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PREFACIE

This Report, prepared for the Regional Commissioner's OFEice, Arusha
Region, is intended to be a Repional decision-making document.  As such,
the Tormat used differs shivhtly from the traditvional "consultant's
teport' often produced in such stadies.

The Executive Summary has been written so that it can be used as the
Focus of debate at the Regional level, While the policies presented in the
summary are very straight forward, the Report is intended to provide a state-
ment of the issues that wust be raised when debating these policies. In
cach section of the test a pencral desceription of the sctting for the
particular revenoe instrument under discussion is first provided ol lowed
by a revicew of the principle policy issues that muast be considered, ce.p.,
the allocative and cquity effects ol a revenue source as well as major
admmistrative issucs,  Finally, a set of recommendations, quite similar
to those found in the Executive Summary, arce presented. 1t is hoped that
in this manner, the entire docoment can lead to informed and intelligent
debate of the major issoes raisced here while, simultancously, providing
readers not intimately knowledgeabls about Arusha Region with a better
understanding of the local tinance problems it currently faces,

This study wis made possible through the joint sponsorship of the
Arashia Planning: and Village bevelopment Project (APVDP) throagh Develop-
ment Alternatives, lToe. (DATY and the Syracuse lniversity Local Kevenue

Administration Project (LRAP),  The former project is sponsored by the



Covernment of Tanzania and the United States Agency lor International
Development (USALD, Contract AFR=C--1556) while the latter is also a
USALD project (Contract 936-5303).

APVDE woas begun in 1979 and combines the repional planning process
with simultancous development and implementation of Viliage Tncome
generating and relaved development activities in Arumecu, lanang and
Mbulu Districts of the Arusha Region.  The project is fully integprated
into the regional planning process and has initiated numerous activities
to test or help build the capacities of institutions to plan and carry
out development projects.

LRAP was also initiated in 1979 with the incent of providing technical
assistance to developing countries in improving the revenue administering
ability of local governments. Short term technical assistance has been
provided in Bolivia, Mali, Thailand and Rwanda while more comprehensive
analyses and assistance have been completed in the Philippines and is
currently underway in Peru, Upper Volta and Bangladesh.  In addition, a
sel of review papers have been completed on such diverse topics as property
tax mapping and voluntary cfforts in local revenue generation,

While the study allowed me to spend only three weeks in on-site review
of Regional, District and Village activities, [ was aided greatly by
numerous individuals.  The resources and personnel ot APVDP, especially
Mr. Sweet and HMr. Johnston, were extremely helplfol,  But most importantly,
I enjoyed the foll attention ond most capable assistance of Planning Officer,

Mr, Shayo. In addition, officials at the Region, District, and Village



teveln were tully cooperative (a Tist of the individuals intervicwed is

N
Foand in Appendixz €). The subject of Dinances is never an easy one to

Faine, especially when the quesitioner s simply a visitory yet, all with

whom 1 spoke vere extremcly helptor and open reparding this subject. |

cxtend my thanks to all of you. 1 also wish to thanic my colleaguc,

Profoessor David Greviak, for comments he wade on the originsl 2raft.
R ’ b

Atirat-Lime visitor to a country is Likelv not to ask all of the

pertinent questions or can quite casily misinterpret the responses given,
Thus any crrors of fact or intervpretation conta.ned here are mine alone.

Larry Schrocoeder
July 1981
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AN ASSESSMENT OF THE REVENUE GENERATION CAPABILITIES
or ViLwsces, DIsTRICTS AND ARUSHA REGION:
Some Poricy OPTIONS

EXECHTTVE SUMMARY

ln its strategic planning tor the next twenty years, Arusha Region
has specificed that one of its prioritics will be the genceration of addi-
tional resources tor development purposes.  This summory, based upon the
full Report, provides a sct of possible policy opticns which could be
fmplemented now or in the tuture to help achicve that goal.  The revenue
instruments vszamined here include user fees and charges, contributions and

taxes, credit Linancing and intergovermmental prants,

THE PROBLENM

While therce are unnumerable development problems facing the Region,
they are being addressed in a systematic and thorough manncer and much has
been aceomplished.  Still, one of the most pressing and most basic of the
difficulties is a tack of sufficient financial resources.  The Central
Government continues to be the primary source of revenues tfor new develop-
ment initiatives.  But these funds are bimited in total; are dependent upon
Central Goverument decisions reparding distribution across regions; and
have recently been allocated between development and recurrent purposes in
a manner that creates the possibility that new projects will be completed
without sultivient tunds made available to maintain and operate cither the
new or existing tacilities,

Forcipgn donors constitute another source ot Cinancial resources; but

these funds, too, are limited. Furthermorve, they are highly dependent upon



political and cconomic events far outside the domain of the Region., To
cipecl these resources to cespand significantly fn the near term is probably
unrealistic.

The most reasonable approach is to rely more heavily upon the resources
already existing in the Region,  Thus, it is the mobilization of these re-
sourcus that is the subject of the bulk off this paper.

Many of these issucs are Repional or cven national In scope and, for
some, the solutions will take time with further study necessary belore they
can be fwmplemented. For others the system and enabling legislation is al-
ready in placey for these, implementation is the immediate task.  But again,
the Region will have to take the lead In insuriong that the steps are carried

out.

VILLAGES (REVENUE) ACT 1979

This piece ot legislation provides the legal basis for many of the
policles addressed hereo Under that Act, Villages are empowered to collect
fees, charges, taritfs and rvent; are made the recipients of the Business,
Liquor and Forestry License Fees collected trom within the Village as well
as of the ces imposed on apricaltural products and livestock; are allowed
to obtain funds through contributions and prants—in-aid; and arc pgiven the
power to borrow.,  Currently charges and tees are being used to some cextent,
but could be cmploved wore cxtensively,  The Business License Fee is being
transferred to some Villages while neither the Liquor nor Forestry License
Fee is being transterred.  The ces s pencrating revenues, but this source
could be broadened.  Contrlbutions are used, but apain there is some question

regarding their atilizatifon, While Villages are borrowing money, credit
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aetivity scems to have fallen recently rather than risen,

The Villapes (Revenue) Act 1979, then, coutains the potential foy
considerably greater resource mobiltizotion at the Village Tevel than is
currcatly beiny utilized, Tt appears that it is now up te the Kegion to
help see that this potential is realized and that the tunde raised are

used in the most et tective manner,
APPROACH

This study of revenue gencration in Arusha Region was sponsored by
the Repional Planning Orfice with support from the Arusha Planning and
bevelopment Project and the Local Revenue Administration Project
(Syracuse University).  The intormation used in cowmpiling this report is
based primavily upon interviews and data supplicd by Reygional, District
and Village personncl as well as individuals in organizations directly
assoclated with the Issues addressed here, Scceondary source documents
were also consulted when necessary.

While it is the policy options outlined 1o this Summary that will
likely obtain the greatest attention, debate of these options should not
take place in a vacuum.  Thus, the approach of the paper is to tirst
describe bricetfly the scetting for each vevenue instrument and then to
outline the kinds of ifssues that should be considered when discussing the
relative merits of the policy alternatives.  Because ot this, the policy
options arce integrated dirccetly in the text of the paper rather than as

a separate concluding scotlon.
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THE FINDINGS

Organizat fonal and Management liinues

While policles associated with the revenue instruments are of primary
intercst here, there are two aspects ol Vi llape revenue administration that
should, and can, be addressed inmediately . as additional Village Resources
arce penerated, there will be cven preater need tor adequate Vinancial man-
apemeut, c.p., basic accounting and account management slkills.  But this
requlires abilitics that not all Villapge accountants yel possess. I'urther-
more, the Ujamaa and Coovperative Deve lopment Officers who oversee these
gecounts could become cven more skilled at FVinancial management such that
they can provide puidance to the Villages.  Thus:

Policy Option ', The Region will ostablish a standardized

Villapge manapement and accounting system and provide increascd
training tor Village accountants and Ujamaa and Cooperative
Devedopment Offreers tor fmplementing this system,

By desipn, Villages are small in area and population. But this often
means that o siugle Village is unable to penerate suftictent demand to
support some development projecls, v, bus trausport.  Yet combinations
of 3=4 Villayes wmay provide the necessary base to initiate and cconomically
operate such a project. Thus:

Polifcy Option U, The Region will explore and test alternative

organizational and Financial arrangements, c.p., "jolnt ven-

Lures™, when Teasibility stadies indicate insufbt icient demand

tor o project in a single Village.

User Fees and Charpes
Arusha Bepiona and its Villapes already imposc user fees and charges.

The question, theretore, is not whether they can be imposed, but on what

services are they teasible and desirable and, where appropriate, what
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charpges should be levied.  The issue of Feanibility centers on the abilivy
to determine who benetits trom the service and the ability to exelude non-
pavers.  Desivability is more judgmental, but focusesn on the cquity issues
of excluding rrom usce of the service those who are voable to pay.  In Lhe
end this may come down to a hast chofee:r  ds it better to cielude some who
are unable to par than to risk losing the entire projectl becianse no revenues
are buing cencrated?  Finally, of course, it the costs of administering
the tee system cxeeed the revenues penerated, user charpes vould be in-
ctiiciont,  Thus:

Poliey Option 3. Whenever a project is proposed, serious

consideration should be given to the fmplementation ot user

fees.  The teasibitbivy, desivabitity, and adwinistrative

coscs ob o such arvangements should all be included o this

decision.

Unce the decision to employ uscer charges has been made, the question
arises as to the price. While there exist numerous pricing policies (with
several outlined in the papuer), probably the most reasonable one for
peneral usape is where users bear the average cost (but fully computed) of

the project's operation.  Thus:

Policy Option 4. In pencral, projects should be priced so
chat total costa will he covered by the chorges,  Average cost
pricing may be the most reasonable, althoaph alternative pricing
policies and their fmplications should always be caplored,

There is a corollary to Option 4. Average costs are not everywhere

cqual,  Thuas:
Policy uption b, Kepgional and Districte prive determinations
for site-specitie proicets should not always be standardized but,
at least tor some projects, should rerlect local costs.

Policy Option 4 also reinforces the tirot Option presented (financial

management training) since the task of estimating project costs will Likely
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fall on the shoulders of Village accountants,  Furthermore, the planning
and dmplementation ot development projects that are to be sceltf=supporting
throupgh uscer tees requlre that the Likelv costs and revenues associated
with such projects be accurately costimated.  Thus:

Policy Option 6. Realistic teasibility studies should

alwavs be performed on income—pencerating projects,  The

Region shonld fmplement trainiug to insure that such studies

can be carvied out. Since project teasibility studfies should

he carricd out on all projects, ortivials at all levels, from

Villave to Regdon, shoald be fo trained.

ach of the previous options can be implemented immedfately.  Such is
not the case for the Region. Uhile it does collect fees, cop., water con-
- - . . ot RIS . . - s . gt . H LN
sumption and connccetion charpges, these revenues arce a part ot the Region's
appropriation-in-aid netted out from its recurrent cxpendsiture budget.
Because of this feature, there is Little direet Reglonal dincentive to in-
creasce thesce revenues.  Thus, over the longer term:

Policy Option /. The Region encomrages the Centcral

cutiey vptloh } !

Government to allow the Region to retain at least 50

percent of the revenaes colltected tor sach services as

market stalls and water connection and consumption fees.

These tunds will remain ot e Resional Tevel to be used

at its diseretion.

There are curcently services provided without charge but for which

Y !

user .. are leasible and possibly desirable so as to offsct the recurrent
costs, cop., cattle dips.  Furthermorce, many ol these services could be
administered, possibly more eificiently, at the Village level. ‘Thus, again
ol a looger term nature:

Poliev Option s, The Region cncourapes the Central

Government to provide it with greater tlexibility in
choosine ~ervices for which to charpe tees; fturthermore,
current soervice responsibility arrvangements should be
alterable when sorvieen coald be provided more otffec-

tively by Villages on o tee basis,
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Options 3-8 descrve Further study than that provided in this paper.
Especially fmpor ut are studies of services for which charges are not
currently baeing .mposed but Tor which they would be feasible, determination
ol the most apopropriate pricing scheme to be applicd Lo these services and
the resource allocation and cquity implications of these charpes.  Thus:

Policy vption Y. e Peeion will conduet studies ot the

applicatifon vt user Cliarpes for nerviees currently provided

without charpe.  Smoty (he services ot particolar dnterest

will be cattle dips, water upply to Vilblageen, and the cltects

ol incredned Teen onovoterinary and wmedical and dental ser-

vices. e allocative, cquity and revenue cltects of these

Foes will be cmphasized in these anilysoes.

Contribut fons and Fades

Since the Reeion has no taxing power of its own and it would require
an extremely substantial alteration in the Central Goveroment tax structurc
Lo provide it, attention is focused in this seetion of the Report on Villape
contributions and taxes using the Village (Revenue) Act 1979 as the under-
Lying foundation for the analysis. The revenue sources examined include
contributions, the Business License, Liquor License and Forestry [License
. 1
fees,  and the cues,

Contributions to help finance projuets have apparently worked well in
the Villapges.  Thuas:

Policy Dp! fon 10, Contributions as a source of funds ltor

development projects shonld Le continned.  However, sound

pPinancial practices dictate thiat betfore Lhis Dinancing

Lechntque s cmployed, anyercess Lalances (above those needed

Lo meet cont ityenny needs) inoany other Villaye aceount should

e ntiliscd tivat. The Repion vheonnaies such practices.

hile contributions work and have minor disincentive effects, there

L ; .
As Ls arpued in the text, these are more aceurately viewed as tares

Father than tees or charpes for which specitic services are provided,
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are guestions regarding their cquity implications.  Thus:
Policy Uption Lt To achicve yredter cquilty in contribu-
tions consideration should be siven to ditterential rates it
Cithor () Chere are substantial ditrercnees o villaper:!
abilitiey Lo pay or (b) the projoect s such that only small
and idencitiable seements of the vidblapers will derive the

bulkh ot the henelits, Fhe KRepion encourasces such considervation.

The Villapes (Revenue) Act 1979 places Little Timitation on the abilicy

of Viltopes to raise revenues.  Phuss
Polbicy Option 12, The Region urpes Villapes to imagi-
nacively apply the reveaue—raising powers granted then
under this Aact. PFor cxample, feos charged on Jocal brewing
oncrat ions or on privately-owned shops can add to Village

FoevVoediie s,
Fstimates provided in the paper sugpest Lhat the bBusiness License Fee
will not yicld substantial revenues to Villapes. jut in part, this is due
to the change in the structure of Lthat fee (effective 1980/81) from a turn-
over=based levy to a {lat-rate charpe.  This has decreased revenues, has
lowered the potential growth ol the yields and can be considered inequitable.
Thus:

Policy uption 13, fhe Kepion encourages the Central Govern-

ment Lo re-cstablish turnover as the basis of the Business

License ool

The Liquor Licensce Fee, too, will provide relatively small awounts of
revenues to Villapes.  But again, in part, this is duc to relatively low
rates currently set at the District levels. One major reason for these
Tower rates may be the lack of incentive provided District orficials since

Ligquor Licensce Fees have, o the past, been a part ol appropriation-in-

aid reveunues (sce Policy Option 7). Thus:
Yy
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Policy option L4, The Repion encourapes Districts to

fucrease license tees since the revenaes will bhe retained

by Villages,

Even with higher rates, the Business License and Liquor License Fees
are unlikely to gencrate substantial Village revenues,  Furthermore, under
curreat garrangements, these revenuwes together with Forestry Fees will be
distributed in a wanner such that those Villages with greater business
activity will obtain a greater proportion of the funds,  Given thesoe two
features it would scew Lo make sense to pool theee resources on a bDivision
or District busis so that all Villages could share the receipts.  Thus,
as a loager term policy:

Policy Option 15, The Region proposes an amendment to the

VilL.’n_ﬁ,c:ﬁ (Revenue) Act 1979 that would provide the opportunity

For the Business License Peeg Ligqour License Fee, and Forestry
License Fee to tlow into o Discrice-aduinistered revolving tand
to be used by Villages to support projects which have been

shown to be ceonomically peasible,

The apricalture produce ces ds, at least tor some Villapes, a signi-
ficant revenue source,  Yet, given that it is a rlat rate revenue source
(coge, 9¢ per kilo for BMC grains regardless of commodity), the question
arises as to whether it treats all Villages cequicably.  Thus:

Policy Option 16, The Region encourapes the imposition of
a 2¢/kile flat rate ces Lo cover handling costs plus a per-
centage rate applicd to the producer price of the crop so as
to increase the cquity and growth of the ces.  Percentage
rates would dither by crop,

The preatest iater=Village inequity in the ces systoem concerns pis-—
toral Villapes since they have no comparable Tunds yet have similar press-

iy development peeds, Une possible solution wonld be to impose a ces,
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with simitar cconomic implications as the present system, on Livestock
maret tny. Thas, o lonper term plicy:

Policy Option /. A liventoek ces added Lo the purchasce

price ol all stock intitally sold through the TIMC should

be imposed with the revenues revertiog to the Villase of the

seller,

stitd, neither Policy Optioas 16 nov 17 brings the apricultural scector
tnte the dirceet tazpaying population. To do so is desirable both on the
protds that it would mobilize more resources tor development purposes and
that, as dircet local taxpavers, this segonent ot the population would have
4opreater vested interest in how the fands were spent. Thus, over the
Langer term;

Policy option 18, The Repion encourages the imposition

of a producer ces oon both agricaltural products and live-

stock, Tt would be added to the current system o the

case ol apricaltural compoditics and the system proposed

in Policy Uption 17,

several ot the contribution and tax options presented here require
turther stady than was possible tor this Report.  OF critical importance
In such a study is an analysis of the (a) specitic incentive or allocation
vitects of such Tevies (eop., would they discourage agricultural production
and, it so, to what extent), (b) the cquity implications that such policies
would have on diftercent sepments ol socicty, (¢) the revenue viclds that
could he cxpected tor different Villages under such an arrangement and
() the administracive costs of imposing these levies. LU is cspecially
fmportant that such a stoady adaress these quesitions for policies 15-18,

liowever, tor nuch studics to be carried out, considerably more must bLe

Fearned about the current status of Villape finance.  As a lirst step, what
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is needed is an inventory ot Village Vinaneces within the Region (Appendiz
oot the Report contaius the ovutline of how such a study could be con-
ducted),  Only then could an alequate study of the questions posed above
be andertaken,  Thus:

Policy UpLion 1Y, The Rewion will conduct studics of

the efteets and costs ol alternative contribution and tax

schemes . The tirse sten in thic process will be the under-

Lahtong of an inventory of Vidtlape Vinances within the Repion

based upon a rawdom sanple or Viblaeos Tocated throughout

the Resion,
tredit Finaoneing

Many questions associated with credit financing are far beyond the
terms ol reterence hrer, e.p., the effects of Central Government fiscal
and monetary policies and Ionternational moncetary conditions on credit avail-
ability.  There are, however, certain aspeets reparding the use of eredit
that arc applicable at the Repional level or its Districts and Villages.

