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ABSTRACT 

 

Tax in terms of revenue collected by various LGAs is an important stream of revenue 

for development projects. It is argued that local revenues are needed to support the 

effective delivery of infrastructure and services. Despite that local revenue is 

fundamental in the management of Local Governments, the collection of local 

revenues has however been declining over the years and there are huge gaps between 

reported and projected revenues. The general objective of the study was to examine 

the factors affecting revenue collection in Tanga city council. 

Case study research design was used in the methodology. A sample size of 36 

respondents who comprised of city director, councilors; and finance and trade 

department employees was involved. Data collected were analyzed and processed by 

SPSS version 16 computer software. 

 

The findings indicated that 65% of the respondents pointed out building materials 

extraction license fee, 70% pointed out building valuation service fee, fishing vessel 

license fee and vehicle license fee as among the revenue collected by Tanga city 

council which contributed to improve service delivery to its inhabitants. However, 

80% of the respondents affirmed low compliance rates for some revenues, double 

taxation and the build up tariffs, citizen‘s feeling that they receive little in return 

from revenue/tax paid and fees and charges fostering tax resistance and disrespect for 

the law. Yet, 89% of the respondents pointed out strengthening the capacity to 

follow-up cases of non- payment through fair and reasonable revenue enforcement 

while 90% pointing out improving accountability to revenue collectors and 

councilors. 

 

Enhancing compliance rate and providing education and technical assistance to 

taxpayers along with improving, building public support and accountability to 

revenue collectors and councilors is vital. The researcher argues for revenue 

collection capacity enhancement through the adoption of simple tax administration 

system which would be centralized in the finance department whereby assessment is 

done before collection and accounting is done in order to minimize leakages. 
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CHAPTER ONE 

 

INTRODUCTION AND BACKGROUND INFORMATION 

 

1.1 Introduction 

This chapter highlighted the factors affecting revenue collection in local government 

authorities (LGAs) with reference to Tanga city council. It describes the background 

to the problem; states the problem; research objectives and questions; the 

significance; scope, limitations and structure of the study. 

 

1.2 Background to the problem 

Tax revenue collection is one significant issue of economic development among 

others (World Bank, 2006). It has been said that ‗what the government gives it must 

first take away‘. As the economic resources available to society are limited and so an 

increase in government expenditure normally means a reduction in private spending 

(Chijoriga, 2012). Taxation is one method of transferring resources from the private 

to the public sector, but there are others i.e. creation of more money, to charge for the 

goods and services it provides or to borrow (Bretschger, 2010). Taxation has its 

limits as well, but they considerably exceed the amounts that can be raised by 

resorting to the printing press, charging consumers directly, or borrowing. So while 

governments often use all four methods of raising resources, taxation in terms of 

revenue collection is usually by far the most important source of government revenue 

(Bofah, 2003). 

 

Tax (in terms of revenue collected by various LGAs) is an important stream of 

revenue for local government‘s development projects. Adequate and buoyant local 

revenues are critical to ensuring the viability and sustainability of local authorities 

and the quality of services they provide (Sarzin, 2007). It is a well known fact that 

the revenue generated from the taxation of individuals and businesses is an important 

stream of income for any government. Tax revenue is the source of funds used for 

development projects such as provision of infrastructure like good roads, stable 

power supply, stable water supply etc.  
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All of which combine to create an enabling environment for businesses –and in turn 

the economy at large- to grow (Bolnick, 2004).  

 

In Uganda and Tanzania, local authorities account for a significant share of 

government spending, and therefore play a fundamental role in the implementation 

of national growth and poverty reduction strategies (Sarzin, 2007). In mainland 

Tanzania for example, LGAs account for approximately one in every five shillings of 

public spending (Local Government Review, 2006). The effectiveness of local 

service provision relies on adequate and buoyant local revenues, which support 

sustainable operations and maintenance of local infrastructure and also help to 

finance staff salaries, councillor emoluments and other administration expenses (Bird 

et al, 2008). Local revenues can help to reduce budget reliance on external sources. 

However, the role of local taxation in the public sector is about more than 

maximising revenue yield. Local taxation promotes greater community involvement, 

enhances the accountability of local authorities to their constituents, and helps to 

reduce vertical fiscal imbalances (Steffensen, 2004).  

 

Until 2003, Tanzania followed a relatively ―permissive‖ approach to local 

government taxation, meaning that local governments were given substantial latitude 

in coming up with their own local revenue structure (Baurer, 2005). This open 

approach to local revenues was a major contributing factor to a highly fragmented 

local tax system. It was broadly felt that the fragmented local tax structure imposed 

an excessively high burden on local taxpayers (through high cumulative rates and 

high administrative costs) and caused an environment not conducive to economic 

growth. In addition to the collection and taxpayer compliance problems caused by 

the lack of a uniform local revenue system, the absence of a uniform local revenue 

system also has hindered the systematic collection of data on local government 

revenues (Fjeldstad, 2004). James and Nobes (2009) observed that there was 

considerable variation across local governments in the amount of revenue raised, 

both in absolute and per person terms. The majority of local governments were 

primarily dependent on their own sources of revenue. – For 20% of councils, own-

source revenue accounts for more than 86% of their total revenue. For 50% of 
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councils, own-source revenue accounts for at least 72% of their total revenue. 

However, grants are a particularly important source of revenue for a number of 

councils. – 20% of councils (accounting for about 1% of all residents) are 

significantly dependent on grants, which account for at least 48% of their total 

revenue (Baurer, 2005). 

 

In general terms, revenue is raised to cover the expenditures required to deliver the 

desired level and mix of local government services, after taking into account grants 

from other spheres of government (Gordon, 2004). An examination of expenditure 

and factors that might contribute to the observed differences in expenditure might 

provide insights into the variation of revenue raised by councils. Miller and Oats 

(2009) argued that there is significant scope to expand local revenue collections—in 

a way that is pro-poor and business-friendly. In general, local taxes should reflect 

taxpayers‘ ability to pay—i.e. tax payers with higher incomes or greater assets 

should bear a greater share of the tax burden. However, a healthy system of local 

taxation can be designed to: (1) provide adequate and buoyant revenues from the 

point of view of local government, (2) be equitable from the point of view of 

citizens, especially the poor; and (3) provide incentives for local government to 

facilitate the formation and growth of enterprises. This requires political will to tax 

more actively those households and businesses that can afford to pay, in order to 

provide local authorities with the revenues to deliver public services and maintain 

local infrastructure (Sarzin, 2007). 

 

Local Government Authorities in Tanzania were empowered to define their own 

local tax structure (Steffensen et al, 2004). The Local Government Finances Act of 

1982 (LGFA)—which defines the financial framework for local government 

authorities (LGAs) in Tanzania—allowed an ‗open list‘ or permissive approach to 

local taxation. This gave LGAs wide powers to impose taxes, levies and fees and set 

rates within their local jurisdictions.  
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Sarzin (2007) observed that prior to 2003, the lion‘s share of local revenues came 

from a combination of just three sources: (1) the Development Levy, which alone 

accounted for 20% of own source revenues; (2) agricultural cesses and livestock 

taxes; and (3) licenses and fees (including business licenses). Local revenue 

collections varied significantly across rural and urban LGAs. In rural LGAs, the 

predominant revenue sources were the Development Levy, the agricultural and the 

livestock levy. In urban LGAs the most productive revenue sources were licences 

and fees (including business licenses), the City Service Levy (CSL) and property 

taxes, which together accounted for approximately two-thirds of local revenues for a 

typical urban LGA (Bahiigwa et al, 2004).  

 

However, local taxes were criticized for being inefficient—the cost of collection 

could consume a significant portion of tax revenue for specific taxes; and since 

LGAs made use of a multiplicity of taxes instead of a few productive ones, a single 

home or business was frequently and repeatedly bothered for relatively small 

amounts of revenue. Local taxes were also criticized for being regressive and for 

creating disincentives for the creation and growth of private enterprises. And a 

further problem related to the legitimacy of the local tax regime—taxpayers did not 

feel they had any voice in decisions relating to the setting of tax rates or the 

expenditure of tax revenues (Fjeldstad, 2004). 

 

Gordon (2010) argued that there are many factors that policymakers need to take into 

account when setting local revenue policy including revenue yield, economic 

efficiency, administrative efficacy and the equity implications of various local tax 

options. However, Garde (2004) observed that the tax incidence model focuses on 

the equity implications (or fairness) of alternative local revenue policies. The health 

of the local tax system and the consequent quality of local service delivery is 

constrained by a number of factors including: (1) the high costs of collection relative 

to yield for some taxes; (2) low compliance rates for some taxes; (3) the lack of voice 

felt by taxpayers and negative perceptions of service quality, which affect 

willingness to pay taxes; (4) the propensity for some local authorities to ignore 

central government legislation in their search for new revenue sources (a dynamic 
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that was documented following recent tax reforms in Tanzania); and (5) leakage of 

revenues from privatized tax collection arrangements, which can introduce wide 

margins between payment by taxpayers and yield to authorities (Sarzin, 2007).  

 

However, for quite some time now, Tanzania has been implementing the Local 

Government Reform Programme (LGRP) within the framework of its civil service 

reforms on one hand, and revenue mobilization on the other. Both aim at improving 

services delivery (URT, 1996). An important component of the revenue mobilization 

reforms is to increase the fiscal autonomy of local authorities. It is expected that the 

outcome of this study will form the basis for systematic improvements of revenue 

collection at Tanga city council and at other LGAs in the country. 

 

1.3 Statement of the problem 

Before the rationalisation of revenue collection in local government authorities in 

Tanzania in June 2003 it was clear that the local tax system was overripe for reform 

(Bahiigwa et al, 2004). It was complicated, costly to administrate and exacerbated 

inequity. Tax evasion was widespread, often reflected in persistent public resistance 

to pay. Moreover, the linkages between the central and local government tax systems 

were in general weak leading to double taxation and inconsistencies between tax 

policies implemented at various levels of government (Fjeldstad, 2003). Already in 

1993, the Association of Local Authorities in Tanzania (ALAT) advised the 

government to abolish development levy. This advice was partly based on 

considerations of revenue generation, administrative costs, income distribution and 

economic efficiency (Chijoriga, 2012). Furthermore, the widespread tax resistance 

threatened to undermine the legitimacy of local authorities (Fjeldstad, 2007). 

 

It is argued that local revenues are needed to support the effective delivery of 

infrastructure and services. Despite that local revenue is fundamental in the 

management of Local Governments (LGs) as its roles in the decentralization process 

cannot be underestimated in that it contributes enormously to the funding of both 

recurrent and developmental expenditures in the LGs; the collection of local 

revenues by LGs has however been declining over the years (Bahiigwa et al., 2004). 
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A study done by Chijoriga (2012) in Mwanza city council revealed one major 

administrative problem for many LGs for their inability to collect fully the revenues 

due to them. On the other hand, local taxes are often criticised for being inefficient, 

having an anti-poor bias, affecting resource allocation decisions by distorting relative 

prices (i.e. by imposing different tax rates on different items), and having a negative 

impact on local economic outcomes by inhibiting start-up businesses (Kayuza, 

2006). In most LGs (Tanga city council being among them) there are huge gaps 

between reported and projected revenues. Moreover, the factors affecting these 

incidences are not known. This study examined them in order to ensure adequate 

revenues for the economic development of Tanga city council and the people at 

large. 

