 Peoples’ views of taxation in
Africa: Areview of research
on determinants of tax
compliance

Odd-Helge Fjeldstad, Collette Schulz-Herzenberg and
Ingrid Hoem Sjursen




Chr. Michelsen Institute (CMI)

is an independent, non-profit
research institutionand a

major international centre in
policy-oriented and applied
development research. Focus

is on development and human
rights issues and on international
conditions that affect such
issues. The geographical focus is
Sub-Saharan Africa, Southern and
Central Asia, the Middle East and
Latin America.

CMI combines applied and
theoretical research. CMI
research intends to assist policy
formulation, improve the basis
for decision-making and promote
public debate on international
development issues.

Cover photo: Village r-neeting in
Moshi District Council. Odd-Helge
Fjeldstad.




Peoples’ views of taxation in Africa:
A review of research on determinants of tax
compliance”

Odd-Helge Fjeldstad (CMI)
Collette Schulz-Herzenberg (I1SS)
Ingrid Hoem Sjursen (CMI)

WP 2012:7
October 2012

CML:

* This paper is prepared for the International Centre for Tax and Development (ICTD), as part of the project
Peoples’ views of taxation in Africa. The main objective of the project is to provide new insights into peoples’
attitudes and behavior toward paying tax in Africa. We would like to thank Kari Heggstad and an anonymous
reviewer for constructive comments on earlier drafts. Points of view and possible errors rest entirely with the
authors.



Project number
11013

Project title
ICTD - Peoples' views of taxation in Africa

JEL Classification
H26,K34,023,R51



Contents

Y 13 - o iv

R 1o o 1o 4 oo PPt 1

2. Understanding taxpayers’ behaviour: theoretical foundations..........ccccccecerrccnenennnnnnennnnenennnnennneeennnssnnnnnnnns 3
B R =Tolo T To Ty Yol (=1 =T 0 =Y ool PP U PR P PP 3
A N Y or | I <D ol T [ =TSR 4
2.3 SOCIAI INFIUBNCES ettt ettt st e sttt e s a b e e bt e e be e s s bt e e bt e sabeesabeesateesabeenaeas 6
W 00T a1 o = - LA VIR =Y 1 0 =Y o N 6
b T oo [ [or= Y =Y =41l o T- oY AU URURN 7

3. Research questions and hypotheses deriving from the theories..........ccccevvvuereerreeeneennnennennnnnnnnnnennnenennne. 8
3.1 THE AfFICAN CONTEXT..eiiutiiitiieitie ettt ettt st sttt sat e s bt e s bt e s beesabeesabeesabe e bt e ebeesabeesenbeesabeesabeesabeesaseenanas 8
3.2 Tailoring research questions and hYPOTNESES .........ceeccuiiiiiciiie e e e e e eanaeas 9

4. Tax perception studies iN AfriCa ... ssssss s s ss s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s s ssssssnnnn 11
4.1 BUSINESS SUINVEYS coeeeieeieieieieeeeeieeeeeeeeeeeeeeeeeeeeneeeens

4.2 Country specific citizen surveys
4.3 Cross-country Citizen SUIMVEYS ....ccoeeeieeeieieieieieiciccccaees
4.4 Advantages and disadvantages of survey research

5. CONCIUAING FE@MATKS ....cuuuueueieiiiniiiiiiiiiitinninnnennnnnennnnssnssessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnnnns 34
6. Moving forward: an agenda for reSearch ...........ccccccccccccccnenennneeenennnnnnnnennsnssssssssssssssssssssssssssssssssssssssssssnnnns 35
6.1 Testing new research boundaries: Afrobarometer ROUNA 5 .........oeiiiiiiiiciiie et 35
32T (=T =T PR 40
Figures
Figure 1: Largest tax-related business obstacles experienced by firms in the private sector ........cccccoeceveeinneenn. 13
Figure 2: Largest non-tax related business obstacles experienced by firms in the private sector.......cccccouuee. 14
Figure 3: Average number of visits or required meetings with tax officials by business size ........c.ccccccevrrneenn. 15

Figure 4: Time spent paying taxes, number of payments and total tax rate on profits in selected countries .... 17



Abstract

What are the key determinants of taxpayer compliance? And which featurezertstiite relations
govern attitudes and behaviour regarding taxation? This paper examingsalyteca foundation,
methodological approaches and key findings of available empirical litex@aiusxpayer behaviour in
Africa. Understanding how citizens perceive and experience taxation noajdep an essential
diagnostic of the political realities for tax reform. Attedmpo broaden the tax base require insights
into how citizens experience and perceive the tax system, whether people perceiaee thaying
taxes or not, what they eventually pay, their views on tax administration awdeanént, and whether
and how the tax behaviour is correlated with how they perceive the state. ddtitund perception
surveysof current and potential taxpayers may also help to identify perceived weaknetisetaxf
system, and enable tax authorities to focus attention efficienthighrisk categories of taxpayers.
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1. Introduction

Tax evasion labeen auniversal and persistent problem throughout history with manifold economic
consequencesTwo thousand five hundred years ago, Plato was writing about tax evasiomeand t
Ducal Palace of Venice has a stone with a hole in it, through which people amroeeththe Reublic
about tax evader@anzi 2000p.” Today,taxpayer norcompliance is a continual and growing global
problem that is not readily address@dcKerchar and Evans 2009: 1)75Yet, there are many
indications thatleveloping countries are hardest Ritm evidence on the extent of such practices is
naturally hard to come by. But anecdotal evidencen fddferent countries indicates that half or more
of the taxes thatould be collected remainncollected and/annaccounted fodue to a combination of
tax evasion, avoidanctx exemptions and corruptigiRichupan 1984Bird 1992 1989 Krugman et

al. 1992 Fuest and Riedel 200€urtis et al. 2012* The most widely cited study of tldomestic
componenbf tax evasin isCobham (200p whoestimates that developing countraslectivelylose
USD 285 billion per year due to tax evasion in the domestic shadow ecénomy.

This erosion of thetax base hasletrimental fiscal effecteand there are at least four reasons for
concern. First, revenue losses from foampliance are critical in the context of substantial budget
deficit (Tanzi 199). Secondtax evasion may have harmful effects on economic efficiency in general
(Chand and Moene 199%anzi 20003 and income distribution in particular because the effective tax
rates faced by individuals and firms may differ dueitfeent opportunities for evasiofindriks et

al. 1999. Third, underground economic activities are often the other face of tajorevaasd the
expansion of these may affect implementation and outcomes of econoigiesp@anzi 2000
Cowell 1990. Finally, evasion and citizens’ disrespect for the tax laws gmytogether with
disrespect for other laws and contribute to undermine the legitimagpwarnment(Graetz et al.
1986). Consequentlyax evasion can have unintended negagffectson a society, undermining the
purpose and outcomestbie formaltax system

Dealing with the policy problem of tax evasion requires at least some undergtaidhefactors
underlying the individuadé decision whether to pay or evade taxes. More systematic and coherent
information on taxpayer attitudes are reqdifor better analysis and more informed tax policy design

in Africa. Understanding how taxpayers think about and expertaxe¢dion may provide an essential
diagnostic of the political realities for tax reforittempts to broaden the tax base requiettep
knowledgeof how the large majority of citizens perceive the tax system, whether pewpive they

! Universally accepted definitions of tax avoidance and tax evasion do ret Egiwever, tax authorities
commonly define tax avoidance as “an activity that a person or a businessmdeatake to reduce their tax in a
way that runs counter to the spirit and the purpose of the law, without $teictty illegal” (Fuest and Riedel
2009: 3). Tax evasion, on the other hand, usually refers to efforts bydimalisi corporations, trusts and other
entities to evade taxes by illegal means. Thus, both evasion and@idan be viewed as forms of tax nhon
compliance, as they describe a range of activities that are unfavourable tosaataggstem.

2 Modern versions of thisechnology areTax Evasionand Fraud Hotlines which many tax administrations
around the world have installethe Economis{July 17th 1996: 38) reported that in Uganda, on a special
telephone heline people could report corrupt tax officials or tax dadg&hey got a reward, usually around
10%, of the tax recovered.

% In 2003, the Guatemalan revenue administration (SAT) estimated theatobasion to be more than two
thirds of actual collections (Mann 2004). For India, Mookhegad PnG (1995) repba confidential survey
finding that 76% of all government tax auditors took bribes, and that 68% ofytagphad paid bribes.
According to a study from Tanzania, official import statistics undertegdhe value of imports by as much as
70% (ESRF 1996: 6). Evasion of other types of taxes was also reported to bpreade In a business survey
conducted in Uganda in 1998, covering 243 firms, as many as 43% said theyayieige bribes to tax officers
occasionally or always (Gauthier and Reinikka 2(X2).

* Cobham’s calculation of tax evasion is based on estimatd®eadize of the domestic shadow economy by
Schneider (2005, 2007).
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are paying taxes or not, what they eventually pay, their views on tax adatiois and enforcement,
what the perceived benefits of paying taxes mightaoe, whether and how their tax behaviour is
correlated with how they perceive the state. Further, the political settldratween élites and citizens
over how to raise public revenues is critical fatsbuilding. Do ordinary citizens andites have
similar perceptions of taxation in a given country? Attitude and pgocesurveysof current and
potential taxpayers may also help to identify perceived weaknesses of thesteEr,sas well as to
enablingtax authorities to focus attention efficiently on higgk categories of taxpayerbinally,
perception surveys offer an opportunity to explore comsmtry similarities and differences, assisting
regional policymakerto identifying goodpractise cass and lessons to be learnt.

This study assesses the design and key findings of some of the existing taxpages in Africa. It
reviews the analytical foundation, methodological approaches and evideoitz@ms’ attitudes and
behaviour with respedo taxation.While tax perception surveys are well established for OECD
countries they are scarce in low income country contexts. Available studiedda &fe limited and
provide little more than scattered estimates of the distribution of tax buaddrsome information on
attitudes towards specific, usually local, taxes. Some business surveysiciste iquestions on
taxation, focusing on constraints and compliance costs for entergrs@ssurveys have a large
enough number of respondents and a sufficient range of variables to allow fousigprantitative
testing of different theoretical explanations.

The paper builds an argument for greater use of public opinion survey dawmbgg to thestrengths

of suchdata, whichinclude their abilityto capture a broad range of explanatory variables known only
to taxpayers,particularly their understanding of compliance requirements, relevant values and
attitudes, expectations of risks and benefits ofcmmplianceldentifying explanatory variablesay

help ustap into a variety of causal processes that have been posited in the lite¢hatsineresenting
opportunities to test theoretical explanations in the African caonfEx¢ paper also addresses
disadvantagesf such surveysincludng variations in definitions of issues such as-“ompliance,

the integrity of therespondentsanswersfor deliberate omnintendedreasons, and the inability to
report onunintendedomissions QECD 200)}. Further, sirveys may be controversial in countries
where the political contest is oppressive and tax authorities ardingwo invite criticism of their
integrity, public acceptance, and effectiess.

The paper is organised as follows: Section 2 provides a brief reviele dheoretical literature on
taxpayer’'s (noncompliancebehaviour.Section 3 outlines key research questions and hypotheses
deriving from the theoretical literatur€he analyical foundation, methodologicapproachand key
findings of available empiricaksearcton taxpayer attitudes atehaviour in Africaare examined in
Section 4, which is followed bg concluding Section Sinally, bagd on the evidence that derives
from this studyan agenda for further research is suggesi&ection 6.
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2. Understanding taxpayers’ behaviour: theoretical
foundations

Systematic and cohereanalysisis requiredto shed led on taxpayers’ attitudes and the economic and
behavioural determimas of tax compliance. Strategies to gather such information need to be
embedded in sound theory. An understanding of the compliance literature is ataimgtarting
point. Models and theories tdxpayer behaviar, including the decision whether or rtotpay taxes,

tend to reflect one dive ‘schools of thoughtthat can beeferred to as(1) economic deterreng€?)

fiscal exchange;3) social influences (4) comparative treatment; an®) (political accountability.
These are to some extent interconnected and sgpnesent an evolution of others.

2.1 Economicdeterrence

Economic deterrencer coercion is the focus of thelassicaltax evasion modelAllingham and
Sandmo 1972 which assumes that the taxpayer’s behaviour is influenced by factorastcé tax

rate determining the benefits of evasion, and the probability of detection aritiegefioa fraud which
determine the cosfsThe problem is thus one of rational decision making under uncertainty whereby
tax evasion either pays off lerms of lower taxes or subjects one to sanctions. This implies that if
detection is likely and penalties are severe few people will evade taxes. In comdast/jow audit
probabilities and low pedities, the expected return to evasion is hihe model then predicts
substantial noncompliance.

The economic deterrence model relies upon a wide rangeamir ssumptions that are generally
unrealistic for determining behavio(Andreoni et al. 1998). For exampieis assumedhat all peofe
respond to a change in any one variable in an identical and predictable risairat;taxpayers have
a full knowledge of the probability of being audited; and that aflagers have the same level of risk
preference(McKerchar and Evans 2009: 175 The modelhas also beemriticized by focusing
exclusively on the coercive side of compliance, at the expense of the con¢8asdaho 2006 For
instance, empirical datafrom the US and Scandinaviaveal that taxpayers panuch more tax than
what could be accounted for even by the highest feasible levels of auditing, penaltieskand
aversion. The question therefdnas switched from “why dopeoplenot evadetaxe$ to “why do
people pay” (AIm et al. 1992Slemrod 1992).

In spite of this, the theoretical principles of economic deterrence havevbeely adopted by tax
administrationsvhendeveloping enforcement strategies that rely principally on pesaind the fear

of getting caught. There is, however, some evidenseipport the relevance of deterrence strategies
to addressing nenompliance(McKerchar and Evans 20p9%or example, the fear of getting caught,
or the probability of detection, has been foumdome contexts to be an effective strategy to induce
truthful behaviour On the other handnoral’ factorshavealsobeen found tanfluence this decision.
These resu#t suggest that the economic deterrence models $@wve relevance to compliance
behaviour, but that there are other influenalseto be consideredsome of these are included in the
fiscal exchange framework that we now turn to take closer look at.

