in a Public Place?
Audited
Taxes Financial How to
Description | | G Budget and Fees Statemenf[s Allocation to HIV/A”.)S Report
of Council Prevention .
Collected . Key Sectors Corruption
Expenditure
Yes No Yes No Yes No Yes No Yes No Yes No
Heard 106 | 894 | 89 | 911 | 40 | 960 | 74 | 926 | 845 | 155 | 234 | 766
about LGR
Notheard | 51 o070 | 26 | 974 | 12 | o8s | 18 | 982 | 712 | 288 | 99 | 901
about LGR
Total 6.6 934 56 944 25 97.5 44 95.6 77.5 225 16.3 83.7

There are large variations across councils with respect to information collected on tax revenue
(not tabled here). The respondents in Kilosa DC seem to be relatively better informed compared to
other councils. 33% of the respondents in Kilosa say they have received information on tax revenue
collected in their area. In contrast, only 6% of the respondents in llala MC and Mwanza CC say they
are informed. The survey data do not provide us with an answer on why the respondents in the two
urban councils are more ignorant on this issue than people living in rural councils. However, among
those who have received information on tax revenue, the Village Executive Officer (VEO) is in general
the most likely institution to have issued it. This may indicate that the VEOs function within some
contexts as an effective channel of information between the council and citizens.

How can the use of tax revenues be improved? Table 21 presents the percentage of all respondents,
by council and in total, that agree, partly agree (50-50) or disagree on whether the given measures
will work or not. The measures most favoured by citizens are stronger punishment of government
employees (83%) and politicians (almost 80%), followed by more information to the public on the
allocation of tax revenue (78%) and revenue collection (74%). These views cross-cut all the six case
councils. From a citizen’s perspective the measures suggested for improving the use of tax revenues
canall be interpreted as trust-enhancing devices. This is in line with recent research which concludes
that one of the factors that determine taxpayers’compliance is whether citizens perceive the local
government to be trustworthy and acting in their interest (Fjeldstad, 2004). In particular, three
dimensions of trust may affect citizens'compliance (Slemrod, 2003):

() trustin the local government to use revenues to provide expected services;

(i) trust in the authorities to establish fair procedures for revenue collection and distribution of
services; and

(iii) trustin other citizens to pay their share.
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Table 21: Measures to Improve the Use of Tax Revenue as a % of the Respondents

L llala Bagamoyo | Kilosa | Iringa | Moshi Mwanza
Description MC DC DC DC DC cc Total
Agree 78.1 79.5 895 89.0 80.0 833 833
Stronger
Punishment of | o, - 105 110 6.2 48 95 6.7 8.1
Government
Employees Disagree 8.1 52 38 52 57 57 56
Agree 67.6 752 89.0 86.7 77.1 824 79.7
Stronger
Punishment of | 50-50 167 124 7.1 67 100 7.1 100
Politicians
Disagree 124 7.6 33 57 8.1 6.2 7.2
Agree 79.0 752 829 77.1 748 77.1 77.7
More
Informationon | 5, o, 119 105 100 138 138 133 122
Allocation of
TaxRevenues | 1y gree 52 7.1 6.7 7.1 6.7 43 6.2
Agree 78.1 69.5 79.5 724 719 752 744
More
Information on | 50-50 100 119 119 14.8 157 148 132
Collection
Disagree 76 114 8.1 114 76 48 85
Agree 129 219 243 214 176 167 19.1
More
Involvement | 5, -, 148 17.1 100 124 6.2 52 110
of Police in Tax
Collection Disagree | 66.7 543 643 | 643 | 662 70.0 643
Agree 129 214 210 152 157 205 178
More
Involvementof | o, ., 157 167 138 119 16.7 119 144
the Military in
Tax Collection | 1y oree | 6622 529 629 | 676 | 557 57.1 60.4
Agree 143 86 38 76 14.8 190 113
More
Fundamental 50-50 1.0 14 0.5 05 - - 0.6
Changes
Disagree 8.6 6.7 14 57 43 - 44
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5 CONCLUDING REMARKS

The survey data show that citizens feel they get little in return for taxes paid. This perception has
impacts on their willingness to pay and contributes to eroding peoples'trust in the local government’s
capacity to provide the expected services. The majority of the respondents said that “they would be
willing to pay more taxes if public services were improved”. Hence, from a policy perspective it is a
major challenge to provide better linkages between tax compliance and service delivery.