 

1.4 Research Objectives 

The objectives of this study were divided into two main types, that is; general 

objective and specific objectives as itemized hereunder. 

 

1.4.1 General objective 

The general objective of the study was to examine the factors affecting revenue 

collection in Tanga city council 

 

1.4.2 Specific objectives 

(i.) To identify the types of revenue collected by Tanga city council 

(ii.) To examine the factors influencing revenue collection in Tanga city 

council 

(iii.) To explore strategies for the enhancement of revenue collection in 

Tanga city council 

 

1.5 Research questions 

(i.) What are the types of revenue collected in Tanga city council? 

(ii.) What are the factors that influence revenue collection in Tanga city 

council? 
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(iii.) What are the strategies for the enhancement of revenue collection in 

Tanga city council? 

 

1.6 Significance of the study 

The study divulged the facts regarding the factors affecting revenue collection in 

Tanga city council while highlighting measures to be taken for successful revenue 

collection.  

 

This study was very important as it enabled users to use theoretical knowledge in 

different institutions performing the same and became a reference material for 

academic endeavours. 

 

This study was important for the researcher for the fulfillment of Masters degree in 

Accounting and Finance (MSc A & F) as the requirement of Mzumbe University. 

 

1.7 Scope of the study 

The study focused the Tanga city director, councillors as well as finance and trade 

department employees. The study intended to examine the factors affecting revenue 

collection in Tanga city council. 

 

1.8 Limitations of the study 

The limitations of the study were as follows; 

(i.) Financial Constraints. The financial support expected from researcher‘s 

pocket money which was limited. For that case, the researcher was unable to 

gather or collect the whole data from all respondents of the respective area 

and offices; hence taking a sample. 

 

(ii.) Time factors. The time allocated for data collection was short compared to 

the importance and tedious work of collecting data. However, with adequate 

corporation with respondents, the work was finally completed. 
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(iii.) Response rate. It was expected that the response rate would be low due to 

respondents being in a hurry, very busy with their daily activities and others 

were not at their working place sometimes. However, continuous follow-ups 

made the study to be completed. 

 

1.9 Structure of the study 

The study consisted of five chapters. The first chapter presented the Introduction and 

Background Information. The second chapter presented the Literature Review, the 

third chapter discussed the Research Methodology, the fourth chapter dealt with 

Presentation and Discussion of Research findings and the fifth chapter presented the 

Summary, Conclusion and Recommendations. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



9 

CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Introduction 

This chapter highlighted ideas from different authors, previous researches and other 

studies which had a linkage with this study. It was categorized into three main 

categories namely; theoretical and empirical literature review as well as conceptual 

framework. 

 

2.2 Theoretical literature review 

Fiscal decentralisation – the transfer of taxing and spending powers to lower levels of 

government - has become an important subject of governance in many developing 

countries in recent years (Manor, 1999). Being closer to the people, it is claimed; 

local authorities can more easily identify people‘s needs, and thus supply the 

appropriate form and level of public services (Enemuo, 2000). It is argued that, 

individuals are likely and willing to pay local taxes where the amounts they 

contribute can be related more directly to services received (Livingstone and 

Charlton, 1998). Taxes (in terms of revenue) are one of the major revenue for a 

country in where taxes are collected from citizens, companies, investors and so on to 

generate economy. According to Bofah (2003), taxes refer to the revenue that is 

collected by the local government to provide services and finance themselves. 

According to the theory of tax competition, the government will reduce the taxes on 

mobile asset through the occurrence of globalization due to rise in economic growth 

in a country. 

 

Garde (2004) pointed out that the potential variable that will change the amount of 

tax revenue is change in inflation rate in a country. High inflation rate in a country 

will force the government to increase the taxes on goods and services by increasing 

the price and stabilizing the consumption and aggregate expenditure.  
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With that, excise tax on some products may be affected with the change in inflation 

rate (Tanzi, 1989). A study by Mahdavi (2008) mentioned the effect of income, 

profit and capital gain tax due to change in inflation rate and investment plans. Based 

on his study, when the inflation rates increase, the household will protect their assets 

by substituting it with the assets that less domestic tax such as jewelleries. 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 and 

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). Scholz (1998) points out that 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 (2002) argues that citizens are likely to trust the local 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 local 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 (Fjeldstad, 2003). 
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Following the analytical approach suggested by Levi (1988, 2002), 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 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 local 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. 

 

If taxation is for public expenditure, public goods ought to have been consumed 

equally (Laffer, 2009). The elites in the society have retinue of security men attached 

to them for protection especially in emergency cases but not the common man whose 

safety is just by implication even when they represent a higher percentage of the 

taxpaying population. Since the use of most of the facilities for which the general tax 

revenue is raised as a right for some compared to others, tax therefore remains a 

punitive levy on the deprived of these services. This is even worsening with the 

definition by Nightingale (2002) ―…imposed by government while taxpayers may 

receive nothing identifiable in return for their contribution….‖ Osunkoya (2009) on 

his part warned, ―Payment of tax does not mean that government must do something 

within the locality of the taxpayer‖. These respected tax experts seems to forget that 

evidence of taxation seen in public goods encourage the taxpayer. This may account 

for the high evasion rate as tax is assumed exploitative instead of development.  

 

Popoola (2009) observed that people do not pay tax because of the ―culture of give 

and take‖. The epileptic services of some of the social amenities financed with tax 

revenue in developing and underdeveloped countries left much to be deserved. 
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Popoola (2009) asserts that electric supply and social infrastructure need to be 

financed with taxpayer‘s money. Ordinarily, nobody would want to make 

―compulsory payment‖ for substandard goods or bad services. Gordon (2010) argued 

that corporate and personal income taxes create distortion. High tax rate distort the 

demand and supply of labour hence productivity is impaired. Some countries tax 

system is structured purely towards revenue generation and that has negative effect 

on the economy. Very low tax may impact on education as a larger population will 

prefer to work than school but a very high tax might reduce productivity as people 

would prefer longer leisure hours. This does not enhance economic development. 

Laffer (2009) cautioned that ―A government simply cannot tax a country into 

prosperity‖. As important as tax revenue is to a nation, many people still find it 

difficult to comply with their tax obligation. According to Nightingale (2002), ―No 

one really likes paying taxes yet they are inevitable for the provision of social 

welfare‖. 

 

James and Nobes (2009) and Nightingale (2002), while citing (Adam Smith, 1776), 

posit that a good tax or revenue should have the qualities of equitability, efficiency, 

neutrality, flexibility and simple. These principles still holds today and even act as a 

guide for policy formulation. However, the ability to achieve all in a single tax policy 

is practically impossible; hence Nightingale (2002) stated that there is no good tax. 

This is because an efficient tax might be inequitable. According to Lamb et al (2005) 

―An efficient tax may not necessarily be considered fair and one that is considered 

equitable may not be efficient‖. Ordinarily, people abhor tax payment due to its 

effect on their income. Owens (2006) noted that only a few people are enthusiastic 

about paying tax or revenue. Tax policy must be generally accepted by the people if 

it must gain compliance (Nightingale, 2002). It therefore means that a good tax 

system must be in consonance with (Adam Smith, 1776) cannon of taxation cited in 

Nightingale (2002); equitability, neutrality, efficiency, flexibility and simplicity. 

 

A study done in Masasi by Mugoya and Chikongoye (2011) found that lack of by-

laws denies the council more opportunities to collect revenue from a number of 

sources. For example livestock products are not captured as revenue sources which 
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can contribute, albeit in a small way, to the council‘s budget. Businesses such as 

animal slaughtering, meet shop, sell of live animals, milk and other fees related to 

animal management form revenue sources to the council but are not considered 

because there is no legal backing. Sarzin (2007) points out that property tax has some 

attractions as a local revenue base since it is imposed on immobile assets and 

therefore is difficult to avoid - at least in principle. However, it also has some 

obvious weaknesses which need to be taken into consideration before heavy reliance 

is placed on it. For instance, problems of valuation and tax enforcement often occur 

due to political interventions and administrative weaknesses. Furthermore, harsh 

enforcement mechanisms may result in intervention from politicians facing 

complaints from their constituents. Hence, experience advocates cautiousness when 

extending property tax to district councils, and when imposing a commercial land tax 

in local authorities (Fjeldstad et al, 2009).  

 

Bofah (2003) argued that literacy rate is by far the most important element in success 

of tax revenue collection while the backbone of an effective tax system is the 

documentation of the economy. Documentation comes from a literate tax base. In the 

present day world literacy does not only being able to keep records on books but also 

includes knowledge of information technology and its usage. Taxes yield less 

revenue in less literate economies. Tax collection requires consistency in 

implementation and consistency in implementation comes with political stability. 

Taxes, law and order situation is indirectly related. A country with stable law and 

order situation would mean greater investment being brought in, more jobs being 

created, resulting in greater purchasing power on the part of the consumers who 

effectively have to pay tax. Awareness to the people on the benefits of paying taxes 

which increase the tax morale of the people should be brought as long run policy 

implication (Bahiigwa et al, 2004). 
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2.2.1 Types of Revenue 

(i.) Tax Revenues 

These include; Direct taxes such as corporate tax; personal income tax, withholding 

tax- rents, management and professions fees, property tax etc and indirect taxes  such 

as import duty, excise duty (imports and local goods), VAT (imports and local 

supplies) and stamp duty. 

 

(ii.) Non-Tax Revenues 

These include; Fees such as passport, driving license etc; fines and penalties 

regarding the breach of law or non-fulfilment/failure; surplus from public enterprises 

such as dividends from profits (Chijoriga, 2012). 

 

2.2.2 Factors motivating people to avoid their tax obligation 

In addressing research, Kiabel and Nwokah (2009) noted that factors influencing 

high rate of evasion can equally influence avoidance. 88% of the respondents gave a 

positive response to the questionnaire acknowledging the fact that their disposable 

income is seriously affected by taxation. This is also the case of a high tax rate as 

well. High tax rate makes the tax payer to feel she/he is working in vain. His decision 

to work or not to or the labour hours she/he might be prepared to put in might be 

reduced because of high tax rate. The poor performance of social amenity has to a 

large extent discouraged tax payment. For instance those in the informal sector spend 

heavily to provide for themselves power supply for their businesses and homes, 

getting them to pay tax become a problem. The failure of those in the informal sector 

to pay tax equally encourages avoidance and evasion. This is because the few that are 

living up to their civic responsibility becomes discouraged when they discover that 

defaulters go unpunished. Conclusively, taxation is a very good sources of revenue 

generation but policies on taxation should be made with due consideration for the 

welfare of the people in mind. Government should make the people have a sense of 

belonging by providing social amenities with revenue generated and defaulters in tax 

payment should be made to face the wrath of the law. When that is done, the 

economic goal of taxation will be achieved (Laffer, 2009). 
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2.2.3 Theories of Tax Compliance 

Various opinions exist about the best ways to improve tax compliance. Given the 

chance, a lot of businesses will not pay taxes unless there is a motivation to do so. 

Some believe that the best way is to increase incentives (Feld and Frey, 2007) others 

believe the best way is to increase penalties. Tax compliance theories can be broadly 

classified into two. They are; economics based theories and psychology based 

theories. 

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, 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. 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.  

 

A third element is the impact of social influences and norms on the taxpayer‘s 

compliance behavior. Compliance behavior and attitudes towards the tax system may 

thus be affected by the behavior of an individual‘s reference group such as relatives, 

neighbors, 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. 
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2.2.3.1 Economic Based Theories 

They are also known as deterrence theory and they place emphasis on incentives. 