® Nearly all economic approaches to tax evasion are based on this eceabariose framework (Becker 1968).
Cowell (1990)offers an insightful review of this analytical framework.

® Erard and Feinstein (1994) state that the standard compliance msits &iplain compliance behaviodue
to the exclusion of taxpayer motivations.
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2.2 Fiscal exchange

The fiscal exchange theory suggests that the presence of government expenditurestivads
compliance.The proposition is well rooted in economics and political scigiecg. Cowell and
Gordon 1988Levi 1988 Tilly 1992; Slemrod 19922003 Moore 1998 2004) For instanceAlm et

al. (1992 note that compliance increases wijerceptionsof) the availability of public goods and
services They siggest that governmentan increase compliance by providing goods that citizens
preferin a more efficientand accessible manner, or by more effecti@hphasizing that taxes are
necessary fothereceipt of government services.

Accordingly,the main concern of taxpayers is what they get directly in return for #xgdalyments in
the form of public servicegqQid pro quqg. In this perspectiveakation and the provision of public
goods and services are interpreted as a contractual relationship betwegersaapd thgovernment.
Individuals may pay taxes because they value the goods provided by the goverroognizirey that
their payments arnecessary both to help finance the goods and services and to get othergtgeontr
(Fjeldstad and Semboja 2001 taxpayer may therefore be seen as exchanging purchasing power in
the market in return for government services. The existence of positivatbanay increase the
probability that taxpayers will comply voluntarily, without direct coenci Levi (1989 refers to this
asquasivoluntary compliancsince compliance is motivated by a willingness to cooperatés higo
backed by coercion. It requires that citizens and businesses receive somethitinge ffovernment in
return for the extractions government takes from them. It also means thaliacm® is always
conditional. It will vary as governments vary in their performance, hgnatéention to due process,
and other determinants of governmetitdaglity. Without a material benefit, compliance becomes less
assured. Although most taxpayers cannot assess the exact value of what they receite fr
government in return for taxes paid, it can be argued that they havelgemeessions and attites
concerning their own and others’ terms of trade with the govern(Réctiupan 198) It is then
reasonable to assume that a taxpayer’'s behaviour is affected /bgr lsigtisfaction or lack of
satisfaction with hiherterms of trade with the governmeiitus, if the system of taxes is perceived
to be unjust, tax evasion may, at least partly, be considered as an attempiakpdier to adjust his
terms of trade with the governmeént.

A main proposition of this analytical approach is that bargaining tases is central to building
relations of accountabilithetween statand societybased on mutual rights and obligations, rather
than on patronage and coerci¢Braiitigam 2008 Moore 2004.° This idea of bargaining and
negotiation over taxes is central to the concept of a social fiscal coftragtis essentially about
stimulating good governance at the interface between stateoarady, in response to the darda of
citizens. Thus, there is a strong argument that substantial governarderidivcan be gained from

" The potential for free riding is obvioushen the government offers collective goods in return for taxes
(Axelrod 1984). However, according to the Folk Theorem, voluntary poovisiay not always play as a
“prisoner’s dilemma” game, in which each individual has an incentiveem ride on the provision of others.
Instead, individuals may in many cases voluntarily contribute to kcmydind, implying that they will pay taxes.

In theory, this occurs when service provision is both repeated serdépendent. See Gibbons (1992) for an
introductionto the literature.

8 Inferring from the core idea of a fiscal social contract, several more génesaétical propositions have been
made (D’Arcy 2011: 5): (a) how a state earns its revenue determines its chaviacey 1998, 2004); (b) that
the state is most responsive to those from whom it collects most ofétrsues (Timmons 2005); and (c) that this
dependency is the citizen’s chief bargaining tool to make the state more dém@arcountable and responsive
(Levi 1988; Ross 2004).

° Moore (2004:312) notes that f[f one starts fronthe assumption that a core governance problem lies in the
dearth ofbargained exchange relationships between the state and any orgsmiretdl group, then any
collective action on the part of businessnegotiatewith the state over taxation might be considered to be
potentially positive, even if it takes place entirely outside any representativiegisiative institutional
framework”.
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mobilising domestic financial resources through the tax sygBraiitigam et al. 2008 A ‘virtuous
circle’ may be generated whereby tgeneration of government tax revenues leads to improved
service provision, which in turn increases citizens’ willingness to pay tieads:’ Seen in this light,

tax is not just an administrative task for citizens and governments. soislabut politics and power

the way that authority is exercised thrauits formal and informal institutions.

What factors make tax bargaining, either explicit or implicit, mdeelylito be successfalOn-going
research suggests that constructive tax bargaining may be more likelyRvizkiard 2010: 23):

1. Varioustaxpayers perceive themselves to have common interests, atlibijursue a broad
tax bargain rather than narrow benefits (Moore 280 hard 2009);

There is a high degree of mutual trust amongst taxpayers (Fjeldstad 2004);

Taxpayers are well organised politically and thus have the strength and aurbgrdain
constructively with government (Olson 196&vi 1988 Prichard 2009Mahon 200%,

4. Levels of awareness and education are high, so as to encourage political engé@echand
2009);

5. Links between teation and expenditure are relatively clear to taxpafgmbkiigwa et al. 2004
Fjeldstad and Semboja 2001)

6. Quasivoluntary compliance is relatively important, thus providing strongemines for
governments to seek a tax bargdates and Lien 1985); and

7. There is a minimum level of trust between taxpayers and government in orieilitate
bargaining(Prichard 2010).

The fiscal exchange theory has received much attention and is well estableiretichlly. Empirical
evidence to support thiaeoryis, however, ambiguou®'Arcy 2011: 56). Timmons (2005 find a
statistically significantand positive relationship between tax revenues (i.e. compliance) and
government expenditures on social welfarea crosscountry analysisRoss (2004 also presents
evidence to support the hypothesis about fiscal exchange in his study of the tdatiata/een
taxation and democratization in 130 countries. Fjeldstad §208# the other hand, found no
significantassociatiorbetween fiscal exchange (measupgdsatisfaction witlpublic services) and tax
compliance in his investigation of survey data from South Afric

D'Arcy (2011 offers a possible explanation of the lacksofund evidence on fiscal exchange in the
literature by suggedng that the analytical framework applied by researchers is too simplistic.
particular, she points to the fact thlaé modellednteraction between the citizen and the state is one
dimensimal. Theconception of taxation as a market exchange between two actors in thesphblie
missesa crucial aspect, stergues “- the translation of privateealth into a public resource. (...) it
goes beyond a two actor exchange and, in the transition from private to public, invokest tod
citizen’s normative and contractual relationship with the state, but alsoahcitizen views fellow
citizens”(D'Arcy 2011: 5-6).

Increasinglyresearcherkean towards behavioural scien@® focus on the consensual aspects in an
attempt to explain the posieé motivations for compliancéCummings et al. 2005 There is
longstanding evidence from many disciplines, including psychology, sociologgurdtty and

9In practice, tax bargains may take the form of a relatively exmiigid pro quo between governments,
taxpayers and their representatives, but also in the form of implitvimural adjustments (Prichard 2010: 22).
Two general processes seem to be particularly important in gra@iairect tax bargaining which involves
govenments making relatively explicit concessions to citizens in regptmthe threat, or emergence of public
resistance to taxation; and (ii) indirectly, in which taxpayer resistartegation by an unresponsive government
undermines the stability of tlgovernment, leading to future reform (ibid).
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economics, that behaviml factors influence nenompliance (e.g.Spicer and Lundstedt (19)6
Grasmick and Scott (1982);Yankelovich et al. (19&8well (1990) Smith (1992) Alm et al. (1992);

Erard and Feinstein (1994 Feld and Frey (2007, 201@ygue that citizens and the state appear to
develop their fiscal relationships according to a psychological ‘tax ctnthat establishes fiscal
exchange between taxpayers and tax authorities. This relationshipydrowaches beyond pure
exchanges, and involves relationships and loyalties between the ‘contriaetrgpaConsequently
Andreoni et al. (1998argue that researchers need to explore the psychological, moral, and social
influences on compliance behamiand integrate these factorsareconomic models of compliance.

The behaviaral literature on tax compliance incorporates soara politicalmotives to explain a
sense of morale or social duty to pay taxAsdfeoni et al. (1998: 85L Three main lines of
theoretical argumesthare been made in relation to tax morale, i.e. argumentsifaros (i) social
influences, (i) comparative treatment of citizens, afid) the strength of the national political
community. E&ch of thesés now presenteih turn

2.3 Social influences

It is reasonable to assume that human belavio the area of taxation is influenced by social
interactions much in the same way as other forms of belrg@oavely 1990 Complianceébehaviou
and attitudes towards the tax system may therefore be affecttu thehaviar of an individuals
reference group such as relatives, neigithband friends. Térefore if a taxpayer knows many people
in groups important to him who evade taxas/her commitment to comply will be weaker. On the
other hand, social relationships may also help deter individuals from engagingiomévéear of the
social sanctions imposed once discovered and revealed pyiegmick and Green 198Grasmick
and Scott 1982 Theoretical research on herd behawim economic situation@Banerjee 1992Sah
1991) also indicates that social influencesay affect compliance, in particular by affecting the
perceived probability of detection.

One of the most consistent findings about taxpayer attitudes and behawdestern countrieis that
those who report compliance believe that their peers and friends (and taxpagengial) comply,
whereas those who report cheating believe that others ¢Yiaakelovich et al. 1984 Evidence
suggests that perceptions abthg honesty of others may affect compliance beh#vio

2.4 Comparative treatment

Equity theory suggests that individuals are more likely to comply witbsrifl they perceive the
system that determines those rules to be impgMieKerchar and Evans 2009: ))7&Vhere there are
perceived inequities, individuals will adjust their inputstite exchange until fairness is restored.
Based on equity theory, addressing inequities in the exchange relationstéermevernment and
taxpayers would result in improved compliance.

Citizens may not consider their relationship with the state in awaaeuhere both parties are the only
actors. Likewisethey may not think about their fellow citizens without considering their own
relationship with the state. They may also consider how the state treatsetatiue to their fellow
citizens. This judgmerns likely to affect not only their judgment of the stabeit also how they view
their fellow citizens(D'Arcy 2011: 7. If the state treats certain groups preferentially, this may colour
the citizen’s relationship with the state and the group rewgif@vours. A crucial variable thennot

just whata person (or a busineggis from the state, but whale person (or businesggts from the
state (and how the state tretlte persoprelative to those who are ihe person’swider national
community.This social psychology model highlights the impoxte of equity theory in the study of
compliance and taxpayer behaviour.
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Rothstein and Teorell (20DP&ke this argument further amadgue thatimpartiality in the exercise of
power B the key characteristic of ‘good governanddiey emphasizéhat the state’s legitimacy rests
on its impartiality, i.e. the state’s “proven ability to treaizeins equally in dealings with them and to
adjudicate impartially in disputes between thef@™Arcy 2011: §. Citizens feel able to trust their
fellow citizens if they trust the state to intervene and resolve faillgn there is a breakdown in
relations between citizens. Thus, compliance rests not only citizessin government, but also on
their trust in each other.

2.5 Political legitimacy

One strand of the literature emphasises that higher legitimacy facglainstitutions leads to higher
tax compliance(Torgler and Schneider 20D7Tayler (2006: 376 argues thategitimacy makes
“people feel that they ought to defer to decisions and rules, followiam tvoluntarily out of
obligation”. Legitimacy ould be described dselief or trust in theauthorites, institutions, andocial
arrangementto be appropriate, propgustand work forthe common goodAccording to he political
legitimacy theory, tax compliance is positively related to peroegptiabout the government’s, in
particular the tax authdy's, trustworthinesgTayler 2006 Kirchler et al. 2008 FauvelleAymar
1999) Related to political legitimacy iglentification with the state ithe sense of national pride.
Researchers have suggested tta group identification deriving from national pride fosters
cooperative behaviour and willingndsspay taxegTorgler and Schneider 2007

Political scientists have addredseow political legitimacy and civic identification are fostered.
Persson (2008argues that African countries that upon independence emphasized building national
over ethnic identity have been more successful than those who allowed gtfini@come the main
animus of politics. She uses Botswana as an example of a state thatleddéondhe construction of a
national identity and Uganda as a case that failed to do so. Liebermah 4283 that the definition

of National Political CommunityfNPC) is crucial. In an analysis of data from national surveys, he
compares South Africa under Apartheid, where the NPC was smallisaeand racially definedto
Brazil where regionalism was the main logic in an NPC that was large veitty mrosscutting
cleavages. Lieberman attributes the higher revenue performance of South Attieatperior ability

of a small, exclusive and cohesigmup to solve collective action challenges like taxation. Citizens’
evaluations of their obligations to the state, including tax complianae, Margely conditioned by
feelings of closeness or affinity towards other groups included indkeissdefiniion of the national
political community.

Empirical studiesconducted in otheregionsalsofind evidencethat political legitimacyand national
pride areimportant to tax complianc&lm et al. (2003 find a posiive relationship between attitudes
towards tax and trust in the government as well as national pride iraRug¢be 1990sBased on a
study of 30 developing and developed countrigisur and RiahBelkaoui (2008 find that tax
compliance is highest in countries characterised by high control of dorrughd low size of
bureaucracy.

Five ‘schools of thoughton taxpayer behaviourave been presented aboirethe following section,
theory inspired research questions and hypotheses to guide enmpséaaictare formulated.
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3. Research questions and hypotheses deriving from the
theories

A similar set of tax research questions that Western scholars have grappled with eéso studies

of African societiesUnder what conditions do citizens assent to comply thigtax laws? What are
the primary motivations for compliaréWhat are the key determinants of tax attitudes and
behaviou? Which features dfitizenstate relations goveittitudes and behaviour regarding taxation?
Which theoretical school best explains citizens’ willingness to part withtprresources?

