Pt

Hesearch

Metropolitan Stadies Program
The Marwell Schast
Syracuse University

Syracuse, New York 132441690
{315y 4233144

ISEM §T756-7903

Winter 1986

Yol 1, No 4

In this fourth issue of Reverews, we provide an absiract
of a report written by James Wozny, doctoral candidaie in
economics and research associate in the Metropolitan Studies
Program. The subject of the report is the personal iax as
3 local government revenue source in several African states.
Wozny’s research is based on both primary and secondary
data on the subject and was supported by the Local Revenus
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Administration Project. This careful study of the personal
tax is an example of the kind of comparative research on
government finance that LRAP sponsors in addition to its
long-term field projects.

The following summary is from James Wozny, *‘Personal
Taxss in African States,”” Qccasional Paper Mo. 81,
Metropolitan Stadies Program. July 1984,

ican States

The poll or head tax was the earliest form of direct taxa-
tion introduced o colonized Africa and coniinues 1o be an
important means by which many African governmenis
derive financial contributions from a substantial portion of
their population. The current use of personal tazes in a large
number of African states is examined in the reposi and
attention is given to variations across couniries and over
time. Included in this review are assessments of the rate
siructures of the tax, how it is administered, and the role
it plays in both national and local revenue structures in a
variety of settings. In addition, the paper provides an
evaluation of these taxes on the basis of their revenue vield
and elasticity, equity, and ease of adminisiration.

For at least the nexi decade it is doubtful that broadiy-
based personal taxes could be supplanted completely as local

Personal Taxes m

government revenue sources either by modern fiscal in-

struments such as property taxes and user charges, or by
less formalized “‘seif-help’” contributions. In conclusion, this
report commenis on the particular circumstances in which
personal taxes are making positive contributions to local
government finance and the situations in which they appear
not worth retaining.

The “Personal Tax"’ Defined

Fconemist John Due employs the terin “‘personal tax’’
to refer 1o a hybrid between a poll tax and an elementary
form of income 1ax (in his book, Taxation and Ecomomic
Devefopmeni in Tropicel Africa, MIT Press, 1983, pp.
61-62). A poll tax, at one extreme, is levied without any
regard to ihe economic circumstances of each individual tax-
payer, while an income tax is imposed at a set perceniage
of a taxpayer’s assessed income, reduced by permissible
deductions and allowances. The distinction between a
graduaied personal tax and an income {2x, in some cases,
becomes negligible. Common characteristics of a personal
tax include: (a) the application of a minimum tax to ail



adults, frequently restvicted to adelt males, with no
allowance or deductions and with exemptions hmited 1o the
disabled, elderiy, or desiiiuie; (b} a limited degree of gradug-
tion in ihe rate siructure with rates fixed for 2 given income
range; {cj tax Habilities ave typically assessed directly by local
commitiees rather than professional tax assessors in rural
areas: and {4) presuwinprive rather than actual income i3 used
&5 the basis for assessmaent, cspecially i the rural areas.

(riven the diversity of sconomic and social conditions in
different couniries, there understandably have been a variety
of procedures emploved for the direct taxation of African
poputations. The procedure of personal taxation, never-
theless, has evolved in most areas through a well-marked
cycle. Starting from a haf iax, the levy became a poll or
capitation tax, uvsually graduated regionally to reflect
differences in the scale of Jocal resowrces or the extent of
opportunities for earning & wage. Wiithin each region al
individuals paid the samee amount of tax. In time, efforis
of individual taxpavers in order {0 improve the yvield and
equity of the levy. The term personal tax is used here to refer
to boih poll taxes and gradusied personal taxes wherever
a digtingtion between the two iz noi analytically relevant,

The Decline of the Personal Tax
a8 a Central Government Hevenue Source

Omce a major generator of budget receipts for African
states, personal taxes since 1970 have become substaniially
less bnportant a3 a revenue source for central governments.
The share of personal taxes in central government revenues
depends to g large extent on fhe structure of intergovern-

arpument relating (o labor disincentives.