The theory suggests that taxpayers are amoral utility maximizers- they are influenced 

by economic motives such as profit maximization and probability of detection. As 

such they analyze alternative compliance paths for instance whether or not to evade 

tax, the likelihood of being detected and the resulting repercussions and then select 

the alternative that maximizes their expected after tax returns after adjusting for risk. 

This process is referred to as ―playing the audit lottery‖ by Trivedi and Shehata 

(2005). Therefore according to the theory, in order to improve compliance, audits 

and penalties for non-compliance should be increased. 

 

This priceless little pearl of wisdom comes from a graph called the Laffer curve. It is 

based on the premise that there is a critical point of government taxation where taxes 

become counter-productive and therefore reduce the flow of revenue into federal 

coffers. This has become a favorite pronouncement of politicians since they can lay 

claim to wanting to lower taxes and still raise federal revenues. 

 

Before we start I want to be clear that I am not making predictions, nor advocating 

any particular solution, since that would only be speculative on my part. Instead I am 

simto see what it tells us.ply reviewing what is supposed to be a part of modern 

economic theory to see 
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Figure 2.1: Economic Based Theories 

 

Source: Laffer curve 

 

Sometimes the graph is drawn horizontally, but it expresses exactly the same 

concepts, so the relative orientation is irrelevant. 

 

As you can see, there is a point A and a point B shown on the graph which indicates 

that the same revenue is available at two vastly different tax rates. In other words, the 

tax rate from point B can be lowered to the rate indicated at point A and the 

government would collect the same revenues, or this is what the graph would have 

you believe. 

 

The first question to ask is what mathematical formula gave rise to this expression. 

Interestingly, there isn‘t one. This is simply drawn from someone‘s imagination and 

is used to represent what economists ‗think‖ might happen. 

 

It should be clear from the most cursory examination that the optimum revenue 

would be generated at a 50% tax rate. There‘s no need for debate, since that is clearly 

what is indicated by the graph. Obviously things aren‘t quite that simple. 
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Assessing the end points, at 0% tax rate, it is clear that the government would collect 

no revenue, so this agrees with our intuition. However at 100% the graph also shows 

the government collecting no revenue. This isn‘t quite so intuitive, so let‘s see if it‘s 

true.  

 

Since the tax base consists of individuals as well as businesses, a 100% tax rate 

would indicate that all the money earned/generated would go to the federal 

government. However, this represents one of the problems with the Laffer Curve. 

Regardless of how one interprets the concept of 100% tax rate, the reality is 

markedly different and isn‘t explained by the model. 

 

Since the economy consist of people (and businesses), they cannot survive on 

nothing, so something must be happening that is hidden from this simplistic graph. If 

we assume that people want to eat, and have a place to live, and all the other 

necessities of living (we‘ll ignore luxury items), then it is clear that they must have a 

source of income. Similarly businesses must have a source of revenue to maintain 

operations.  

 

What we actually find is that instead of 0% revenue, the government is collecting 

100% of the wealth and then redistributing the income amongst the people and 

businesses to facilitate the requirements of the society. In other words, the 

government becomes an exclusive distributor of wealth and effectively subsidizes 

everything. This is similar to what happened in many of the communist countries, 

where the government determined what one was paid and what revenue was 

allocated to specific individuals. 

 

While there may be other interpretations of what would happen under such 

circumstances, the point of interest is that at 100% taxation, the graph DOES NOT 

DIP DOWN. In fact, it would behave as intuition suggests which is that of a linear 

graph originating at 0% until it reached 100%. 
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It has been argued that the reason the graph drops to 0%, is because there would be 

no incentive for people to work and so no income would be available to the 

government. However, this isn‘t true, because of the need to survive, people would 

have the incentive to minimally cooperate with such a system to gain the necessities. 

Certainly personal motivation would suffer, and it wouldn‘t represent a very robust 

or healthy way of producing goods and services, but it would function (it could be 

argued that this is a variation of the feudal state). 

 

In fact, since the government would be determining the amount of money people got, 

there would be strong incentives for individuals to cooperate at varying levels to try 

and maximize what they might obtain. Once again, this closely parallels the type of 

behavior we saw in communist economies. 

 

Bear in mind that my point is not to justify government taxation or the rate at which 

it is levied, but rather to examine whether the Laffer Curve tells us anything useful 

about this phenomenon at all. At this point, we can see that it is highly suspect in 

terms of what it suggests. 

 

The simple relationship between the tax rate and revenue is a linear one, which can 

be expressed as follows: 

 (Tax Rate Percentage) (Total Taxable Base $) = (Revenue $) 

 

From this simple equation it is easy to see that if revenue is to remain constant in 

light of a reduction in the tax rate, then the tax base must grow to compensate for the 

difference. 

 

This adds another layer of consideration around the assessment of the three major 

tax-cuts in recent history (1), but given the huge growth in the Gross National 

Product (GNP), it is plausible that the growth of industry during these periods 

would‘ve increased revenues anyway. The reduction in taxes, would‘ve helped by 

creating more disposable income which could have gone to increase demand and 

thereby drive production even higher. 
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It is also important to evaluate how much the federal deficit grew during each period 

of tax cuts, because with the government‘s ability to borrow, the connection between 

the tax rate, and available revenue is misleading. Often the revenue shortfall was 

made up by borrowing. It can be clearly seen that whatever increase in federal 

revenue occurred, it didn‘t halt the continued level of borrowing, so any supposed 

benefits from tax cuts is suspect. (see graph) 

 

Figure 2.2: U.S. National Income (Nominal GDP) and Debt 1900-2004 

 

 

Whatever the reasons, the Laffer Curve did not provide us any insight into why this 

happened or why it should happen. So basically what we have is a graph that creates 

the illusion of being mathematical, despite having no equation from which it is 

derived. It is endlessly quoted as a means of peddling a political agenda, and in the 

end, has no ability to predict events at all. 

 

So the only conclusion that we can come to, is that there is no economic ―silver 

bullet‖ that is capable of raising revenue to the federal government without 

ultimately taking it from the taxpayers. Anything else is ―snake oil‖ until someone 

comes up with a theory that actually has predictive capability. 
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2.2.3.2 Psychology Theories 

Psychology theories on the other hand posit that taxpayers are influenced to comply 

with their tax obligations by psychological factors. They focus on the taxpayers‘ 

morals and ethics. The theories suggest that a taxpayer may comply even when the 

probability of detection is low. As opposed to the economic theories that emphasize 

increased audits and penalties as solutions to compliance issues, psychology theories 

lay emphasis on changing individual attitudes towards tax or revenue systems 

(Chaudhry, 2010). 

 

2.3 Enlarging local revenue base  

According to Gordon (2010) one of the ways to improve revenue performance is by 

enlarging local revenue base. There are four types of actions that should have been 

taken by local authorities in order to achieve that. These include;  a) Identifying new 

or potential taxpayers and ratepayers; b) Improving object databases; c) Improving 

valuation (reassessment of tax objects) and d) Calculating the revenue capacity for 

each type of levy.  

 

2.3.1 Revenue/Tax Collection Requirements  

Three aspects are considered important to enhance revenue collection process 

according to Mahdavi (2008); a) optimum rate structure; b) appropriate rules and 

regulations – in the form of good regulations and; c) human resource capacity.  

 

However, to increase control in order to reduce leakage, Garde (2004) advises local 

government to perform some or all of the following actions; a) Surprise audit to 

complement self-assessment procedures; b) Improving the control process; c) Efforts 

to enforce a strict and heavy penalty for non-compliance; d) Administrative 

discipline to financial staffs that may have contributed to leakage in local revenues; 

e) Efforts to link tax payment with services provided by local government.  

 

2.3.2 Comparisons of the relative potential to raise revenue  

An examination of fiscal capacity and actual fiscal effort does not reveal the extent to 

which local governments might have the potential to raise additional revenue.  



22 

To shed light on whether local governments have the capacity to raise additional 

revenue, the Commission has undertaken a benchmarking analysis. Using a statistical 

technique known as stochastic frontier analysis, estimates are derived of the relative 

potential for each local government to raise additional revenue, after controlling for 

the following.  

(i). The explicitly identified factors influencing revenue raised per person, as 

described in box 2.  

(ii). Random variations across councils reflecting:  measurement error in the 

variables  

(a) Other random factors that affect observed revenue rose per person 

across councils (for example, droughts)  

(b) The combined effects of other omitted factors, many of which are not 

amenable to quantification. These might include local preferences and 

attitudes towards local governments.  

 

The purpose of this analysis is not to imply that councils should raise additional 

revenue. Rather, it is to investigate whether there is some potential to raise additional 

revenue, if a council was allowed, and its community wished it to do so.  

Compared with alternative methods, the approach used by the Commission yields 

more conservative estimates of the relative potential to raise additional revenue. If a 

council raises less revenue than its own hypothetical benchmark, this is taken to be 

an indication that it has the potential to raise additional revenue.  

 

The index of the potential for an individual council is relative to a hypothetical 

benchmark of unity. Invariably, councils have an index less than unity. Even those 

councils which have high levels of revenue-raising effort are assessed to have some 

potential to raise additional revenue. The interpretation of the index is that the 

observed level of revenue raised by a council is less than its assessed hypothetical 

benchmark. For example, an index of 0.85 indicates that the actual level of revenue 

raised by a council represents 85 per cent of its assessed potential level, given its 

specific circumstances. An assumption of the technique is that there are no regulatory 

impediments to raising revenue, such as rate pegging in. 
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2.3.2 Improving administrative efficiency to reduce collection costs  

Improvement in revenue performance is also critically dependent upon the ability of 

local authorities to minimize the cost of collecting revenues. There are four possible 

actions could be taken by local government to improve their administrative 

efficiency according to Levi (2002); a) Improving the existing tax administration 

procedures through administrative simplification; b) Efforts to calculate collection 

efficiency for each type of revenue; c) Efforts to reduce cost of collection; and d) 

Efforts to eliminate the identified factors in the field that has contributed to sub-

optimal revenue.  

 

2.3.3 Importance of local revenue to local governments  

(i.) Financing administration costs (e.g. in Tanzania councilors‘ 

emoluments and employee costs); 

(ii.) Financing maintenance costs and thus promoting ownership of 

projects; 

(iii.) Permits collection of localized and low yielding revenues; 

(iv.) Guarantees sustainability of service delivery and autonomy of local 

governments 

(v.) Regulates businesses and provides important infrastructure and 

services such as markets and public conveniences at a charge; 

(vi.) Reduces pressure on central governments and reliance on donors; 

 

2.3.4 Ways of improving local government revenue generation  

Many of the problems facing the generation of revenue in the local governments are 

those that can be corrected to improve their generation. According to Herbert (2005), 

a dependable tax base for the local authorities is essential shortage of trained 

valuation staff will make taxes on real property difficult to assess for sometime to 

come. The system of graduated tax has been in unjustifiable dispute in recent years. 

Olaoye (2008) also suggested the possibility of a Native Authorities‘ Loan Authority 

as an agency to provide capital loans for the local government.  
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However, some of the strategies for improvements are: 

(i.) Good infrastructure: A location with good road net work will have every 

access to the coming and going out of the local government‘s cars and 

people, if they get to the local government‘s cars and people, if they get to the 

local government and see good roads, pipe-borne water, hospitals, schools 

etc. they may decide to stay. This will increase the number of people and 

business that will be paying tax and this will definitely increase the revenue 

generation because more people will be paying tax, if the government can 

provide good infrastructure for the local government, there will be more 

business and people will see reasons to pay tax. 

