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Seminar on Fiscal Decentralisation 18 August 2005, Syllabus

Supported by funding from GEPPA, Local Government Denmark (LGDK (in Danish KL)) held a seminar on fiscal decentralisation on 18 August 2005 with participation of academics, consultants, DANIDA staff and others. The seminar was the second in a series of seminars all to deal with dif​ferent aspects of fiscal decentralisation. The first meeting in January 2005 dealt with overall princi​ples for fiscal decentralisation and formulae for government grants to LGs.

The second meeting dealt with Revenue Generation at Local Level and during the seminar, 4 presen​tations were given, all followed by questions and discussions: 

1. Local Revenue Sources, Nick Devas, Director of International Development Depart​ment, University of Birmingham

2. Citizens’ attitude to collection of the graduate tax (income tax) in Uganda, Ms. Anne Mette Kjaer, Assistant Professor, University of Aarhus

3. Local revenue generation: Some examples of improved performance, Nick Devas 

4. Experiences on Property Taxation in Nicaragua 1998 to 2005, International Consultant Philip Bottern, LGDK

The presenters’ slides are attached to this document.

Local Revenue Sources

The first presentation by Mr Devas dealt with local revenue sources and included five topics: 

· Which types of revenues are the most appropriate for local governments (LGs)

· How revenues can be divided between the centre and the LGs 

· Revenue sharing between the centre and LGs versus having own local sources 

· Why local revenues are needed?

· The different types of local revenues 

During the presentation, Mr Devas mentioned that the central government often takes the best reve​nues sources available, while smaller unstable revenue sources with less yield are left to the LGs. Sometimes the cost for the collection of local taxes is even higher than the income they generate. The best option is that LGs have 3-5 local taxes enabling them to concentrate on the collection of these including assessments of the tax base. Taxes should be selected so they cover as many citizens as possible and be at little disturbing as possible to the functioning of a competitive private marked.

After the presentation several questions and issues for discussion were raised. One of these was whether LGs actually need their own sources arguing, that the centre could finance the LGs directly through transfer. It was also discussed when local taxes should be introduced in a reform process. 

Another issue was visible contra “disguised” taxes. It was argued that “disguised” taxes (e.g. in​come tax, i.e. the tax is paid by the employer or VAT, i.e. the tax is paid directly) are easiest to col​lect. Local taxes are often more visible (property tax and marked taxes) than central taxes and there​fore more difficult to collect. On the other hand, several of the participants argued that it is im​portant that taxation is transparent and that taxpayers are actually aware that they pay the taxes.

Citizens’ attitude to collection of the graduate tax

The presentation by Ms Anne Mette Kjaer dealt with councillors’ accountability to the citizens and the LG officials and how this affects the collection of the graduate tax (G-Tax) in Uganda.  

In recent years, the collection of the graduated tax has declined because of increased government transfers to LGs and politicians inconsistency about the collection and applicability of the G-Tax. In 2005, the G-Tax tax was finally abolished for political reason. 

Surveys indicate that when citizens argue they want to get rid of the G-Tax, they are more referring to the collection methods applied and the apparent anti poor bias and not the tax itself. The citizens think that when the G-Tax is abolished they will be treated with more respect from LG officials.

The councillors should be involved in the collection of the tax but apparently the citizens expect the councillors to help and protect them (also from tax officials) and if the councillors try to raise reve​nues and assess tax objectives they loose popularity and chances for re-election.

Citizens (voters) are apparently both interested in personal benefits from the councillors and not only that councillors have developed larger investments in schools etc. This is an example of the formal and informal accounting mechanism and councillors are normally responding to both. 

Local revenue generation

The third presentation in the meeting was by Nick Devas regarding seven relatively successful cases from four countries where revenue generation had been improved – property tax (Ahmedabad, India), service tax (Vitoria da Conquista, Brazil), single business permit (Kenya), contracting out of revenue collection (Uganda), creating of municipal water company (Kenya), reducing arrears (Johannesburg, South Africa) and integrated financial information system (Kenya). 

Mr Devas mentioned that unfortunately it is difficult to refer to a country where local tax collection in general has been successful, instead the seven cases from 4 countries could be raised as some relatively successful stories.

It was discussed how general lessons could be drawn from the positive experiences in the seven cases. In general, this is difficult because successes are often country specific and it is difficult to transfer methods and procedures from one country to the next. Further, the reason for success was also that political will existed for improvement in some of the cases.

Experiences on Property Taxation in Nicaragua 1995 to 2005

The final presentation by Mr Philip Bottern dealt with the establishment and development of the municipal property taxation system in Nicaragua. Through the SISCAT project (Integrated Cadastre System) municipalities had been given a system in which technicians carry out surveys of all pro​perties (size of land and house, building materials, facilities available, surroundings etc.) and mu​nicipal staff compile the information in a computer program, which calculates the values of all properties and the property tax, that the owners should pay. After some years with investments in building up the system, results can now be seen in some larger municipalities, although they only collect app. 20-25 percent of the potential level.

It was discussed whether 20-25 percent is enough to valuate the experience as successful, and if the cost to create the system, carry out the surveys and administrate the system is not high compared to the incomes the tax generates. This is probably to early to evaluate, but statistics show that some results have been reached and recent changes in the national legislation (declaration of payment of all municipal taxes) show that at least some political will exists to make the property taxation and other local taxes function. 

Topics for research

During the meeting, some issues were mentioned that could be relevant for further research, these are:

· What kind of expenditures (operational cost - investments) are most suited for being fi​nanced from LGs’ own revenues?

· Accountability mechanism for tax administration at local and national levels.

· What kind of taxes are most appropriate for LGs?

· Is it a precondition for a well functioning local government system that local taxes exist?

· Should all LG taxes be visible to ensure transparency or can taxes that are more disguised (in​come taxes etc.) be introduced as well?

Next seminar

The next seminar on fiscal decentralisation will take place in January 2006 (probably 12 January). 

Copenhagen, August 2005, Philip Bottern, Local Government Denmark, moderator in the meet​ing and responsible for the seminar series.
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