Thers are, however, both eguity and revenue-raising
raiionales for graduating the rate structures of {a%es o6
mdividusls in accordance with peopte’s ability o pay. The
revenue of a poll tax will be very restricied if the individual
pavment is set with regard to the ability to pay of persons
on the margin of subsistence since wealthier individuals are
then being taxed oo lightly, A sivong inceniive thus exists
to infroduce some graduation of rates according to personal
or family incomes as soon as it becomes politically and
administratively feasible. A raie schedule of ihis design
would give the tax 2 buili-in elasticity. Ag the sconomy’s
aggregate nomninal income rises, due to inflation or growih,
tax reveniues will rise more than proportionately,

The raie structure of 3 graduoated personal tax reflects an
atiempt to gain some of the yield and equity benefits derived
from taxing individuals at the wmargin according to their
abilities to pay while maintaining the simplicity necessiiated
by adininistrative constraints. The rate structure and iis
application 1o income brackets are what primarily
distinguish z graduated personpal tax from a standard income
tax. The former urilizes a *“slab” svstem; fixed tax liabilities
are levied on each range or bracket of income, The wider
is the income bracket subject to a given amount of tax, the
simaller iz the inequity associated with inaccurate income
assessments but the greater 15 the intra-bracket regressivity
and the lower is the growth in the tax vield associated with
an increase m average income of the taxable populabon.

At one extreme, a poll tax requires 0o assessmeni of
mcomes. The danger of horizontal inequity s minimized
since individuals of equal economic sianding are taxsd

mental fiscal arrangements. In comparison with the fiscally
ceniralized Francophoune African states, the personal tax
shares of former Billish t(ervitories were relatively low
because of the more rapid developmen: of conventional
income taxes as well as the transfer of the responsibility for
taxing low incomes t¢ local authorities. In Kenva and
Tanzania the shaves of personal taxes in central government
revenues declined from 8.9 percent and 16.7 percent in 1947
{6 3.6 percent and 3.2 percent, respectively, in fiscal year
1962, In Uganda personal tax revenues had been completely
transferred to local governments by 1962,

Since the late 1980s personal tax shares have declined
substaniially in Francophone Africa as well. In Chad, begin-
ning in 1968, wmunicipalities were allowed to retain the
revenues of the Taxe Civigue collected within their borders,
Livestock taxes (often linked anaivtically with personal
raxes) were elimpinated in Chad after 1972 and in Senegal
after 1973. All central government personal faxes were
phased out in Bwanda {1976) and Burundi (1977}

The Bate Structere of Personal Taxes

Traditionally, most personal tazes in Africa were levied
at a flai rate which applied to all taxpayers. At the other
extreme are more recent impositions that are graduated on
the basis of some perception of the taxpayer’s income level.

According to economic theory, 3 flat sum poll tax will
generate a lower welifare cost per unit of revenue than any
other impost because there are no substitution effecis
associated with the former. That is, an individual cannot
infiuence the size of his tax payment by altering his economic
behavior. A flat ser poll fax ks also the simplest form of
direct taxaiion to administer. A standard levy circumvents
the difficulty of annual assessments of personal ncomes,
but &t the expense of ignoring relative taxable capacity. The
eace of administration argument in favor of 4 capitation tax
is much stronger in the African context than is the officiency

equally. But a poll tax is characterized by severe vertical
nequity since individuals of different economic standing ars
not taxed differently. The yield, elasticity and vertical equity
of the tax can all be improved by narrowing the widths and
increasing the number of brackets. The extension of ihe
upper cuioff in the rate siructure is particularly important
for the latter two purposes; otherwise, additional income
earned by individuals already subjeci to the highest Hability
goes untaxed.

Tax Burdemns

No generalization can be made concerning the absoluie
burden of persenal taxes in African staies. Siafufory rates
vary significantly from country to country, and sometimes
from disirict to district within 2 country. There s also great
difficuliy in estimating taxpayers’ actual abilities o pay as
opposed to their assessed amnual incomes. Finally, the
burden of a tax within a community can vary greatly from
year to vear as agricnliural production rises and falls with
rainfall patterns. This last consideration provides an
argument for the personal tax as a local govermment rovenue
instrument and for imparting some flexibility into the
imposition of personal taxes.