There was 70 percent decline in the number of agricolture production
Loans granted by the TRDE betwecn 1979780 and 1980/81 (From 81 to 24). This
decline may have been due to () lack of demand for these loans, (b) Villape
mismanagenent of the prior Loans or (@) TRDE poliey. The first alterna-
tive scems unlikely,  Thas:

Policy option 20, lo the extent that "misnanagement' of

past roduction loans has helped cause the dramatic decrease

it Ui mher, there fs oo need to dnsare (a) that Villape

Cinancial manarenment technigues are strengthened Csee Option

2y cael Ot aeents oo the Mindstry oo Apricultare arc

sroviding the woot oaserol o advice to tarmers so o that prodac—

Lion oatpal can eapiun! Co mect Uhe cooeebat fons tapl il

in Joan application..

Daliey Option S0, FrOTRDE [l()|it‘y isoan the heart ol the

doecline in production toans, the Repion Jhould press TRDB
marbional headguorters Lo abter its Toan reqgqoirements,
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In the area ol project Joans, again Lhere is the question ol Reglonal,
District and Village practices as well as the question of the current lend-
tng practices of the major financial fnstitutions.  The scecond of these is
already being addressed in o cavrent study of these institutions.  Thus, it
is important to determine it project management is at the vroot of the rea-
son why there are currently very toew TRDE apricaltural project loans out-
standing in the Region, v.g., no godown nor trancsport loans and only 7 tarm
machinery loans.  Thus:

Policy Option 22, based on the tindings trom the financial

institut ion _:v;'tu'cly, the Repion shoald detevmine i Regional,

District or Villape policics reparding projcets shoultd be

altered.  The encouragcment ol Joint venture projecls or

alternative arranzements (Option ) wouldy Yor cxample,

increase the likelihood o obtaioing certain loans under

current TRHE policy.

Finally, tor saccessiol project managenent and avoidance of default
on projcet loans, the previously=stated recommendations of realistic feasi-
hility studics (Policy Option 6) and financial management training bear
reiteration here.  Both are crucial vo credit-tinanced projects,
Intervpovernmental Afd

Under decentralization, the lower levels of the governmental structure
play crucial roles in the budgeting process.  One of the potential problems
with this system is the possibility that jwmportant spending needs of the
Region arc ignored when the tinal form of the budpet is constrrcted,  The
other is the fact chat it way not provide sutticient flexibility for the

Repion to meet pressing operating and maintenance cxpenditures on existing

prujects,
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Overatl strategy

This list of policices

that can be undertaken imme

ol o mueh longer perspectiv

taken without costs, cop.,

ment ol Repional rsources,

fmmedintely:

Policy Option 24,
implementation plan wi

intent of the Villages

The Repion cnconriayes

he Reyion konow how much it would derive from

rsoin advance so that effective planning can
resonrces; and that the amounts so allocated,
fal phases ol the system, be allowed to vapand
Thus:

owing Regional needs,

the Central Govern-

crant systewm. This syvstem would consist
usable ar the Kepional Tevel tor cither
puses o the tecarrent costys associated
bothe national block srant tand wonld
Lion ot internal revenues collected three
) Tormula e nned to allocate these

ith the tormwla not based simply of popu-
wilh the tone=term development poals of

percent ob thee popalation engaved in

noshould be inctaded in the tormala to
of the poal of food production selt-
is o long and diverse one containing initiatives

diately as well as others that are, obviously

¢o While some of these options can be under-

tax rate changes, others will require a commit-

Thue  as a Vinal poliey to be carricd out

The Repion shall adopt o strategy and
Lh speeific components to realize the
(Revenue) Act 14979,
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AN ASSESSMENT OF PHE REVERUE GENERATTON CAPARILITIES
OF VILLAGES, DISTRECTS AND ARUSHA RECTON:
SOME POLTCY OPFTTONS

[n iLs paper on "Stratepics and Prioritics for the Year 2000% the
Arusha Repion included among its four principle strategics:  the Regpion
will make "new efforts to obtain additional resources for development .
Furthermore, amony the policics coumerated in that lony term planniog
paper were gpreater reliance upon both user contributions and burrowing
as owell as upon Central Government fonding. The Focus of this paper
is in keeping with that policy initiative.

More specitically, this Report considers Tour different arcas in
which Villape povernments might derive greater resources for use in
development projects--user tees and charges, contributions and tazes,
credit financing and utilization ol intergovernmental prants.,  Obvieuasly,
cach of these is an cextremely broad topic with any in-depth investigation
well bevond the time and resources made available to this study; thus
this analysis is little more than a sceratching of the surface of this
very important policy issue.

The Report bepins by reviewing Lhe sebtting ineluding a briel review
of the manner in which public scervices are provided in the Region and a
discussion of the necds and availability of resources to meet those needs.
Since the Villapge (Revenue) Act, 1979 is the major piece of existing
lepislation on vhich to build this increase in vevenue performance,

Section | closes with a synopsfs of this Law.,  Sccetion 11 considers the
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orpanizat ional and management  issues that must be addressed simaltancously
Jith any consideration ol inereased resourcee mobilization sinee tt o would

be uproduct ive to increase the Tlow ol revenaes B there is a lack of
ability to administer them.  Scetion 11D focuses upon increasced ut ilivation
of uscr Fees and charges with Scetion 1V devoted to contributions and taxes,
including an analysis of the revenue effecets of the Tieense fce features

of the Villapge (Bevenue) Act. Scecetion Volooks briefly into the utilization
ol croedit by Villages, concentvating on sceveral administrative aspects ot this
Allernal ive source of revenne while Scetion VIoexamines the arguments and
dlternat ives surrounding the possibility ol using block prants in Iicu

of the current system of transferring resources from Lhe Central Government
to its Regions, Districts and Villages. The Report closes with an outline
of the planning strategices that can be implemented to carry out the numerous

recommendat tons made,
[. THE SETTING

There is no need to document here the institutfonal Tinkages, actors
and policy-making procedures used within the Tanzanian system of government,
First, it is well understood by the policv-makers who constitute the
principle andicnee of this paper and, second, it has been well documented

cluewhere,

see Garry Thomas, "Center and Periphecy in Arusha Repion:  Institutional
Capacitics and Development Initiative: in the Context of Existing Governmental
Strnctures and Village Organizations,'  (Washinpgton: DAL, November 1980).



Suflice il Lo say that the Central Governmeat currently collects the
bulk of all public tinances and cxpends these tunds under the anthority of
the Annual Recurrent Fazpenditores Badpet and the ammual Development Expendi-
tures Budget.  Within cach ol these budpets theve s spending, authorized
both Tor conicral “zed Ministries and, by Reglon, for decentrvalized Hinistries,
For the Regional portion ol the Budpet, an claborate system ol planning is
initiated at the Villapge level and proceeds upward ealminating i the Final
Regional Budpet Vote sabmissicns which may be altered at the Central Govern=-
ment level betore final approval by Parbiment.

lmplementation of this budget then involves both the centralized
Ministries and decontralized Ministrics, with the Tatter maintaining,
administrative offices at the Regional and District levels with operations
taking place down to the Village level.o For vample, the Ministry
of Education is decentralized in the administration of primary cducation,
1L maintains adminiscrative offices at the Regional and District 1 cevels,
coordinators at the Divisfon and Ward Tevels with cducation services
provided at the Villape tevel,

Rotle E)r\_/_lll dprues

So as to provide a bit more background to readers without extensive
knowledge of the service responsibilitics of Villages within the Tanzanian
system it may be veasonable to bricfly describe this lowest level of
government . Villapes are spatially-detfined units usually containing from
250-050 houscholds (Chere are current by approzimately 445 Villapes in
Arusha Region).  The bulk of them ave nearly 187 pereent devoted to some
Lype of agricultural production with only a minimal commercial or small

industey rase.
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Traditional "sovernment'" scervices, ceog., cducation, health serviees,
water, toadn, cultural opportunities as well as agricultaral and livestock
development extension services are provided by the Central Government.
However, under the system of decentralization and development ot Ujamma
Villages, the Villapge itsell is to take on additional responsibilities,
many of which are services provided by the private seetor in some countries,
Thus Villages are curvently developing their own Vil bage shambas (Farms)
and dukas (shops).  Likewise, Villapes are providing a diverse range of
Services Lrom tractor projects to the supplying ol credit to Villagers,
(Many of these are discussed more tubly o in Scetion 111.) 0 Nearly all of
these activities arce designed to deveiop the ceconomic potential ol the
Villages and, thus, of rhe vation as well as o insure that soods and
services are distributed cquitably,

The Villape thus torms the toundat fon ot the decentralized system of
planning and budgeting in Tanzania.  But, maybe more importantly, the
Village also provides the setling for some of the more important cconomic
development projects that can increase the overall quality of lite ol the
villagers and, as well, allow the Region and country to reach its longer
term planned goals.  Finally, for many villagers the Village constitutes
the sole opportunity to interact with and provide input to the operation
of the public scctor, 1t is therefore crucial that the Village remain
strong.

Resource Needs
. . . L . ;

With its expanding populatlon,  dncreases in prices and expected growth

in ceonomic activity, there is quite obviously likely to be a need for

greater resource mobilization within the public sector of the Region over

The Rewion's popnlatioe ig expected to double by the vear 2000 unless
O T : Gty Pt e e e Year 2000

f ]
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the remainder of Lthis century.  These resource needs will oceur in bhoth
recuarvent amd development spending and at the Villopge, Districet and
Regional levels.

While the Tikelihood of obtaining these resources is considered
brictly below, o comment Is in order concerning the cxtveme importance of
recurrent cxpenditures associated with projects at cither the Regional
or Villapge lever.s  Fven it Vitlages and the Resion are successtfal in
attracting additional interaal or external resoarces to finance develop=-
ment projects, the costs ot opecating and maintaining these projects must
be wet Tor cont inued operation,  And the data at the Regional level would
supgest that the past sceveral years have geen gquite substantial increasces
in this lorm ot spending that is unlikely to slow in the near future,

Although not o definitive statement on the recurrent cost problem in
Arusha Reglon, the data in Table 1 illustrate the kinds of cost increases
faced today.  Shown there are the absolute levels of spending over the past
three yvears (1978779 actuals, 1979/80 and 1980/81 cstimates) as well as the
percentage change between 1978/79 and 1980/81 for the several sub-votes in
the recurrent budget for the Avusha Region.,  While the particular sub-vote
changes refleet, at least in part, changes in budgetary initiatives (c.p.,
agricultural development was to be increascd greatly while preventative
health spending vepericenced a cut), the overall increase (23,4 percent tor
the period) illustrate the extent of the recurrent cost issue.  Furthermore,
the tact that it may constitute a problem s supggested by the considerably

. S . oo
smal ler fncreases (F3.5 percent) in Appropriat ion-in=-Aid.

These are monics collectod within the Repdion from the sales of poods
and servicesy revennes from public properte; tines, tees and penaltics;
wirter consanpt ion and conneet fon charpesy supervision tees; Hiquor licenses;
consumption toases; torest royvaltics; and voame and ishing Ticenses.  Thene
reventes, comp i bed Lot he i ior Accoantants, are netted out o in determindng
Lhe total reenrrent copenditare amonnt to he provided to the Region for the

anh—ot e chave T b b



ARUSHA RECGION:  JOTAL SxPINDITL
(in Shs. 1,000)
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TOTAL 111,348 122,7
Less Appropriation~in-aid 9,780 10,1
Net 101,558 112.6
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Year
1978/79  ~ 1979/80 1980/81 Percent Change
sub-Vote . __Rescription Actual Estimated Estimated 1978/79 - 1980/81

500 14,36CL 16,656 21.0092 L1.e
501 613 2,55¢ 3,268 433.1
502 6,940 6,476 6,513 3701
503 1,109 12a 491 -55.7
506 ] : y aaq 961 1,690 70.7
507 Fricarv Education 35,145 42,3580 36,871 13.4
5G8 Adult Education 2.052 4,137 2,980 45.C
509 Nationatl Culture 554 3,067 1.416 155.¢
510 Curative Services 16,08¢ 15,128 18,840 17.1
511 Treventative 3.461 1.295 1,83¢ -75.8
512 Rural Health 2,016 2.105 2,742 36.0
513 Nisnensaries/Clinies 3,135 2,620 4,524 44,3
514 Read Services 6.202 6,300 6,942 11.¢9
515 Accommodations 1.400 1,723 1,760 25.7
516 Plant/Transpurtation Maintenance 1,267 1,253 2,221 71.2
517 Fural Water 4,482 3,639 7,401 65.1
518 Urtan Water 1.363 2,601 2,917 114.0
519 Survevs/Mapping 644 600 24 43.5
520 Tand Manzgement 383 404 501 30.8
521 Valuation ag &9 136 40. 4
522 Grame Operations 1.422 1.47¢9 1,990 3.9
52 i 373 307 478 28.2
524 1,239 72 1.368 10.4
525 1,605 1,369 2,192 36.6
201 8

4

5

.3

o =
o
~J
w
[
£~

SOURCE: Estimates of Public Expenditure Supply Votes (Tepional), 1 July 1980 tc 30 June 1981, Vol. ITII.
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Une potential weakness o the preceding argument is that the data,
although derived trom the recurvent budpet, are not fully rellective of
purely operational spending since they inciude both current spending as
woell as items usable over several yoears, c.p., cqguipment.  Since labor
constitutes at least one=halt of all recurrent budget cxpenditures,
Table 2 provides another perspective on the recurrent cost question,
shown there are total personal emoluments in the recurrent budpet (by
sub=vote) Tor cae years P78/79 (actual), 1979/80 (cstimited) and 1980781
(estimated) together with the 1978/79-1980/81 percentaye changes.  Thoe
overall dnercase is not as dramatic as that shown in Table 1, Nevertheless,
a D3 percent overall dncrease cannot be considered unimportant,  1f
similar inerceases arve associated with the operation and wiaintenance of
Vitlhige projects, resources will obviously have to be mobilized Lo support
Llrese needs,

Resource availability

What can Villapes and the Region expect in the form of resources ro
bue but at their disposal in the intermediare term Future? 1t scems
unlikely that conditions have changed drastically since Morss concluded
that the Repion cannot cxpect extremely large increases in recurrent
mondes from the Central (Invm'nnwut.l Furthermore, while arguments

e
can be made that the Reeion should obtain larger portions of the national
development budpet (Policios 24 and 25 iu the previons Ty-cited St rategies
And Priovitics Yor the Year 2000, to cxpect these requests will he
pranted may bhe unrealiscice. The Central Government is unlikely to
II"I ! inllt Lo Morss, "Financial Resources ail: or 1¢ :
’ LR N é i csources Available for the bevelopment

b othe Arusha Repdon: A Look Into the Future" (Report prepared Ffor APVDY,
Tunny,
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TABLE 2