Toimprove complianceitis also important to address the broader problem of free-riding. Some people
seem to be in a position to pay, but opt for non-compliance. However, taxpayers’ unwillingness to
pay is not perceived to be the main problem in revenue collection. The survey data point at misuse
of tax revenues by council staff (particularly by tax collectors) and councillors as the major problem.
Hence, stronger punishment of council staff and councillors whose mismanagement is detected is
perceived to be a key measure for improving the present system.

Information to the public on tax revenues collected, financial allocations and how to report corruption
are in scarce supply, according to the survey data. Very few of the respondents have seen posted
any information about local government finances. To build trust between citizens and the council,
information to the publicis crucial. Citizens'access to and right to information on taxes collected and
how revenues are spent is often seen as a necessary condition to achieve accountable, transparent
and participatory governance and people-centred development.

Moreover, the mechanisms for enforcing compliance are not indifferent for the outcome. A trust-
enhancing approach to improving the payment of local taxes and fees might be based on the
proposition that citizens are likely to perceive the local government as reciprocating their trust
when they feel they are being treated with respect. Thus, the previous fierce and uncompromising
approaches in some rural councils to collecting the development levy may actually have contributed
towards increasing present-day resistance by taxpayers. It is therefore imperative to establish
mechanisms forimproving relations between the local revenue administration and citizens. Relevant
measures include improvements to the billing and accounting systems, establishing more accessible
and efficient payment facilities, and strengthening the capacity to follow up cases of non-payment
through fair and reasonable enforcement.

The problems of non-payment should therefore be attacked on several fronts, including service
delivery, better administration and information schemes, and community involvement. To achieve
this, in-depth knowledge and data are required on payment levels for each village and ward, the
proportion of lower local government accounts delivered, the number and type of complaints
received, living conditions for the poorest segments of the population, including the elderly and
unemployed, etc.

Moreover, customer care must show that complaining will bring results. Citizens should therefore
be encouraged to report defaults such as misappropriation of revenue and services not delivered as
promised. The prompt redress of such complaints may help convince people that the local authority
means business.

Furthermore, citizens' involvement in identifying problems and setting priorities may motivate a
greater sense of community involvement. Initially, it is advisable to link payment directly to visible
improvements in services. Finally, the co-operation between local government officials, councillors
and community leaders in setting common goals might be a crucial trust-enhancing device.

The study provides us with some directions for future research. For an improved understanding of tax
compliance behaviourin local authorities in Tanzania, there is a need for a more thorough examination
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of the concept of fairness in fiscal exchange, i.e. the contractual relationship between taxpayers and
the government. Within this context it is also relevant to analyse if - and when - user charges are
to be preferred instead of general taxes to finance public services. Critical factors in this respect are
citizens' perceptions about the role of the state, how the tax law is administered, perceptions about
enforcement and government trustworthiness.

Furthermore, there is a need for research focusing on taxpayers' rights in situations where the
government - and donors - are pressing for increased domestic tax effort. Can compliance be
established in poor countries without an extensive and costly enforcement apparatus, and if so,
under what conditions? This question is important because it is likely that governments seeking
power on the basis of popular consent face restrictions on their use of coercion in tax collection.
Thus, the challenge for local government taxation in Tanzania is to raise domestic revenues from
consenting citizens.
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APPENDIX 1: WARDS INCLUDED IN THE SURVEY

Council Ward Council Ward
Bagamoyo DC Dunda llala MC Buguruni
Kiromo Chanika
Kiwangwa Gerezani
Magomeni Kinyerezi
Mbwewe Kipawa
Miono Kitunda
Ubenazomozi Pugu
Iringa DC Ifunda Kilosa DC Chanzuru
|zazi Gairo
Kalenga Magole
Kihorogota Mikumi
Mseke Mkwatani
Nduli Rubeho
Ulanda Zombo
Moshi DC Kahe Mwanza CC Bugogwa
Kirima lgoma
Kiruavunjo Kusini llemela
Mabogini Isamilo
Makuyuni Mirongo
Mamba Kusini Mkolani
Old Moshi Sangabuye
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APPENDIX 2: VILLAGES/MTAAS INCLUDED IN THE SURVEY