Answers to these questiware important because they can informigomakers about how to extend

the reach of tax administratianshey may provide insighs into what social, economic and political
goodsgovernments need to providie citizens to ensuréhattaxation is accepted as a normative act;
insights intothe reldionship between perceptions of supply and demand for democracy and taxation
and ultimatelyinformation aboutvhich actionscould ensurethe statethe credibility and legitimacy
necessary for effective governance

3.1 The African context

The researchjuestions that dominate the theoretical literature oldanplianceare as pertinent to the
African context as elsewhere. However, certain spoidical conditions and variables common to
many African stateare likely toinfluencecitizers’ behaviour and thushapethe research findings
For meaningful research design and analggiscific features of the African contesttould be noted:

o Relatively low GDP per capita.

e Young populations

o Extreme income inequalities.

o Low levels of human development(eation, health)

e Dominant ruling parties and, generally, weak opposition, civil society and media

e Colonial histories affecting attitudes towards the role of the statermgance and the type of
public institutions, including tax administration, of a country.

e Limited (administrative)reach ofnationalgovernmentinstitutiors, in many cases tmainly
urban and semirban areas.

e Large informal sectors.
e Widespread public and private sector corruption.
e Limited delivery of quality and diversity of publgervices by governments to citizens
¢ Relativelynarrow public revenue base from which to provide goods and services.
o Differing perceptions regarding service delivery across urban varslgpopulations.
Yet, there are wide divergences across Africarestanmostvariables Generalised explanatiorzse

therefore problematic. Crossnational variations require a more detailed examination ooitry-
specific factors.
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3.2 Tailoring research questions and hypotheses

Mutual mnsideration of the African context anecentscholarly work on taxation generate several
pressing research questions and hypothésedurther researcton African’s tax attitudes and
behaviour. Thesean begrouped afteithe five major theoretical apmohesoutlined in section 2
above:

Economic deterrence
Research questions deriving from this theoretical framework include:
o How docitizensperceive the likelihood of being detected and punished if evading tax?

o How do citizensperceive the credibility otrustworthiness of the revenue administration’s
sanctions against defaulters?

The following hypotheses can be formulated:

H1 Compliance is more likely when the probability of detection and prosecuti@ndsived to be
high.

H2 Compliance is morkkely when sanctions against tax evasion are perceived to be severe.

Fiscal exchange
Research questions deriving from this theoretical framework include:

o Do citizen’s attitudes towards taxation depend on their perceptions abouattis delivery
of (political, social and economic) services?

o If yes, what aspects (qualjtgccess) and types of servi¢esy.education, housingndhealth)
mattermost?

e Does one's position in the social structure/demographic characteri@ge, gender,
education, income level, profession, urvaral, etc) have a bearing ofa) citizens attitudes
toward taxation, andj the state’s delivery of services and goods?

The following hypotheses can be formulated:

H3 A taxpayer is more likely to comply when she/he perceives her/his terms of tradthevith
government as fair.

H4 A taxpayer assents to pay tax because he/she is satisfied with the services received in
exchange.

H5 Citizens who frequently contribute taxes (employed, urban) have higher diqgrectaf
government to deliver goods and services than those who are unemployed/do not pay taxes

H6 Middle class citizens are more likely to assent to the normative arguroentaxation
(reciprocity, development of state 8ic

Challenges facing these hypotheses include: (i) which services are of moshcande(ii) what
aspects of service delivery are critical to the citizen? The answ#iede questions are also likely to
differ between citizens depending on age, gender, geographical location etc.

Social influences
Research questions deriving from this theoretical framework include:

e Are peoples’ tax behaviour influenced by their perception of others’ meh@v
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The following hypothesis can be formulated:
H7 The fewer evaders a taxpayer knows, the more likely he/she will comply.

Comparative treatment
Research questions deriving from this theoretical framework include:

o How do people perceive they are treated by the state/tax administrationeretatither
peoplein their community?

e Do economic and politically weaker or marginalised groups tend to perceiveotaxati
differently than more prosperous and influential groups?

o Does one’sthnic group (group aegional identies determine how they perceive thate’s
delivery of services?
The following hypothesis can be formulated:
H8 A citizen assent to pay tax because she/he feels that the state treats herfhreldaugly to
fellow citizens.
Political legitimacy
Research questions deriving from this theoretical framework include:
e Are people more compliant when they fded government is politicallyegitimate?
e Is there a relationship between attitudes towards democracy and attiwdegsttaxation?
e Is there arelationship between citizen’s perceptions of governmaabuntability and
attitudes towards taxation?
The following hypothesis can be formulated:
H9 Citizens assent to pay tax because they feel the government is legitidatecountable.
H10 Citizensassent to pay tax because they feel a strong sense of naténidication with their
fellow citizens.
In what direction do these relationships and associations woak@ality is an issue for further
investigation. For instance:
o Does compliance fadw from coercion?
o Does compliance follow perceptions of state legitimacy and accountability

o Do date legitimacy and accountability follow from state responsivenessddebf services)
Yet, the state requires compliance (and tax revenues) before detaver goods and services
using public finances.

10
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4. Tax perception studies in Africa

This section examines the use of surveys to gather evidencéizens’ behaviour and attitudes
towards the tax system. While tax perception surveys are well estabfsh€@ECD countries
available studies in Africa are limited and provide little more than sedttestimates of the
distribution of tax burdens and some information on peoples’ attitudes towardscspesciélly local,
taxes. Some business surveys alsoluinle questions on taxation, focusing on constraints and
compliance costs for enterprises. The main part of this seadgessethe design and key findings of
some of the existing surveys in Africa. The studies examined are catedgotséureegroups: ()
Business surveys, aiming to identify main constraints for investors arepeameurs; %) Country
specific citizen surveys, addressing peoples’ views of a range of issues,ngdhugitax system, tax
payment, trust in public institutions @rservice delivery; and3( Crosscountry citizen surveys:*
Finally, the strengthand disadvantages of such survieythe African context are discussed.

4.1 Business surveys

Business surveys have been conducted in several African countries during teeddstfdcusing on
business constraints and compliance costs for enterprises. The most cosipeebkEthese is the
Doing Businesstudy conducted by the International Finance Corporation of the World Baaikg
Business 2011 It covers a wide range ofariables(including taxeg that may impact the business
environment in a largaumber of countriegcross the globdn addition country specific business
surveys have been conducted in sevAfdatan countries. In the following we start out by discussing
thecrosscountryDoing BusinesandPaying Taxestudes followed by a presentation adiscussion

of selected country specific studies.

411 Cross-country ‘Doing Business'and ‘Enterprise’ surveys

The Paying Taxesstudy looks at tax systems from the business perspective. The sixth edition of
Paying Taxes the Global Picturevas published in 201%.1t is a joint publication produced by the
World Bank, the International Finance Corporation (IFC) and Pricewaterhouse€¢BpeC). The
study is based on data collected as part oDibieg Businesseport (Doing Business 20)1and he
2012 report covers businesses in 183 countfiricewaterhouseCoopers 201Doing Business
reports generally receive wide media attentidren pubkhedand commonly initiate public debates
aboutwhether the business environment is conducive or not compared to other (usually nagighbour
countries. AlthoughDoing Businessdoes not explicitly aim to shed lightnaaxpayers’ (firms)
perceptions of théax system in the country they operate, it is likely that these surveys impdne on t
business community’s as well as (potential) foreign investorsperceptions of the tax system in
individual countriesilt is thereforerelevant to include a discussiof these surveys in this paper.

Doing Businessecords the taxes and mandatory contributions that a megdagntompany must pay
in a given year as well as measuring the administrative burden of payieg and contributiors.
Taxes and contributions measured are profit or corporate income taxes¢sogialutions and labour

A fourth category of surveys labeled ‘Taxpayer satisfaction sunigysot covered by this study. These
surveys are mainly conducted by the national revenue administratiomglividual countries, and focus,
generally on central government taxes and tax administration.

2 The Paying Taxes report 2012 can be downloaded from
http://www.doirgbusiness.org/~/media/FPDKM/Doing%20Business/Documeresi&tReports/Paying axes
2012.pdf

3 The methodology applied is presented in Pricevnates€oopers (2012: 9500, appendix 1).

11


http://www.doingbusiness.org/~/media/FPDKM/Doing%20Business/Documents/Special-Reports/Paying-Taxes-2012.pdf�
http://www.doingbusiness.org/~/media/FPDKM/Doing%20Business/Documents/Special-Reports/Paying-Taxes-2012.pdf�

CMI WORKING PAPER PEOPLES’ VIEWS OF TAXATION IN AFRICA WP 2012:7

taxes paid by the employer, property taxes, property transfer taxes, dividendpitad, gains tax,
financial transactions tax, waste collection taxead and vehicle taxes, and any other small taxes or
fees (PricewaterhouseCoopers 2011).78The ranking a the ease of paying taxes is the simple
average of the percentile rankings on its component indicators.

Doing Businges uses a case study scenario to measure the taxes and contributions paid by a
standardised business and the complexity of an economy’s tax compliance $gstexperts from a
number of different firms in each country compute the taxesramlatory comibutions due in their
jurisdiction, based on the standardized case study f@tisewaterhouseCoopers 2011:).75
Information is also compiled on the basis of the frequency of fdimd)payments, as well as the time
taken tocomply with the tax laws in an economy.

The method applied iDoing Businesss simple, which has some real benefits, not least bedaisse
accessible to polieynakers who can make up an informed opinion about the results. The authors of
Doing Businesglaim that some more sophisticated, although standard statistidagscethods do
not change the results. Howevelgyland et al. (2008show that if the uncertainty in the data is taken
into account, it becomes difficult to tell most countries apart on the gaggeeranking. Thus, a move
of 20 or 30 places on the ranking may not reflect any-lifeaimprovement of the underlying
businessnvironment of the countryit may simply be due to random noise margin of errar
Further, while the main body of the text and the country tablBgiimg Businespresent a wide range
of indicators across ten different areas, it is not always clear from thg vepich indicators are
included in the final ranking, and what critedee used for including or excluding an indicator in the
calculation of the rankingdoyland et al. (2008: Jlshow that (a) several of the indicators presented in
Doing Businessare not used for rankings, and (b) coddegisons taken before calculating the
rankings are not transpareht.spite of these and other methodological challengef)divey Business
country ranking receives widespread attention and is widely refesrbg policy makers, investors
and business people.

The Paying Taxes part of tiiing Businesseport(Doing Business 20)Xocuses on the potential to
simplify the tax system and improve revenue collection in reducing taxoevasid the size of the
informal economy in developing countries. Although it is not made explichhérDbing Business
reports, the theoretical foundation for the ‘tax constraint indicataicitly refer to (a) the classical

tax evasion model, which assumes that a taxpayer’s behaviour is influenced by factossteedaa

rate and the effectivenes$ the tax administration to enforce taxes due, including compliance costs
(section 2.1 abovepnd (b) the comparative treatment model, which assume that tas{gasfeaviour

is influencedby how they perceive tlgeare treated by the state relative to other taxpayers/businesses
(section 2.4).

The World Bank andhe International Finance Corporation also conduct so called “Enterprise
Surveys”. These are firdevel surveys of a representative sample of a country’s private smutbhe
surveys sitel{ttp://www.enterprisesurveys.ojgiontains data on the investment climate buasiness
perceptionsof firms in 135 countriesThe data are based aurveys of almost 13000 firmsand
contains, among othéssuesrankings of the largest constraints for investmentthe following,we
present relevantesultsfrom the Enterprise Surveyas well as fronDoing Busines2012for nine
African countriesWe haveselected thesubSaharan countries Benin, Kenya, Mozambique, Senegal,
Sierra Leone, Tanzania, Uganda, South Africa and Zaadminst the background that we will use

%Doing Businesameasures all taxes and contributions that are govent mandated (at any levefederal,
state or local) and that apply to the standardized business and haymmanamits financial statements. In doing
so,Doing Businesgoes beyond the traditional definition of a tax. ffksddéor the purposes of g overnment
national accounts, taxes include only compulsory, unrequited payneemt® tgovernment. Doing Business
departs from this feaition because it measures imposed charges that affect business accou nts, notgovernment
accounts” (PricewatbbuseCoopear2012).
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data from these countries &xaminetaxpayer attitudes anlehaviourin a forthcomingstudy (see
Sectbn 6 below)™

4.1.1.1 Findings from enterprise surveys

In the Enterprise survey, firms are asked whether they find a range of isduesobstacles tthe
current operations of the firmand have the following omhs: “No obstacle”, “Minor obstacle”,
Moderate obstacle”, “Major obstacle” and “Very severe obstdé@aterprise Surveys 201pkigure
1 depictsthe share of firms in the private sector that rate each afixhax-relatedobstacles as major
or very severeonstraint orthe business environment #gach of the ninselecteccountriesas well as
the average for suBaharan Africd® *’

Figure 1: Largest tax-related business obstacles experienced by firms in the private sector

N Benin mm Kenya B Mozambique m Senegal

I Sierra Leone Tanzania mmm Uganda I South Africa
Zambia = Sub-Saharan Africa

25

Percent

Practices of the ~ Tax rates Corruption Customs and Tax Business
informal sector trade administration licensing and
regulations permits

Similarly, figure 2 shows major business constraints not related taotaxat

5 In addition, Cameroon, Ghana, Malawi and Mali might be added dependirgata availability from
Afrobarometer Round 5.

% Source: Enterprise Surveys (2012a)tp://www.enterprisesurveys.o)g/

' The data for Benin and Sierra Leone are from 2009; the figures for Kenya, kigzemSenegal, South
Africa and Zambia are from 2007; and the data for Tanzania and Uganda ar®@@em 2
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Figure 2: Largest non-tax related business obstacles experienced by firms in the private sector
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On average irSubSaharan Africa, (1) electricity was found to be the most rtapb constraint
followed by (2) access t@and cost gffinancing, (3) practices of the informal sector, (4) tax rates, (5)
political instability, (6) corruption, (7) crime, (8) access to land, (9) tratedpar, (10) customs and
trade regulations, (11j)ax administration (12) inadequately educated workforce, (13) business
licensing and permits, (14) labour regulations and (15) cdumghile tax rates were found to be
amory the top five constraints faub-Saharan Africa as a whole (and among the top 10 constraints in
all the case study countries), tax administration is seen as less problematic Bsbesin three of

the selected countries, Kenya, Sierra Leone and Zathkeitax rate is the most fregntly mentioned
business constrainih the other countries, otharpniax related issues are maneportant.Electricity

is seen as the most important obstacle in Tanzania, Uganda and Kenya, while fitommbique
and Benin perceive access to finanoebe the major business constraint. Finally, South African
businesses perceive crime, theft and disorder as the largest obstacle to ths leasinenment.