ARUSHA REGION:  TOTAL PERSONAL

EMOLUMENTS - RECURRERNT
(in Shs. 1,000

... Year
1975774 1979/80 1980/81 Percent Change

ub-Vote ~_Descriprion Actual fstimate Estimare 1978/79 - 19580/81
500 sWministration 7,650 12,591 13,773 0.0
501 ~oriculrural Development 1,682 2,031 1,656 -1.6
862 Tivesrock Dovelopment 3,982 3.575 3,900 =-2.C
505 Comnerce 120 174 26 G2
50¢ - Education 604 741 1,210 120.2
507 i 16,402 20,340 23,426 L2.¢8
508 R24 2,314 1,891 22,9
5089 385 394 706 8§3.4
510 6,342 6,556 7,202 13.6
511 657 1.072 1,459 122.1
512 874 1,365 1.474 6£.6
513 2,227 2,760 3.577 60.6
514 1,645 1.626 1,446 87.¢
515 Sle 023 787 -14.1
516 1.255 1,204 2,022 61.1
517 2,180 2,326 2,350 7.8
518 543 564 636 17.1
518 572 514 670 17.1
520 241 288 282 17.0
521 26 35 78 200.0
522 ane Nrherations 740 1,160 1,368 84.9
523 Ficherios Operations 203 208 296 45.8
524 Forest Management Q40 756 902 -4.0
525 Ujiamaa ancd Cooperatives 1,200 1,070 1,440 20.0
526 Town Tlanning 172 161l 177 2.9

TOTAL 52,401 64,768 72,991 13.9

Total FPersonal Emoluments
As A Percent of Total
Recurrent FExpenditure 47.1% 52.8% 53.1%

it Tstimates of Public Expenditure Supplv Votes (Regional), 1 July 1980 to 30 June 1981, Vel. III.




have sipgnilicant resources available in the immediate future to accomplish
. . . . Lo
this topether with theiy other pressing needs, Foreign donors may be

fortheoming with signiticant addit fonal resources (and the policy of

dirceting these tunds into part lealar arcas, Policy 29 of the "Strategies"

paper, s to he applauded); bowever, Jt must also be vecopnized that these
ot ioas, Loo, Gice vesoulee coustraints that may Pimit thelr willinpaess
to expand intersatioual assistance greatly. 1L would, therefore, scem
reasonable that increased rveliance upon seltf-help remains an fmportant
third alternative to additional resource mobilization,  What appuars most
viable Is a system that may still rely greatly on external or eredit
assistance Lo provide for a large portion ot the indtial development
crpenditures (supplemented by credit and local monctary and in-kind
Fesources) bul with recurrvent costs of operating and maintaining the
service a primary responsibility of the local units,

Althoueh we have not reviewed the cevents leading to passage of the
Villages (Revenoe); Act, it may \‘wll e that it was the recognition of
these same financial issues that provided its impetus.,  Under Scetion 23
of the original Villages and Ujamaa Villages (Registration, Designation and

Administration) Act 1975 the Minister responsible for Villages and Ujamaa

Villapges eonumerated fees, plifts, grants, and "such sums ds omay in any manner
Y

become payable” and borrowing as the sources of Village revenues,”  On

l'l‘lw World Bank's recent "Eeonomic Memorandum on Tanzania' (Report No.
W)86-TA, Janwary 23, 1981) notes thet tor the Cirst time in its history Lhe
Government s buadpeted o deticit on fts recurrent aceount.  Furthermore,
it snevests that holding the deticit to its projected Tevel "will be
dittiealt!" o0 Wy Finally, in o newspaper veport o obtained on the last
day ot the on-site revicew, it was reported that the actual 19%0/81 recarrent
budpcet deticrt was Shoo by 372 mil lion rather than the anticipated Shs, 3131

million,
)
“The Vo Lapes and Ujamaa Villages Regulations, 1975, Section 9 (Govern-

pent Sotices Mos PO, 27 Aupust 1975,
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23 May 1979 the Villages (Revenuae) Act 1979 was enacted which specified
several methods by which Villages were empoweraed to raise revenues
(Appendix A contains the text of the Act).  Among its most jmportant
features were (1Y the specif ic recopnition of receipos from Village
acvtivities as a legitimate revenue soarce; (2) transieiral to the Village

of business and liquor licensing fees as well ds forest produce fees;
(3) specitication of the ces as a Village revenue and (4) "any other
1

money lawlually derived by a Village Couneil, These provisions, then,

should provide the poteatial conditions for increased resource mobilization

at the Village level. 1t 1s, of course, another issuc as to whether the

Villages can or will utilize this potential,
1. FINANCIAL ORCGANIZATION ARND MANAGEMENT

While the Villages (Revenue) Act 1979 provides the potential for
preater resource mobilization on the part of Villages and the following
scections of this Report present specific policy recommendations to this
end, effeetive utilization of these resourees require a considervation of

the financial organization and management capabilities of these entities,

Village Financial Manapement
Fach Village cmploys an individual as bookkeeper or accountant whose

responsibility is to maintain the accounts of the Village. Fart TV A, Scetion

7B, Trem (3) of the Villapes (Revenue) Act specifies that separate funds arc
to he maintained tor any "trade, industry, works, service or undertaking carried

on or belonpiog to a Village Council..."; but, exawination of the bhooks of



several Villages sapgested that this is still not fully implemented,
Yot , as is cmphasized in the discussion of user charges, suceh Pund
accounting is o vecessary first step in the adwinistering of self-
Linaucing projects,

The accommts of viaeh Village are revicewed approximately every your
by the District Ujamaa and Cooperative Development Ofticer who, in turn,
submits the records tor review by the Repional Ujamaa and Covperative
Development Orficer.  Final audits are prepared by the Audit and Super-
vision Fund at the national povernment level,

While the individuals pertorming these revicws at the District and
Regional levels have training in financial management and accounting,
nearly everyone with whom we spoke recognize the need tor further trainine
of the Viltage bookkeepers.  There has been some trainiag of these individuials
ander the Nordi: Project For Cooperative and Rural Development over the
past several years; however, its technique of focusing on only a relatively
small number of pilot Villages (15-20) has recently been abandoned as having
too smal boan dmpact.  The Prime Minister's Office also provides a S-weck
training course, but again this apparently has been too short o period to
trafu fully these individuals who play such an extremely important role in
the Linancial management process.

I't the tinancial lwportance of Villages is Lo be incercased, the necessary
tirst step would then appear to be more comprehensive training of these
Vit tase bookkeepers. e is thereforve recommended that the Repion place this
task amony its priority items as it prepares its 1982/83 budget and, as well,

Attempt to obtain foreipgn donor assistance in carrying out this project.



Furthermore, since the major lending institutions, c.p., the Tanzanian

Rural Development Bank CURDB)Y, and certain parastatals, c.g., Natlonal

Milling Corporation (MNMC), must also utilize these records, they may be
willing to contribucte to such a project.

Closely redated, bat suill quite teasible, iu the preparation of
standardized forms and inancial record-keeping formats to be used in
conjunction with such training. Not only might this fwmprove the ability
ol Village bookkeepers to carry out their duties, but as well, would
preatly aid the auditing processes performed by the District and Regional
Ofricers.

Ovganizational Realipnments

The Villape is to constitute the basic building bl .ck for develop-
ment eftforts in Tanzania. Yet, cursory examination of thesc units suggest
that their size and corrent financial condition may constitute a constraint
to these efforts.  That is, Village demand may be insufficient to support
some projects.  In such cases, the use of joint venture projects jnvolving
two or more Villages, an c¢ntire Ward or cven the Division should be encouraped,
Indeed, such joint ventures are curcently underway in Arusha Reglon, e¢.g.,
lorry and bus transportation projects.  We would recommend that this form
of ad hoce organizational scheme be encouraged through the efforts of bistrict
Ujamma and Cooperative Development Officers.  Such arrangements, i entered
into with cantion, can improve the overall cconomic teasibility of projects.,

At the same time there are several caveats that should be appended to
this recommendation.  First, bigger iIs not ncecessarily bettery thercfore,

hefore any joint venture project is undertaken, the feasibility study should



recopnise constraint s inherent in joint projects. While at first
glance It may scem that, (or ezample, a tractor to be owned jouintly by
two villages would "pav for itself', it harvest periods are such that

the tractor would be used to capacity at harvest and still not adequately
serve hoth Villages, then the project, at least as a joint venture, may
not prove sucecssiul. (Alchoogh, given the refatively smell size of

most Villayge favms, this cxzample may be far=fetehed.)

A sccond issae concerns the administrative aspect of such ventures.,
Onestions sarrounding the siting of jmmobile projects such as godowns can
fnvolve major inter=Villape disputes since its lTocation will determine the
relative vase with which different villagers can use the facility, While
strong party and administrative Teadership at the Ward or Division fevel
can smooth some of these difficultics, the question must be addressed,

A third, but related issue concerns the financial administration of
such projecets, 1P contributions are to be used, how are they allocated
across Villages?  Furthermore, who is to act as the financial mimapger of
such projects and, it saccessfal, bow are the proceeds to be distribuated
across participating Vil lages or villagers? While none of these issucs

is insurmountable, they do suggest that joint ventures are not without

problems,
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P, USER CHARGES AND FEES

The Villages (Revenne) Act specitically empowers Villages to collect
"fees, charges or tarills speciticd by anvy by-lTaw made by the Villape
Council." Indeed, Villapes (as ooell as the Region) are already collecting
fees for particalar activivies and projects. The question addressed in
this scetion is whether there is potential for preater efforts to be made
in collecting this form of revenue.

For our porposcs we will define a user charpe of fee to be any monijes
paid by the user ol a particular service. This fee may or may not be equal
to the full cost of supplving the servicey indeed, it may even excced the
full cost (pricing techniques are discussed below).  This definition of
charges and fees distinguishes thew from contribut fons or taxes which are
not tied to the use of a specitic service,

The rotionale for user charges is two-fold. First, it helps allocate
scearce resources in the sense that only those who are willing and able to
pay can use the service,  Sceond, it aids in covering the costs of pro-
viding the service.

Current Situation

User fees and charges are currently heing atilized by Villages in
Arusha Region.  FPurthermore, there are also charpes paid tor Central
Government=provided scervices and eredited to the Region in the form of
appropriat ion-in-aid, Here we bricefly review the utilization of uscer

charpges at both the Village and Repional level,



Villapes. Table 3 containg a partial Pisting of Village projects lor

which user Tees are rluu‘p,ul.l' As shown Lhere, user fees are ciployed in
many of the projects undertiaken by Vil lages.

The projects shown in the Table represent a broad specto of
aetivities--from acting as i quas i=hanking inst ftation to manaping a
Lrictor.  The bit ol Cinancial data obtained also sugpest cons iderable
dilFerences in profitabitity ol the projects.  For cxample, the mit { ze
mill in Usa River has recouped nearly (wo—thirds ot ils initial costs in
only two years of operation while the Villape shop in Magogu experivneed
1

a small "loss" in 1us0. It is also interesting to note the differential

charges associated with common Village projects——maize mitling prices
vary ing butween 20¢, 2h¢ and 30¢ per kilo.

The rurad eredit scheme isoan cuspecially interesting project undertaken
with the cooperation of the National Bank of Commerce (NBC). Villagers carn
5 percent interest on their savings with the Village carning an additional
it for administering the granting of credit Lo

I percent which compensates

villagers. 1t also, of course, provides a low cost way of mobilizing savings

at the Village level,

Another intriguing project, not included in the Table, is the establish-

ment in some Villawes of "bailding brigades". Under this scheme several

individuals are trained to build houses; individuals then contract with the

"L igade' to construet a buildimg with Lthe bulk of the procecds used as

compensat ion of the trained builders but apparently some "profit" maintained

by the Village,

Table 3 14 based on information gatheved in site visits, thus, is
preatly Pimited by the ext remely small sample.
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Singisi {Arumeru) Maize Mill
Rural Credic
Magugu {ianang) Brewerw

Hotel 1980 Income = Shs. 8§

Endakiso (Hanang) Maize Mill Fee = 30c¢/Kilo
Tractor Purcha iginal cost Shs. 158,426
nlecwing
Od/acre harrowing
narvesting

SOURCE:r Comniled by author.
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Repion, Arusha Repion, too, collects fees. But the set of chirgeable
gervices and, to some extent, the Tee strocture is determined by national
policy. Table 4 displays the amounts ol selected fee revenues collected
in the Region (excluding Arasha town) during the [Y77/78 ~ 1980/81 period.
While on a per capita basis the amounty arce not Farpe, the data do supeest
an extremely high rate of prowth in revenues actually collected over the
two year period 1977778 - 1979/80.  These increasces, which are well in
crueess of Lhe rate of inerease in population and iutlation, would imply
(hat user charpges arve, in fact, beiong cmphasized.  kven these increases
are limited by the Tact that water-related charges and market Fees are
fevied only in more urbanized Villapes. 11 such charyes were extended to
all Vitlages, cven greater revenunes would be Forthcecoming.

Whether or not Chis potential is likely to be realized depends din part
on the incentives associated with the application of such charges.,  The
revennes shown in Table 4 are included as appropriations-in-aid in the Annual
Recurrent Budpet of the Region.  Estimates ol these revenues are then deducted
from total budpeted recurrent expenditures of the Repion Lo derive the net
recurrent exoenditures which are supported by the Cent ral Government.  Thus,
iF one assumes that total recuarrent cxpenditures are essent ially taken as
given, there is tittle ifncentive for the Region to increasce collections of the
aser charpes.  To do so simply decrcases the Tlow of nel recurrent cxpenditures
Lo Che I\'v;',iun.] Gomee altoration in this system then would scem to he in

order if iacentives are to be improved.

1 . .

We have not bad the opportunity to study the workings of the annual
budget process in any preat detail; but, if the preceding argument is accurdate,
it would soappest an important disincentive inherent in Lhe systom.
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A ReEGICHD USER O FEES 0N RUTED SERVICES: 1677 /78-14580/81
{in Shs.)
Estimated
1477/78 1579/80 1950/81
- a , s Ao s — o, —

Veterinary Jharges 112,844 620,422 1,177,174 L3K. 0

e - o - ar= . - e I

Stall Tees 15,955 110,954 10Z2,82C 50z,
. - —_ a s oL S
Meellval Tiental Charges 7,140 23,112 90,516 z2z.
.. . b -
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1,466,640 1,196,825 1,318,856 -18.4

a2

charges based only on materials.
b, .. . . c s

~eviec only in urbanized areas.
c

“ased on 1878 porulation estimates.

SOURCZ: FRegional Accounts Office.
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The Universal l'l.“illl(ll'y Education (U.PE0) Parents' contributions are
also shown o Table 4. While this contribution (et at Shyue 20 per year
per child attending) has the appearvance ol o user fee o ol fset partially
the costs of primary cducat ion, it is recoginized that it is, indecd, a
contribution rather than a trae user charoe.  That is, therce apparcntly
is no attempt 1o restrain non-contrilitors from atcending.,  While this
policy s in Keeping with the stared nat jonal soal of artaining universal
pPrimary cducation, it does have the offeet of Lreating payers and non-pavers
inequitably.  Furthermore, as parcals become increasingly aware that not
complying involves no nepative consequences, they will Likely lower their
compliance rates.  This may help account tor the 18 pereent decline in
contvibut jons between 1977/78 and 1979/50.

Policy luasues

There are several issues that arise when considering user charges
including:  when are they appropriate; if appropriate, what fees should be
scety and bow can they be administered?

When Appropriate, There are two subguestions that must be asked when
considering *he appropriateness ol user charges——is It feasible and is it
desirable?

ae Measibility, User charges work only when it is possible to exclude

non=piavers from the use of the service.  For exanple, there may be a larpe
water-hole or Take trom which rivestock can drink.  While onc may ask that

allwsers pay o a e, it is oand ikely that 1t would be feasible Lo entoree

such Tees since non=payers may slnply avoid the arca in whicl the fee
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collevtor is loeated, o a o simdlay manber, attempting to Levy o user

clicitene on o rood, where there exist lowv-cost and non-tol b alternarive roales,
will simply vesult e vsers travelime these other roads. Incach ol

Lhese caces the costs ol srdministering the user charge and maling it work

is Likely to be preater than the Tees collected,

A stipght varviation on Lhe previoons arpument arisces when the service
in question is osuch that non-payers can stillb benef it from the service,
For caample, in urban arcas houscholds way be asked to pay fees for the
provisions at police protection to the entire town.  In this case non-
poveers wi b sti b henet it trom any resuitant decreasce in oerimiag!
avtivity even thouesh they have not aided in bearing its costs. 1o these
situations taxes or contributions which are borne by the entir. population
are the more feasible method of Vinancing the service,

e ol g There are instaaces in which vser fees are entirely
Ceasible bhut it is deemed to be in the best interest of all not to use thew.
When services are priced (ioeo, uscer charges are cmployed) some potential

nners sy be anwil bing or anabte to pay and, therceltore, do not use the service,
it is Leit to bhe in the hest interest of the entire population that these
non-payers not be caeladed from the wse ol the service, some more goneril

torm of Vinanee, such s taxes, may be preterables The previously-cited
cample ob the UPE Parcents contribut fon wonld be applicable hereo While

it s perfectdy teasible to exelude the children of non-cantributors, the

voal of achicvving an ceducated popalation way be deemed more important.
¢ .