 

(ii.) Staff motivation: According to Henry Fayol (1948), there are fourteen 

principles of management of which motivation is among the list. Henry Fayol 

(1948) however defined motivation as a driving force which stimulates a 

worker in action workers should be encouraged so that they can put in their 

maximum services and when this is done, there may be increase or solid 

improvements in revenue collection. Training of workers for knowledge 

enhancement should be one of such motivational factors (Adebisi, 2005). It is 

fervently hoped that when the above suggestions are fully implemented, the 

local government will not only improve internally but also with the outside 

world. 

 

(iii.) Establishment of projects: The local government should embark on the 

establishment of some minimize industries, which will provide employment 

opportunities to the people. For example, Farm industry has helped to solve 

some of the employment problems within the community. There should also 

be development and improvement in agricultural ventures like crop farming 

etc. the participation in agriculture will encourage the inhabitants of this local 

government are to improve their standard of living. 
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(iv.) Revenue management: There is a general trend going about most 

governmental establishment, there are mis-management and embezzlement. 

The revenue so collected is mismanaged by the officer thereby not making 

the revenue to have any effect on the general populace of the local 

government. This can be reduced by the centralization of the collection 

department and rotation of jobs and assignments. If a worker is occupying a 

particular position for a long time he tends to have all the ways by which he 

can fraud the department. 

 

(v.) Loyalty of tax payers: If people can change their attitude of tax evasion, more 

revenue will be generated. The number of people that pay up their dues (tax) 

as at when due are very small compared to the number of people that are 

supposed to pay. If the orientation can change, it will go a long way in 

increasing the amount of revenue that will be generated in the local 

government. 

 

(vi.) Sensitization of the people: This involves informing and educating potential 

taxpayers on the purpose and benefits of the revenue they contribute. Local 

Governments normally undertake massive sensitization through workshops, 

newspapers, and radio stations among others. The sensitizations are spear 

headed by Local leaders. Massive and effective sensitization results in 

sufficient revenue collection hence better service delivery. Although 

sensitization of the masses is undertaken, it does not always yield the desired 

results. For example some of the tax payers are illiterate and cannot read 

newspapers, and yet some radio stations are not listened to by the people 

given the fact that some potential tax payers are located in remote areas, some  

Local leaders lack the skills of sensitizing the public about revenue collection 

and its impact on service delivery. Therefore, this will make revenue 

collection a bit difficult let alone the eventual provision of the services to the 

people (James and Nobes, 2009). 
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2.3.5 Revenue/Tax Assessment 

Assessment is the determination of the amount to be paid in respect of a particular 

revenue item and raising a formal notification of the amount to be the basis for its 

determination, the due date and mode of payment among other to the tax payer. An 

assessment must be based on a clearly defined tax base and must reflect the rates 

applicable a tax base. The assessment exercise helps Local Governments to keep a 

record of the amount and due date for payment of the respective revenue items 

assessed, the name, location and other details of the taxpayer (Fjeldstad, 2003). 

 

The assessment exercise requires first the identification of suitable assessors and then 

training them before embarking on the assessment exercise. A good revenue system 

must have a team of well-trained assessors whose main responsibility is to prepare, 

raise, and distribute assessments in line with the regulatory and policy framework for 

Local and central Government (Gordon, 2010). Effective assessment should put into 

consideration the following principles. 

(i.) Ability to pay. This principle has to be exercised in that the taxpayer should 

be able to pay the tax assessed on him. The ability to pay is determined by 

earned income, disposable income, expenditure, and domestic obligations of 

the taxpayer. 

 

(ii.) Simplicity. The type of tax, method of assessment and collection must be 

simple and understandable by both the taxpayer and the tax collector. 

Mugume (2006) asserted that, a good tax should be one which is easy to 

understand that to say, the tax payer must be able to know the exact amount 

to pay and when and how much to pay without any difficulty. Complicated 

taxes tend to lead to disputes, delays, and high collection costs in terms of 

time and resources. Organizing assessments basing on the principles 

ultimately improves on the Local revenue collection hence service delivery 

and the reverse is true. 
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(iii.) Elasticity. This element should exist in assessment under Local revenue 

collection to improve on the tax base and taxes should change directly with 

change in the tax base and the reverse is true, hence the revenue is generated. 

 

2.3.6 Strategies for improving Local revenue collection. 

A classical economist Adam Smith (1776) put forward the canons or general 

principles of taxation which he said should be observed when imposing a tax, and 

these are; equity, certainty, convenience, productivity, buoyancy and economy. 

These canons if followed in tax assessment, collection and administration, improve 

on the Local revenue collection and administration. 

(i.) Convenience. Under the principle of convenience, Adam Smith (1776) stated 

that every tax ought to be levied at the time that it is most likely to be 

convenient for the taxpayer to pay. He further said that, both the time and 

mode of payment should be convenient. For instance, farmers should be taxed 

when they sell their crops, office workers to be taxed when they receive their 

salaries, traders taxed when they make profits. 

 

(ii.) Canon of Equity. Under the equity principle, Adam Smith Stated that the 

amount of tax burden on taxpayers should be equal or proportional to their 

incomes such that the higher the income earners pay more taxes (tax liability) 

than the low-income earners. Adam smith‘s principle of equity is based on 

humanitarian grounds. Equity takes two forms, horizontal equity, and vertical 

equity. Horizontal equity means that people in the same income bracket 

should be taxed equally while vertical equity means that people in different 

income brackets should be taxed differently. 

 

(iii.) Productivity. Tax productivity is the ability of a given tax to generate as 

more revenue as possible to the Local Government. Therefore, a tax should 

be more effective and productive as possible. The tax system should yield 

enough revenue to the treasury, so that the Local council does not resort to 

deficit financing. 
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(iv.) Certainty. The canon of certainty has to be put into consideration in order to 

improve on the Local revenue. The taxpayer must be protected from 

unnecessary harassment by revenue officials by advocating for the certainty 

and non-arbitrariness of the taxes, fees, and charges that each individual is 

bound to pay. This is because unpredictable taxes discourage investment and 

reduce effort of work. 

 

(v.) Economy. Local revenue collection can also be improved by the principle of 

economy. The principle stresses that the cost of collecting and administering 

taxes, fees and charges must be much lower than the tax proceeds. The 

collection costs should not exceed 5% of the tax. It is meaningless to impose 

taxes, which are widespread and difficult to administer as they impose an 

unnecessary burden upon the society in the form of additional administrative 

expenses. 

 

(vi.) Flexibility/Buoyancy. The tax should change directly with the change in tax 

base. A tax should be able to change directly with the changes in the 

economic situations or incomes or tax bases with the Local administration, 

for instance if the taxpayers‘ incomes rise, even the taxes on them should be 

able to adjust directly and taxes should reduce as incomes reduce. The 

fees/tax structure should be adjustable to the changing requirements of the 

Local Governments with ease; and the Local revenue system should not be 

complicated. 

 

(vii.) Diversity. It is risky for the Local Government to depend upon very few 

sources of Local revenue such as a system is bound to breed a lot of 

uncertainty for the treasury. If Local revenues come from diversified sources, 

then any reduction in a particular revenue item is bound to be very small, 

hence the principle of diversity.  
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However too much multiplicity of taxes should be avoided as it may lead to 

unnecessary cost of collection and hence violate the economy principle. Fiscal 

authorities should be in position to predict and accurately forecast the revenue a 

particular tax will generate and at what rate it will flow in, for this is because 

inelastic tax is usually unproductive. 

 

However, the various canons of taxation as put forward by Adam Smith (1776) such 

as equity, convenience, flexibility, certainty, may not fully help in tax assessment, 

collection and administration because of the nature or make up of the Local 

Governments. For example, it is difficult to estimate the convenient period of paying 

taxes by some people who are in informal sectors. With equity, it might be quite 

difficult to determine people who are in the same income brackets because of the 

tendency of the tax people to be very secretive when it comes to disclosing their 

wealth. Indeed Adam Smith‘s principle of diversity may not be appropriate in less 

developed economies where by the tax base is low with agriculture as the main 

economic activity. It can be asserted that Adam Smith‘s principles of taxable can be 

more appropriate in developed countries with a variety of tax bases and with a well-

developed database about individuals and their incomes. 

 

2.3.7 Outsourcing Revenue Collection  

Many local government authorities in Tanzania have reformed their tax collection 

systems in recent years in order to increase their revenue. This brief examines recent 

experiences with privatised revenue collection in seven urban and rural councils in 

Tanzania, with particular focus on the outsourcing of revenue collection to private 

agents. The article concludes that privatised collection offers no ‗quick-fix' to 

increasing a local government authority's revenue, as well as easing administrative 

problems with the revenue collection. While collection has increased and become 

more predictable for some council which has outsourced revenue collection, others 

have experienced substantial problems with corruption and exceptionally high profit 

margins for the private agents at the expense of accomplishing a reasonable return to 

the local government authority. However, when appropriately managed and 
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monitored, the outsourcing of revenue collection can establish a platform for more 

effective and efficient local government revenue administration. 

 

Many Local Government Authorities (LGAs) in Tanzania have outsourced their 

revenue collection during recent years in order to improve collection activities of the 

Council. The reason behind this was to boost revenue collected and lower the 

council‘s administrative cost. However, this has not been the case. Instead, the 

amount of LGA‘s revenue has been decreasing in most councils which also has 

experienced serious problems with revenue collection agents in complying with the 

terms of the signed contracts. 

 

2.3.8 Challenges in Revenue Collection 

(i.) Broadening the Tax base, informal sector included in the tax net, 

(ii.) Ensure that all due Local Government revenue is collected and tax 

evasion and avoidance are controlled. 

(iii.) Raising the level of revenue yield to be commensurate with the 

average yielded in other Local Governments 

(iv.) Addressing stakeholders‘ (community‘s) expectations by exercising 

various statutory powers fairly in accordance with the law - without 

political influence. 

(v.) Expediting tax decision making and rulings by putting in place well 

established procedures and criteria. 

(vi.) Improving staff integrity. 

 

2.3.9 New Challenges for Local Government Revenue Enhancement 

The recent rationalisation of local government taxes and, in particular, the 

abolishment of the development levy, imply that many district councils, in the short 

run, will lose 40-50 percent of their own generated revenues. This has raised concern 

among stakeholders at both the local and central levels that the financial autonomy of 

local authorities is undermined and that some councils are moving towards 

bankruptcy. In this Project Brief, Odd-Helge Fjeldstad argues that there are reasons 

to be concerned about the short-term impacts of the tax rationalization.  
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However, the reform also represents an opportunity for local governments to 

implement much needed reforms of their revenue systems and to look at new 

approaches for revenue enhancement and cost saving. 

 

Before the rationalisation in June 2003 it was clear that the local tax system was 

overripe for reform. It was complicated, costly to administrate and exacerbated 

inequity. Tax evasion was widespread, often reflected in persistent public resistance 

to pay. 

 

Moreover, the linkages between the central and local government tax systems were 

in general weak leading to double taxation and inconsistencies between tax policies 

implemented at various levels of government. Already in 1993, the Association of 

Local Authorities in Tanzania (ALAT) advised the government to abolish 

development levy. This advice was partly based on considerations of revenue 

generation, administrative costs, income distribution and economic efficiency. 