Access to finance is the second most importamistraintto firms regionally (20%) and this lsted
among the four most frequently stated obstacles in all the esgleatintries. Practises of the informal
sectorarethe third largest business obstad&ubSaharan Africa as a whadd also seem important
in the selected countriedt is rated he second largesbnstraint for enterpriséa Mozambique and
Zambig third largest in Benin, Kenya and Ugandad fourth largest in Senegal and Sierra Leone. In
South Africa and Tanzania, informal sector practises is rated somewhanfessant (7 and &"
largestconstraintsrespectively).

Though there are many similarities between the selected countries, there are plztann
differences.In particular, the business constraints reported for South Africa diffier the regional
average as welsthosereported by the other countrigsFigure land 2 As mentioned above, South
African firms rate crime, theft and disorder as the nrapbrtant obstacle. However, regionally, crime

'8 Inadequately educated workforce and labour regulations are ndayeidpin the figures due to space
constraints.
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is only rated seventh most important. Crime is dlsther down on the lists afach ofthe selected
countries. In Senegal, Sierra Leone and Uganda, crime is not even amdeg thest important
obstacles, whilén Benin it is perceived as the"l@irgest business constraint. In Tanzania and Zambia
it ranks 6" and, finally, crime is the "5largest obstacle in Kenya and Mozambique. Furthermore,
South Africa isthe only country where inadequat&gucated workforce is rated among the five most
important obstacles for businesBhere are also large cressuntry variations inthe share of
businesses that rates electricity as the most important constraiinzania 73% of the firms
reported electricity to be a barrjdrut only 9% of the firmsdid so in Mozambique.

Figure 4 shows the average numbemuwdetings with tax officials required each year for firms of
different sizes. Small firms are those with 1 to 19 employees, mesdaga firms employ between 20
and 99 workers, and large firms employ more than 100 workers.

Figure 3: Average number of visits or required meetings with tax officials by business size 1920
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According to Figures, there are no substantial differences between firms of differaeg sixcept for

in Kenya, Sierra Leone and Zambia. Kenya exhibits the largest vasiatiarge Kenyan firms have
much fewer meetings with tax officials than medium size businesses (4.1 Vifdtende), and
medium size businesses have much fewer visits than small firms (2.4 visiterdiéferin Sierra
Leone the situation is a bit different. Medium sized firms have maits\than both small and large
firms, and medium sized firms hawwnore visits by tax officials than small firms. Yet another pattern is
displayed by Zambian firms. For them, number of meetings is increasing bsiZem

The figure also illustrates that the average level of visits by tax offisiasrkedly highern Kenya
(8.8) than in the other countries which all have an average number of vibiésaret between 1.8 and
3.3.

¥ Source: Enterprise Surveys (2012)

% The average is estimated based on the respondents answering 'yes' to thaesqoéstihether visits or
meetings were required.
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4.1.1.2  Findings from Doing Business

The Doing Businessdatabase hitp://www.doingbusiness.ong/provides measures of business
regulations and their enforcemédmoing Business 20)1It indicates the regulatory cost of business,
and includes a wider range of countries and subjects than the enterprises.sliheegountries are
ranked in terms of the easedding business, which is an overall rankofglO elements relevant to
the business environment. The individual elements in ‘ease of doing busineg¢4) starting a
business(2) obtaining and renewing licensg8) employing workers(4) registering poperty, (5)
getting credit,(6) protecting investors(7) paying taxes(8) trading across border$9) enforcing
contracts, an@l10) closing a business. Table 1 shows the oveaalkingof countries in terms afase

of doing businessThe right column dscribeghe ranking on ease of paying taxgsich is one of the
ten elements of which thease of doing busineestails

Table 1: Worldwide rank on ease of doing business and ease of paying taxes in selected African countries
(ranking within sub-Saharan Africa in brackets) (Doing Business 2012)(Doing Business 2012)(Doing Business
2012)(Doing Business 2012)**

Ease of doing business Ease of paying taxes

South Africa 35 (2) 44 (7)

Zambia 84 (7) 47 (8)

Kenya 109 (9) 166 (36)
Uganda 123 (12) 93 (14)
Tanzania 127 (14) 129 (25)
Mozambique 139 (18) 107 (20)
Sierra Leone 141 (19) 76 (12)
Senegal 154 (26) 174 (40)
Benin 175 (39) 170 (38)

South Africa is rated higheswhile Senegal and Benin aa¢ the bottom of the lidboth in terms of
doing business and paying taxe®wever, sme of theothercountries are performing much better on
one ranking than the other. For instance, Kenya is rankedd" on theease of doing business
worldwide, butis ratedaslow as 166 orthe ease of paying taxes. For Sierra Ledrie the other way
around; it isranked141" on the ease of doing business, ldesmuchbetter in terms of paying taxes
(76"). These findings strengthethe impressiorfrom the Enterprise surveydiscussedabove (see
Figure 1 and 2)there seesito be substantial variations busness constraints between the countries
in our sample.

Figure 4 gives a graphic presentation of the three components of the ease of faagsdgndicator
discussed above, namelye average othe total number of tax paymentthetotal number of hours
spenton preparing taxes and complying with rules and laws, antbthletax rate (measured as share
of commercial profits), fomediumsized compareseach yea(Doing Business 2010: $3The figure
includes all theselected countriess well as the regionahd OECDaverage

% Source: Doing Business (2012).
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Figure 4: Time spent paying taxes, number of payments and total tax rate on profits in selected countries 2
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The Fgureshows that the total tax rabe profitsis lower than the SSA averagge (57% of profi®

in all the selected countriexcept for Benir{66%), which has the highest total tax rate in the sample.
Zambia is by far the country with the lowéax rateon profits(15%), and, together with Sierra Leone
(32%), South Africa (33%), Mozambique (34%) and Uganda (36%), it has a rate beldDEMDD
average of 43%. Tanzania (46%), Senegal (46%) and Kenya (@0%&ave tax rate on profits
betweerthe OECD and SSA average.

The average number of payments made by fismaore than thlee timeghe size inSSA than inthe
OECD region (37 vs. 13payments Amongthe countriesn our sample, Senegal (59), Benin (55),
Tanzania (48) and Kenya (41) lie above, and Uganda (32), Sierra Leonen@2Spath Africa (9)
below, theregional average. Mozambique and Zambia have numbers equal to the ragemgk.
South Africa is the only countrytvere thenumber of payments lower than the OECD average.

The variation in time spent on paying taxes and complying with rules andslaxtensive. While &
numberof hours spent on paying taxes annually in Sened@#asfirms in Zambia only use 132 hours
on paying taxes every year. Six of the nine selected countries are rated belovh thee&§e (318
hours) in terms of this indioait.

Though Zambia has the lowest tax rate of tbeuntries in the sample (14.5%), figures from the
Enterprise Survey shows that tax rates are seen as the top constrainsly Hambigsee Figure 1)

22 3ource Doing Business (2012)

% It should be noted that this average is heavily affected by the tax rathe iBomoros, the Democratic
Republic of Congo and The Gambia where tax rates are 218%, 340% and @8dé6tively. When these three
countries are excluded from the sample, the SSA tax rate average is 44.%8dr than the OECD average.
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The Doing Business and the Enterprise surveys adeguate to explain why the perception of firms
are so strongly opposed tlee level of the tax rates, even though the Doing Business numbers suggest
them to be far below the regional and OECD average.

To sum up, the surveys show that tax rates are vieweah important obstacle for business in the
individual countriesas well asn SubSaharan Africa as a whole. Furthermore, tax rates are perceived
to be a much larger obstacle than tax administration. Oftaromelated issues, practises of the
informal sector andsupply of electricity are the most frequently mentioned business constraints
regionally, but there arsubstantiadifferences across countries. Large dispariiesveen countries

are found inthe number of required meetings with tax officialsyt also between companies of
different sizeswithin countries.The costs associated with tax payments vary extensively between the
countries.Thus, while providing interesting and useful findings about regional chafienedgted to
taxation, cross-count studies are far from sufficient in the study of taxpayer behaviour.

4.1.2  Country specific business surveys

A series of country and sector specific surveys have been conducted across Atiedollowing we
summarise the design and findings of supveys whichhavereceivel attention due to thstrengthof

the methodologies anthe policy relevant findings. The first is a survey of enterprises in Uganda
(Gauthier and Reinikka 20p&and the second arstey of small businesses in South Afrig@oolidge

and llic 2009).

4.1.2.1 Uganda: Shifting tax burdens through exemptions and evasion

The studyby Gauthier and Reinikka (20DLises detailed information on taxes and firm characteristics
from a survey of 243 firms in Uganda conducted byWheld Bankand theUgandan Private Sector
Foundation Firms were interviewed in 1998 on their activities 199597, including physical
investment, exports, infrastructure services, taxation, policylliggiregulation, and corruption. The
survey requested confidential information on costs, sales, tax paymeni® aibtain cooperation
from the respondés, the interviews were carried out by tiganda Manufacturers Associatiolm
addition to quantitative data, the survey also collected information on tre fierceptions fovarious
constraints to investment.

A stratified random sample for the survey was constructed using the followiaga (Gauthier and
Reinikka 2001: &

e The sample should be reasonably representative of the population oiskstahts in five
major economic seats.

¢ The establishments surveyed should account for a substantial share ddlrmattpat in each
of the industrial categories.

e The sample should be sufficiently diverse in terms of firm size.

e There should be enough representation outside the capital city Kampala tcoddmsions
about industrial activity in Uganda as a whole.

The survey was based on a partial industrial census update from 1996 of thatekerdmplete
industrial census in Uganda from 1989. Only 8 out of the 39 districts in thércouere included.
However, despite its limited geographical coverage, the 8 districts in the 498t wepresented 80%
of value added in the private industrial sector and 70% of employment, based on thed989
Large firms represented less than 2@%the sample, while firms with less than 21 employees
represented 47%. Although the sample was drawn randomly from the 19&@dipdiustrial census,

it overrepresents larger, more visible firms. This h&afikely to beimportant when considering the
tax evasion data.
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The studyshowsthat tax exemptions and evasion were widespread among businesses97.188%
evasion was found to be especially prevalent among smaller firms, whie fiangs tended to reduce
their tax obligations through officidhx incentive (exemption) programmes, leaving medsizad
firms bearing a disproportionate share of the total tax burden. ThesegBraliggest that the inverted
U-shaped relationship between taxes and size derives from the relationshgerbdax erdaen
patterns and firm sizg€authier and Reinikka 2001: 10). That medisized firms support the heaviest
tax burden in proportion to sales suggests that they have a competitiveatiagdvelative to smaller
and larger firms. Domestiowned firms tended to bear half the tax ratio (4.5%) of foreign firms
(8.3%) or jointownership firms (8.2%) in 1995. The lighter burden of domestic firms was foubel
mainly due to differences in esian behaviar, with 64% of domestic firms classified as evaders
comparedo just 40% of foreigrowned firms and 44% of joint-owned firms.

Firms were also asked about various forms of contacts with the national tax adwomistthe
Uganda Revenue Authority (URA). For example, they were asked whethdnatidyeen audited by
the URA, and if there were any differences between the firm’'sdeelaration and the revenue
authority’s assessment over the last three years (i.e. inlQ9burthermore,ley were asked if they
had to pay bribes to public officials, including tax collectors, and if so, how.muc

Over 40% of the surveyed firms reported audits for corporate taxe whilmany as 75% of VAT
paying firms reported audits, which are very highres when compared to other countries. The high
auditing frequency indicates a serious lack of (ghadiuntary compliance and a low level of mutual
trust between the tax authority and the taxpayer@Céem and Reinikka (19%9The firms audited for
corporate tax and VAT were mainly larger, and the firms audited fooasptax typically did not
have access to exemptions. Furthermore, half of the firms surveyed challeng¢akteEsessments.
The difference between thdganda RvenueAuthority’s assessment and the firm's sidiclaration
was, on average, 83%.authier and Reinikka (2001: Pioundthat the probability of the firms’ own
assessment being different from that of the tax administration waBcgighand negatively correlated
with tax exemptions. In other words, the more exemptions a firm has, tHikédgst is to disagree
with therevenue authority over its tax assessment.

The sampled firms were asked to rank a number of constraints, including taxsactiam and tax
burdens (Gauthier and Reinikka 2001: 18). Tax administration was perceivedsashtimeost binding
constraint overall (out of 24). On average, as many as 64% of the responddmd tax
administration and tax burdens as a major constraint. With regard to customs, B@¥espondents
felt it represented a major constraint. Custeglated constraints increased with firm size, reflecting
the fact that large firms are often importers.

Finally, firms were asked if they usually paid bribes to tax and customs sffaredt if so, the amount
(Gauthier and Reinikka 2001: 2 Bribe payments to tax officials are a means of gaininguiayand
especially of reducing tax obligations or paymeAs many asl02 of the 237 surveyed fivs (43%)
reported paying bribes to tax officials occasionally to always, whild38%6) out of 197 firms
reported having to pay bribes to customs officials. The frequency incredbdiwsize. As many as
60% of the large firms said they paid bribedaw officials (occasionally to always) compared with
just 13% of smaller firms. The actual burden of bribe extraction by public officedsfeund to be
heaviest for mediursized firms.

Gauthier and Reinikkas’ study is interesting both with respect to the rigoeibsdology applied and
with respect to some of the findings. Firstly, it shows thaproperly designed and implementei

is possible to gather quitether sensitive data on firms’ tax behauroand attitudes. Second, it
indicatesthat businesses’ tax behawanay differ substantially depending on the company’s size and
the sector it is operating in.
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4.1.2.2 South Africa: Tax compliance perceptions and formalisation of small businesses

The compliance behavio of smalland micro enterprises is receiving increasing attention due to the
large number of such firms in many African countries, and theeped untapped tax potential these
companiesepresent for governments. This section presents a riegestigationby Coolidge and llic
(2009) The studywas initiatedn 2006 by the National Treasury (NT) of South Africa and the South
African Revenue Service (SAR3) cooperation with the Foreign Instenent Advisory Service
(FIAS) of the World Bank Groufo assess the extent of the tax compliance burdeanterprisesn
South Africa. A set of three survey®re conducted focurgy on small mediumand micro enterprises
(SMMEs):

1. A survey ofprofessional tax practitioners (TP) about their SMME clients.

2. A survey of SMMEs registered with SARS

3. A survey of informal SMMES regarding their perceptions of tax compliance costs
The survey fieldwork for the third informality survey included 1000 hesgs that were not
registeredvith SARS The survey of formalifms includedLO00businesses thatene registeredvith

SARS A representative sampleasdrawn from the SARS database of registered business taxpayers.
The fieldwork for the two business surveys took place in 2007.