Villive elinies or health conters are other scervices where charges could
beaned hot are not ander the view that it is more important that any
P vidlaper obtain medical services rather han making sure cach uscer
pavs heis "Faie shere',

FCois dmportant to realize, however, that the previous argument
arainst owner charpes can be taken to this (,:Rt,rulm.f. Obviously, any
provision o o scervice is NOT [rece=--someone mast pays; the question is who.
Suppose o Villape decided to provide maize mill services [ree of chiarpe
ke the arpament toat to fmposc o oo vounld exelode some Villages Trom
the service.,  There ave, nevertheless, costs assoeiated with operating and
mrintainine the mill, In the absence of contributions or subsidics [rom
caterpal sources or other Village projects, o breakdown in the mill would
mean that no ooe, dneluding Chose who had been willing and able to pay
For the servvice, vould be able to atilize ic.

There s, mntortunately, no clear cot ansver to the quustion of
desirahilite ol user foes. T is o value judegement as to whether it is in
the best interest or the community to have a0 serviee he provided without
charye (eith the worviee inanced throneh some other meehanism such as
Lames ar cencral contribat fons) or whether it Qs preferable to have those
that use the nervice pay tor it,

Vhot Pyieey Onve decued teasible and desiivable, the question arises as

"soadmple answer dsothat the price

to the lTevel of the Tees The ceonaminst
should he ot cqual to the marpinal or additional cont associated with e

provision of thee serviee,  Thus, 00 Bt costs an additional 25%¢ to mill a

ity ot madae, the appropriate price is 25¢.



Unfortunately, as with many ceonomic issues, this "answer' is
often viasier to state than to carry out.  In the absence of fairly
sophisticated account ing nystems, true marpinal cost pricing is unlikely to
to be teasible. Thus some sccond-best alternative is more likely.  Never-
theless, the objective of the resulting system should be to cover tie
costs of operating the project but in a manner which is not overly costly
to administer.

The most reasonable approach is likely to be some form of average cost
pricing. Under such a system the estimated total cost of operating the
Facility, say for one year, can be divided by the estimated number of units
of service, e.g., kilos of maize to be milled. The resulting estimated
cosl oper unit can then be used as Lthe price,

If the estimates are accurate, the facility will just pay its own way,
i.ew, it will not have to be subsidized nor will it subsidize other Village
projects.  But the use of average cost pricing implics that prices should
differ according to differences in costs of operation both for different
services pertormed and across Villapes if costs ditfer spatialty. The
tractor rental tee charped in Endakiso (Hanang) s o pood example.  Since
ploving requires greater Tuel and, possibly, greater maintenance costs
than harrowing a diftferential fee is rational.

There are, however, other issues related to average cost pricing
that complicate the procedures somewhat.  Probably the most complex is
the decision ol how to handle the coverape of the initial investwent cost
of o project.  To aid the discugssion consider the following munerical

crample (even though the specific numbers uscd may not he tervibly



realistic).  sav o a Villapge wishes to parchase o omadize mill. The mill
costys Shas 10,000 and is cxpected to Tast for ten years.  The Villapoe
dovs not, however, hove sulticient balincees in its account:s to boy the
wmill vutright but, instcad, must borrow tunds.  Through contributions
the Villape is able to raise Shs, 50,000 thus Pinds it necessary Lo
borrow Shs. 100,000, Bat this loan must be repaid withio three years
and a compound intercest o rate of 7.0 percent will be charged meaning that
the Villape must repay approsimately Shao 124,000 or shs. 41,7333 per year,
The issue here involves the difference between ceonomic costs and
cash outltavs.  The former are spread over the entire life of the machine
and may not coineide with the lTatter. Yet it can be arpucd that, in Lhe
eample, users over the eative ten years should pay tor the operation and
uplkoecp costs on the machine plus pay annually one-tenth of the total
E24,000 shillings (or shs. 12,400 per year) that it will cost to finance
the project.  Bot under this approach there will not be sufficient funds
available during the tivst three years of the project to pay off the loan,
Several responses to this dilemma are possible.  One is to include the
Shs. 41,333 amortization costs as a part of the operating costs, but only
for the first three years of the project, then decrease the fee in the
fourth through tenth year of operation., While this would permit the
project to be self-fioancing, it does involve an intertemporal inequality
since current users are subsidizing later users. Tossibly a better

alternative is to inclode the amortization costs during the First three

The fmposition of eredit terms with amortization periods considerably
shorter than the Tite-length of the capital is considered in Scction V.



vears as o part ol the Tull costs ol operation but then keep prices
Pasically at the same Tevel (adjosted ondy to reflect inercased operating
costs if prices of inputs such as Tuel increase). Tt is gofte likely
that maintenanee expenditures on the mill will prow as the machine ages,
thus these expenditures will use some of the "protits" penerated during
vears Four through ten,  But, Furthermore, the cieess revenues from this
development project can oe accunalated and vsed cither to help finance
othicr Village projects or to help create a sioking fund so that when the
current machine finally wears out in year ten, a replacement can be
purchased, possibly without the need for further contributions or credit
Pinanceing.

A second issue inherent in determining costs (and hence price) concerns
estimating the costs of what are essentially overhead items.  For example,
the Village Accountant allocates a portion of his time Lo cach of several
Jifferent Village projects,  Under a full average cost pricing scheme, the
costs of this time should be charged to cach project. Without Full costing
of projects, attempts to determine the "suceess' of the ventures, i.c.,
determining vhether they have, in fact, paid their own way, will not be
aceuridte.

While averape cost pricing of projects may be, in general, the approach
to use, there also can be projects for which prices in exeess or below average
costs are desirable.  In the former case the project would be able to subsidize
other Villape activities while in the latter case the project will have to
bhe subsidized either From the Ceneral Aceount or through contribut ions,

Subsidies are in order when the project is scen to produce benefits that
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cven non-users ol the project can enjoy.  For cxample, i a rural healoh
center helps decvease the ineidence of communicable discases, these

services are strong candidates Ffor subsidization.  On the ot her hand,

there may be some low cost projects vhere the demand is sufliciently

preat tht the project can be used to supplement other Villape-wide activitices.

.

This is especially appropriate if the project results in costs which NON-usLers
must beare  An example here is of the brewing Facility operated in Magupn
(Manang) where there is apparently a high demand (Lhe data in Table 3 SupEpest
that arvound 470 drums were brewed in 1980), oporat ing costs arce low and,
possibly, non-users of the facility find that uscers impose costs on them
when the product is consumed.
Administrative fssues

There ave several administrative issues that should be considered when
fmposition ot wser charpes is contemplated.  The first is simply developing
the ability to administer such fees.  As was notoed above, the costs of detecting
and caclading non-payers must be considered in the overall costs of projects
ror which tecs are chaveed. 1 these costs aroe vacessive, user charges may
cwd up heding more inetfficient than Jdo no fees at all.

bnoac similar manner there mnst be the ability to imposce charges that
redtlect dittferential ases and costs of the project,  Yet Lthis objective nead
not be pertect since user charpes that only approzimate the relative costs
ol production may be preterable than no fees at all. For czamp!e, an
reigation svatem nay serve only a relatively small proportion o Villagers;
o ciquity prounds e is most reasonable Lo charge users for what they use

rather than require all Villagers te pay for the maintenance expenses on

the syvatems Since it is Tikely to be costly to measure the exact amount
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ol wiater ased by caclh tarmer utibizing Lhe system, o preferable alternat ive
s to ablocate costs on e basis of the relative number ol acres each
Farmer has under drvipgation. o this way it is the asers vho pay, yet

administrative conts can be kept low.

A sceceond dssae, implicd in the discussion of pricing, concerns the
burden a well-adwinistered set of user fees will place on the account ing
system.,  While it is certamly not outside the capabilitics of trained
Villape agecountants, it does add an argeacy to the recommendat ion wade
about that the abititics ol these individuals he uppraded and che aceount ing
srstem be improved,

Finally, it must be recopnized that some of the activities tisted in
Table 3 are quite ditferent from the traditional activities of these basically
rural jursidictions, cog., running a bus service.  Such pursaits are relat jvely
comples enterprises or, at the very least, involve substantial sums of
public monics.,  This means that it is crucial that such tacilities he well
manaped Test they fail, not due to tack of demand, but simply due to poor
mitnapgement. For o example, if an unqualificed driver i hired, the Villape
miry tind itselt the owner of one wrecked, hut scill unpaid for, bus, While
one does not wish to be overly cautious here, the responsibility for manage-
ment and administration cannot be ignored,

Recommendat fony

The pencral policy recommendation here simply cchos Policy 26 of the
"Strareptes and Prioritics for the Yeor 2000" paper: 1t is recommended
that both the Region and its Villages actively pursae implementat fon of
charpes and fecs placed on the users of povernment supplied services.  More

speciticallys
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Foo bt is vecommended that whenever a Village considers a noew praojuect, be

P s simple as g once-a-veck market or as comples as the purchase and
operation of o 7-ton lorry, user charpes should e seriousty considered to
help Vinanee the project. So as Lo aid in fmplement ing this recommendation,
District OMticers as well as other persomnel who worl dirveet ly with Villages
should be cncourapged to promote the use ol charpes on all projects lor
vheieh they ave rendering advice.

This docs not necessarily mean (hat every new project will employ
uner tees sinee it is o recopnized that they are not always aduivistratively
Peasible nor desirable on equity grounds. Nevertheless, the use of prices
shonld never he dismissed out ot hand. They plav a role not only in
Pindmeing o project but, as welly help to allocate searce resources more
cibiciont Iy,

This cwphasis on user charges should also be as pragmatic as possible.
For cuample, 05 a livestocks wibering facility is provided to a Villapge hy
the Region hat the Villape ia itsclf responsible for ity operation and
thtintenance, user charves could still be tailored to meet these expenses,
Shnee the owners of Jivestock would be ity principal beneticiary, the annual
costs of operation and maintenance could be prorated across all Livestock
oviners on the relative number of head cach owns.

2o When planoing development projects, Villages shoutd carry oul. realistic
Peasibhi ity srtadics vhicthea or not eroedit Financine is to be nsed. Apain
he rale of advicors trom the District level and below mist be enphasized,
To the cxtent that the O Hice of Ujamma and Cooperative Development parti-
clhpates in o project planning, ity ofLicers should st ress the importance of

welbedone fTeanibitbity sradics,
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While this recommendat ion pocs beyond the topie of user Vees, it
is cortainly velated,  Any project will consume searce resources.
use estimates are inftaced, for cezample by assuming crop yields will
alwavs be at their maximam levels rathee than at o a longer term average,
ceonomically infeasible projects may bhe undertaken, This results in
nainy resoarces that could have bheen used more eftectively elsewhere,
Similarly, anderestimating the troe costs of projects can also prove to
Do a wasle of Gearce resoarce:s,

3.0 1t is hard Lo generalize about the appropriate pricing schieme since
much depends upon the particalar cost and demand relationships associated
with specilie projeets, Yel, if there is no reason for a project to be
subsidized by non-users nor to subsidize other projects, an averdage cost
privione policy will Pikely be the most feasible to fmplement,  But even
this policy can be pursucd only after analysis ol the cost characteristics
ol the project and the villagers' willingnes: and ability to pay for the
survice.

Eoit is felt that the resultant price will exelude a portion of the
population that is especially in need of the services, prices below average
costs may bhe used. However, it mast also be recognized that In this case
some other Yorm of financing will be necessary to insure that the project
remains viable.

Similarly, there may be projects for wvhich the demand is quite great,
vel consumpt ion ol Lhe service imposes costs on non-users. In these cases
prices in exceess of averapge costs may be justifieds seill, the equity effects

ol such a policy shoutd be considered.
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Ao Given the ditlTercoces in costs and demands across Villages, jc s
probably not appropriate to dmpose Districr-wide prices on all Villages,
At the same Uime, the question of pricing is sutfficiently complex that
cven this policy recommendat ion should be thought throupgh specifically for
ditferent services,  Oue aspect that must be kept inmind is that i the
price ol a scervice in one Village is considorably greater than in a olose-
by Villtage, the acetions of the market will be to inercasce usape at the
fower=-priced Facility and decrease use at the higher priced one.

oo Under the heading of lonpger-range policy initiatives it is recommended

that the Repgion urpe the Central Govermment tos

(a) alter its policy on the application of user fees in the

budgety and,

(LY  allow Reyions to pursue independent pricing policics,

The fivst chanye i necessary iF there is to be anv incentive in pur-
suing (h). Hoder the current system additional user fees simply decrease
the ameunt of Central Govermment monics in the Region's recurrent expenditure
budpet. 11 the Repion were allowed to "keep', say, one-half of these
reventtes to he spent oas the Region sces (ity there would be an incent jve
Lo inercase revennne collections From user charges,

e is recovnized that because of national poals, cop., universal
primary eduwaction, this policy change may have to be limited in scope.
Mevertheleons, the Repion should stress to national policy-makers the
inherent strengthn of aser charges as revenue=raising instruments,

O, Closely relatod to recommendation 5 is the consideration of a chanpe in

the provision ol some services, enrrently provided without charge but for

chich uners vondd Tilkely he willing to pay and wirich could be administered
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quite possibly at the Village level more eftectively than s currently

the case, For oexample, users of cattle dips can casily be charged tor

Che operating and maintenance costs of the dips (and according to some
intormal surveying of users, the stoek owners would be willing to pay
since they derive observable benelits from this service),  Furthermore,
more etfective administration of these dips may be possible It the
responsibility for their operation were transferred to the Villape tevel,
There very well may he other services for which a similar shiftt to the
Village level with charges placed on service usape is possible, cog., rural

drter provision, in turn trucly decentralizing public service provision in

This recommendation, too, will reguire a change in Central

the Ruegion,

Govermment policy=—hot o chanye that can guite vasily he defended.

/. Fach ot these recommendat fons, especially the previous two, carries
fuplications that, doe to the short term nature ol the current scudy, could
not be pursucd heres Further study is in order to: provide Villages with
cimple veneral poidelines in ascertaining the cconomic feasibility of
projects: Jdetermine how, within the current system ol accounts, average

costs can be estimated: and cotimate the potential revenune effects at both

the Resional aond Contral tevels of o more liberal user charge policy.

The case Tor Village-operated cattle dips is not original here.  The

same proposal was made in Kiteto Diserict, "Development Mlanning Framework
Por 1931/92 and thee Fatares  Issues, stratepics, and Supporting Action"
(Area Comuionioner s Ortice, danuary T981) where it s stated that, "rhe

Vil i o Villaces Should operate and maintain the dipa, This iocludes
paving their dip attendants, cmptying theiv dips and meetingg all costs ol
Fepailr werd te thedie dipee This can be achicved Chirouph charging st

" .
dmount ooof moncey Prom the users oas o they aprec amonys Dhemselves, (pe 2.



IV CONTRIBUTEONS ARND TAXES

Other than user charpes, locally-raised revenues of Villages consist
primuivily ot contribotions and 1ages. Contributions are payments of
money by houscholds to the Village after the Village Council and Villaype
Assenmbly have reached an apreement that such a levy i5 to be assessed,

As Is discusscd more Tally below, these assessments are Tomp-sum amounts
levied on cach registered resident ot the Village,

Taxes are meant to inclade any revenue-raising instrument for which
payment is not directly linked to a particalar service.  Farthermore,
under this definition we include both liquor license fees, business
Picense fees and forestry lieenses since cach has che characteristic of
a tax rather than a charge or fee, f.e.o, the payment is for the privilege
to sell Liguory do business or process lTorestry products rather than as
payment for specitic scervices rendered.

Finally, for the purposes here we include rthe ces under the heading of
a contribution or tax recognizing that it can also be interpreted as a fFee
paid to the Villape by an apricultural marketing parastatal for services that
the Village renders, This s spelled ont in more detail in the following
seetion where the several types of Village and region-specific contributions
and taxes are deseribed.

Curreat Contribations and Taxes
Here we attempt to deseriboe briefly the form and structure of Village

Contributionsy the business license, liquor license and forestry license

Foes that, uander the Villages (Revenue) Act 1979 is to revert to the
l\ . . , ! . .
Vil laye projects, where the outputs arve sold outside the Village, e,

Village farms or small seale indostrics, is a thicd revenue source but s

not locatly-raised and, therefore; is not considered here,



\'il].l}',\':%: amd Lhe ces,
Vit baye Contribut jons. Undder this scheme the Village Council recom=
. : |
mends oan anount to be paid by all Villapers, Mhis is then debated and
acted upon by the Villape Asuembly (which includes all Villapgers I8 years
of ape or older). 1 approved by the majority of the Asscubly, the levy
becomes Lthe "law'" of the Village. Civen that the Villages range in size
from approximately 250-650 housicholds, it i apparcntly not toeo difficule
tor these amounts to be collectaed (althouph tor this study we were anable
to analyze the problem ot delinguency).  There is, furthermore, a legal
Fecourse in the event that some persons arve nnwilling to contribute under
the charge that the noncomplicr is "acting contrary to development
‘)

purposcs." T Ie is Likely that, given the size of the Village units, the
principal determinants of the success of contributions as a pevenue-raising
technique is the leadership vole played by the Vitlape Chaivman and
Lhe members of the Village Council (which cannot number more than 29).