Conclusions

Mational governmenis in Africa are finding themselves
with fewer resources io share with local governments.
Despite nearly universal policy pronouncements of inten-
ticns to expand the role of Tocal institufions in financing
public services, national policymakers bave almost as uni-
versally prevented local authorities from assuming greaier
fiscal responsibility by abolishing or severely restricting the
bases of personal taxes without providing realistic alier-
natives to these traditional revenue sources.

Case studies of Kenya and Nigeria examined in the report
suggest that a reliance on central government grants leaves



the fiscal position of local authoritiss vncertain ai best.
When grants are fortheoming they have generally heen used
to nmpose national priorities on local communities rather
than to stimulate the latter into adopting self-help projects.
Ceniral ministry priorities commoniy conflict with those of
localivies. While Migerian central authorities were promcting
projects that would genecate revenne, such as markets or
car parks, or projects thai would increase agricuftural
production, the priorities of local communities were reliable
water supplies and health services.

Pegple will not willingly payv anvy {ax or Tee unless they
can see a link between their contributions and public projects
which they value, Local officials will not zealously enforce
collection of a tax unless significant shares of the receipts
accrue to their budgets. For these two reazons personal taxes
are unlikely (o be cosi-effective revenue instruments unless
they are given over o local control.

Local personal taxes have been recommended for the
suppoit of bealth services for low-income people. Local
water supplies are being financed thiough user fees for
private house connections and even for urban standpipes
and wells. but in rural areas rate collectiom ai communal
water poisnits is infeasible. The ““Taxe Rurale’” has been
suggested as a means of financing village water supplies in
Senegal. Collecting tolls on rural roads is not a praciicable
method of recovering road maintenance costs, but personal
tax surcharges earmarked for read maintenance might be
imposed on villages in the avea. In ail cases where reliance
iz placed on personal taxes the link between tax paymenis
and service provision must be pronounced in order o
cihance compliance on the pari of ithe taxpavers and
collection practices of the local officals.

I October, Roy Bahi convened a conference in San Fran-
cisco devoted to the examination of policy reform for
Jamaican corporation {axes. More than 20 people attended
mchuding several members of the Revenues Board of
Jamaica, the famaican Comunittee on Tax Reform
{composed of representatives from the private sector), and
consulting econorists on the Jamaica project from the LIS
and Canada.

e Feuador Project

Dhiring December, four members of the LRAP Ecuador
team — David Greyiak, Jorge Martinez, Ken Stacey, and
Hernando Garzon -~ traveled to Ecuador 1o consult with
the AID mission and the Ministry of Fisance, The discus-
sions concerned the resulis of the analysis of the possibilities
for income tax reform, evaluation of customs administra-
tion, and review of the intergovernmental grant system.

In late November, Roy Bahl and sales tax expert Matt
Bourgeois of Metro’s Jamzica project office traveled to
Haiti for nearly a week to assist the AID mission there. They
conferred on how to set up a program to study and imple-
ment tax policy reform and to consider more carefully the
relationship between the country’s economic policy and tax
policy.

Visitors to Melro

I October, British expert on customs adminisiraiion Ken
Stacey spent fime at Metro to work with the Feouador fax
Proect temm.

in Gciober, MLA. Choudhry, Direcior General of the
Operations and Methods Division of the Cabinet Secretariat
of the Govermment of Pakistan, visited Metro to discuss the
stibiect of local government in Paldstan. His trip was spon-
sored by the United Mations Fellowship Program, Depart-
ment of Technical Cooperation for Develonment.

in December, Jorge Martinez of Georgin Siate came 1o
Meiro to confer with other members of the Ecuador ieam.

In December, Doug Graham of Ohio State University
visited the program and gave a seminar entitled “Rural
Savings Mobilization in Developing Countries.”