The surveys aimed to answer, among others, the following questions:
¢ What are the characteristics of the 12% of formal firms who reported they hiadeaptor
some time before registering with SARS?

o What are the characteristic§ the informal firms who reported they are considering
registering with SARS?

e Isthere a ‘bridge’ that can be found between informal and formal firms?
e What do informal firms know about their tax obligations?

o What are some of the key attitudes of informal firms that may be related to ¢boesiods
about formalizing and registering with SARS?

The study dund that formalisationwas more likely to take place in urban ardasSouth Africa
involving relatively larger firms, and those who alreadydupeoper bookkeepingFurthermore,
informal busineseswho said they were likely to register for tax in the near futueee more likely
than other informal firms to:

e Report higher satisfaction with government services.

¢ Believemost businesseshould (andlo) pay their taxes

e Beregistered with business associasion

e Havea relatively largenumber of employees.

e Renttheir premises

e Keepfinancial records

e Be aware othelocation of nearest SARS office.
Conversely, informal businessimtreceival most of their income in cash wdoaind to bdess likely
to register for taation In addition,thosewho perceivedthereto be‘major problems’ associated with

crime, infrastructureandthe skills and education of available workexgrerelatively les likely to
register for tax.The nostcited advantges of being registered for &tion included better
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opportunities for growthbetter access to financingndbetter access to government servicHse
disadvantages includehe financial burden of takan, and dissatisfaction about government services.

Coolidge and llic’s studyprovides some insighfor policy makers wanting to increaf@malisation
among informal small to medium size businesses. The findings suggest that a camgpdeaf factors
attract or inhibit firms from registering for tation To encourageargerformalisation, the authors’
suggest thathe Suth African Revenue ServicesARS) should improve anémphasie government
services that are high priorities to informal busingssesh asfighting crime and providing
infrastructure.

So far, we have looked at taxation from the firm’s point of view. In the fallgvwgubsections the
focus is shifted towards studies of the behaviour and attitudes of the indivichatda

4.2 Country specific citizen surveys

During the last 145 years, citizen surveys have been conductedvieral African countries aiming

to shed light on peoples’ views of taxation and their compliance beha@everal of these surveys
focus on local government tai@n. A general characteristic of these studies is that they are
exploratory, location specific and the samples are not nationwide eafatige. This section presents
the design and key findings of some of these surveys.

4.21  Tanzania: Citizens' tax behaviour and attitudes

Several surveys examining citizértax behavior and attitudes have been conducted in Tanzania
Most of these studies focus on local government tdrethe following we present two studi@s
which one of the authors’ of this papeasinvolved in collaboration with Tanzaniaesearchers

4.2.1.1 Tanzania: Why people pay taxes

One of the earliest taxpayer surveys in Tanzania was conducted in #1990l Fjeldstad and
Semboja 2001 The study attemptdto shed light on factors determining tax compliance behaviour in
local government authoritiesSThe experiences with thper capita jead tax - locally named
‘development levy’ wasused as case. Revenues from development levy contributed on average about
30% of total own revenues in rural councils in 1997, and 19% in urban councils (p6@05Bhe

levy was in principle,imposedon every person above the age of 18 yedrs ordinarily reside in

the area. Womewere exempted in many councils. In most areas, thenvaslevied on a flat basis,

but in some urban areas graduated rates based on ineenssgpplied.

The studyaimed to answer two questions: Firstlyho pays heatbx in local authorities, and
secondly, why people pay, i.e., to identifie determinants dheir compliance behavioufhe study
tesed a set of hypothesis thatere derived from theories of (a) economic deterence; fistal
exchange; and (c) social influences (see sectiof this paper and Fjeldstad and Semboja (2001:
2016):

H1 Compliance is more likely the higher income a taxpayer has.

H2 Compliance is more likely when the probability of prosecution is pexddiv be high.

H3 Compliance is more likely when sanctions against tax evasion exeeiyed to be
severe.

H4 A taxpayer is more likely to comply when he perceives his terms of trade with the
government as fair.

H5 The fewer evaders a taxpayer knows, the more likely he himself will comply.

21



CMI WORKING PAPER PEOPLES’ VIEWS OF TAXATION IN AFRICA WP 2012:7

The study was carried out in two district councils in late 1996maigell997. The samplavas not
representative. While the respondents were randomly selected from the TateiRBgoks of the
Village Executive Officers and the Ward Executive Officers in anencil (Kibaha, 128 respondents

in four villages), theepresentatienessof the sample in the second council (Kilosa, 44 respondents in
three villages) is questionable, both in terms of size and how it wasesdlgjeldstad and Semboja
2001: 20623). For instanceTax Register Books were unavailable in some of the sampled wards,
becausdahey had either been stolen or had just disappeared. Thus, lists of hamgsapéra were
provided on handvritten sheets of paper. The interviews wersaductedn Swahili.

The questionnaire was organised around five main headings (Fjeldstad and S¥laboj63)

1. Background information on the respondent
Key data collected was on the main occupation of adult members of the househtbld pridcipal
source of income as these variables are assumed to affect both the opporewdget and the ability
to pay taxes.

2. Admitted (hon-)compliance

The respondents were asked if they had paid development levy in e#ioh two recent years.
Respondents giving an affirmative answer were then asked about thietpaida

3. Tax enforcenmat

A series of questions were asked on tax collection procedures, includicily pent of the council was
involved and how payment was made.

4. Perceptions of other§ehaviour
Respondents were asked about their perceptions of other taxgsleasiouregading compliance.
5. Perceptions of the terms of trade with the government

To measure perceptions of the terms of trade with the government, a senestadreg were asked
about the quality of public services and the value received in returexfpaymeh Emphasis was put
on the perceived relationship between tax compliance and the provision of pulitieser

The study éundthat the following factors contribuddo explain complianceehaviour Fjeldstad and
Semboja 2001: 2070)

Opportunities:Differences in opportunities for evasion magtgbifor example, employees paying their
headtax through a tax withholding system Hadser opportunities to evade than the-eriployed.

Ability to pay: Some of the relatively better off respondents, irtipaar migrants and tradersiere

more compliant due to (i) higher opportunity costs connected with evasion, anddiisbeheyere

easily targeted by tax collectors. The opportunity costs of hiding frerndiéectorswere higher for

the better offsince hiding “puts one out of business”. Thus, relatively better off pemat less effort
into hiding, and, thereforeyeremore accessible to tax enforcers. Timsling further implied that the

head tax wasa less regressive tax than wheatsusuallyclaimed.

Probability of prosecutionGiven the limited administrative resourcesyés rational for collectors to

concentrate on the more accessible and better off taxpayers. In this case thetcalpitity and
accessibilitywerekey variables.
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Social infuences: Knowledge of the compliance behawioof others seerd to influence the
taxpayer’s perceived probability of being prosecuted. The larger the fradtitve local population
thatwasobserved not paying the lower the perceived risk of being prosecuted.

Severity of sanctionsthe way the lawvasenforced and the severity of sanctions apgetr have
fuelled tax resistance. Thimding contradicts the standard theory which tells us that the more severe
the sanctions perceived by taxpayers, the higher the compliance expéetedirdey results point in

the opposite direction: The more severe the sanctions, the more widespread thastamce.
According toFjeldstad and Sembgjthe reason for thigperversérelationshipwasnot entirely clear,

but, they arguedt could be due to reciprocity considerations. The coercive behaviour oltagtors
fosteredresistance and disrespect tax laws. Accordingly, oppressive enforcement and harassment
by collectors inducg tax evasion. Tax evasiorould therefore, to some extent be interpreted as a
strategy of public resistance and opposition against the authorities.

Fiscal exchangeGeneally, thehead tax wagerceived to be unfair. Perceptions of exploitation due to
unfair terms of trade with the government prordot®neompliance. Thus, peopletax resistance
seemedo be correlated to declining or absence of public service provision.

The study did not explore the relative strength of the various factoexphaining the observed
patterns of tax compliance. However, the results suggest that the standamiiednfiuences of tax
size and detection probabilitwere at work, although other determinants alsere essential in
understandingpeoples’ taxbehaviour. In particular, the relationship between taxation and service
provision and how the tax lawasenforced seemei be important.

Clearly, no findings of statistical significance@utd be generated by these case studies except
generating suggested explanations to the tax compliance behaviour observedthidugh &jeldstad
and Semboja’s analysis is limited by the cases upon which theirwagbased, it has a more general
interest and application.

In a subsequenfollow-up study based on the same datafgtjdstad (2001 examinedthree
propositions about tax collection by local authorities in Tanzania. The foljpseisults derived from
the analysis: First, revenue performance depended on the degremercfon involved in tax
enforcement. Reciprocity did not seem to be an inherent component of thatstaterelationship in
connection with local government taxation. Second, the extent of coercion depended ogatininga
powers of the stakeholdeiavolved in the tax enforcement process. In particular, coercive tax
enforcement was facilitated when the ‘bargaining powers’ with respect to ltestiom favoured the
council administration, and the elected councillors had no direct influence ortioallékhird, the
presence of donors in a local authority was crucial by changing the ‘balancsesf pofavour of the
council administration, with implications for accountability, responsisen@and democratic
development.

The study demonstrated that the involvement of donors at the local level coelastahave two
impacts on tax enforcement: (i) donors’ presence could induce increasefibtephefvever, (ii) at the
expense of accountability and democratic consolidation. Thus, Madr@28) proposition that the
more a state (in this case a local government) ‘earns’ its income thratggbratic tax collection,

the morelikely are statesociety relations to be characterized by accountability and democracy, was
not supported by this study. In contrast, increased tax effort was achieseghtitoercive methods,
often characterised by violent and extortive forms of enfoecgnfccording toFjeldstad (2001)
these resultanight explain why widespread differences in revenue performance between local
authoritieswereobservedn Tanzania.
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4.2.1.2 Tanzania: Citizens’ changing views on taxation in Tanzania

Since 2003, the Tanzanian research institute RERP@&w.repoa.or.ty has conductedcitizens’
perceptionsurveysthat focus on peoples’ views of public service delivery, governance aatibtax
So far, three surveysbased on the same questionnaiteave beerconductedthe firstin 2003 the
second irr006 and the third in 200Each survexomprised 1260 responderatisd covered the same
localities in four district councils and two urban councils, all located inedd#fit regions of the
country. In each council 210 respondents fronillagesimitaawere sampled, i.e. 30 respondents in
each locality.

Ideally, the three surveys should have covered the same respondents t@aeelidata. However,
due topracticaland financial constraintthis was not feasibJeaccording to theesearch teanilhe
respondents were sampled according to the same sampling procedures in eaxhSswe the
selection of wards and villages was random, respondent households were also randeuhlirqic
the villagemtaa” registers. In each identifiecespondent household, any adaiter 18 years was
picked as the appropriate respondent.

The analytical and conceptual framework applied in these surveys éodltber approach suggested by
Levi (1988 1997)where the relationship betweemaxpayer and the government includes three of the
theoretically predicted elements outlined in chapter 2 of thisrp&est is the element discal
exchangdsee section 2.2Consequently, citizens’ willingness to pay taxes voluntarily depends on the
government’s capacity to provide servicBgcond is the element obercion as represented by the
enforcement activities of tax collectors and the penalties imposed onditested for nopayment
(section 2.1).The third element is the impact afocial influencesand norms on the taxpayer
compliance behaviour (section 2.3).

The surveys included questions on citizens’ views on: (i) taxation and evagiwhdipays and why;

(i) service delivery; (iv) major problems in revenue collegti¢v) who is to blame for poor revenue
collection; and (vi) measures required to improve revenue colledti@respondents were grouped
according to socieconomic characteristics such as age, gender, size of household, education,
occupation etcThe data argsis consisted ofimple statistical analysis of a stdyy-step process,
starting with frequencies, cressbulations combining biand multivariables, and, finally, an
exploratory analysis of the respondents’ perceptions on taxation and faxpbaeinng compliance.

Based on the survey data from 2003 and 2006, Fjeldstad et al) €3@08ined wat changes if any

— couldbe observed with respect to factors impacting on Tanzanian's willasgto pay taxes or not?
What didordinary people consider to be the major challenges to improving the tamsSpsg006
compared to 2003? To our knowledgewfstudies have tracadhanges in Africans’ perceptions on
taxation over time, which is surprising sintésilikely that peoples’ views will change over time with
implications for policy design. In the following some of the firgi from the 2003 and 2006 surveys
in Tanzaniaare summarised.

In the total sample, almost 88% of the respondents in 2006 reported payirgl ahteform of taxes,
fees or user charges in the past two years, though with variations bétwe®nncils. This figurevas
substantially higher than the rcesponding figures in 2003, when less than 60% of all respondents
reported paying. The most frequently cited payments in 2006 were varivice sdrarges, especially
school contributions (84%), health costs sharing fees (75%) and water fees (8&%puGons to the
Uhuru Torch were also common (47% of the respondents in 2006). As many as 36% of the
respondents in 2006 said they paid VAT, suggesting increased awarenesp @tizens of the
presence of this indirect tax on goods and services.

%4 Mtaa is Swabhili for ‘hamlet’, i.e. an area in a town or city.
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While thegeneral level of claimed compliance was higher in 2006 compared to 2003, tive teieel
of compliance between age groups, gender, and levels of educaliontléhanged much. Admitted
compliance also seadto increase with the level of educationdamas significantly higher among
respondents who dacompleted college or university.