Furthermore, the widespread tax resistance threatened to undermine the legitimacy of 

local authorities. Although there are reasons to question the speed at which the recent 

rationalisation of local taxes took place and the limited consultation with local 

authorities, similar considerations as those taken by ALAT ten years ago seem to 

have been the foundation for the recent reform 

 

2.3.10 Short-Term Impacts of the Local Tax Rationalisation 

Prior to the rationalisation, most district councils generated only 10-20 percent of 

their total revenues from own sources, of which development levy was the major 

source 80-90 percent of total revenues in many rural councils were conditional grants 

transferred from the central government. Hence, fiscal autonomy in most local 

authorities was limited both with respect to revenues and expenditures. However, the 

rationalisation has reduced the already limited local autonomy even further. 

 

The immediate consequences of the rationalisation are that some council activities 

are scaled down or postponed. In particular, council meetings are postponed to save 

allowances. The reform will most likely also have impacts on activities at the village 
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level, since some of the development levy collected (20-45 percent) were retained in 

the villages, mainly as honorarium to village leaders and Village Executive Officers, 

for stationery and to some extent for development activities, including women and 

youth development funds. Furthermore, the way the local tax reform was carried out, 

taking many people both at the local and central levels by surprise, has led to 

confusion among both collectors and taxpayers on what taxes actually are abolished 

and which are still in place. Hence, in some council taxpayers now actively resist 

paying levies and taxes which have been retained. 

 

Tax collection has, therefore, dropped by more in recent months than the revenue 

shortfall caused by the abolished taxes alone 

 

On the other hand, a positive outcome of the local tax reform is that some council 

staff have been released from low productivity activities and re-oriented for new 

assignments. For instance, Village and Ward Executive Officers now can perform 

their main responsibilities better. These tasks include supporting the village 

governments and ward committees on development issues, planning, among others, 

as well as to put more effort into local conflict resolution. Previously, most of their 

time was spent on tax collection and revenue mobilisation. 

 

Not surprisingly, ordinary citizens and many councillors are positive to the tax 

rationalisation. Moreover, people interviewed during a recent visit to some district 

councils, argued that the abolishment of local taxes, particularly development levy, 

would make citizens more able and willing to contribute to self-help activities and to 

pay user fees for social services. Yet, some 

 

2.4 Empirical literature review 

Sarzin (2007) in his study stated that despite common perceptions that local 

government revenues are regressive and inefficient, there is little quantitative 

analysis available to assess the incidence and revenue impacts of local taxes, and to 

formulate appropriate policy recommendations. A key output of this study is a simple 

model of local tax incidence to estimate the relative impact of alternative revenue 
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policies on different categories of households and firms. The model is geared 

towards understanding the equity implications of different local taxes. While equity 

is only one of many considerations when setting local revenue policy, equity issues 

are often the most divisive when trying to reach a consensus across different 

stakeholder groups on the most appropriate taxes to apply at the local level (Bird et 

al, 2008).  

 

A study by Sarzin (2007) further states that, a fundamental requirement when further 

redesigning the local tax system is greater emphasis on the cost-effectiveness of 

revenue collection, taking into account not only the direct costs of tax administration, 

but also the overall costs to the economy, including the compliance costs to the 

taxpayers. In addition, losses through corruption and tax evasion need to be reduced. 

Such improvements may take a long time to achieve, although additional 

simplification of the local revenue system should provide a positive contribution 

towards these aims. Fjeldstad et al (2009) in their study in Mwanza, Iringa, 

Bagamoyo and Moshi districts found the following; 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. On the other hand, the most serious problem 

hampering tax collection, according to citizens‘ perceptions, is that taxes 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 as tax collectors and council 

employees are those most frequently blamed for poor tax collection by the 

respondents. However, their studies could not identify the types of revenue to be 

collected for the enhancement of services to the people. 
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A 2005 study conducted by the Local Government Reform Programme (LGRP) in 

Tanzania in collaboration with Georgia State University (GSU) identifies property 

rates and local business taxes as the two ideal mainstays of a local revenue system. 

The study notes that property taxation has not lived up to its revenue potential, and 

recommends that improvements be made to the structure and administration of 

property tax over time—including valuation, assessment, administration, collection 

and enforcement activities. Specific proposals are made to expand the scope of the 

property tax by: (1) assigning land rents to the LGA level, and ultimately integrating 

these into the property tax; (2) encouraging LGAs to levy special assessments 

(―betterment levies‖) to cover the cost of specific infrastructure projects with 

identified localized benefits; and (3) imposing a rural property tax or simple flat rate 

on the occupancy of land and huts.  

 

The study also recommends the consolidation of numerous small local business taxes 

and levies into a single Unified Local Business Tax (ULBT). The ULBT is envisaged 

as a broad based tax on business income, based on gross turnover, which would 

absorb the city service levy, the crop and forest produce cesses, the guest house levy; 

and the fish landing or auction levy (Gordon, 2010). Businesses not subject to these 

taxes would become subject to a tax payment (a fixed charge based on the type, size 

and location of the business). Property and business taxes would be supplemented by 

revenues from licenses and permits, local fees and charges, and other revenue 

sources. Kayuza (2006) in her study regarding the contribution of revenue from 

property tax in Tanzania in Kinondoni and Temeke Municipal council in Dar-es-

salaam found that many municipalities are falling to secure taxes for their 

development with the increase of demand for urban social services resulting from 

urbanization. She also found that property tax and other taxes coverage is low as 

large proportions of these taxes such as property tax base are not value and less 

revenue is collected from notable properties captured in the property tax database. 

The study further observed inadequacies of non supportive relationship among the 

key actors in property taxation. However, the study could not examine the factors 

influencing revenue collection in LGAs 
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World Bank survey (2005) on poverty and social impact analysis found that the 

impacts of LGAs reforms were broadly progressive for households and firms. While 

on average, households recorded a very small decrease (0.8%) in overall tax 

payments, the tax burden increased by 14% for better-off households, remained 

about the same for median households, and decreased by 34% for poor households. 

On average, enterprises recorded a 14% decrease in tax payments. The tax burden 

fell by 11% for medium enterprises and 36% for small businesses. Micro businesses 

recorded an 11% increase in tax payments, which was attributed to their likely non-

payment of previous business registration fees, coupled with the wider use of other 

taxes (such as billboard fees) which were imposed on micro businesses with greater 

vigour than the defunct licence fees. On the other hand, the study by Fjeldstad (2004) 

in Bagamoyo found that in the total sample, almost 59% of the respondents reported 

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. 

However, their studies could not explore the strategies for the enhancement of 

revenue collection. 

 

2.5 Conceptual framework 

Figure 2.1 provides the conceptual framework. This is defined as an abstract idea or 

a theory used to develop new concepts or to reinterpret existing ones (Kothari, 2004). 

It gives the relationship between the dependent and independent variables.   

 

From the figure the dependent variable is the revenue collection while the 

independent variables include the factors that affect revenue collection such as; 

citizens‘ access to and right to information on taxes collected and spending; 

dishonest LG leaders and collectors; tax evasion; corruption; oppressive, 

uncompromising approaches and non-transparent approaches and double taxation. 
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Figure 2.3: Conceptual framework 

Independent variables    Control variables   Dependent variable 

 

 

 

 

 

 

 

Source: Researcher’s modeling, 2013 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Introduction 

This chapter provided a blue print of investigation to be adopted in the study under 

the following parts namely; study area; research design; population and sample size; 

sampling techniques; data collection methods and data analysis techniques. 

 

3.2 Study area 

Tanga is both the name of the most northerly seaport city of Tanzania, and the 

surrounding Tanga region. It is the Regional Headquarters of the region. With a 

population of 243,580 in 2002, Tanga city is one of the largest cities in the country. It 

is a quiet city compared to, for example, Arusha or Moshi with a comparable number 

of inhabitants. The city of Tanga sits on the Indian Ocean, near the border with 

Kenya. Major exports from the port of Tanga include sisal, coffee, tea, and cotton. 

Tanga is also an important railroad terminus, connecting much of the northern 

Tanzanian interior with the sea. Via the Tanzania Railways Corporation's Link Line 

and Central Line, Tanga is linked to the African Great Lakes region and the 

Tanzanian economic capital of Dar es Salaam. The city is served by Tanga Airport. 

The harbour and surrounding is the centre of life in Tanga. It is stretched out several 

km² into the country.  

 

The city was selected because of having several markets within and in several 

neighbourhoods which make it acquire revenue for its development. However, 

revenue collection in this city seems be affected by some factors which need to be 

unveiled for its betterment and inhabitants at large. It is administratively divided into 

24 wards.  

 

 

 

 

http://en.wikipedia.org/wiki/Seaport
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http://en.wikipedia.org/wiki/Tanga_Region
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http://en.wikipedia.org/wiki/Indian_Ocean
http://en.wikipedia.org/wiki/Kenya
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http://en.wikipedia.org/wiki/Tanzania_Railways_Corporation
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3.3 Research design 

Case study research design was used in this study. Case study design is flexible and 

helps to study the different aspects of problem within a limited time. It investigates 

the unit across a variety of characteristics and it is characterized by a thorough study 

of a unit over a range of variables but maintaining the unitary nature of the unit of 

inquiry (Ndunguru 2007). The researcher interviewed the subject to obtain 

background records and administer questionnaires to acquire quantifiable data on the 

subject. 

 

3.4 Population and sample size 

The population of the study comprised of 78 respondents from finance and trade 

department employees, councillors and city director. The sample size of 36 

respondents was purposively selected comprising of 20 finance and trade employees, 

15 councillors and 1 city director.  

 

Cooper and Schindler (2008) argued that, for any valid and reliable study to be 

carried, its sample shouldn‘t be less than 30% of its population. As it stands, the 

sample size is 46% of the population; hence fulfilling their argumentation. Table 3.1 

shows the distribution of respondents. 

 

Table 3.1: Distribution of Respondents  

S/N Category Population Sample 

size 

Method 

employed 

1 City director 1 1 Purposive 

2 Councillors 32 15 Purposive 

3 Finance and trade 

department employees 

45 20 Purposive  

 Total 78 36  

Source: Analyzed data, 2013 

 

3.5 Sampling techniques 

The study utilized two sampling procedures namely; purposive and stratification 

sampling. 
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3.5.1  Purposive sampling 

This method was used to select the targeted respondents as indicated because it is a 

non-random sampling procedure in which personal experience of the respondent 

were considered to be key derived from the position one held or the roles s/he played 

in relation to a particular business/activity. The respondents selected purposively 

included; city director, councillors and employees from finance and trade 

department. 

 

3.5.2  Stratification sampling 

This method was used focusing gender distribution in order to obtain views from 

both women and men. The reason according to Yin (2003) is that, stratification 

serves the distribution among heterogeneous population which needs to be 

incorporated for the purpose of gaining insights from it. 

 

3.6  Data collection methods  

Primary and secondary data collection methods were used to get informations from 

respondents and other sources. 

 

3.6.1  Primary data collection methods 

Primary data collection methods used by the researcher to collect data from the field 

included; interviews, questionnaires and observations. 

(i.) Interview 

The researcher used interview to the city director and councillors in order to solicit 

informations regarding the factors affecting revenue collection in Tanga city council 

(Appendix 2). According to Yin (2003) the interview tool is very important source of 

getting informations and it is helpful in handling case study research related matters 

as the research design indicates. 