This technique Tor mobilizing resources is most often used to accumulate
tunds necessary tor down-pavaents on projects.  Farthermore, since the
bulk of these projects are broad-based (attect nearly all Villagers divectly
or indircetlv), there may be no inherent inequity associated with the flat
rate tees:; but this is discussed more fully below,

As can Le seen trom the data in Table 5, the level of contributions
aussessed in these soveral Villages vary greatly--from Shs, 10-230 per
member,  From Johnston's estimates that by 1980 approximately 47 percent of

I

Vil lapes doy at times, apparent Iy atao aceept contribution  in the form of
pavment - in=kFind, cop., velunteer labor, We o did net, however, have the onportunity
to stady thin torm ot contribution in detail (subsequent analysis should do sod.
Sul Fice it 1o aav, the same policy fssnes discussed below are applicable tor

this form of contribantion,
r
TAnparently punicshwent can ocven inelade expulsion from the Villape.
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TABLE 9

EXAMPLES OF VHLAGER CONTRIBUTHONS

Total 1978
Villagye Poputlation Project . Amount Requested

Usiat Rivor 44733 Lorry ) Shs. 200/wember (it wealthier)
Shs. 120/member (If average weaath)

o rm Shs. 120/menber
Singisi 3450 shop Shs. 10/wember
Mo 2797 shop Shs. S50/member
Madze mill Shs, 30/member
Muada 1715 Shop Shs. 22/member
Matze mill Shs. 60/member
radaliiso 22730 lLorrvy Shs. 35/member
Tractor Shs. 230/member [in 1976]

SOURCE:  Compiled by authory Population Estimate from Johnston,
"Population Profile of Arusha Region,'™ (APNDP, 19R80),
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N N R I NN This Vee is o Dlat rate to e paid by a wide
varicety of businesses and professions. The current (1980/381) rates, deter-
wined at the Centeal Government level, ave shown in Table 6. The rates are
ecxtremely interesting, especially when viewed in the historical contex
of the Tanzanian Business License Feeo  Under the flat rate fee there is
no difterentintion made between size ol businesses.  That is, a 100-room
hotel pavs the same tee as o b-room puest house (il cach has a liquor
Piccimse-~Shs, 1,000),  This is o substantial change Trom the rates in
clleet prior to 1980-81 where turnover or gross receipts also deter-
pined the amount of the Tee. 1 can be arpued that by treating all
businesses within o class the same, an incquity has been introduced into
the ayotom.  The primary arpument in Favor ot the change would appear Lo
he that it greatly simplbiries the administration of the levy, i.e., it
i5 no lonper necessary Lo examine the gross receipts records of the busi-
dess when determining the fee.

A second interesting Feature of the fee schedule is that the highest
vates are placed on professional accupatices rather than husinesses per sco,
The Shw, 59,000 Tee is to be paid by all lawyers, doclovs, accountants,

’

clte. even i eaployved in oo Larpe business establishinent s, (1t was not

possible to determine the extent to which this fee is dircetly borne by

the emplovee o caployer.s)  One wonders about the underlying rationale for
this provision in rates awd the extent to which the incentives inherent

in it have bovn analyeed,

I.»\n ansabotant iatea suppestion was made that the Fee has been fmposed
to diseonrape well-trained individuals Trom leaving povernment scervico
(whore no Ve o charyped) tor more tacrat ive private-sector opportunitics,
Guch artiticial constraints do, however, have inetticiency el lects that

Shonld beo recoeniced eooratemakers,
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TABLLE 6

LOBO/ST BUSTNESS LICENSE FER STRUCTURE

Type of Business ) CAmount

Group A

(i) Villape Trade Sh. 175

(i1) Cooperative Socioty ‘'rade 175

(Lii) District or Regional Development Corp. Trade 175
Group b

(i) nsurance reoede 1,000

L)Y lusavance Avent lTrade " 1,000

(1) Bank Operation Trade 1,000

(iv)  Restaurant, hotel, Todging and boarding or

yucst o hovse trade

() With viquor Jicense 1,000
(hy  Mitnout iguor license 500
(v) Frternal Livestock Trade 1,000
(vi) Auction Trvale 1,000
(vii) Ship Loadine and Unloading Trade 1,000
(viii) Blectvicity Sapply Teade 1,000

Cix)  Airtransport Prade

Group

(i) Custom Duty Apent Trade 1,000
(ii) Produocer Apent Tradoe 1,000
Ciii) Fatate Acent Trade 1,000
Civ) Broker Trade 1,000
(v) Motortransport Frade 1,000
(vi) travel Aveor Trade 1,000
(vii) ship Service Trade 1.000
(viii) Ship Scrvice Apents Trade 1,000
(ix) Cleaving and Porvarding Trade 1,000

Group D

milding Contractors 2,000
Group I

Professionals 5,000
troup ql"

Mol elsewhere classified 500

SOURCE:  Transtated trom "Fomo Yoo Maombi Leseni Ya Biashara,'" (Business

Liconme Soe Apn b oot ion Farm), 1O80/51,
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The Business License Fee did show considerable bouyavey or growth at
least  in sowe Arusha Repiow Districls, over the 1977778 - 1979780
period (Table 7). While we cannot explain the considerable fTuctuations
in the actual revenues in sceveral ol the histricts, the overall growth
of over 595 percent in two years Qs impressive and likely due, in part, to

the rate structure used at that time.  As businesses' turnover grew, they

were placed in higher tee brackets. The expect ed revenue effeet of the

change in rate structure is o also dramat i¢c (althouph revenue estimdtors
world-wide scem to have @ penchant tor anderestimat ing receipts).  There
was an expectation that revenues would be cut by more than once-half in the

Districes between 1979780 and 1980781 (and by over 80 percent in Arusha

town).

Thc question of relevance here; however, concerns what these revenues
might mean for Village finance. Table 8 addresses that question in two
ways--on a puer capita basis (using 1978 population cstimites) and oun a
Village basis.  The amounts that would have heen transterred to Villages,

using the higher 14 70/80 rates, the per

arc penerally small,  For example,
Villase averave is oul D T ; o . .

i Liagre averape is ouly Shs. 1,526, Fhoss, i1 this provision of the Villages
(Revenue) Act was to aid substantially the revenue flow to Villages, it
cannot be considered a success.  Added to this is the fact that the changing

of the rate structure reduces even more the jncome flow to Villages from this

sounree.,

1 ) . ) . .
Furthevmore, cven these entimates are intlated since some Districts

contain urbanized areas that, while not ofiicially towns, are also not
orpaniecd under o Villapge Council hencee Falil outside the Villapes and
Ujamaae Villayes Act, 10750 e, sabati (Havangy.  And v is these more

rbanized areds that contain proportionately more commereial activity

within o bisterict.
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TABLE 7

BUSINESS LICENSE il REVERUES,

(in thoasands ot

1977778

District Actual
Arumeru vl
Hanang 124
Kiteto 45
Mbulu 84
Mondul i 74
Total 418

Arusha ‘Town 1,302

1977/7% - 1980/81
Snillings)

o Years
1978/79 1979/80
Actual A tual

1106 6Y
170 291
64 58
150 110
77 122
527 650
1,443 1,200

DISTRICT:

Percent

L Change
1980/ 81 1977/78-

Estimated 1979/80

60 -24.,2

120 134.7

20 28.9

40 30.9

60 64,9

300 55.5

235 -7.8

i . . - .
“Includes Neorongoro District, formed in 1979,

SOURCE:

Regional Finance Officer, Arusha Region,



TABLE 8

BUSTNESS LICENSE FEE REVENUES PER CAPITA AND PER
VILLAGL, 19/79/80 AND 1950/81
Cin Shillings)

Per Capita , Per Villape
CDistrict 1979/80  1980/81¢ 1979/80  1980/814
Arumeru 0.29 0.25 527 458
Hanang, 1,26 .52 2,598 1,071
Kiteto .90 .33 1,115 ' 385
Mbulu .57 21 1,279 465
Hondul i 1.05 60 2,068 1,017
Region Ave ruguc .78 .36 1,526 704

a.,
Estimated.
b e .
Ineludes Ngorongoro bistrict.
(l Al e
Exelades Arusha Town.

SOUKCE:  Table 111-3 plus papulation and Village information con-
tained in "Arusha Repion Today: 1981," Tables 3 and 7.
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[t should be noted that this portion of the Villages (Revenue ) Act
has bepun to be implemented.  District Finance OFticers have been Instructed
Lo transfer the business liceuse fees Lo Villages.  And they are doing so,
except in ecases where there are problems with the Vil Lage accounts with the
National Bank of Commerce.

"to be transferred to the

b Ldgeee Ldcene Boca, The sccand Mtay!
Villape level under the Villapges (Revenue) Act s the Licuor Licuense Fee.
This fee is charged to any establishment selling intoxicating liquors.

The administration of this fee is quite "decentralized' and e cems
to be rather complex. In at least once District appl fcations are filed
At the District Trade Office; acted upon by the Village Council in which
the establishment is located; it approved, acted upon by the District Planning
and Development Conmeitby i approved there, sent to the District Trade
Of fice which sends them back to the applicant who, in turn, remits the fee
to Lhe District Aceountant. The revenues are then deposited in the
Regional Development Dirceetor's account and become a part of the Region's
appropriation-in-aid and arce used tor recurrent expenditures of the Region
(see discussion on pape H5).

The rates Tor this fee are determined at the District level.  There
arc, however, statutory winimum and maximum rates that can be charged;
Marthermore, the license is also based upon the type of establishment,
The statutory limits topether with the rates currently being used in Hanang

District arce shown in Table Y.
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TABLE Y

LIQUOR LICENSE RATES BY ESTABLISHMENT TYPE:
STATUTORY LIMITS AHD ACTUALS IN HANANG
(in Sho.)

Type ol kEstablishment M b Max L Hanang
Retailers (U1 Premises) 200 2,000 525
Retailers (On Premises) 750 4,500 750
Roetailer (Non-Spirvity 0it) 100 2,000 750
Retailer (Hon=-Spivit; on) 150 750 750
Restaurant 100 4,500 2,250
Railuay station 200 1,000 n.d.
Radlway Gar 200 1,000 n.a,
Passenpoer Vesscel 200 1,000 n.d.
Acradrome 200 1,000 n.a.
Mheatre 200 1,000 n.a.
Club==heor 20 100 n.i,
Cant een 20 20 n.d.
Temporary 100 100 n.d,
Latended Hours 10 100 n.a,
Transter/Removal of License 10 10 n.d.

n.a.:  not applicable; n.od.: no discretion
a
All rates are bG-month,

SOURCE:  danany District Trades Officer.
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The rates chosen for this particular District range within the limits
From the minimm charged tor on=premises retailers to the maximum for on-
promises (mon-spivit) retailers while restaurants pay one-halt the maximum,
one might ask--why not always charge the maximan?  There are two possible
redsons tor this, both ol which relate to incentives. 1f maximum rates
are used, the establishment owners has a greater incentive to avoid the
Ticensing process entively and it may actually deive some establishments from
business (since rotail prices are hasically fixed). Hore jwportant, howvever,
is the fact that these revenues are currently not really revenues ol the
District nor the Region; they are simply appropriation-in-aid. As in the
case of user charges, there is tikely no real local incentive to raise
additional reveuues since the funds are not under the control obf those
selting the rates.

The Liquor License Fee collection record by bistrict for 1977/78
through 1980/81 is shown in Table 10, Again there is substantial
differences in the rates of growth of this revenue source across the
several Nisericts.  Whether this is doe to different enforcement policies,
rate changes or yrowth or crosion in the nunber of cotablishments could
not be ascertained.  Noevertheless, the overall prowth ol over 100 percent
bhetween 1977778 and 1979750 has to be considered fmpressive.

More explicit information on the Village revenue effeets of trans-
Ferring the Hiquor Ticense revenues is toand in Table 11 But again, on
a Village basis, the provision in the Villapes (Revenue) Act is oot likely
to prove Lo he a sipnificant revenue source--at least in its present form
and using the current rates.  However, ander ihe new Act there should be a

greater incentive to raisce the rates,
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TABLLE 10

LIQUOR LICENSE FER REVENUES, BY DISTRICT: 1977/78—1‘)8()/25]“
(in Shs.)

1477/78 1979/80 1980/ 81 Percentage Changu
District Actual Avtual stimates  1977//8-19/9/80
Arumeru 43,834 376,621 413,076 HY0 .8
Hanany 71,098 111,622 87,630 55.7
KiteLo 21,405 43112 48,108 54,7
Mbulu 85,870 55,255 108,048 -35.0
Monduli” 106,379 124,189 na 16.7
TOTAL 129,186 700,799 — 112.9

n.a.: not available

I8

3 .
1978/79 data not available.

) .
Includes Ngorongoro District,

SOURCE:  Kepdional Accounts Of fice.
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TABLE 1]

PER CAPITA AND PER VILLAGE LICENSE FEE REVENUES: 1977/78 AND 1979/80
(in Shs.)

s 1979/80 -
District ver Capita®  rer Village Per Capita® Per Village
Aruweru . 1Y 3735, 1.60 2,875,
Hanang .31 6hu, A48 1,005,
Kiteto .36 535, .55 828,
Hbulu b 1,010. .29 650
Mondul i .92 1,803. 1,07 2,105.
FOTALL .39 772, .84 1,645,

a . ;

Based on 1978 population estimates.
b ; )

Includes Ngoronporo bistrict.,

SOURCE:  Computed by author.



co Moreatog .v",'.t-(':iJ;:.' o, Untike the Liguor License Fee, rates for the
Forestry License FPee are determined oationally so provide no opportunity for
Regional or District decision-waking,  The rates (some cramples are shown

in Table 12) depend npon the varicty ot timber that is cut and is levied

on the volume ot wood used,  the ticenses are permits to cut and are issued
by District or Regional Oftfjices ol the Forestry Department whleh is a part
of the Natural Resources Ministry.

The cotlection history of these fees is shown fn Table 13 with the
data displaved in per capita and per Village terms in Table 14, Again
there are considerable ditfercences in the growth rates across the Districts;
but waybe more important trom the standpoint of cquity Is the extreme
difference in the yvield of this fec across the several Districts (due
primarcily, of course, to the spatial distribation ol forested lands).

The data in Table T4 suppgest that this potential Villape revenue
source also is not diketly to prove o prodoctive one,  Even in Hanang
District, the Forestrey Fee in 1979/80 wvould have yielded the averape
Village only slightly more than Shs.e 1300 in additional revenues,

In sum then the revenue potential of Trems 1(d) - 1) of Scetion
L78 of the Villapes (Revenue) Act, 1979 cannot be expected to be a major
revenune producery althouph, as the the previous discassion has sugpested,
alterations in the rates would lllfl[.) increase these revenues a bit,  Had
these three Features of the Act been in effeet in 1979780, the data in Tables
8, T, and Fowapgpest thaty, on averape, Villages in the Repion would hive
padived Shso 4,867 In revenues with the range trom Shs. 2,206 in Kiteto
te dhos 4,925 in Mondul i and Nporongoro,  Farthermore, as noted hefore,
the v Per Vit Tapes woald shave proportionately less in these averages

sodven the mban-Liac of borh the Bosioe o and Liguor License Foos,
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TABLE 12

EXAMPLES O FORESTRY LICENSE FEES AS OF LATE 1980

Fee Per Cubic

CTypes oL CMeter Under Bark

1. Logs 1oAY 4237060
' T b 150/00

TI 84/70

ITLL A B4/70

T11 B 49740

v 49740

V A /09/10()

V B 17/65

Vi 17765

o Fee Per Meter

ll. Poles 1 (greater than 15 1/20 for bush poles
em. diameter) 70¢-1/ for plantation poles
L (1O-15 em. diameter) 1
L (5-10 ¢m,) 40¢

Foee Per Cubic
__Meter (Stacked)

I'Nt. Firewood Bush 3/50
Plantation 3/90 - 7/00
1V.  Charcoal 2/00 per bag

“The fee structure includes the specific varieties, e.g.,
East African Balckwood.

bAn example ol a Type T B tree is teak.

SOURCE:  Repional Natural Resources Office.



bistrict
Aruneru
Hanang,
RKiteto
HMhualna

b
Hondul i

TOTAL

FORESTRY Ikl

1977/7%
9,040
71,5073
3,717
54,184

40,208

174,712

47

TABLE

REVENUES BY DISTRICT:
(in Shs.

1979/80

5,709
LAY, 408
10,914
0,157
234

a4,

296, 532

1977/ 78-1980/81"

st imatod
1980/81

18,168
137,244
2%, 380
74,196

Yo,143

351,131

IR . ;
1978779 data not available by bistrict,

). . .
focludes Nporongoro District.

SOURCE:

Replional Accounts Ontfice,

Percentage Chanye
A971778-1979750

4.3
10734
l88.9

006.4

10.G

69.7
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TABLE 14

PERCAP PN AND PER VILLAGE FORESTRY FEE REVENUES:

(in shsy)

R ILES

, , ..o ,

AT R Per Capita Per Village
Arumeru L2 34,
Hanany, .3 418,
Kitoeto 00 94 .
Mbuln .28 637.
TR -

Mondul ) 681 .
Reydonal Average 21 410,

ot . . .