Why dd more people claim to pay in 2006 compared to 2003? When asked why peopéxes and
fees the responses diféel significantly between 2003 and 2006. In 20@8e majority of the
respondents said people paid because they ‘wanted to avoid disturbances’ (46%otai gample).
Fjeldstad et al. (200@rgue that this response refletttat many people at that time perceived the tax
enforcement regime as being unfair, coercive and demeaning. Three years latereihy tdf 2006,
only 14% of the respondents gave tame respons@ccording to the author¢his dramatic change

in peoples’ perceptions was most likely due to the local government tamse@dr2003 and 200ih
Tanzaniaand in particular due to the abolition of the much detested head tax (‘developm@nt levy

Another major change in peoples’ perceptions of the tax regime was relatedde detivery. While

only 23% of the respondents in 2003 said that people paid taxes because ithpgteshtpublic
services, as many as 50% gave this answer in 2006. Thiggeklvas consistent with peoples’
perceptions that public servicesdhiemproved in Tanzania in recent years. The majority (75%) of the
respondents of the 20&&irvey said they had seen an improvement in service delivery over the past
two years particulary in education, health, and law and order. The corresponding figure for 2003 was
54%.

Although these surveys provide some interesfindings, in particular on changes over tirag
peoples’ perceptions of the tax systesnd the linkage between taxatiand the delivery of state
services they are essentially exploratory. A major weakness is thadatimplesare location specific
and do not reflect a national, representative sample. Further, thecstatisalysis is very simple,
mainly crosgabulatiors that identify certain correlations. Howevegausalities andhe relative
strength of the various factors in explaining the observed patternaxotdmpliance remains
unexplored.

4.2.2 South Africa: Perceptions of taxation among different population groups

Oberholzer (2007examines the perceptions of taxation amongst different groups of South African
taxpayers.The study aims to determine the various economic, geographic, demographic or other
factors that mighinfluence a taxpayer’s attitude with regard to generatdtated issue§Oberholzer

2007 (Oberholzer 200{Oberhoker 200J(Oberholzer 2001 It focused on individual taxpayers.
Corporate taxpayers were not included.

The target population for the study consisted of the four different populabopsgin SouthAfrica

(i.e. White, Coloured, Indian and African) as defined by Statistics South Afticeample was
selected from the greater Tshwane metropolitan area (which includes the capitBretdria).
According to Oberholzer (2007: 49, this target area was selected for practical purposes (e.g. time
and budget constraints), and also because this area represketsr@yeneous population. 260
respondents were randomly selected fromténget population. Respondents older than 21 years of
age were included in the sample. As the research was essentially exploratory, statjsvitedsis
testing was not used. The sample is not representative. Hence, the foringgghlight the variosi
perceptions amongst the respondents.

The study was carried out by means of personal;ttatace interviews with a structured and semi
structured questionnaire administered at the respondents’ Rdies.questionnaire comprised both

% The methodology applied is presented in Oberholzer (2007: chapter 3).
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closed and opeanded questions. Respondents answered clesddd questions by ticking one box
representing the views that were the closest to their own. Open ended questoalsevercorporated
to which respondents provided unstructured replies. The questionnairéegigaed to take into
consideration the fact that English is not the first language of theitpajbthe respondents and that
only a small number of previously disadvantaged South Africans have hadytedisatiorf® The
respondents were asked whether they agreed or disagreed with er miirstatements that dealt with
general issues related to tax. In the following we have extracted sdhrelafy findings from study/.

Almost 60% of the respondents disagreed with the stateiindatnot know why | havéo pay tax’,
which according to the author, indicates that most of the surveyed peopletandidre need to
contribute tahe development ddouth African society via taxes. While a small minority held the view
that it is ‘unfair’ to pay tax, nearly 75%f the respondents disagreed with this statement. Perceptions,
however, were quite mixed when it came to receiving value for money fromnngoset, with only
25% belieing that the benefits received justified the amount of tax paid. Nearly dD%he
respndents believed that the services received from government did neseepralue for money.
Almost 60% of the respondents felt that a substantial portion of all takested were used ‘for
meaningless purposes’. Furthermore, the vast majority (al®®%i) believed that waste and
corruption in government was high. These findingsy indicate that the ‘fiscal exchange’ argument
behind taxpayers’ compliance has limited explanatory power in this ldasever, it is possible that
the fiscal exchange argemt may still hold given that the majority péoplerespondedhat they find

the principle of paying taxes fair and just, but that the return on thais itstackingdue to poor
public service delivery. This may refleftscal exchange expectations argdhe populacepeople are
willing to pay taxesbut perceive they get little in retyrpartly due to wastage and corruption.

Interestingly, a large share of the respondents (61%) agreed with the statkataht tax authority

(i.e. the South African Reenue Services) would notice if they evaded taxes. Yet, more than 45% of
the respondents believed that people evaded tax because the risk to be detected kautheritgx

was low. Furthermore, as many as 46% of the repondents perciviex thherden to be so heavy that
many people were forced to evade in order to survive. Still, almosthivds (64%) of the
respondents believed that the wealthy evaded more often than poor people.

Oberholzer found support for the view of Alm and Torgler (30D@&t a sustainable tax system is
based on a fair tax system and a responsive government. Hence, if taxpayer® pbateikeir
preferences are adequately considered, their identification with the govéinoreases and so does
their willingness to pay taxes. The government should therefore aim toisFstablconducive
environmentfor tax payment.

Oberholzer’s study provides some interesting insights on citizensswéuwaxation in South Africa.
However, 1 is essentiallya case studyThe sample is small and location specific, and not
representative for the country. The statistical analysis is simple, ntoggtabulations Clearly, no
findings of statistical significance can be generated by this casg exgdpt generating suggested
explanations to the tax compliance behaviour obse@adsalities and the relative strength loé t
various factors in explaining taxpayers’ behaviour and attitudesuthSAfrica remain unexplored.
Although Oberholzer’s analysis is limited by the case upon which it is basehteresting.

% MarkData a private, independent company specialising in designing surveyth serveys, demographic and
population surveys, and monitoring surveys, was contracted to aid in tiogdhe survey (ibid.: 55).

2" For further details, see Chapter 5 (pp.-208)in Oberholzer (2007).
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4.2.3 South Africa: What's trust got to do with it?

Fjeldstad (200¢investigates the reasons for variation in compliance betrawihin and between
local authorities in South Africa with similar so@gonomic characteristicklis dependent variable is
the nonpayment of service charges, despite @am 1995 campaign, the Msakhane campaign, to
mobilize citizens to pa§’ He explicitly sets out to test Levi's arguments on quakintary
compliance(Levi 1988 1997).According to this analytical framework, three dimensions of trust may
affect compliance: (1) trust in the local government to use revenuesvidgpexpected services; (2)
trust in the authorities to establish fair procedures for revenue emi@nteand distribution of
services; and (3) trust in other citizens to pay their share of servigeshar

Fjeldstad anakedthe results of twacomprehasive national surveys, which explicitly foagson
payment of municipal service3hese surveys hdaeen conducted by the Centre for Development
Support(CDS) at the University of the Free Statand by the Helen Suzman Foundation, respectively.
The CDS srvey (Centre for Development Support 200tas carried out in 2000, and covered 1600
households in 32 localities across South Africa. Both ruraluaban sites were included. Thielen
Suzman Foundatiosurvey(Johnson 1999) was conducted in late 1998, and covered 1754 respondents
in various urban councils known to have high levels ofemmpliance (795 respondents in Gauteng,
326 in other cities, and 633 in smaller towns). In both surveys, the respondmetsgreuped
accoding to socieeconomic characteristics such as type of housing (ownership), languagd, thie
household, and income. The surveys included questions on service delivery, e.g. chartgas e
better or for worse, perceptiong the capacity and edttiveness of municipalities in providing
services (implicitly the trustworthiness of the local authorities), tle of community leaders,
perceptions bthe rate level (i.e. ability to pay), perceptiorfswhy (some) people did not pay,
perceptions bothers’ compliance behaviour (i.e., implicitly trust in others), aow to deal with
defaulters (i.e. credibility of sanction§g}ombined, the two surveys provide an extensive database on
citizens’ perceptions and attitudes with respect to service deliwergmunity development and the
nonpayment of service charges in local authorities.

Fjeldstad (200xconcludel that ‘ability to pay’, although a factowasnot determinant of compliance
behaviour with respect to payment of service chargewever, he found that two dimensions of trust
seemed to affect citizens’ compliance. Firstly, the survey data sugpheeproposition that the
trustworthiness of the revenue enforcement mechanisms and the penalties impaiefdutiers
affectedcitizens compliance behaviouiYet, in a number of cases they the law was enforced and
the severity of sanctions appeared to have contributed to underminentiostli authorities and
fuelled resistance: the more severe the sanctions, the more widespreadjarised resistance to
paying rates and chargdgeldstadfound thatexcessive use of sanctions and force was more likely to
fuel resistance than compliandenus, norRpayment ould to some extent, according tioe authorbe
interpreted as a strategy of public resistance and opposition against thréiagath

Secondly, trust in other citizens to pay their share eddémbe important. The data supported the
proposition that social influences affedtcompliance. In partidar, knowledge of the compliance
behaviour of others seemed to influence the perceived probabilitying detected for ngpayment.
The larger the fraction of the local population that was observed natgp#tye lowerwas the
perceived risk of being psecuted. The attitude of local political leaders with respepgayment was
also found to be important, for instance by legitimising-paypment through their own behaviour.
Furthermore, te interaction between social networks and overlapping collextiingtieshadin some
instances, such as in Soweto with respect to electricity charges, pravideanework in which it was
difficult for individuals to pay their charges without provoking reactiormsnf their norpaying

% The campaign was launched by the South African Government in Febru@By Ti8e overall aim of the
Masakhane campaign, meaning ‘let us build together’, was to neemgdivernance and the provision of basic
services at the local lel:
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neighbours and other members of the commuRjsldstadalso found that procedural fairness and the
existence of a social norm to comply increased eu@sintary compliance. Hence, (ngcompliance

is not only a question of stassociety relationships, but also a question of relatigsskietween
citizens and/or between groups of citizens within local communitiessi@erations of these issues
might shed light on the observed differences between and within local aighakith respect to
service charge compliance, and factors determining citizens’ compliance heghavio

The data analysed did not provide clear linkages between paymeseraick delivery, i.e. the fiscal
exchange proposition. However, there seemed to be a perception among respondbatgubbtyt of
services had deteriorated in recent years. Fjeld2@@#)argues that if this perception persists and is
fortified, this may have an impact on future willingness to pay, aad te a further erosion of
people’s trust in the government’s capacity to provide expected services.

Considerations of these issues may shed light on the observed differencesn batdiavithin local
authorities with respect to service charge compliance, and factors detegrmitiians’ compliance
behaviour. However, Fjeldstad’sfindings would have beenmore compelling if hehad provided
contingency table analysis, regressions or factor analysis.

4.3 Cross-country citizen surveys

A small but growing body of literature assesses attitudes and behaviodirscah citizens towards
taxation usingcrosscountry surveys. Much of ith literaturedraws data fromthe Afrobarometer
series Afrobarometer isan independent, nonpartisan research projgdth consists ofnational
sample surveys on the attitudes of citizens in selected countries towardsratgmmarkets, civil
society and other aspects of developnférbata from nationally representative surveys offer an
opportunity to disaggregate the results and study citizens’ perceptiand attitudes toward taxation
across various political and satsubgroups.

The Afrobarometer surveys are conducted in more thdozen African countries and are repeated on
a regular cycle. Because the instrument asks a standard set of questionsescaamr be
systematically compared. Trends in public attitudes tracked over time. Results are shared with
decision makers, policy advocates, civic educators, journalists, researdmens dnd investors, as
well as Africans who wish to become more informed and active citizdns far, four rounds of the
surveyhave been conducted, while the fifth is currently being implemented:

¢ Round 1: conducted from July 1999 through June 2001 and cdv2lintries.

¢ Round 2: conducted from May 2002 through October 2003 in 16 counktré&fbabwe
survey was carried out April and May 2004).

¢ Round 3: conducted in 18 countries from March 2005 through February 2006.
¢ Round 41took place inl9 countries between March 2008 and June 2009.

¢ Round 5:startedn the second half of 2011 amglexpected to be completed by end
2012/early 20131t will cover at least 25 countries. In additidfxobarometer expects to
collaborate with Arab Baromet&w include several North African countries.

2 The Afrobarometer is a collaborative enterprise of the Centre for Democrattopment (CDD, Ghana), the
Institute for Democracy in South Africa (IDASA), and the Ingétior Empirical Research in Political Economy
(IREEP) with the support of Miégan State University (MSU) and the University of Cape Town Centre for
Social Science Research (UCT/CSSR). More details are providedvatfrobarometer.org
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The smples are drawn using muitiage, stratified, area cluster probability samiplEhe sample is
designed as a representative crmastionof all citizens of voting age in a given country. Random
selection is used at every stage of sampling and the sample is stettfiethtasets are weighted
ensurethat all major demographic segments of the population are representede Saepharies from

a minimum of 1200 in each country to up to 2400 or more.

In a paperentitled Why do citizens assent to pay tax? Legitimacy, taxation and the African state,
D'Arcy (2011 analyseghreetheoretical models fiscal exchange, national political community and
comparative treatmentto explain tax compliancin several African countrieasing Afrobarometer
Round 3 (2008)6) data.The results provide limited support for fiscal exchange, no support for
national community approaches and considerable support for the comparative tredhesat
Moreover,D’Arcy finds thatto earn the right to collect tax the state must fulfil its adjudicatorylaple
providing a judicial system thattizen’strust, i.e.afair statethat arbitrates equally among its citizens.
In addition, although lessnportant the state must be responsive and seen @dbeessingitizen
needs through the delivery of services. Overall, D’Arcy findsttiastate must bienpartial, fair and
responsive before African citizens agree to the normatihees that underpitaxation.According to
D'Arcy (2011, meeting these duplicate roles assures the state greater legitimacy and itizems ¢
acceptanceegarding the state’s right to tax citizens.