Council Village Council Village
Bagamoyo DC Buma llala MC Buguruni Madenge

Dunda Chanika

Kiwangwa Gerezan

Magomeni Gerezani Mashariki

Mandera Kinyerezi

Mbwewe Kitunda

Mwidu Mogo

Pugu Kajiungeni

Iringa DC Ismani Kilosa DC Chanzuru

|zazi Ibuti

Kalenga Kwipipa

Kibebe Mabana

Kibena Mikumi

Nduli Mtendeni

Tanangozi Zombolumbo
Moshi DC Chekereni Mwanza CC lgogwe

Himo llemela

Kirima Juu Isamilo

Lekura Kilombero

Mande Mkolani

Orya Mtaa Wa Kati

Uparo Nyafula

27



Odd-Helge Fjeldstad

00l L9¢v| 00l G'¢sS| ool | v'SLL| ool L'o¢y | 00L | LOvC| 0O0OL | T6F¥| OOL | 889¢| 00OL | 9°€0€ |e1o]
8¢CC | 966 76l /01 8 9G¢ L (A [ 1ot 143 x4 79 Gel SNOsug||adsIN
. . . . . . . . . . . . . . . . saul4
0/l 74 0/l1 (Y6 6SE | Sy | TSL| ¥99 €CC | 8¢S | €Ll | 609 1'09 | Z'lcc| L'LS | LSSl %9 $99U39I7 ‘5334 JAY10
¥9 1'8¢ 0¢ ULl 88 oL | 89 Y4 SOl | €9C | v 88l S0 0¢ 0 90 soxe] JISYI0
o0l | T a7 St 6¢CL | 6%l | L€ 9l 60 L'c 70 gl ¥'S 00t 89 L0¢ S99 193IeN
9 0/¢ ¥'6 6'lS 89C | 60¢ | €8 1'9¢ ¥yl | 9%E (WA l'ce g6l | e GTC | €89 S92USI7 ssaulsng
L0 0¢ 1’0 70 o€ cel 80C | L0S | 06 €0v 0 559D ¥D0159AI7
(s1onpoud
€9¢ | /8BSl | ¥9¢ €loc| 9sl | 08l | O¥C | 9%0L | 6€C | 945 | 96 6'Cr 80l | /6¢g S8 L'ST [eanynduibe uo xey |ed0|)
ss9) dou)
oLl 809 L1E ] v8El 95 | €Tse S LEL Ana73uswdojaAsg
% €002 | % 2002 | % €00C| % 00T | % €00C| % 00T | % €00C | % [40[014 $92IN0S SNUSASY
Dd IYsow D@ esojy D ebuuj D ofowebeg S|1IPUNOD 3seD) IS 1Y

(S92IN0S UMO 1133} WOJ} SNUSAI [RIO) JO 04 B SE pUB US| ||IW Ul L£007 PUe Z00T

S324NOS INNIATE NMO LNFWNYHIAOD 1VOO1

-€ XIAN3ddY

28



To Pay or Not to Pay? Citizens’ Views on Taxation by Local Authorities in Tanzania

APPENDIX 3:  (CONTINUED)

B: Urban Case Councils llala MC Mwanza CC

Revenue Sources 2002 % 2003 % 2002 % 2003 %
Development Levy 363 0.6 279.5 132

Property Taxes 690.8 11.5 11153 16.3 243.6 11.5 4422 216
Business Licences 1,194.5 199 ] 1,9435 284 364.7 17.3 391.7 19.2
City Service Levy 2,044.2 34.1 2,303.9 336 4529 215 4779 234
Other Taxes 164 0.3 80.5 1.2 121.2 5.7 4859 23.8
Other Fees, Licences & Fines 1,697.1 283 ] 1,1093 16.2 460.6 218 2443 11.9
Miscellaneous 3113 52 3013 44 1884 89 25 0.1
Total 5,990.6 100 |6,853.9 100 |2,111.2 100 |2,044.5 100

Sources: Fjeldstad et al. (2004) based on data from the councils’ ‘Abstracts of Final Accounts (2002)'
and ‘Budget Estimates (2003).
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