Bused on 1978 population estimates.
Iy . .

Ineludes Nporongoro histriet.

SOURCL: Computed by author,

1977/78 and 1979/80

L. i
IPer (._«‘_l_l)_l ta

LU2

.03

L.6Y

46

.38

TETLUN

ver Village

44,

1,061,

750,

696,
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The Ces. Considerably more sipnificant oo Village revenue sonrce
iv the con carvent Iy paid to Villapes which act as aponts of nat ional
market iny parastatals ineluading the National Milling Corpovation (HNMC),
The Tanzanian Cotton Authority (TCAY, Tanzanian Pyrcethrum Boavd (1PR)
aud the Colfee Authovity ol Tanzania (CA'T). Given the relatively short
ou-site time available Tor the carrent stady and Lhecause the NMC ces iy
capecially dmportant in Arusha Region, we have concentrated on i,

The NMC constitutes the principle Tepad vatlet tor o wide varicty
of eraing grown in the Repion.  The marketing arvanpgement is as follows:
at the starvt of the harvest period the NMC advances money to cach Village
in the relevant marketing arca.  The Village taen scerves as oan agent for
NHMC--purchasing tae crap from the farmer and storing it antil it is delivered
Dy HMEC Lo one of the NMC depots (one depot is maintained i each bistrict).
The advinee to the Villapges does not occur in ovne lump sum; but instead,
a swmall advanee iy provided, then additional increments are added as the
Villape purchasces additional prain,

Under this procedoure the Vil lages have two responsibilities--trans-
acting with the farmers and storing the grain until it is picked up by
MMC. The BME proviaes Yive and theft insurance as well as tarpaulins to
Villages without proper storaye facilities,  Nevertheless, the Village
vole in this mavketiay procedure is crucial,.  Thus, one interpretation of

Che cen T that Bt i o pavment to the Viblage in o its vole as purchasing apent.’

I.’-hnn' devail onoallb of the gericaltaral parastatals s provided in
Donald S, Humpatl, "Arvasha Repional Aprvicaltar ol Secvor Review," A Dis-
cusston Paper Tor AP/VDE and RIDEP--Arushis (Revional Commission's Otbice:
Arasha, 1ysn),

’)
Theve apparentd o e beon some pressare tor Viliapes to charge NMC

For Storaye costs toar any period of prain storape beyond 19 davss however,

thia b not ocenreed,
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The NMEC ces consists ol two parts--a 2¢ per kilo and a 7¢ per kilo
componcat. The tormer is included io the advance the Village receives
From NMCS the lTatter is paid only alfter the market ing process is completed.
Yot the toval ces of ¢ per kilo is based only upon the amount of prain
that is actually delivered to the HMC depot--not on the amount that Lhe
Village purchases trom the “armers, Thus, any Joss associated with the
handing or storage of the grain will divectly lower the amount of ces
carned by o Villape.

The role of storage in this marketing system is cruc fal; yet there is
apparently considerable confusion regarding who is liable for losses that
occur between the vime the grain is delivered to the Village and when it
Pinally reaches the depot.  In any case, the pencral practice has been to
piav. the ces ononly that grain actually delivered,  To provide a crude,
but illustrative, czample of the revenue losses associated with this
"shrinkage! consider the folloving., Grain production in Hanang District
averaged 0108 metric tons per Village in 1978-79, This, in turn, would
have vielded the average Viliape She. 2,28 per capita.  Assuming that the
average houschold consistya of Vive persons, the estimated loss iy cquivalent
to Shs. 1125 per household which, when compared with Table 5, would be a
substantial proportion of some of the contributions requested for projects,

Slany Villagpe ofticials contend that the delav before final NMC
pivment is ocxcessively Toms atter the end of the hirvest period--oftoen
aboat homentha, NMC arpgues that it takes that amount of time to detoermine
cractly what they owve the Villages,  This computation lovelves deduct ing
Prom the total Y¢ per kilo eos any cicess advance 8O Dad paid the Villaye,

The crop production data arve taken from Hampal, thid., but cven he is

mpsnre whether they aee the amonnts delivered to the depot or the amount

purehaned heeorhie Vi baeres bar M
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the value of commoditics provided to the Village, cop., scales, credit
that had been extended, and the 2¢ ces which had already been jonceluded

in the advance.  Given all these items, topether with the state of some
Village accounting systems, some passage of time Lo complete all of these
computations iv nataral.  However, whether or not it should take up to
Ssix months is o question we were not able to answer,

One other aspect ol the cen is that it is payvable only on those com-
modities that pass through the Villape to NG, Thus, to the extent that
producer price controls create "parallel", but illegal, markets, these
Llocally produced pgoods create no dirvect vevenues for the Village.

A question of importance for the recommendat ion section below is
whether or nor the ces can be considered o tax rather than simply a
reimbursenent to the Villapes for their efforts.  To Lthe extent the
9¢/kilo amount exceeds the cosls, one can argue that this excess over

; l . . .
costs is oa tax. The question then arises as to who pays the bulk of this

—

tax-~the Tarmer or the consumer.  Under NMC pricing scheme, it appears

that the consumer bears the burden of this tax.  NMC bases consumer prices
(for crops other than maize where the price is controlled by the Central

Goverament which, in turn, subsidizes NMC for its losses) on their cexpected

averape costs (incelading the ces) plus a 5 percent profic.  Since the ees is
b |2 |

included in this costing base, one can arpue that it is the consumer who

S

ultimately pavs the tax (sce the following scction for an claboration on

this point),

] . . . . " "o I

Feonomists mipght term it a "ront in the sense that it exceeds the
opportunity costs of providing the service; howvever, using the previoas
definition of a tax as being a payment to a public body in the absence

of specitic services rendered, the term "tax" seems most appropriate,
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While one can arpone the ces is g tax, the fact that iv is a fixed
amount (¢ per kito) and that the prices of crops o ovary means that i
is devied at diftereatial rates.  Table 15 shows both the 1980-81 and
LYB1-82 producer prices ol the cipght crops currently under the authority
of NMC.  The wide variation in producer prices (which, c¢xeept for maize,
will be retlected in consumer prices) means that the tax component of thu
ces will vary across these cereals,

OF vhat importance is the NMC ces to Village revenues?  In the grain-
prowime portions of the Region i is considerable.  YPor example, we
tound that in Endasiso (Hanang) the NMC ces (Shs. 223,1062.15) accounted
For 40.9 percent of the Village's 1979-80 revenues ol Shs. 545,421, Of
course, the NMC ces flows only to those Villages which happen to be
located i surplus grain-growing arcas.

There are, however, analogous revenue sources for Villages producing
commoditics for the other apricaltural marketing, parastatals.  For example,
the Colfec Authority of Tanzania (CAT) has an arranyement with Villapges
fn the coftee=growing arvas quite similar to that of NMC.  Under this
scheme the Viltaye purchises the colfee from farmers (using an advance
prozided by CAT) a4t a price of Shs. 9 per kilo of parchment coffcee and 1,80
per kilo for sharvry.  The parchment coffec is stored for only a few days
in the Villape before the CAT transports it Lo its curing eenter in Moshi.
For their action as apgents Tor the Coffee Authority the Village Couneil
receives 2h¢ per kilo of parchment coftfec.  The Village must, however,
provide a 3=member committee Lo oversee these activities and, as well s
must hire casual tabor.  There would scem to be less rish associated with
storape tosses with this commodity than o the case ol the NMC since CAT

pict-up s, apparent !ty guite timely.
i s i v Y b
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NMC PRODUCHE

o1 ) U
Maize

Bul'l Rush Millet
Finger Millet
Paddy

Wheeat

Sorgham

Beans
il

2

Casavva
il

it2

TABLE 1Y
PRIGES:

(in Shs.)

Lysu/sl

SOURCI: NMC

Fu80/81 and

Price Per Kilo

1981/82

1u81/82

2.30
2,20

1.00

3.50

N
~J
[
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Apgaving this ces con vield reasonably targe revenues for Vil lages
in the cotfee-proving arcas ol the Region.  For example, the Village of
Singdsi (Arumera) carncd Shs. 78,4598 (or over Shy., 292 per person in the
VilTape) from the ¢AT cos for the 1980 crop.
[ssues in Contributions and Taxes

When debating the policy options regarding contributions and taxes
there are tour principle issacs that should be kept in mind=-the allocative
or incentive ettects of these instruments: their cquity implications;
their potential vield and its growth over time; and their administrabilicy.
We brictly consider cach here.
Allocative or Incentive Effcets. Since g tax or enforced contributlon,
especially if it is tied dircetly to some torm of cconomic activity,
alters relative costs, it has particular incentives or allocative effects
Lhat may or may not be desivable.  For example, iF a Village were to require
that ouners of all-vhite cattle were to contribute an additional Shs. 50
per head owned but no additional contribution is required for other colors
of cattle, owners wonld have the incentive not to own all-white cattle
(or in some wav attemnpt to alter the color of their all-white animals),
While that cxample is far-retehed, the current basiness license fec
system contains other, quite obvious incentives.  For example, under the
1980/81 business tax structure an individual, if the profitabilivty of the
Lwo pursuits arce cqual, would choose to pursue those trades shown in
Table 6 which are taxed at Shs. 1000 rather than the construction trade

which is taxed at sShe. 20000 Siwmilarly, since private protessionals,



v, private practicing lawyers, are taxed at Shs. 5,000 whercas lawyers
in Lhe Covernment are not so taxed, there will be an incentive to leave
private practices as lonyg as the income difterential between the public
and private seetors is less than sShs. 5,000,

High income tax rates also have disincentives--in this case Lo carn
income. 11 60¢ from ecach additional shilling ol income is taxed away,
some individuals will decide it is not worth the effort to earn the

- ) !
additional 40¢ they are allowed to keep.

Sales or consumption taxes, tvo, can alter behavior. lmposing high
import dutics discourages the consumpt jon of imporets in favor ot domesti-
cally produced goods.  This then mipht be an example of a favorable usc of
the disincentive ef feets ol taxes if a country is having balance of payments
and currency probloms,

The imposicion of taxes can have ditferential disincentive effects,
depending on the responsivencess of the decision-maker to the changes in
relative costs.  This is especially important in determining the yotential
yield of a tax. Obviously, il consumers simply pay the tax without
decreasing consumption much at all, the revenue yvields will be considerably
greater than if they cut back aubstant ially in their buying. This is one

‘)
reason why taxes on ligquor are often considered desirable revenue instruments,

Lo ) . .
There are, of coutne, also incontives Lo avoid the tax illegally;
these are discussed underv the topic of administrability.,

9

A scoond reason for their desivability is that it may be a goal to
decrease consumpt iony to the extent drinkers do ocut back, this poal is

reached.
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I Liquor consumers are willing and able to pay the new higher price due
to the tax, the reveoues (tax per bottle times number of bottles produced
or sold) will remain high.

The previous examples illustrate another important issuce of taxation--
who pays or bears the burden of o tax. In the liquor example, it is
probably the consumer, whereas, in the case of the fmport duty that decreases
imports greatly, the hulk of the "burden' of this levy is on the foreign-
country producer.  That is, the Foreign producer finds that it can no longer
sell as many poods as prior to the imposition of the duty,

This same analysis can be appliced to the agricultural ces. In that

7
case, the ces is added to the consumer's price.”  Under the reasonable
assumption that the demand for these grain products is price inelastic,
i.c., consumers do not substantially decrease their consumptions of these
poods, it i+ the consumer whe bears the bulk of this tax,

Two other items should he mentioned under the heading the incentive
effects, One is that exactly the same arguments reparding elasticities
of demand hold when applied to the effects of user charges.,  The sccond
is that flat rate contributions of the form traditionally used at the
Village leve!l have Tittle or no such cconomic disincentives since the
principle alternative to contributing is to lLeave the Village--a very
costly means ol avoiding the lTevy.  This instrument does, however, have

potential nepative cquity implications.

Feonomists term this low responsiveness ol consumers to a price

change a low "elastivity of demaond.
8
More accurately, the "tax'" consists only ol that portion of the

Yo per kilo which cxeceds the costs of handling the erop belfore it is

"

transported to the depot,
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Equity fiftects. There are two alternative ways of judpging cquity--
according to the benelits obtained from the use of the revenues and
according to the ability of different persons to pay. Unfortunately,
at Liwes these principles can conflict.

Under the benel it principle, contributors or taxpayers should benr
the costs ot a public service in proportion to the benefits they derive
from that service. This is the cquity principle that also underlies
nser charges —he who uses more, pays mere.  While a tax or contribuat fon
can be desipned to satisfy this eriteria, it takes carctful planning to
design o benefit-based levy since they are penerally levied on the bulk
of a jurisdiction's population. Yet, if the principal beneficiaries of
a project can be identified, it might be possible to impose benel it-based
contribut ions on o sclect component of the residents of the Village,

For cxample, the contributors to an irrigation system could be limited
to those farmers direetly served by the irrigation wiater.

Neither the Liquor nor Business License Feeostructures would appear
to be in avcord with the benefic principic. 1t is unlikely, for example,
that professional acconntants derive five times the benetit from public
scervices that hotels obtain,

Instead, it may be that the ability=to-pay principle of cquity provided
the rationate for that structure (although, this too is unlikely given the
flat rates fmposced). Hoder an ability-to-pay criterion, those with preater

1 S : . .

One can argae, however, that an irripation system will improve overall
crop yvields inoa Village; this, in tarn, shonld inerease the amonnt ol

prain sold shich will mean that the Village will ecarn preater revennes
from the ces Since these revenues are available to all Villagers, the

benet it principlte could bhe interpreted to mean that all Villagers should
contribute towards the irvripation project.
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resources at thelr disposal should contribute more towards the raising of
Fevenues.  In the irrigation example above this might mean that villagers
with pgreater resources would be required to pay a larger portion of the
initial costs of the project.

Under the system ol contribut fons to projects commonly used in Villages,
cach registered villager is asked to contribute equal amounts.  Such a
system, to the extent that villagers are not all cqually wealthy, violates
the ability-to-pay principle,
Revenue Yield and Growth. A third, and possibly overriding, objective
of any revenuae system is o raise revenues.  Furthermore, it is preferable
that as the expenditure needs of the jurisdiction expands, the revenues
ponerated vill grow automatically rather thap requiring an upward discretionary
adjastment in rates.  This is cspecially fmportant when recurrent costs of
services increase doe to the doal effects of intlation and greater demands
for the service being provided,

The current and previous business license fee structures illustrate
well the extremes in satisfyving the automatic growth criterion. Under the
old system, with its higher fees on Firms with greater turnover, as the
business activity of an arca increasced duce to inercased population, increased
buying power of consumers or increased prices, a ficm would pay hipgher fees

thus helping to mecer increased recurrvent costs of supplying public services,

I . . .
Vo did observe in Usa River (Arumeru) a system whereby those more
able to pav were asked to contribute Shu. 200 per Village member towarvds
the purchase of a lorry while the average villager contributed Shs. 120

(Fahle 5).



The old system was therefore "elastic" or responsive to changes in the
incomes of Cirms. Just the opposite is troe of Lthe new system with jts
Clat rates.  Carrently the only antomatic growth in revenues vecurs when
new businesses are Tormed; any additional incrcase in revenucs will be
possible only through an upward adjustment in rates.

While the ces is divectly linked to the level of production in a
Village, it does not grow proportionately with farmers' income. This
s because it is tied to the quantity of crops produced rather than to
their value.  For cexample, maize prices were recently increased.  But if
production remains constant, maize farmers will realize a 25 percent
increase in incomes while the Village will obtain no additional revenues.,

The Tack of prowth in the ces may be less important in the context
of Village revenue generation than the fact that for Villages without a
crop surplus, it generates no revenue at all.  That is, in the pastoral
arcas of the Repion, Villages must rely exclusively on sclf-hel P projects,
contributions, and credit for their revenues. This groeatly Limits their
Financial stabilicy Tor it means they have no relatively large and fa irly
certain source of annual revenues.  We return to this issuce in the recom-
mendations scotion below,
Administrabilivy, By this we mean that the tax or contribution can be
colleated T a Tow cost way wnile still insuring that the payer knows
exactly how much e isoto pay, i.e., that collectors cannot he capricious
in their administrarion of the Tevy, vet orill insaring that all who are
to pay actually do so. The Village contribat ion system probably satisfies
cach. 1t requires no employment of additional collectorsy once the amount

is set by the Village Assembly, all know ity and, since it is to bhe used
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for a project which will aid the community, Villagers have the incentive
to comply.  Purthermore, piven that the Villages are small, the pride
From public anncuncements regardiog who has paid or the embarrassment
ol public Tists of non-payers can greatly inerease the inecentive to pay.

The costs of determining the total tax liability as well as collecting
and enforcing the tax are also major aspects of the adainistrability of a
revenue source.  As we noted above, one possible veason for the change in
the basiness Tieense Vee structure was the administrative cost of deter=~
mining a Lirtm's Lurnover.  On the other hand, cenforeing both the business
and liquor license foees is relatively ltow cost since the establishment can
be required to display the license.