The first critiqueof the studyis that he empirical analysiemits twwo major theoretical explanations
rooted in thditerature i.e. economic deterrence or coerciandsocial influences and networksee
section 2 of this paper)Xhus, the results are not fully conclusive and only teste & the five
theoretichpossibilities

A second critique concerns tloperationaliation ofthe comparative treatment thesiad thechoices

of variables thatr@ used to test this thesiBhe variables usedre: (i) ethnic treatment(ii) trust in
courts,and(iii) equal enforcemenThe first assumes that ethnicity is the key social division in all the
African countries analysedHowever, in some countrie®cial cleavagemay instead béased along
regional,religious,linguistic, racial,or classbasedines and these are not accounted f@erceptions
about preferential treatment of gith groups take on this bias only when ethnic group identities are
politicized in a country. In addition, the results find that ethnic disodtion undermines the asg¢o

pay tax in only a small number of countriegtYhepaper does not examine wthys is the casdpr
instance by examining in which countries ethnicity is a determiofmtccess to political arfmt
economic powerThe second variable does not fapferential treatment at abut instead is gauge

for institutional trust in the judicial system. The thivdriable taps perceptions of government’s
enforcement and monitoring capacitéasl not their preferential treatment.

The third, and primary,ancern relates to the operatiomation of the dependent variablEhe author
usesthe item: For each of the following statements, please tell me whether you disaggeeeorThe
tax department always has the right to make people pay tkkss. the @per does not test
compliance, butusesinsteadassent or willingness to pay taxedecond, e item used does not

30 sampling and measurement error are reduced in aemofilbvays Firstly, the use of identical or similar item
wording across surveys minimizes measurement errors. Secdrelarmpling frame, method of sampling and
sample size are all sufficiently similar to make comparisons over viatiel and reduce saripg and
measurement error. The survey samples are drawn using a multistagged random probability sample,
which were disproportionally stratified by province, population groud, @mmunity size. A combination of
the two types of sampling ensuréstough sampling practise. Multistage cluster sampling deals wittbecks
inherent in other sampling alternatives, which are of limited use on theimtnen sampling a geographically
dispersed population and when no easily available sampling franes$ ¢d the population elements) exist.
Stratification techniques ensure maximum representativenesst beiitg able to reduce the number of clusters
used. This is done by dividing each level of cluster, district, area etc. et@tious strata and themploying
random selection within each stratum.
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necessarily tap whether people agiepay tax (or assent to taxes) as D'Arcy assumes. The item taps
whether people believe the taxatepartment hathe right to collect taxes.

Since the validity and reliability of the choice of variables is ugdestion, especially those for which
the paper finds the most compelling evidence (comparative treatment by thehstaults should
be gproached with caution.

Finally, D'Arcy (2011)assumes thatgtitical legitimacyis the outcome of a process of compliance and
assent towards taxation. Howeyérmay be that causation works the other way around. In other
words,a high level of trust and legitimacy is earned by the state in other ways (penfmdelivery

of goods, credible leadership gtand this legitimacy generates positive attitudes towesdwpliance

and taxatiorgenerally

In contrast to D'Arcy (200)who found limited support for fiscal exchandgacks(2012) finds,n an
articleentitledCan Donors and Notate Actors Undermine Citizens’ Legitimating Beliegs/fdence
supportingthe fiscal contract theory in a widariety of Africancountries.Sacks useéfrobarometer
Round 4(2008/09 data" from 19 subSaharan African countrieShe crossational analysis links
citizens' legitimating beliefs (measured by a willingness to defére tax department, the policedan
the Courts) to a government's fulflment of a fiscal contract. Citizers avh satisfied with their
government's provision of services and goods are more likely to be willing to tdefbe tax
department, courts and police than citizens &t dissasfied with government service provision.
There is also evidence that the more competent, honest and fair a gowasnimeerving its citizens,
the more likely it is to produce a virtuous cycle of citizen compliance with itaatxins, leading to
beter government and greater compliance.

In addition,Sacks (2012addresses the questiabhout whether the provision of services by donors and
nonstate actors is strengthening, rather than undermining, the relatiomghipoatract between
citizens and the stat&he study findghat across a wide range of African coies, including fragile
states like Liberia and stronger states like Botswana and South Africasdord nosstate actors are
strengthening, rather than undermining, citizéagitimating beliefs, as measured by their willingness
to defer to the tax deptment, the police and the courts. Citizens who believe that domdrsces
state actors, including domestic and international NGOs and interadbasinesses, are doinguch

to help their country, rather than a little, are more likely to be willirdefer to the tax department.

The analyss is thorough, aa by definition most compelling. It usesdependentariable” that taps
acceptance ofhe government's right to make people pay taXmst cautions that this does not
necessarily tap compliance pg#. The predictovariablestap citizens’experiences of paying taxes,
perceptions of government effectiveness, perceptions of administratiyeetence antonesty, and
procedural justiceplus controldor relevant soci@lemographic variables. Due tdmary dependent
variable the analysigmploys probit and logistic regressions techniques.

However, some questions arise regarding the theoretical and op&rattmice of independent
variables andtherefore, by definition, also question some offthdings For instanceD'Arcy (2017
makes a distinction between the fiscal exchange and comparative treatmentahesig;Hf she finds
considerable support. She tests the latter thesis usiitgrtmenhich askfiow often their ethnic group

is treated unfairly by their governmeracks (201R uses the same iterbut interprets it as an
indicator of procedural justice. Yet, sappfor this preferential treatment variable in Sacks’ paper
lends credence tthe preferential treatmetiieoretical exposition, but this is not notedhigr study.

31 Afrobarometer Round 4 used a pooled, crumsntry sample with a weighted sample of 24,000 respondents
that reflects equally weighted national country samples=at 200.

32 The dependent variable is whether respondents agree with the statement: “The tax department always
has the right to make people pay taxes."
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This variation in interpretation of survey items raises a fundamental isgaeding measement
validity and reliability, a hallmark of survey research. This is addressed ;bsldfice to note here
that greater consensus is required on the operationalization of conceptshittairation literature.

Bratton (2010, which uses Afrobarometer Round(2008/09)datg entitled Citizen perceptions of
local government responsiveness in-8atharan Africa(May 2010) examineswhether leadership
responsiveness is susceptilbte popular political behaviodr. The paper tests three types of mass
behaviour:(i) citizen activism; (ii)tax paymentand (iii) offers of bribes.Questionsaddressed by
Brattoninclude:By what active means do citizens hold leaders aceblg?And doestaxation help to
obtainresponsiveness and representation?

A key findingis that taxcompliance is weakly connected to responsiveffi@easured by leaders
willingness to register the preferences of their constituergall thus to representation and
acountability. Bratton asserts that there is little evidence of a positive link bettegation(or the
number of taxes or fees citizen’s pay) and represent#tigdrican dtizens who complied with tax
payments are not more likely to insist on responsive goverrarcaccountable local leadership.

Bratton argues thahis finding has significant implications for political accountapiin Africa. Tax
compliance will not necessarily generate the responsiveness among rulersziias séiekinstead,
his findings demonstrate that local government responsiveness is muelassociated with political
activism between elections and voting.

Yet, Bratton (2010Jinds, contrary to expectationthata citizen’'s experience as a victim of corruption
leads to perceptions of more, not less, responsive leadafébglk but significantstatistical evidence
suggests that bribe giving to local coutwis generates perceptions that theyrasponsiveln sum,
offers of bribes to officials generate a rise in political responsiveness. Ttkishbs perverse
implications - corruption disrupts the taxatieepresentation rule between citizens and state.
Corruption partially displaces taxation in linking people and leaded this finding should become a
priority concern for African policy makers at loggdvernmentevel.

Bratton’spaper appears theoretically and metiiodically sound Its limitations from our perspective
are that it anly addressesgocal government ahdoes not reflect on nationalataand tax as an
aggregateThe study therefore overlooks the possibilitgtthere may be a much stronger association
between tax compliance and political/leader responsiveness and accdyngédbilie nationalor
regioral level. Local governments are notoriously weak across many Afgtaes compared tther
respective national governmenits terms of tax collection service eélivery and accountability
(Fjeldstad and Heggstad 201R may bethat citizens do not perceive that responsiveness will come
from local goernmerts. This limitation could have beedealt withto some exterthy using the item in
AfrobarometerRound 4 that asks respondents to choose which level efrrgoent(central, local
etc) has primary responsibility for collecting income taxgsis finding (which level of goarnmen is
perceived to have the bigger tax baselld thenbe ugd to assess responsivenddsreover the
paper doe not isolate the effectsf the political design of a country, whetbe role of the national
government anthe executive powers are stronger compared to their local counteffpants Bratton
(2010) cannot drawany definitive conclusions about thgresence or absence of a fiscantract
between citizen and statetimeseAfrican societies

3 Dependent Variable = are leaders responsive® much of the time do you think elected local government
councilors try their best to listeto what people like you have to 8a@rdinal scale: never, only sometimes,
often, or always.

3 Independent Variable = Scale of Tax payment = taxation variable is an additive soafebef mf taxes paid
—number of taxes reportedly paid by each respondent.
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A third study byLevi, Sacks and Tyle(2009) entitled, Conceptualizing legitimacy, measuring
legitimating beliefsdraws on AfrobarometdRound 3(2005-0§ data. The authors find considerable
statistical evidence of a link between the extent of the trustworthiness ohgwrdrand procedural
justice and citizens’ willingness to defer to the police, courts and taxtawparin a number of
African countries. In addition, they maintain that perceptionsrusttand justice elicit a sense of
obligation or willingness to obey authorities (value based tagiy), whichis likely to translate into
compliance (behavioural legitimacy)hdr analysis suggestghat the more trustworthy andirf the
government, the more likely its population will develop legitimating betied$ lead them to accept
the government’s right to make people obey law and regulations.

Of all the factors measured, administrative competendeuisd to bethe most important (which
includes taxation variables), followed by procedural justice (faatinent of citizens and own ethnic
group). Government performance is third in importance. Thus, overall, citizeabplea seres of
duty/obligation towardshe government and an acceptancetloé government'sight to extract
personal wealth based on their perceptions of government efficienoypetence and fairness of
enforcementas well as ensuring the state administer rukes ifair and unbiased manner among
citizens including their ethnic identity groufhis means more than government performance.

Levi et al. (2009make use of a variable which taps assent to pay taxes, or in their words, “the sense
of obligation or willigness’ to pay taxeas one of three interrelated dependent variabldse tax
department always has the right to make people pay taXés’other twasimilar dependenvariables

tap willingness to obey police and the courespectively Again, in a similar fasion to D'Arcy
(2011),the authors imrpret this variable as one that captures citizens’ willingness or obligation to
obey or comply with taxation. However, discussedbove this variable may act as an indicator of
such but cannot be assumed to tap this directly.

The two &planatory variakes, trustworthy government and procedural justicged in the analystsy

Levi et al. (2009)ncludea range of taxation items. In order to measure trustworthy government the
authors operationakisan indicator ‘administrative competence’ which tdpse issues(i) citizens
perception of corruption (honesty) among tax offigigli§) the enforcement of taxes for ron
compliers; andiii) enforcement of tax evaders among top government officials. Yet, they do not use
any institutionaltrust itens available in theAfrobarometer surveyy Moreover, one could argue that
these particulaitems also tap similar other concepts and theories suclpesseptions ofthe
government’s enforcement and monitoring capacitsesne elements of economic deterreacel
political accountability theoriesAgain, the choice of variables to opedmatalise concepts used
frequently in taxation research are seemingly used interchangeably and witleonégard to the
existing literature that employsvell-established meases and offers guidance on conceptual
clarification.

Levi et al. (2009 operationale procedural justice by using variabl¢hat indicate whether
respondents believe the government treats citizainy and whether they believe the government
treats members of their own ethnic group faiffeir notion of procedural justice and the link
between that and assent (willingness) to pay taxes is essentially a tfestcoimparative treatment
theory.Yet, itis not recognized in the paper as such.

Perhaps the most substantive critisjué the small body of research that employsssroountry
African surveys can be condensed as follows:

Scope of variablesThe number of taxation related questions in Afrobarometer Rounds (prior to
Round 5)is not substantial and do not offer suitable itemdhwihich to test the major competing
theoretical schools of thought. Thitsis difficult to expect thorough empirical investigations fram
existing body of literature. The Afrobarometer Round 5 includes many more and more detailed
taxation items and will therefore go a long way to addressing this shortfall.
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Measurement alidity and reliability, Scholars usuallydevelop standard ways of asking questions
about arange of concepti their subdiscipline The development of these standard indicators has led
to a process of consensus or ‘harmonisation’ in survey analysifferent areas of interesthe
indicatorsusually selected for operationadition by scholarsclosely reflects choices made in well
known studies that aim to test the same concédfsvever, it seems that there are few well
established measures aniitle consensus regardingvhich are appropriate variablegor
operationdkationin the existing research on taxatidrheliterature that uses African datauldbuild
validity by revering to the wider literature that outlines tbstablished traditionf variable usage and
which has dealt at length with processes of conceptudicdsion, as well asndicator development
and evaluation.

4.4 Advantages and disadvantages of survey research

The strengths of perception surveys include their ability to oapubroad range of explanatory
variables known only to taxpayers, notably their understanding of compliance requgerekevant
values and attitudes, expectations of risks and bendfitmcompliance. Disadvantages include
variations in definitions of issues such as4gsompliance, the integrity of the answers for deliberate or
inadvertent reasons, and the inability to report on inadvedenssions. Surveys may also be
controversiain countries where the political contest is oppressive and taxrdigh@re unwilling to
invite criticism of their integrity, public acceptance, and effeceas(OECD 200). In the following,

we briefly summarise advantages and disadvantages of this methodological appisizh light on
peoples’ behaviour and attitudes towards the tax system.

Survey research provides data for studies of thisre by allowing us to obtain attitudinal information
directly from different individuals who are selected according tonsfiee sampling procedures to
provide a basis for making inferences about some larger population to wcbelong.

Another adantage of survey analysis is that it allows one to perform descriptive resegrch, b
describing the characteristics of a large set of cases, and explaesaych by looking at variations

in a certain variable across cases and examining other chatmstesistematically linked to the
variation to draw causal inferences. Moreover, because surveys collect data sydlgmatica
comparative analysis of the same variables in different populations (otriesucan be made. In
contrast, other research metbtmyies, such as castudies and experimental methods, do not possess
the distinguishing feature of ‘eaariation’ (that variation in one variable is matched with variation in
another), and thus lack the statistical methods developed for survegisn&yblic opinion and
perception surveys also provide a much larger number of cases than that nobtzfgd with in
depth interviews. A large sample is essential if one wants to make intergamaratimparisons or
control for social factors. Large samples also enable representdiBand inference, which are
important if one is studying a nation or society.