 

This method of data collection created and promoted the understanding of the 

perceptions and values of revenue collected for service provision and enabled the 

researcher to gather additional information that were provided by the respondents 

when filling in the questionnaires. It involved the presentation of oral (verbal) 
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stimulus and replies in terms of oral (verbal) responses. The advantage of using 

interviews was demonstrated by the fact that it is a quick method in gathering 

information and the researcher could know whether the respondents understand the 

questions or not.  However, interviews complemented data collection which was too 

difficult for the respondents to provide as required.  Moreover, the validity of the 

information was checked on the basis of non–verbal (gestures, behavior etc) done by 

the interviewees. 

 

(ii.) Questionnaires 

Questionnaires were used to obtain informations regarding revenue collection from 

finance and trade department employees. These complemented and supplemented 

informations obtained under interview, observation and documentary review 

(Appendix 1). The reason was to obtain consistency of responses to the questions 

asked in repeated measurements (Carmines and Zeller, 1979). 

 

(iii.) Observation 

The researcher used practical observation method in data collection in order to 

capture what were not obtained from the interview and questionnaires. These 

informations included the eye witness during the study in real situation which 

assisted the researcher to justify what were revealed from the interview and 

questionnaires. The reason for using this method was its ability to obtain faithful 

answers from the respondents exactly when performing their particular jobs and 

making sure that what was observed was what is reported. 

 

3.6.2  Secondary data collection methods 

The researcher used different documents in order to access accurate and reliable data. 

Documents comprised of guidelines, directives, policies and regulations (regarding 

revenue collection), books and journals (as literatures) and Tanga city revenue 

collection performance reports. 
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3.7  Data analysis techniques 

Data collected were analyzed both qualitatively (using content analysis) and 

quantitatively (using descriptive statistics analysis from SPSS). These were 

summarized, coded and analyzed by Statistical Package for Social Science (SPSS).  

 

Frequency distribution and percentages were used to describe major variables from 

quantitative data. Qualitative data from interviews and observations were analyzed 

using content analysis (by analysing texts regarding  authorship, authenticity, or 

meaning from respondents‘ responses on "Who says what, to whom, why, to what 

extent and with what effect?.").  
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CHAPTER FOUR 

 

PRESENTATION AND DISCUSSION OF THE RESEARCH FINDINGS 

 

4.1  Introduction 

This chapter presented the results and discussions arising from the data analysis 

regarding the factors affecting revenue collection in local government authorities 

with reference to Tanga city council. It is presented and discussed under five parts 

namely; the first part presents the respondents‘ response rate; the second part 

highlights the respondents‘ background information; the third part identifies the 

types of revenue collected by Tanga city council; the fourth part examines the factors 

influencing revenue collection in Tanga city council and the fifth part explores 

strategies for the enhancement of revenue collection in Tanga city council.  

 

Fiscal decentralization – the transfer of taxing and spending powers to lower levels 

of government - has become an important subject of governance in many developing 

countries in recent years. Being closer to the people, it is claimed; local authorities 

can more easily identify people‘s needs, and thus supply the appropriate form and 

level of public services. It is argued that, individuals are likely and willing to pay 

local taxes where the amounts they contribute can be related more directly to services 

received. Taxes (in terms of revenue) are one of the major revenue for a country in 

where taxes are collected from citizens, companies, investors and so on to generate 

economy. Taxes refer to the revenue that is collected by the local government to 

provide services and finance them. According to the theory of tax competition, the 

government will reduce the taxes on mobile asset through the occurrence of 

globalization due to rise in economic growth in a country. 

 

Potential variable that will change the amount of tax revenue is change in inflation 

rate in a country. High inflation rate in a country will force the government to 

increase the taxes on goods and services by increasing the price and stabilizing the 

consumption and aggregate expenditure.  
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With that, excise tax on some products may be affected with the change in inflation 

rate. A study shown that, the effect of income, profit and capital gain tax due to 

change in inflation rate and investment plans. Based on his study, when the inflation 

rates increase, the household will protect their assets by substituting it with the assets 

that less domestic tax such as jewelleries. In the standard economic model of 

taxpayer behavior, the perceived quality of government does not influence the level 

of taxes remitted. The basic behavioral assumption is that people are free riders: no 

one will voluntarily contribute to the government unless the threat of punishment 

makes it sensible. 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 and that 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..  

 

4.2   Respondents’ Response Rate 

Primary data for the study were obtained by using interviews, questionnaires and 

observation while secondary data being obtained from published and unpublished 

reports as presented in chapter 3. In this research, 20 questionnaires were spread 

among finance and trade department employees while carrying out interview to 16 

other respondents (i.e. city director and councilors).  

 

All questionnaires were successfully filled and the expected interviewees being 

interrogated something that allowed the researcher to code, summarize and analyze 

the data using SPSS computer software. 

 

4.3 Respondents’ background information 

The respondents‘ background information included Sex/gender, Age and Level of 

education. Table 4.1 summarizes the results as follows; 
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Table 4.1: Background Information  

Information Frequency Percentage % 

Sex/Gender   

Male 22 61.1 

Female 14 38.9 

Age (in years)   

18-28 06 16.6 

29-39 17 47.2 

40-50 11 30.5 

51 and above 02 05.7 

Level of education   

Primary 03 08.3 

Secondary 21 58.3 

Higher 12 33.4 

Source: Analyzed data, 2013 

 

(i.) Sex 

The findings in Table 4.1 reveal that out of 36 respondents, 61.1% were male and 

38.9% were female. While women could identify factors such as oppressive, 

uncompromising and non-transparent approaches to revenue collection as well as 

dishonest local government leaders as supported by Bahiigwa et al (2004); men 

identified factors such as too many taxes/fees and corruption practices done by 

unethical officials as among the factors that affect revenue collection in Tanga city 

council. Figure 4.1 shows the sex distribution 
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Figure 4.1: Sex of Respondents 

 

Source: Analyzed data, 2013 

 

(ii.) Age 

The age distribution of the respondents involved those who had 18 and 51 years and 

above as given in Table 4.1. Those who were between 18 and 28 years were 16.6%, 

between 29 and 39 years were 47.2%, between 40 and 50 years were 30.5% and 

those above 51 years were 5.7%.  The age distribution of respondents influenced the 

study due to experience gained by revenue/tax payers in Tanga city council. With 

that regard the respondents who were between 18 and 39 years identified the factors 

such as capacity of Tanga city council to administer and collect revenue and 

corruption practices done by unethical employees as among the factors. Moreover, 

those who were above 40 years identified factors such as citizen access to and right 

to information on revenue collection and leakages of revenues from privatized 

revenue collection arrangements which can introduce wide margins between 

payment by revenue payers and yield to the city council as supported by Garde 

(2004) as among the factors. Figure 4.2 shows the age distribution. 
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Figure 4.2: Age of Respondents 

 

Source: Analyzed data, 2013 

 

(iii.) Level of education 

The results in Table 4.1 reveal that 8.3% of the respondents had attained primary 

education, 58.3% secondary education and 33.4% higher education. Education of 

respondents played a vital role regarding the factors that influence revenue collection 

in local government authorities. While those who had primary education provided 

factors such as coercion activities on revenue collection and the penalties imposed on 

those detected for non-payment, those with secondary education mentioned factors 

such as misuse of revenue collected by council staff and councillors as a major 

problem and citizen feeling that they receive little in return from revenue/tax paid 

while those with higher education provided factors such as low compliance rates for 

some revenues and dishonest local government leaders as supported by Sarzin 

(2007).  Figure 4.3 shows the level of education distribution. 
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Figure 4.3: Level of education 

 

Source: Analyzed data, 2013 

 

4.4 Types of revenue collected by Tanga City Council 

The first objective of this study was to identify the types of revenue collected by 

Tanga city council. According to the literature, the researcher identified nineteen 

types of revenue which in one way or another corresponded to those found in Tanga 

city council. These included; property tax, turnover taxes/service levy, taxes on 

goods and services (e.g. crop and forest product cesses), taxes on specific services 

(e.g. guest house levy), vehicle license fee, fishing vessel license fee, intoxicating 

liquor license fee, private health facility license fee, tax license fee, building 

permission fee, building materials extraction license fee, market/magulio fee, meat 

inspection charges, permit fees for billboards and posters fees, tender fees, building 

valuation service fee, central bus stand fee, parking fee and land rent. To obtain 

information on the types of revenue collected, the researcher asked the respondents 

to tick them according to their understanding and perception (then analyzed in terms 

of Yes or No responses). Table 4.2 summarises these types as follows; 
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Table 4.2: Types of Revenue Collected 

Type Percentage % 

Yes No 

Property tax 85 15 

Service levy 90 10 

Taxes on goods and services e.g. crop and forest cesses 82 18 

Taxes on specific services e.g. guest house levy 85 15 

Vehicle license fee 70 30 

Fishing vessel license fee 70 30 

Intoxicating liquor license fee 75 25 

Private health facility license fee 81 19 

Tax license fee 80 20 

Building permission fee 83 17 

Building materials extraction license fee 65 35 

Magulio/Market fee 90 10 

Meat inspection charges 75 25 

Permit fees for billboards and posters fee 77 23 

Tender fee 75 25 

Building valuation service fee 70 30 

Central bus stand fee 83 17 

Parking fee 80 20 

Land rent 81 19 

Source: Analyzed data, 2013 

 

The results in Table 4.2 reveal that the majority of respondents were able to identify 

the types of revenue collected by agreeing from their understanding regarding Tanga 

city council; while the minority of respondents disagreeing or being unable to 

identify the types from various reasons such as little knowledge regarding the 

revenue collected as indicated above. 

 

Specifically, the results in Table 4.2 reveal that 65% of the respondents pointed out 

building materials extraction license fee, 70% pointed out building valuation service 

fee, fishing vessel license fee and vehicle license fee as among the revenue collected 

by Tanga city council which contributed to improve service delivery to its 

inhabitants.  However, 75% of the respondents were able to highlight tender fee, 

meat inspection charges and intoxicating liquor license fee as among the revenue 

collected by the council as supported by Chijoriga (2012). 
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On the other hand, the results in Table 4.2 reveal that 77% of the respondents 

reported permit fees for billboards and posters fee, 80% reported tax license fee and 

parking fee as among the revenue collected. Moreover, 81% of respondents pointed 

out land rent and private health facility license fee. Likewise, 82% of the respondents 

reported taxes on goods and services e.g. crop and forest cesses as among the 

revenue collected as supported by Fjeldstad (2004). 

 

Furthermore, the results in Table 4.2 reveal that 83% mentioned central bus stand fee 

and building permission fee as among the revenue collected. However, 85% pointed 

out property tax and taxes on specific services e.g. guest house levy. Yet, 90% 

mentioned service levy and magulio/market fee as among the revenue collected by 

Tanga city council. 

 

In general, the results in this part imply that, 65% of the respondents pointed out 

building materials extraction license fee, 70% pointed out building valuation service 

fee, fishing vessel license fee and vehicle license fee as among the revenue collected 

by Tanga city council which contributed to improve service delivery to its 

inhabitants. However, 75% of the respondents were able to highlight tender fee, meat 

inspection charges and intoxicating liquor license fee as among the revenue collected 

by the council. On the other hand, 77% of the respondents reported permit fees for 

billboards and posters fee, 80% reported tax license fee and parking fee as among the 

revenue collected. Moreover, 81% of respondents pointed out land rent and private 

health facility license fee. Likewise, 82% of the respondents reported taxes on goods 

and services e.g. crop and forest cesses as among the revenue collected. Furthermore, 

83% mentioned central bus stand fee and building permission fee as among the 

revenue collected.  