The ces would scem to pet reasonably good marks in costs of adminis-
tration since it is determined in a straight-forward manner,  From a Village
standpoint, an advantape of the ces is that the administrative costs are
primarily borne by the parastatal (and altimately by the purchasing public).
Farthermorve, the ces is certain and, subject to the discussion in delays
in payment, is apparvently remitted accruately.,

Recommendat ions

Basced on the preceding and the fact that contributions and taxes are
the most direct path to mobilization of Village resources, a fairly sub-
stantial list of policy recommendat ions can be made,

L. The apparent success which the Villages have had with contribut ions
sugpest they shoald be continued and approximately in the manner which

bas proven successtal (bul see 2 below).  That is, as plans tor development



projects arise, contribut Jons can be used elther as the sole source ot
Funds Vor the down pavient on credit=Financed schemes or in conjunet ion
with fand balances in cxisting aecounts, This sceeond alternative also
points out an important principle ot Pinancial manaygement. It is

witstetul ol resources to allome balances in acceounts to lie idle.  Thus,
even helore resorting to contribations to Pinance o project, existing
balances in other accounts should bhe drawn down to o sate level (an

amount that will provide tor possible contingency needs) through the

use of Inter-account transters.  For cxample, suppose the purchase ol a
Porry vosting Shs. 300,000 is planned and the Tending institution requires
that one-quarter (Shs. 75,000) of the cost be dircetty supplicd by the
Villapge., Rather than immediately recommending that villapgers contribute
the full Shae. 75,000 towards the project, all other accounts of the Village
(project accounts and the General Acconnt) should be surveyed to determine
if they contain balances in cxceess of what is really necessary for prudent
Financial management,  in any cevent, shoold such a contingeney arise, e.g.,
a major repair is necessary to keep the Village tractor runniong, o contri-
bution scheme can then be devised to mect the emergency. The point here is
that while mobiltzing resources is desirvable, those same resources are
uscelal to the villagers when they remain in the villapger's pockels.

2 When there are reascoably larpge dittferences in the abilities of

e
”

villagers to pay contributions or when projects will aflect certain seyments
ol the Village and oaly very indirveetlty aid all villapers, serious considera-
tion should be piven to differential rates o contvibation.  In the tormer

case the ability-to-pay cquity principle will be sevved §f those with pgreater



resources at their disposal be required to pay more than those with few
resourced. o the Tatter case the benel it equity eriterion s at issue--
those deriving the henelits should bear more ol the conts.

Y. The Villapes (Revewre) Act (Section 78, ltem 2) s an extremely
broad item of cnabling tepislation. 1t implies that the greatest imitation
to Village vevenue raising may be the imagination ol the Village Council,

The cxample ot the brewing fee charged in severol Villapes io Hanang
District is appropriate Lereo  Fven it the brewing cquipment is owned by
a private villaper, there appears to be no reason that the use of this
couipment could not be tased, cog., o Fec of Shae 20 per brew could be
charped, It is Llikely to provide a source of continuing revenues, i.e.,
She, 20 is unlikely to be so high as to be a disincentive to brew and it
may cven be in ine with the ability-to-pay cquity criterion, i.e., those
more able to broew are also more able to pay.  The only potential problem
would scem to be its administration. However, in small Villapes all that
may be requived is that the Village accountant check daily to scee it the
brewing cquipment is in usc and, if so, collect the required fee.

A sceond possible revenue source is oa toe assessed onocach privately-
owned shop in the Village.  In part this would provide revennes but, in
addition, based on the disineentive elffects of taxes discussed above, may
hasten the exodus ot privately-owned shops,

There miy e arpuments that each ol the previous fees are not legal,
While this investiyation has, adwittedly, not included o thorough search
of the relevant statutes, It would seem that the way to procead is to try
these measures. I Tound illegal, so be it (although such o finding would
Sectl Lo be contrary to the spivit of the Vitlapes (Fevenoe) Act); if found

Powrad, the veonrees of the Villapge 7 aneil weald e eapanded.,
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Go While the data in Table 8 suggest that Villages will not profit
proeatly trom the remission of the Busines Licer o Fee, it too can supply
a0 reasonably certain small soure - ol revenue.  As was discussed there,
however, the change in tax rates for 1980-81 have contribated to the snall
size of revenues, It s thercelfore recommended that the Region press the
Central Government te reimpose a Tee that is based on turnover and type
of bu o sy rather than the Mlat-rate fee.  Such a change would be in
accord with the abilivy-to-pay criterion and wvould mike the revenue source
more eaastic while still not containing overly scevere disincentive effects.
While more costly to administer, history sugpests such administration
ways feasible,

5, The conversion of the Liquor License Fee to a Village revenue source
also may not prove especially lucrative (Table 1), While this may alwavs
e the case, one simple change would help,y Under the old system where these
Fees were part of the Region's appropriation-in-aid there was little
incoentive Lo levy high fees.  Bot this incentive has now changed--the revenue
arc not to be netted out against the Repion's recurrent budpet contribution
from the Central Government but, insicad, are to acerue to the Villapes.
Now the only argument apainst hipher tfees would be the pessible incentive
Iipher fecs might have for igquor establishm ats to cvade the fee by not
boeing liccnmwd.l The current list ol license holders would, howvever, aid

in detecting suci cvarion.

I . ) . S -

W are acoumming here that higher tees will not be sutticiont to force
establishments Lo closce--a reasonable assumption if prices were flexible
since the demand tor lTiguor does not respond greatlv Lo price coanges,
Givear price controba, this asoumuption may be more questionable.
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6. “There is little in the ay of short=term alterations in the
structure of the Forestry License Fee that arve feasible at the Repional
level given that it is currently set nationwide,  Whille this source, too,
will not yield substantial Villape revenues (Table 1Ay, the Reglion may
wish to press for a more complete study ol these rates to determine the
clffects a rate increase would produce,

7. The threw previous points noted the relatively small amounts obtain-
able Jrom the Business License and Ligquor License and Forestry Dicense Fees,
Another Issue must also be aidressed here——the maldistribut fon of these
Fungs. PFven on a District-wide basis, the data in Tables 8, 11, and 14
show considerable ditterences in average Villape revenues,  Witndn Districts
Lhese dispersions may be even preater since Villages ditter sipnificantly
in the extent of their commercial base==from those with but one or two small
shops to community trading centers which have more commercial ceonomic
activity, Under the Villapes (Revenoe) Act the former Villages will pet
next to uousing while the Tatter will pet considerably more.

Given this maldistribution and relatively small per Villaoe revenue
yiclkd from these three sources, the toblowing Tonper term (since it wott 1
reqr e statutory chanpges) policy option is presented.  Rather than have
the revenues flow Jdivectly into the Villapges, they could be accumulatea in
a revolving tund to be administered at a higher level in the organizational
structurce=—possibly the District level.  This revolving Tund would be nsed
ouly tor development projects carried ont at the Vigltape Tevel.

[ . , .
It is interestinge to note that apparently it was exactly this mal-
distribution of revennes and services that helped Tead to the decentraliza-

Lion.  See, Worbd Bank, "Fanzania:s  Fiscal Aspects of becentralization,"
(Report to. Sh/7-TA, Mareh 19, 1979), pp. 6-8,
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specializes in wheat.,  Recent crop records sugpest that average output
per hectare of maize Capproximately 1.9 tons) exceeds that of wheat

. ! : . - . .
(about 1.2 tons). 10 both Villages market all of their production
thraugh NMC, Village A will carn approximately 25 percent greatoer NMC
cos revenues than Village B,

It is not possible to conelade what is cequitable,  Yet it is important
to learn more about the onderlying rationale of the agricultural crop ces
system so that it can be analysed in terms of its incentive and cquity
tmplications and altered i the analysis so andicateds  For cexample,
analysis way show that a 2¢ NMC ces could bhe Levied on a per kilo basis
to cover the Villages' costs of bandling any type of grain,  ‘The remainder
of the ces could be set as a percent of the produccer price, ¢.v., 5 percent
ol the price of maize.  In this manner, as producer prices rise and gencerate
more incomes Lo the villagers, the ces would also rise. While obviously
very tentative, the example suppests that alternative systems do exist
and should be considered as a longer run policy action,

Y, Poscibly a greater inequity across Villapges in Arusha Reglon
concerns the relavive rreatment of pastoral versus apricaltural-based
Villages.  The latter Villages carn the dilferent commodity ¢ -5 vevenues
deseribed above while the former have no gimilar revenue source. 1t
would appear that a change in the system is, theretore, in order.

The discussion above sugpestoed that the apgricaltorar ces constitutes
a tax placed on the consumer.  One recommendation wonld he to appiy a

simitar tax on the consumers of livestock products,

daced on oeotimates contained in MoSoD. Bapgachwa, S.8.A. Veware and
o Thicd Five Year Plan (1970=1981):  Programme Impelemetat ion and
(ashington, DoC,: bevolopment Alternatives

g 18y
I, Shao, "
Fealuation in Arushe Region, "

!Il(‘.‘ l”"”“. 1y i
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Under sueh a system, cach head of Livestoek sold jnitially (i.e., not
resold) through the Tanzanian Livestock Markebting Co. (TIMC) would hitve a
ces added to the purehase price which wonld be transferred Lo the Villayge
of the seller. This cos could be set at some very low percentapge of the
selling price of the animal, coen, | opercent. This would mean that s1cors

current by selbiog tor From Sha. 2,000-9,000 wvould yicld Shs. 20-30 puet

head, bul b mipht yiceld about Shs. 195 por head amd poats around Shs, 2
s ! > A

por head. This Ytax™ would thus be a small one yet it would provide a
cont inual source of revenue to the pastoral Villapes,

There s a possible disincentive inherent in this policy option.
According to TLMC about 90 percent ol the marketed animals pass through
ils m;n'ln,-l:;.l Whethier a 1 percent price ditfercnce would lower t(his
proportion substastially is ditficalt to ascertain,  The plan would, however,
have low administrative costs and, given the likely low responsinencss of
the demand of meat to price changes, should not sipnificantty lower
quant itics demanded.  Foochermore, it parallels the current agricul tural
commod ity ces system. oo addition, ifmplementation of such a system might
not require any statutory chanpes.  To worlk, however, it would have to be
applicd to the Pivestock of al b Villapes Test an artificial price dilfer-
ential be ereated between Villages with and without a livestock ces.

O A Vinal policy option, apain ol a longer verm nature, would

quite dramatical by alter the ces svatew,

| . .
ather sources indicated, howvever, that the percentage is probably
nearer H0-70 pereent.,
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It has been noted that the present fiscal structure of Tanzania has
altowed the apricaltural scector to remain untaxed dirm'l]y.l While it is
recosnized that such a situation may be in keeping with the country's
desire to speed agricoltrnal development, taxing some ol the wealth
from that scetor but using those fands docally for development purposies
may speed the process, cope, by allowing for improved storape of grain
or more eflicient transportation of the products to their markets.
Furthermore, it is often avpued that to bring a sepment ol che population
into the tazpaying scetor (so that they have o vested interest in how
the funds are spent) will, at the very least, incerease their interest
in the entire poverning process.

As has been noted several places above, the current ces is borne
principally by consumers as would the previous policy option regarding a
livestock ces.  This could casily be altered, however, cither by sub-
stituting a ces on the producer in place of a portion of the current ces,

.y 3¢ of the current Yg¢ NHC ces, or by adding a producer ces to the

TR
current system.  The latter is to be preferred if revenoe gains are the
objo tive. The former would provide for stivhtly Tower consumer pricos.
What are the implications o such a plan?  First, it would have
some sbight disincentive effcer since it would mean lower nel prodocer
prices.  But o since the revenoues would remain locally, this may help

alleviate such a supply cesponse, When applicd to lTivestock marketed

N . Phepe . ' . \ .
See World Bank, "Tanzania Basic Feonowic Report, Anncx | = Domestic

Finance and Resource Uae' (Report No, 1olo — TA) December, 1977, p. 211,
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through TEMC there coubd be two disineentives.  First, {t wmight cncouragpe
avodding this tormael macketiug onttet and, sceond, it misht cocourape
Livestoek prowers to keep stock they would have otherwise sold. The
extent of these eifects would, of course, depend on the rate applicd and
necds Tarther analysis.,

With rvespeet to equity, o producer ces would he in line with the
abilitv-to=pay c¢oiterion sinee those with preater incomes would pav more.
Whether it vould satisly the henetit principle depends on the types of
projects tor which the fonds were used, Dot the initial answer would
svem to bue in the affirmative for most Village development projects., It
would yiceld a fairly continuous source of Viltlape reveune and, if the rate
structure vmployed was based on value of products sold, the revenues would
respond to increasced incomes.

Finally, it derfinitely should be administrahle, 1t wonld simply be
attached to the corrent system which works reasonably well with tow admin-
istrative (n)r.lt;.l It would be certain and, ciceplt for the incentives te
avoid the Tevy mentioned above, should have a reasonably hivh Toevel of
compl ianee Capain, in poart, beeanse the Tunds wonld be retained for Villase
use ),

While it is not seen as the solution to Village development problems,
such @ svatem deserves carcebol consideration,  Furthermore, the Villages
(Revenue) Act wonld seem to provide exactly the proper vehicle for it to
bhoe applicd.

] A gt g ; , .

Apparently the TLAC L already appl ch i system to derive
Pivestock con revenones for o District projece. I that case the ces

wis definitely borne by the el ler. This means, too, that some data
arce availan!e dor onadyais of the disincentive effects of such a systen,
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V.  CREDIT

The question of credit as o resonree mobilization tool for Villages is

an ‘L':~:L|'umuly broad one, too comples Tor any in-depth analysis here,  The
full ronge o issues extend bevond Arosha Region sinee credit avallability
is fntlmately tled to mocrocconomic insucs of Central government fiscal
and monetary pollcies as well as international finance and the avaflability
ol Torefgn exchange.

Thus che questions to be addressed here arve moch simpler, but incom-
plute ones, ofr how Is credit financing organized and carried out; how
cxtensively is [t used and for what purposes; what issues arise when using
and Cinally, what policy options are deserving of consider-

credic tinanclng;

D2

atjoun within the parameters noted above,

Fhere are scveral fostitutlons that provide credit financing to Villages
tor either production loans or project loans.  Among these are the Tanzanian
Rural Development Bank (PRD3) and the Natlonal Bank of Commerce (NBEC) as
well as more specialized institutions soch as the Tanzanian Housing Bank (THE)
and the Smaol) Iodustrices Developnent Orvpanization (S1ho), fn what follows
we concentrate upon the loan activities o TRDB since it is possibly the

most important institutfon granting both production and project loans in

i

9
this apricultural arvea.

A veor paod and ap=to~date review of these issues is contained in Mos.D.
Bagachwa, "The Finaoceial Intrastrocture in ‘lanzania:  'erspectives, Problems
and Policy Stvateeie " (Repdonal Commissioner s 00 fee, Arushur, 1081,
Initial hratt,

.

“See Bayachea, Ihids Tor morve detailed intormation on credit policies of
these institations.,



The TRDB was established o 1970 witn the express purposes "o

mobiticze domestic and external tinonees io order to provide loans tor

; . . . . . ol
the tinanceing ol various ceonomic projects In rural areas. ot only
does TR extend credit to Villages, but as well to public corporations
and small cooperatives,

There are basically three types ol loans cextended: (1) production
loans tar the growing scason, (2) wmedioum term project toang orf from [-5
vears, annd (3) tong term project loans ol from 6-19 years durat fon.

Production loans are currently grinted to Villages at 8 1/2 percent
interest and are dae after barvest. Repayoent history on these loans
has not been particularly pood with the wnecrtaintics of the weather plaving
an extremely fmportant role in determiniay repayment succeess.  Accordiong o
TEDB olfficials, it is willing to lenvthen the Toau by reschedaling payments
it there is pood reason for detault, cope, a drought.  This is, of course,
crucial in any agricultaral commumity which does not contain sufficient
local resources to Finance the targe expenditure requirements associated
with planting,

Regioual produaction loan activity data would sugpest that there has
been a dramatic decrease (at least s pranted by TRDB) over the past two
vears.  According to the TRDE the number of production loans over the past
three years is:

1978/ 79 K1

1979/80: M
1980/51: 24

United Repubilice of Tanzania, Third Five-Year Plan tor Economic and

Social bevelopment, 1o daly 197630 June I“J-HI-, Vorlume Iy Part One, p. 100.
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There are several poessible reasons Tor this extremely large decline.  The
aprvicultaral sector may have generated sutbicient eapacity to become selt-
Pinancing; possibly it has discovered other sources ol ocredity past
detaults on production loans may have convinceed TRDB that the Villages

dare pouor risksy or perhaps there simply has been a change in TRDB policy.
We doubt that selt=tinaeing is the key to this deeline and have not
divcovered other mejor sources of product fon Toans. The most Tikely reason
probably lies with some combination of past Village perlormance in repaying
these loans amd CFRDB policy.  “IRDB ot ticials indicated that they have become
considerably loess tolterant of detanlt and have applied more strict quali-
tications regarding loan approval. 1t was mentioned that another factor
s been recent barm input price Increascs, cope, the price ob some seed
has incrvased sis~told over the two-years, Y978//79 to 1980/81, such that
these activities are now less prolitable and, hence, more risky.  Whether
the recently announced increases in producer prices of maize, wheat and
paddy will loosen these requirements vemstins to be scen.