Staff Publications

Reforims n Bangiadesh

{arry Schroeder published an article on “‘Decentralization
in Rural Bangladesh™ in Agign Survey, 1983, Vol. 25, pp.
1134-1147. The auvihor discusses the policy and goals of the
Ershad governmeni’s approach to deceniralization. Afier
& section describing local govermment siructure in 1982,
before Frshad came o power and declared martial law, a
subsequent section explains the proposed revisions n the ad-
miinisiration and local government struciure. Progress since
1982 is then reviewed and the article closes with atiention
10 the three major problems facing plans for deceniraliza-
tion in Bangladesh: personnel needs i local levels of govern-
ment, political conflicts between officials of new units and
old units, and the nature of financeal allocations from the
central governmeni to the local bodies.

Signs of Strain in Sri Lanka

Eobert M. Kearney, professor of political science in the
Maxwell School, and Barbars . Miiler wrofe on “The
Spiral of Suicide and Social Change in 8¢ Lanka,’” which
appeared in the Journal of Asion Studies, 1985, Vol. 45,
pp. 81-10§. The suicide rate in Sri Lanka tripled between
1966 and 1974, wiith extrernaly sharp increases registered in
districis of the noriheast which have experienced rapid
population growth due to heavy infernal migraiion, much
of which is sponsored by goversunent colonization schemes.

Staff MNews and N@E&&

Larry Schroeder participzied in a workshop held in
October at Bloomington, Indiana, on ““Local Development
and Local Resource Mobilization in Bgypt.”

In November, Sieve Haggblade presenied a paper on
“Home vs. Factory Brewing: The Irnpact of Shifting Market
Shares in Afiica’s Indigenous Beer Industsv™ at the annuzl
meeting of the African Studles Association, held in New
Orlzans.

Jerry Miner traveled to Paris in Movember to attend the
International Conference on Fiscal Policy and Development
where hie presenied a paper on *‘Financing Communai and
Rural Areas in Burkina Faso.”’ The conference was jointly
sponscred by the French Ministry of Economics, Finance
and HEusiness and the Ministry of Cooperation and
Development.

In December, Roy Bahl gave a seminar on Metro’s work
on tax reform in Jamaica at the Agency for International
Development in Washington, D.C.



Barbara Miller presented 2 paper on ““Surveying the
Axnthropology of Gender Hierarchies™ af the annual meeting
of the American Anthropological Association, held in
Washington, DC, in Decemnber.

Raniana Madhosudhan received an award from the
Roscoe Martin Fund to support research for her disseriation.
The grant will aliow her to go to Washington, DC, to inier-
view economists at the World Bank and the IMF concerning
fiscal decentralization in developing countries.

Richard Joseph received a grant from the Roscoe Martin
fund which will allow him io obtain secondary sources refe-
vant to his docioral dissertation on ‘“The Fiscal Impact of
Tourism in“Jamica.”’

Harbara Miller has been appointed for a two-year term
as consuiting editor to the Jowrnal of Voluntary Aclion
Research.

Mext Issue: Janaie

In 1983, the Metropolitan Studies Program agreed o
undertake a several-yvear project which would lead to com-
prehensive reform of the entire tax system of Jamaica.

Funded by the LUinited States Agency for International
Development, the Jamiaica Tax Struciure Examination
Project is headed by Roy Bahl, Mazwell Professor of
Political Economy. The project personnel comprises 25
faculty consultants from Syracuse University and oiher
universities internationally, as well as several senior technical
consultants will long experience in such areas as income {ax
and cusioms administration.

The project maintains an office in Kingston with four
fulitime resident advisors who are responsible for key aspects
of the reform process, as well as research assistants work-
ing on various fopics including financial instiations, the cor-
porate tax, and the taxation of tourism. Over the pasi iwo
vears a significant amount of research has resulted in the
production of nearly 30 staff papers prepared for the use
of the famaican Revenue Board, the counterpart institution
of the Syracuse team. Since the project’s beginning a lttle
gver two years ago, substantial progress has been made in
working toward policy reform in all aspects of the work:
income taxes, property taxes, corporate taxes, indirect taxes,
and administration.

The next issue of Revenews will provide a detailed des-
cription of the accomplishments of the Jamaica Tax Struc-
ture Examination Project.
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