 

However, 85% pointed out property tax and taxes on specific services e.g. guest 

house levy. Yet, 90% mentioned service levy and magulio/market fee as among the 

revenue collected by Tanga city council. 
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The results present the types of revenue collected by Tanga city council along with 

the citizen understanding of them. However, citizens‘ involvement in the overall 

decentralization process is vital in order to benefit tangibly from their participation in 

the collection processes without unwanted coercion force. In this regard, citizens‘ 

participation need to be given the forefront in providing support for the enhancement 

of a more effective, efficient and equitable system to collect revenue for Tanga city 

council own-sources. 

 

4.5 Factors Influencing Revenue Collection in Tanga City Council 

The second objective of the study was to examine the factors influencing revenue 

collection in Tanga city council. From the literature, the researcher highlighted 

seventeen factors which have been visualized. These included; oppressive, 

uncompromising and non-transparent approaches to revenue collection, fees and 

charges fostering tax resistance and disrespect for the law, citizen‘s access to and 

right to information on revenue collected and spent, dishonest parliamentarians, 

coercion activities on revenue collection and the penalties imposed on those detected 

for non-payment, dishonest local government leaders, impact of social influences and 

norms on the revenue payer‘s compliance behaviour, tough taxes/fee rates, too many 

taxes/fees, misuse of revenue collected by council staff (particularly revenue 

collectors) and councilors as a major problem, corruption, capacity of Tanga city 

council to administer and collect revenue, double taxation and the build up tariffs, 

citizen‘s feeling that they receive little in return from revenue/tax paid, the high costs 

of revenue collection relative to yield for some taxes, low compliance rates for some 

revenues, leakages of revenue from privatized revenue collection arrangements 

which can introduce wide margins between payment by revenue payers and yield to 

the city council. For that purpose, the researcher asked the respondents to identify 

them (from Likert scale with five choices) and was presented in terms of Yes or No 

replies as Table 4.3 shows. 
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Table 4.3: Factors Influencing Revenue Collection 

Factor Percentage % 

Yes No 

Oppressive, uncompromising and non-transparent approaches to 

revenue collection 

86 14 

Fees and charges fostering tax resistance and disrespect for the 

law 

80 20 

Citizen‘s access to and right to information on revenue collected 

and spent 

85 15 

Dishonest parliamentarians 82 18 

Coercion activities on revenue collection and the penalties 

imposed on those detected for non-payment 

90 10 

Dishonest local government leaders 83 17 

Impact of social influences and norms on the revenue payer‘s 

compliance behavior 

75 25 

Tough taxes/fee rates 75 25 

Too many taxes/fees 90 10 

Misuse of revenue collected by council staff (particularly revenue 

collectors) and councilors as a major problem 

95 05 

Corruption 95 05 

Capacity of Tanga city council to administer and collect revenue 77 23 

Double taxation and the build up tariffs 80 20 

Citizen‘s feeling that they receive little in return from revenue/tax 

paid 

80 20 

High costs of revenue collection relative to yield for some taxes 75 25 

Low compliance rates for some revenues 80 20 

Leakages of revenue from privatized revenue collection 

arrangements which can introduce wide margins between payment 

by revenue payers and yield to the city council 

85 15 

Source: Analyzed data, 2013 

 

The results in Table 4.3 reveal that the majority of respondents were able to examine 

and identify the factors by agreeing (from their understanding and perception); while 

the minority of respondents disagreeing or being unable to identify them due to the 

lack of information needed which would have been disseminated by Tanga city 

council as indicated above. 
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Figure 4.4: Factors Influence Revenue Collection 

Based on the table 4.4 above, 
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Specifically, the results in Table 4.3 reveal that 75% of the respondents reported the 

high costs of revenue collection relative to yield for some taxes, tough taxes/fee rates 

which discourage revenue payers and the impact of social influences and norms on 

the revenue payer‘s compliance behavior as among the factors. However, 77% 

pointed out the capacity of Tanga city council to administer and collect revenue 

which is not convincing. Moreover, 80% of the respondents affirmed low compliance 

rates for some revenues, double taxation and the build up tariffs, citizen‘s feeling that 

they receive little in return from revenue/tax paid and fees and charges fostering tax 

resistance and disrespect for the law as supported by Chaudhry (2010). 

 

On the other hand, the results in Table 4.3 reveal that 82% of the respondents 

highlighted dishonest parliamentarians who through their persuasions cause their 

voters not to pay revenue in time and sometimes cause revenue aversion, 83% 

reported dishonest local government leaders who under-report the revenue collected 
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in their areas of jurisdiction and 85% affirmed citizen‘s access to and right to 

information on revenue collected and spent as factors influencing revenue collection. 

However, there have been leakages of revenue from privatized revenue collection 

arrangements which can introduce wide margins between payment by revenue payers 

and yield to the city council reported by respondents as among the factors. 

 

Furthermore, the results in Table 4.3 reveal that 86% of the respondents reported 

oppressive, uncompromising and non-transparent approaches to revenue collection 

which normally demoralize revenue payers while 90% pointing out the availability of 

too many taxes/fees and coercion activities on revenue collection and the penalties 

imposed on those detected for non-payment which cause revenue aversion. 

Moreover, 95% of the respondents reported corruption and misuse of revenue 

collected by council staff (particularly revenue collectors) and councilors as a major 

problem as supported by Mahdavi (2008). 

 

In general, the results in this part imply that, 75% of the respondents reported the 

high costs of revenue collection relative to yield for some taxes, tough taxes/fee rates 

which discourage revenue payers and the impact of social influences and norms on 

the revenue payer‘s compliance behavior. Moreover, 77% pointed out the capacity of 

Tanga city council to administer and collect revenue which is not convincing, 80% of 

the respondents affirmed low compliance rates for some revenues, double taxation 

and the buildup tariffs, citizen‘s feeling that they receive little in return from 

revenue/tax paid and fees and charges fostering tax resistance and disrespect for the 

law. Likewise, 82% of the respondents highlighted dishonest parliamentarians who 

through their persuasions cause their voters not to pay revenue, 83% reported 

dishonest local government leaders who under report the revenue collected and 85% 

affirmed citizen‘s access to and right to information on revenue collected and spent 

as factors influencing revenue collection. However, there has been leakages of 

revenue from privatized revenue collection arrangements which can introduce wide 

margins between payment by revenue payers and yield to the city council as among 

the factors. Furthermore, 86% of the respondents reported oppressive, 

uncompromising and non-transparent approaches to revenue collection which 
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normally demoralize revenue payers while 90% pointing out the availability of too 

many taxes/fees and coercion activities on revenue collection and the penalties 

imposed on those detected for non-payment which cause revenue aversion. Yet, 95% 

of the respondents reported corruption and misuse of revenue collected by council 

staff (particularly revenue collectors) and councilors as a major problem. 

 

The results present the factors influencing revenue collection in Tanga city council. 

Citizens‘ feeling that they receive little in return from revenue paid remains a 

challenge to the city council. However, too many fees and charges have fostered 

tax/revenue resistance to prospective payers due to non-transparent approaches to 

revenue collection which normally demoralize revenue payers. 

 

4.6 Strategies for the Enhancement of Revenue Collection in Tanga City 

Council 

The third and last objective of the study was to explore the strategies for the 

enhancement of revenue collection in Tanga city council. From the literature, the 

researcher explored nine strategies which were considered to be relevant for the 

enhancement of revenue collection. These included; establishing more accessible and 

transparent payment facilities, application of trustworthiness and acting in the 

interest of the public, strengthening the capacity to follow-up cases of non- payment 

through fair and reasonable revenue enforcement, punishing of city council 

employees and politicians who cause little collection of revenue, provision of 

information to the public on the allocation of tax/revenue, provision of tax/revenue 

payer education and sensitization as to promote voluntary compliance, use of block 

management system such as door to door survey by monitoring activities to make tax 

payers pay revenue in a cost effective way, establishing the relationship between 

local revenue administration and citizens and improving accountability to revenue 

collectors and councilors. To obtain the information, the researcher asked the 

respondents to state and identify the strategies (which were then analyzed in terms of 

Yes or No) as Table 4.4 shows. 
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Table 4.4: Strategies for the Enhancement of Revenue Collection 

Strategy Percentage % 

Yes No 

Establishing more accessible and transparent payment 

facilities 

85 15 

Application of trustworthiness and acting in the interest of 

the public 

90 10 

Strengthening the capacity to follow-up cases of non- 

payment through fair and reasonable revenue enforcement 

89 11 

Punishing of city council employees and politicians who 

cause little collection of revenue 

80 20 

Provision of information to the public on the allocation of 

tax revenue 

85 15 

Provision of revenue/tax payer education and sensitization 

as to promote voluntary compliance 

92 08 

Use of block management system such as door to door 

survey by monitoring activities to make tax payers pay 

revenue in a cost effective way 

80 20 

Establishing the relationship between local revenue 

administration and citizens 

95 05 

Improving accountability to revenue collectors and 

councilors 

91 09 

Source: Analyzed data, 2013 

 

The results in Table 4.4 reveal that the majority of respondents were able to identify 

the strategies by agreeing with what was presented and what they perceived as viable 

strategies; while the minority of respondents disagreeing or being unable to identify 

them due to little mass education provided regarding revenue collection in Tanga city 

council as indicated above. 

 

Specifically, the results in Table 4.4 reveal that 80% of the respondents affirmed the 

use of block management system such as door to door survey by monitoring 

activities to make tax payers pay revenue in a cost effective way and punishing city 

council employees and politicians who cause little collection of revenue. Moreover, 

85% reported provision of information to the public on the allocation of tax revenue 

and establishing more accessible and transparent payment facilities as among the 

strategies to be utilized by the council. 
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On the other hand, the results in Table 4.4 reveal that 89% of the respondents pointed 

out strengthening the capacity to follow-up cases of non- payment through fair and 

reasonable revenue enforcement while 90% pointing out improving accountability to 

revenue collectors and councilors. Likewise, 92% of the respondents reported 

provision of revenue/tax payer education and sensitization as to promote voluntary 

compliance and 95% pointed out establishing the relationship between local revenue 

administration and citizens as strategies for enhancing revenue collection as 

supported by Steffensen (2004) 

 

In general, the results in this part imply that 80% of the respondents affirmed the use 

of block management system such as door to door survey by monitoring activities to 

make tax payers pay revenue in a cost effective way; and punishing city council 

employees and politicians who cause little collection of revenue. Moreover, 85% 

reported provision of information to the public on the allocation of tax revenue and 

establishing more accessible and transparent payment facilities as among the 

strategies to be utilized by the council. However, 89% of the respondents pointed out 

strengthening the capacity to follow-up cases of non-payment through fair and 

reasonable revenue enforcement while 90% pointing out improving accountability to 

revenue collectors and councilors. Likewise, 92% of the respondents reported 

provision of revenue/tax payer education and sensitization as to promote voluntary 

compliance and 95% pointed out establishing the relationship between local revenue 

administration and citizens as strategies for enhancing revenue collection.  

 

The results show the strategies for enhancement of revenue collection which could 

be utilized by Tanga city council. Moreover, while embracing and strengthening the 

capacity to follow-up cases of non-payment through fair and reasonable revenue 

enforcement; voluntary compliance promotion and enforcement are vital. Yet, 

enforcement is important to create a climate in which taxpayers will have clear 

incentives to make use of the opportunities and resources provided by promotion. 