A drawback of using once off survey data in a study of this nature, and noutbngitdata, is that

one relies oronly one set of data and cannot compare esestional surveys. Therefore one cannot
explore or reveal changes in attitudes or behaviour over time. However, stimagyare repeated in

the same countries or communities over time, using the same saprploeglures, may allow for time
comparisons. Bug drawback of using survey data in some African countries is that it is oftenldiff

to obtain a truly representative sample, as reflected in some of the sedéged in this section,
because of uneven access to certain geographical areas or uneven response ratedfemaoing di
social groups or classes. However, such challenges can be accommodated. For ing®ance, th
Afrobarometrer surveys that are repeated every thres gaaweighted to accountrfoegional, racial

and other demographic considerations (see section 6.1).
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5. Concluding remarks

Understanding taxpayer compliance remains a challenging and unresolved probpari. & the
problem appears to have been the search for one overarching ofidde&payer compliance that
allows predictions to be made about the taxpaying population as a ({hckerchar and Evans
2009:179) However, as argued by Alm et al. (199&dividuals exhibit much diversity in their tax
behaviow. Some people are primarily worried about getting caught and penalised; atherore
concerned about the behaviour of other taxpayers (or neighbours or business casjpmttitrs think
in terms of civic duty and/or public services and may weigh those considsragamst the perceived
accountability and efficiency of the stgiitsema et al. 2003: 1&oolidge and llic 2009: 4 Such
different factors are all likely to vary across different countries, utigtits, and cultures.

More systematic and coherent information on taxpayer attitaidgdehaviour are required for better
analysis and more informed tax policy design in Africa. Understanding hoaytpspthink about and
experience taxation may provide an essential diagnottilce political realities for tax reform. For
instance, attempts to broadening the tax base require better understdiingthe large majority of
citizens perceive the tax system, whether people perceive they are payingrtatsvehat they
eventally pay, their views on tax administration and enforcement, and whether andchéioviek
behaviour is correlated with how they perceive the state. Attitude and fi@nceprveysof current
and potential taxpayers may also help to identify perceived weaknesses of the taxasystethas to
enable tax authorities to focus attention efficiently on igk categories of taxpayers.
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6. Moving forward: an agenda for research

Continuedwork in this area should focus on enhancing our understanding of ta>@@q@rences,
through a combination of survey and case study evidence, and possibly also thqoergmental
studies.The surveys in particular should allow for as broad an exploration ableoBy including a
wide range of valid indicators that willl@v for multiple tests of theoretical possibilities.

The insights generated in this way will not only inform tax policy eafidrm strategies, but will also
provide a lens into differences in taxpayer experiences across groupgefedgr, age, level of
education, ruralrban location, ethnicity) and into understanding the micro basis for carmmecti
between tax payment and broader demands for improved govern@iftarent surveyinstruments
should be considered, including:

Tailored surveys for segmaentf taxpayers

e Enabling tax authorities to focus attention efficiently on kigh categories of taxpayers

Nationally representative surveys

o Opportunity to disaggregate the results and study citizens’ perceptionsd ohtétndes
towards taxation acrossrious political and social subgroups.

e Opportunity to gain better understanding of citizens views of different tgpdaxesin
different regions.

e Possibility to analyse causal relationships behind perceptions of taxation.

¢ |dentify segments in society where perceptions of taxation are more ordeatept

Crosscountry surveys

e Enabling comparison between countries.

Other regions than SuBaharan Africa

e Enable comparisons of African data with other regional findings @, Europe, Latin
America ad elsewhere.

The International Centre for Tax and Developmemtv(v.ICTD.ad has commissioned the organisers
of the 2011-2A.2 round of the Afrobarometer surveyiteludea series of questions about tax in the
following 13 countries:Benin, GhanaKenya, Malawi, Mali, Mozambique, Senegal, Sierra Leone,
South Africa, Tanzania, Uganda, Zamtaad Zimbabwe® Further,ICTD’s research team suggests
triangulaing some of the findings from the Afrobaromesairvey with more detailed artdilored
surveys in some of these countries.

6.1 Testing new research boundaries: Afrobarometer Round g

The new Afrobarometer Round 5 (fielded in 2011 and 20diR)allow for a more comprehensive
empirical analysis of taxation theory in African societies using natiorglresentative public opinion
survey data fronthe selectedfrican countriegsee section 4.3 above)

The quantitative data can be tested usingaattwo alternative dependent variables:

% At present (October 2012), there is some uncertainty with respecteto tivd survey data from Cameroon,
Ghana, Malawi and Mali will be available.
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1. Compliance -an act or behavigal variable
2. Assent-an attitudinal variable that measures the normative aspect of taxation

The tax questionshat areincluded in the Afrobarometer questionnaires in the selecedtiies are
framed around a set of hypothesis on taxpayer’s behaviour deriving fromtearegtulie on tax
compliance and governandescussed in previous sections of this paget listed below. In addition,
the data will allow for an interrogation dhe five ‘schools of thought' on determinants of tax
compliance (see section 2 above).

6.11  Economic deterrence

Research questions derived from the theory:
¢ How do citizens perceive the tax collection regime?

e Is it perceived to as reasonable, fair amdccordance with the accepted standards of sgciety
or is it perceived to be corrupt, oppressive and non-transparent?

e How do people perceive the credibility or trustworthiness of the revenue adatioiss
sanctions against defaulters?

Afrobarometer Round 4 (2008-09) does not allow for thorough investigation of ‘economiedegérr
Round 5(2011-12)will allow for a more thorough testing othe economic deterrence theory by
providing data onwo relatedtax avoidance/ evasiowariables (which can be cdmmed into a single
scale):

Based on your experience, how easy or difficult is it to do thewolg: To avoid paying the income
or property taxes that you owe to government?

What do you think is the main reason that some people avoid paying government the taxes and fees
that they owe?We are especially interested in the share of respondents anstr=amie don’t avoid
paying” and “They know they will not be caufht

The first variable is an indicator of the ease of avoiding taxes. Responsesjaestien are likely to
be related to citizens’ perception of the probability of getting caagttsanctioned if one evades
taxes. If those who think it is easy to avoid paying taxes are less compliant or islliagstovpay
taxes than those who think it is difficult, this could be seen as an fiodicthat the economic
deterrence theory is relevant to take into account in efforts to broadetaxttbaseln a similar
fashion, variable two gives an indication of the probability of gettinglegif avoiding taxes.

6.1.2 Fiscal exchange

Research question derived from the theory:

e Do citizers attitudes towards taxation depend on their perceptions about the stategsydeliv
of services (political, social and economic) and the incumbent’s perfoefan

This question will also be interrogated by looking at urban versus ruranstithe assumption is that
citizens in urban areas in African countries are more likely terexpce higher levels of social
services, jobs, and political governance. Is this delivielet to (positive) attitudes to paying taxes?
Afrobarometer Round 5 includes a range of items that tap different elemesisabefichange theory,
which are not contained in the earlier Round 4:

Which of the following statements is closest to your¥iéioose Statement 1 or 2:
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e Statement 1Citizens must pay their taxes to the government in order for our country to
develop.

e Statement 2.The government can find enough resources for development from other sources
without having to tax the people.

Which of the following statements is closest to your view? Choose &tateor 2:
e Statement 1It is better to pay higher taxes, if it means that there will be more services

provided by government.

e Statement 21t is better to pay lower taxes, eveiit ifneans there will be fewer services
provided by government.

Based on your experience, how easy or difficult is it to do the followimgl out how government
uses the revenues from people’s taxes and fees?

What do you think is the main reason that sg@eple avoid paying government the taxes and fees
that they owe?AWe are especially interested in thesponses “The services they receive from
governmeritand “Government wastes tax money”).

The first two variableare indicators of the degree to whigtizens recognize the link between public
service provision and taand are thus useful in the empirical investigation of the fiscal egehan
theory. For instance, one can look at the relationship between the respomsetmo Yariables and
(self-repoted) compliance. A positive relationship between answering “statement 1” andarwrapl
would for instance be an indication of fiscal exchange being important to complthnse: who
recognize that tax revenue is needed for development of the camadtryho think itis worth paying
higher taxes for more public srzes are more likely to payxeas.Answers to the last question, that
inquires about reasons for tax avoidance, can be used and interpreted iarafasmion as the first
two.

Responses to ¢hquestion about the ease of finding out how the government spends tax money can
also be used texaminewhether attitudes and compliance is related to how the government spends tax
revenue We would then expect to find people to be more compliant iftthiek it is easy to find out

how the government spends tax money.

A number of additional variables common to all Afrobarometer surveys can beousegldre fiscal
exchange theory through correlations with assent and compliance ry asticontrol varidbs in
multivariate analyses:

¢ Gowvernment prformance evaluations: economic trends

e Government plicy performance (all policies)

¢ Incumbent job approval

e Supply of democracy

¢ Demand for democracy

6.1.3 Social influences

Research questions derived from the theory:
e How often do people avoid paying the taxes that they owe the government?

e Are people’s tax behaviour influenced by the perceived behaviour of others?
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The following questions included in Afrobaromelaund 5 might help shed light on the above stated
research questions:

Do you think the following action by others is not wrong at all, wrong but undeistée, or wrong
and punishable: Not paying the taxes they owe on their income?

How often, in thizountry, do people avoid paying taxes that they owe to the government?

The question about how often the respondents believe that fellow citizens aesiccén be used to
see if people’s tax behaviour is influenced by the perceived behaviour of othtbessbtial influence

framework we expect to find a positive relationship betweenrsptirted compliance and faith in
other peoples compliance.

Afrobarometer Round 5 includes several items that tap social influences, avkicot contained in
the earler Round 4. Demographic variables found in ralinds ofthe surveyscan be used to
disaggregate groups to assess if group attitudes and behaviour towards taatbmmeanon to
particular social groups or geographical regions.

6.1.4 Comparative treatment
Researh questions derived from the theory:
o How do people perceive they are treated by the state/tax administréiorer® those who
are in their community?
¢ How often do people avoid paying the taxes that they owe the government?

¢ How often is your ethnic group unfairly treated by the government?

The literature on comparativiax treatmentin Africa (D’Arcy 2010) use three itemsommon to
Afrobarometer surveyghat tap equal enforcement of taxation compliance by both citizens and top
officials, and ethniqreferential treatmeniThe AfrobarometerRound 5 survey includes the ethnic
treatment item, but not the others. Ethnic treatment can be measured bipthi@daduestion:

How often is your ethnic group treated unfairly by the government?

The relationsip between perceptions of treatment and discrimination based on ethnicity by
government is fairly limited However,while the ethnic preferential treatment variable presents a
sound basis upon which to start to investigate this theoretical explanatidigraddariables that tap
other social divisions and that could explain the basis for preferdraaiment also need to be
considered.

6.1.5  Political legitimacy

Connected to thitscal exchange theory is the notion that the more accourntebgovernment iwith
taxpayers money, the more legitimate its actions become. In turn, citizens become increasingly
willing to assent to and comply with taxation requirements.

Research questions derived from the thewey
e Are people more compliamthen they feel that the governmeanpolitically legitimate?

o Isthere a relationship between attitudes towards democracy and attitudedsttaxation?
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o Is there a relationship between citizen’s perceptions of government accayntabd
attitudes towards taxation?

Afrobarometer Round 5 includes a range of items that tap different elements tafapaind
accountability and legitimacy

Institutional trust: How much do you trust the tax department?

Responsiveness anadwgrnment accountabilityyWhich d the following statements is closest to your
view? Choose Statement 1 or 2:

e Statement 1Parliament should ensure that the President explains to it on a regsiihow
his government spends taxpayers’ money.

e Statement 2The President should be able to devote his attention to developing the country
rather than wasting time justifying his actions.

Corruption:How many of the following people do you think are involved in corruption, oryave
not heard enough about them to say? Taikicials, like Ministry of Finance officials or Local
Government tax collectars

If political legitimacy is an important determinant of tax behaniowe should expeca positive
relationship between trust in the tax department anetegetirtel complianceWithin this framework
we will also expect that those who thifithe President doesat need to justify how (s)he spends tax
money”, and that many tax officials are involved in corruptioare less likely to be compliant than
those who thinlotherwise.

6.1.6 Sociological variables

In addition to testing the different theoretical frameworks, the surigy iacludes a number of
sociological of interest that could be used to answer the followingmemgajuestions:

o Are there differences in perceptions between age groups, geedetes’level of education,
occupation, ethnicity, and religion?

e What is the geographical reach of the tax system in a particular country -furbbn
provinces etc.)?

6.1.7 Benefits of the Afrobarometer data and survey question design

Above, we have presented some of the many variables included in AfrobardRoeted 5 and
explained how they can be used to examine determinants of tax compliance and taxpajeurbeha
The data will allow us to test different hypotheses while controllingafavide range of background
variables. Because Afrobarometer poses identical questions across countriel,alee Wwe able to
make credible cross country comparisdnssum,the analysis oflata from Afrobeometer Round 5 is
likely to provide much needed knowledge about cisz@erceptions, attitudes and behaviour with
respect to taxatiom Africa.
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What are the key determinants of taxpayer compliance? And which features
“of citizen-state relations govern attitudes and behaviour regarding
taxation? This paper examines the analytical foundation, methodological
approaches and key findings of available empirical literature on taxpayer
behaviour in Africa. Understanding how citizens perceive and experience
taxation may provide an essential diagnostic of the political realities for
tax reform. Attempts to broaden the tax base require insights into how
citizens experience and perceive the tax system, whether people perceive
they are paying taxes or not, what they eventually pay, their views on tax
administration and enforcement, and whether and how their tax behaviour is

correlatedwithhow they perceive the state. Attitude and perceptionsurveys
of current and potential taxpayers may also help to identify perceived
weaknesses of the tax system, and enable tax authorities to focus attention
efficiently on high-risk categories of taxpayers.
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