57 

CHAPTER FIVE 

 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Introduction 

The chapter provides the summary, conclusion and recommendations. Policy 

implications and areas for further research are also given. It starts with the summary 

proceeded by conclusion and recommendations, policy implications and finally areas 

for further research.  

 

5.2 Summary 

It is a well known fact that the revenue generated from the taxation of individuals 

and businesses is an important stream of income for any local government. Tax 

revenue is the source of funds used for development projects such as provision of 

infrastructure like good roads, stable power supply, stable water supply etc. All of 

which combine to create an enabling environment for businesses –and in turn the 

economy at large- to grow. By doing so, local revenues can help to reduce budget 

reliance on external sources. 

 

It is argued that local revenues are needed to support the effective delivery of 

infrastructure and services. Despite that local revenue is fundamental in the 

management of Local Governments (LGs) as its roles in the decentralization process 

cannot be underestimated in that it contributes enormously to the funding of both 

recurrent and developmental expenditures in the LGs; the collection of local 

revenues by LGs has however been declining over the years. 

 

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 
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compliance behaviour, by examining the views of ordinary people of local 

government. 

 

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 peoplecentred 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.  

 

The results from the study indicated that 65% of the respondents pointed out building 

materials extraction license fee, 70% pointed out building valuation service fee, 

fishing vessel license fee and vehicle license fee as among the revenue collected by 

Tanga city council which contributed to improve service delivery to its inhabitants. 

However, 75% of the respondents were able to highlight tender fee, meat inspection 

charges and intoxicating liquor license fee as among the revenue collected by the 

council. On the other hand, 77% of the respondents reported permit fees for 

billboards and posters fee, 80% reported tax license fee and parking fee as among the 

revenue collected. Moreover, 81% of respondents pointed out land rent and private 



59 

health facility license fee. Likewise, 82% of the respondents reported taxes on goods 

and services e.g. crop and forest cesses as among the revenue collected. Furthermore, 

83% mentioned central bus stand fee and building permission fee as among the 

revenue collected. However, 85% pointed out property tax and taxes on specific 

services e.g. guest house levy. Yet, 90% mentioned service levy and magulio/market 

fee as among the revenue collected by Tanga city council. 

 

Secondly, 75% of the respondents reported the high costs of revenue collection 

relative to yield for some taxes, tough taxes/fee rates which are discouraging and the 

impact of social influences and norms on the revenue payer‘s compliance behavior. 

Moreover, 77% pointed out the capacity of Tanga city council to administer and 

collect revenue which is not convincing, 80% of the respondents affirmed low 

compliance rates for some revenues, double taxation and the build up tariffs, 

citizen‘s feeling that they receive little in return from revenue/tax paid and fees and 

charges fostering tax resistance and disrespect for the law. Likewise, 82% of the 

respondents highlighted dishonest parliamentarians who through their persuasions 

cause their voters not to pay revenue, 83% reported dishonest local government 

leaders who under report the revenue collected and 85% affirmed citizen‘s access to 

and right to information on revenue collected and spent as factors influencing 

revenue collection.  

 

However, there have been leakages of revenue from privatized revenue collection 

arrangements which can introduce wide margins between payment by revenue payers 

and yield to the city council as among the factors. Furthermore, 86% of the 

respondents reported oppressive, uncompromising and non-transparent approaches to 

revenue collection which normally demoralize revenue payers while 90% pointing 

out the availability of too many taxes/fees and coercion activities on revenue 

collection and the penalties imposed on those detected for non-payment which cause 

revenue aversion. Yet, 95% of the respondents reported corruption and misuse of 

revenue collected by council staff (particularly revenue collectors) and councilors as 

a major problem. 
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Finally, 80% of the respondents affirmed the use of block management system such 

as door to door survey by monitoring activities to make tax payers pay revenue in a 

cost effective way; and punishing city council employees and politicians who cause 

less collection of revenue. Moreover, 85% reported provision of information to the 

public on the allocation of tax revenue and establishing more accessible and 

transparent payment facilities as among the strategies to be utilized by the council. 

However, 89% of the respondents pointed out strengthening the capacity to follow-

up cases of non-payment through fair and reasonable revenue enforcement while 

90% pointing out improving accountability to revenue collectors and councilors. 

Likewise, 92% of the respondents reported provision of revenue/tax payer education 

and sensitization as to promote voluntary compliance and 95% pointed out 

establishing the relationship between local revenue administration and citizens as 

strategies for enhancing revenue collection.  

 

5.3 Conclusion 

The empirical findings show that citizens feel they get little in return for taxes paid. 

This perception 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.  

 

Also the findings show 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 at TCC 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 findings data. Very few of the respondents have seen 
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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.  

 

Based on the empirical findings from the study, it is concluded that Tanga city 

council possesses a good number of revenue types which if successfully collected 

would improve service delivery for its inhabitants. Firstly, this can be attained by 

enhancing compliance rate and providing education and technical assistance to 

taxpayers along with improving, building public support and accountability to 

revenue collectors and councilors. Secondly, the public should be educated to 

conceive the act of paying tax as being ones contribution to public goods. However, 

revenue collectors need to adhere to employees‘ code of conduct as to stimulate 

collection which would go hand in hand with what is projected while avoiding 

corrupt practices. 

 

5.4 Recommendations and policy implication 

In light of the above findings, the researcher has proposed the following 

recommendations and policy implication. 
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5.4.1 Recommendations 

(i.) There is a good number of revenue collected by Tanga city council. In 

order to harness revenue fully, it is recommended to adopt appropriate 

modern technology to automate some of the revenue functions for 

efficiency purposes as well as minimizing human intervention 

(especially politicians) and manipulation due to corruption.  

 

(ii.) It is recommended to establish more accessible and transparent 

payment facilities in order to minimize leakages of revenue; thus 

improving service delivery to the inhabitants of Tanga city council. 

 

(iii.) It is recommended to establish compliance promotion through an 

awareness-raising campaign. Such a campaign should at the minimum 

entail provision of education and technical assistance to taxpayers, 

building public support and effective publicity through various ways.  

 

5.4.2 Policy Implication 

The researcher argues for revenue collection capacity enhancement through the 

adoption of simple tax administration system which would be centralized in the 

finance department whereby assessment is done before collection and accounting is 

done in order to minimize leakages. 

 

5.5 Areas for Further Research 

The findings examined the factors affecting revenue collection in LGAs with 

reference to Tanga city council. Further studies need to be done on the following 

issues; 

(i.) What is the perception of revenue payers regarding the misuse of revenue 

collected by the city council in relation to revenue aversion?  

(ii.) To what extent have Tanga city council management been able to address 

revenue aversion? 
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APPENDICES 

 

Appendix 1: Questionnaires 

 

QUESTIONNAIRES FOR FINANCE AND TRADE DEPARTMENT 

EMPLOYEES 

Topic: Factors affecting revenue collection in LGAs in Tanzania: A case study of 

Tanga city council: Tanga region 

 

PART A:  Types of revenue collected in Tanga city council 

1.  Are these types of revenues collected in Tanga city council? (Tick where 

appropriate). 

No Type Yes No 

1 Property tax   

2 Turnover taxes (service levy)   

3 Taxes on goods and services (e.g. crop and forest product 

cesses) 
  

4 Taxes on specific services (e.g. Guest house levy)   

5 Vehicle license fee   

6 Fishing vessel license fee   

7 Intoxicating liquor license fee   

8 Private health facility license fee   

9 Tax license fee   

10 Plying fee   

11 Building permission fee   

12 Building materials extraction license fee   

13 Magulio fee   

14 Auction mart fee   
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15 Meat inspection charges   

16 Permit fees for billboards and posters fee   

17 Tender fee   

18 Building valuation service fee   

19 Central bus stand fee   

20 Parking fee   

21 Insurance commission service fee   

22 Cleaning of blocked drain service fees   

23 Land rent   

24 Public toilets fee   

 

PART B:  Factors influencing revenue collection in Tanga city council 

2.  Please indicate your agreement or disagreement regarding the factors 

influencing revenue collection in Tanga city council as follows; 1) 

SA=Strongly Agree 2) A=Agree 3) U=Uncertain 4) D=Disagree 5) 

SD=Strongly Disagree. 

 

Factor 

Choice 

S
tr

o
n

g
ly

 

a
g
re

e
 

A
g
re

e
 

U
n

ce
rt

a
i

n
 

D
is

a
g
re

e
 

S
tr

o
n

g
ly

 

d
is

a
g
re

e 

Oppressive, uncompromising and non-

transparent approaches to revenue collection  

     

Fees and charges fostering tax resistance and 

disrespect for the law 

     

Citizens‘ access to and right to information on 

revenue collected and spent 

     

Revenue players‘ views being ignored in 

revenue collection 

     

Dishonest parliamentarians      

Coercion activities on revenue collection and the 

penalties imposed on those detected for non-

payment 

     

Dishonest local government leaders      

Impact of social influences and norms on the 

revenue payers‘ compliance behaviour 
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Tough taxes/fee rates      

Too many taxes/fees      

Misuse of revenue collected by council staff 

(particularly revenue collectors) and councillors 

as a major problem 

     

Corruption      

Capacity of Tanga city council to administer and 

collect revenue 

     

Double taxation and the build up tariffs      

Citizens feeling that they receive little in return 

from revenue/tax paid 

     

The high costs of revenue collection relative to 

yield for some taxes/fees 

     

Low compliance rates for some revenues      

Leakages of revenues from privatized revenue 

collection arrangements which can introduce 

wide margins between payment by revenue 

payers and yield to the city council 

     

 

PART C:  Strategies for the enhancement of revenue collection in Tanga city 

council 

3.  Would these strategies enhance revenue collection in Tanga city council? 

(Tick where appropriate). 

No Strategy Yes No 

1 Establishing more accessible and transparent payment 

facilities 

  

2 The city council to be trustworthy and act in the interest of 

the public 

  

3 Strengthening the capacity to follow up cases of non-payment 

through fair and reasonable revenue enforcement 

  

4 Punishment of city council employees and politicians who 

cause less collection of revenue 

  

5 Information to the public on the allocation of tax revenue   

6 Provision of revenue/tax payer education and sensitization as 

to promote voluntary compliance 

  

7 Use of block management system such as door to door survey 

by monitoring activities as to make them pay revenue in a 

cost effective way 

  

8 Establishment of relations between local revenue 

administration and citizens 

  

9 Improvement of accountability to revenue collectors and 

councillors 
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PART D: Identification (Please tick where appropriate) 

4.  Gender of the Respondent. 

(i.) Male        (          ) 

(ii.) Female        (          ) 

 

5.  In which Age category do you belong? 

(i.) 18-28        (          ) 

(ii.) 29-39        (          ) 

(iii.) 40-50        (          ) 

(iv.) 51 and above       (          ) 

 

6.  What is your highest level of education? 

(i.) Primary education      (          ) 

(ii.) Secondary and tertiary education    (          )  

(iii.) Higher education      (          ) 
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Appendix 2: Interview guide questions for the city director and councilors 

1. What are the types of revenue collected in Tanga city council? 

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

2. What are the factors that influence revenue collection in Tanga city council? 

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

3. What are the strategies for the enhancement of revenue collection in Tanga 

city council? 

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

 

 

 

 

 