With respect to project toans, the data in Table 16 describe both the
current tervms and current activity otr TRDE in this arca, The interest rate
data in the Tabie topether with other TRDE-supplicd information, indicate
that these are, in fact, subsidized ltoans.  PFor czample, TRDB extends farm
machinery and transport credit to the private sector at 10 percent rates
and private swall seate industry loans at 9.5 percento Apparently, the NBC
applies cven more stringent termg==one~halt down payment, 18 months to pay
at an annual rate ol 1=12 percent. Thus TRDB fs, in fact, a source lor

"low=cost'" Toans-=it they can he abtained,
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TABLE 16

TRDOB TERMS FOR PROJECT LOANS AND NUMBER CURRENTLY
OUTSTANBING [N ARUSHA REGIONAD

Intuerest Duration Payment Number in
Fype of Project _Rate (Years) Schedule _Regionb
Farm Machinery 7.5% 1-5° 1/year 7
Transportation 9.0 1-5 12/year 0
small Scale Industry 7.5 1-5 12/year 35 (approximately)
Storaye 7.5 6~15 0
Mining 9.0 6-15 0
. Lo . d
Livestock/Fishing 7.5 6-15 monthly or 3
quarterly

“AL projects shown require a minimum 25 percent downpayment.
b .

As of June 1981,

L'Usuully 3 years for machinery.

d, .
Two ranches and one dairy farm,

SOURCE:  I'RDB



scheduless poor initial feasibility studics so that the Tkelihood of
approval s quite low; or the unwillingness to itncar debt,  Most likely it
is some combination ol all these tactors.

It a Village decides to pursue credit pinancing throngh the TRDE, a
feasibility study is carvicd out through the joint ceftorts of the Village,
appropriate Government Ottices and TRDE.  The loan application process has
the application transterved from the Village to o District Office ol TRDB
(they maintain two--oae in Hanang and one in Kiteto), then to the Regional
Offtee and at Jeast for large loans) finally to the TRDB headquarters
office, This procedure may be overly tengthy and anwicldy,  While TRDI
docs not teel that is the case, Villages have apparently expericnced wait-
Ling periods as long as L8 months for fional approval.  On the surface this
would appear overly long,

With respect to loan requircements TRBE, ol course, fecels that their
standards are realistic,  For cozample, they requirve that a Village have
at least a 200 acre tarm betore they are willtiog to grant a tractor loan--
prubably a rcasonable requirement.,  They estimate their approval ratues
Lioo'e been on the order of from 50-60 percenc,

Loaun derault by Villages has been a coutinuaing problem faced by TRDE,
although we were told that they have expericnced fewer problems wilh trans-
port and small scale industey eredite The eyelbical tloctuations in apri-
culture have created the most severe detault problems on loans grantoed for
Tarm machinery.  One might suspect that national pricing policies and Jdilli-

cultivs with the importation ol spare parts have also contributed to the

problem,



Jusues

Whilce national and international money and credit constraints are
basically outside the intluence of the Region, there are several administra-
tive issues to be recognized when considering credit as a resource ;l.lol)il’izu—
tion device,

One ot the most important of these issucs concerns a realjistic
determination of the ceonomie feasibility of a4 vroject. While
lending institutions may aid in this process, the Village in cooperation
with the appropriate offices of Central Government Ministries can do much
themselves betore calling in the assistance of the institution. If an
agricultural project is pilannced, what have yields been over the past
several years (or why mipght they be expected to ine case and by how much)
and what will the operating costs likely be (here is where the Ministries
can supply helpful data based on similar projects)? 1F it is a small scale
industry, what is the competition (which provides some idea of projected
price and usage) and, apgain, what operating costs will be incurred?

A second point has to do with the eredit terms.  While a 25 pereent
downpayment is the maximum Cor TRDB loanys, it can be excoecded and, as such,
may improve the likelihood of project approval.  The specific mix (between
downpayment and Toan) to be chosen should depend on the amount of idle
balances in the others accounts of Lhe Villape and alternative opportuni-
Livs, I idle halances are minimal, the maximum loan should be pursied
(rather than request ing Farge contributions {rom villagers). This is
because at interest rates of 7.5 - 9,0 percent the opportunitics loregone are

S . 1
minimized by not ervoding villagers' wealth. On the other hand, to the

Fhe implicit assamption here is that rates of return to villagers on
their own investments cxceed 9.0 percent.,
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extent that there are exeess balances (greater than contingency needs) in
other accounts, these amounts can be used to lower the amount of the loan
and thus raise the Dikelihood of successtul repayment.

Goud Tinancial practices dictate that loan detault should be aveided
primarily because it is likely to diminish the Fikelihood that luoan requests
will be granted in the tuture, oven it the subsequent project is relatively
risk=tree.  To avoid detault the Kirst alternative is to alter the terms
ol the loan by cextending the repayment period,  Credit institutions ncarly
alwiys prefer this approach since it provides o way lor them to minimize
losses. A sceond alterpative is to use other resources.  Again, idle
balances should be the tirst candidate as a source of funds; the nesxt best
approach is to solicit contributions. In any cvent, the underlying reason
for default should be ascertained.  To the extent that management practices
have been Taulty, these should fmmediately be remedicd.

Poliey Options

Given the lack ot Regional control over a major portion of the credit
allocation procuess, the policy options and recommendations presented here
contain lew policies with an immediate payoftf. Nevertheless, the eredit
question is of sulticient fmportance to warrant Regional discassion,

L. The question o credit availability for production loans in agri-
custural arces is an absolutely crucial one. While any production process
requires inputs to produce outputs, the lack ol credit in a sector as
crucial as food production cannot be allowed to continue.,  The decrease
in TRDE production loans from 81 in 1979/80 to only 24 in 1980/81 (a
70 percent decline) 1y alarming.

Iy the deevease in loan activity has been duce to previous mismanagement of

Toans by the Villapges, the problems can, and shoald, bhe remediced.  This may



mean aid i dmplement ing better Tacming practices by the agents of the
Ministry of Apracoltore; or it may mean improved Village Financial practices
with the Ujawaa aud Cooperative Offjcors insoring that they are fmplemented.

On the other hand, it way be due to Central Government and TRDB
policy. 11" so, it would scem to be ill-advised. Furthermore, in the
case ol crop tailure dae to the weather there is even preater need tor
catension of production luans sinee it is cractly during those periods that
Lhe villagers ave most in necd of resources.  While the Central Government,
Pts Ministrics and the TRODB are coertainly aware of that fact, it is the
Region's responsibility to press for reliel actions.

2. In the casce of project loans there would scem to be several policies
to be pursued at both the Reglonal and Village level.  The role of realistic
Feasibility studics cannot be overstressed,  Personnel of the District
Ujamaa and Cooperative 00tic s must be trained in the rudiments of such
studics to insure that the Villages are given adequate guidance,

The discussion of project management above is also relevant here.  For
long term viability both of the credit=financed project and the possibility
of subsequent pranting of credit, detault should be avoided if at all
pussible.  Again this management assistance is Likely to Call to Ujamaa
and Cooperative Officers as well as the ciployees of the Ministrics,

3. The absence ol any godown or transport loans from TRDB is per-
plexing.  Furthermore, only 7 farm machinery loans in the apgriculturally-

based Arusha Repion seems low.  As a first step, inquiries to TRHB head-

1 . . .
We were told that currently no one at either the Regional or District
level has had explicit training in this skill.
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quarters wonld sceem to b2 in order.  Sccondly, uas was sugpested carlier
in this Report, the possihility of joint venture projects should be
actively pursued.  For czample, such schemes may be sulticient to over-

ol Village farms of less than 200 acres being eligible

come the constraeinl

for tarm cquipunent loans,

i
P . s
4, Apain, as owgs also suggested above but in a ditfferent contest,

!
Financial mulu\uwnunlg!ceu)uhil,itius of Villages need to be strengthened.
The cxample given above of minimizing the local resource cost of projects
(by choosing preterable combinations of down payment and credit=tinamced
proportions for projects) is an exercise that any trained tfinancial
manager would carry out. While it has been impossible to determine the
level of Vinancial management expertisce at the Village Tevel, it is
suspected that it may be lacking. Again the most reasonable place to
begin would be with the financial overscers of Villages, the District

Ujamaa and Cooperative Development OFficers.  With minimal training, the

financial management capabilities at the Village level could be improved,
VI, INTERGOVERNMENTAL ALD

The term intergovernmental aid means the flow of moncy from one
level of government to another, most often from a higher level to a lower
level.  In this scetion consideration is given to the development of a
system ol intergovernmental prants that would flow from the Central

Government to Regions, bistricts, or Villages.
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We begin the discussion by cxamining the current system and suppest
how 1t can lead to a less elficient allocation of resources than otherwise
might occur under an intergovernmenta’' aid systoem.,  We then turn to a dis-
cussion of the lssues that would have to be considered in the formation
ol any iatergovernmental aid schoeme. Finally, we set forth scveral recommen-
dations that could be taken under consideration. 1t is recognized that
instituting a system of interpovernmental aids would constitute a longer
term strategy, but one that could have an overall benelicial fiscal impli-
cation for local governments in the Arusha Region,

Carrent Situation

In one sense ol the word, most of the services that are suppliced to
individuals in the Villages of Tavzania arc “Incergovernmental”™ if one
were Lo ointerpret the Repional and District levels within the overall
povermmental orpanization as scparate “povernments'.  That is, the bulk of
the services that are dirvectly supplicd to Villagers, c.og., cducation,
roads, agricultural cxtension, health scervices, cte. are funded from
centially-collected revenues but adwinistered through the decentralized
Ministrics,  There is, however, an jmportant distinetion to be mide
between the current system and an approach. that wvould rely more heavily
upon true grants to the lower Levels within the povernmental hivrarchy,
This las to do with the degree of control and discretion which these
lower level bodies have over the allocation o nationally-collected

revenues,



Prosently, development and recorcrent spending at the Regional and
District bevels is the result of the anoual budget process bepun in
Detober preceding the next fiscal vear and initiated by plans tormed ot
the Village and District Luvcl within the constraints ot puidelines sent
down by the Region,  These guidelines are produced within the constraints
set forth in budeer puidelines sent to the Region from the Central Govern-
ment . The budpetary process then procecds throuph January, Virst at the
Village level upwards until a vinal Regional Budgetary plan for the
following budypet year is producad.  To this puint, local autonomy (or
at least Regional autonowmy) and response to the relative needs of alterna-
tive uses ol public tunds are prescrved,

Lowever, the completion of the bhadpet process requires final approval
of the Region's budpget at the Central level.o While this last step is
a necessary one Lo insure that total Regional spending does not exceed
the resources available and, as welly that this spending is in keeping
with national objectives, it does raise a question reparding the depree
to which the final allocacion ol tunds retfbects the actual needs at the
Tower levels within the overall povernmentai structure,  For cxample,
it has been noted that "io the end what is approved at the Regional head-
quarters, at the Prime Minister's Oftfice, and the capital bears Little
resemblance to the development proposals and plans that began, theoretic-
ally, in the committes sessions ol the District's Village Cnnncilu."]
This then wonld stggest that the Tinal allocation may very well be sub-
optimal,

garry L. Thomas, "Center and Periphery in Avasha Region: lustitu=
Lional Capacitivs and Development Initiatives in the Context ol Existing

Governmental Structares and Villapge Organization," (Washington, .G
batl, luka), pp . 330,



While It has been fmpossible to docoment the citent to which the
plans oripginally devised ac the Villape Level are altered by the time the
Final Budpet iy approved, there is some cvidence Lo suggest that at least
Lhe extent to which the Repion's budect submission is altered has declined
substantially winee the mid-1970s.  Table 17 shows for both 1974775 and
FOSO/8E the development budpel requests and alloeal ions for Arusha Rueprion,
I the carlicr year not only were requests cut by over 27 percent but, as
well, the chanpe in allocation by type ol sronding ditfered great) y by
scetors For 1980 81, on the other hand, hardly anv changes were made
vis-a-vis the Repgion's requests. This would imply that the budgetary pro-
cess has been "tightened" sabstantially possibly with the Central Govern-
ment's oripinal puidelines now being maeh more explicit and followed
more closcely.,

Scilly, a close correspondence between requests and allocations does
not necessarily mean that resources are ultimately being allocated in
their most elticic.t manner.  Morss has raised similar questions with

2
respect to the allocation of national government capenditures. He notes
the deceline in Regional badget chares of total povernment cxpenditures
between the carly 19708 and the end of the decade; the fall in Arusha
Region's vanking among all Repions; and the wide range in per capita

recurrent and development spending mnony Regions.,

’]lvjl.l,lott ko Morss, "Financial Resources available for the Development
of the Arusha Region: A Look Into the Future,' (APVDP, 1980).
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ARUSHA REGION DEVELOPHMENT EMPERDITURE REQUESTS AXD ALLOCATIONS,
1474775 AXD 1980/81
(in millions of Shillings)

Allocation

Percent of Percent of

o Sector Request  Allocation  Recguest Request Alliocation  Recuest
Agriculrure and 12.9 §.7 6% . 4% 16.7 16.7 100.¢C

livestock

and Cooperatives 0.2 .1 50.0 5.0 5.0 100.¢C
Natural Resources 0.4 0.2 50.0 2.8 2.8 10G.0
Commerce an’ Industry i.0 0.5 50.0 .8 .8 100.0

Comworks 2.0 4.8 240.0 2.9 3.2 110.0

Lands andé Urban 1.0 0.5 50.0 .7 .7 100.0

Zducacion 5.¢ 2.4 40.7 4.5 4.5 106.0
Health 2.1 1.2 57.1 1.4 1.4 100.0
water 3.1 2.4 77.4 2.4 2.4 100.0

3
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100.8

SOURCES: 1974/

75 data from The World Bank, "Tancania: TFiscal Aspccts of Decentralization,” Report
No. 387-TA (March, 1975), p. 30; 1980/81 datz from Arusha Region Plannine Office.



The dgsue to be addressed then is whether the current system of
resource allocation from the Central Covernment to the Repgion could be
alterced so that the overall etffectiveness of this spending could be increased.
As Proesident Nyerere, hinsell, noted in his specech before the FAQO World
Conterence on Agricultural Retorm and Rural Development in Rome in 1979

FEothe people ave to be able to develop, they must have
power.  They wast be able to control their own activi-
tivs within the framework of theiv village communitics.
And they must he able to mount effective pressure

nat ional v also.  The people must participate not just

in the physical Labor invotved in cconomic development,
but also in the planning of it and the implementat ion

of prioritics. AU present, the best intentioned
povernments--my own included=-too casily move from a
conviction of the aoeed tor rural development into act-
ing as it people Tad no ideas of their own.  This is
quite wrony. AL every stape of development, people do
now what their basic needs arc. And just as they will
produce their own food if they have land, so if they have
suf ficient frecdom, they can be relicd upon to determine
thedlr own priovitices of development and they work for them,

I ssugs

The analysis above sugpests that full decentralization, including the
ability ol local govermments to decide what is in their own self-interest,
is not yet fully realized. At the same time, unless the revenue stroueture
were altered dramatically, the Region, Districts and Villages do not have
sufficient resources available to undertalke full financing of their public
service needs. TU is therefore reasonable to consider it a svstem of
intergovermental prants could be devised using the broader revenue-raising
powers ol the Central Government topether with increased local autonomy
in capenditure decisions.  Apain, betore making any specilic recommendations
o this end, it is appropriate to examine the major issues that must be

considered when designing an intergovernmental grant systoem.
B P |

Quoted in Thomas, "Center and Periphery in Arusha Repion:  Institutional
Capacitices and Development Ionitiative  in the Context ot Existing Governmental

Structores and Viltape orpanization,” p. 7,



Alternarive Forms For A Grant Systei. There are numerous ferms chat a
srant system mipght take, coch with its own fwmplications regarding autonomy,
cquity and yrowth,  We outline cach brielly here.

A prant system may be devised such that

a. o clobadl o drant

the total amount avallable ror interpgoverumental grants (the total amount flow-
fug to all Regioos in the country) is determined annually within the budgetary
process. A second alternative is to determine this amount for several years,
for example, to plan the total amount to be distribuced tor three years inco
the tuture.  The sceond alternative has the advantage of allowing Repglons to
plan longer term commitments with a preater degree of certainty than does the
former. PFinally, the amount to be distributed con be determined using a speci-
fic Yormala that ties grants to revenue collections,  lFor example, some per-
centage of Central Government income, sales and excise Lax revenues could be set
aside to torm the basis for intergovernmental aids,  This approach provldes for
reater amount of automatic growth than the previous two alternatives,

ay

bo  Dlogren o deoer Lo L dudonomy, Crant gystems can be designed with

considerable variations in the amount of autonomy provided recipients in choos-
ing how the tunds are to be allocated. Grants that allow recipients to spend
the monices in any way they see it are usually termed "block grants'" while
these that are ticd to specitic projects are termed "cateporical grants,”
Farthermore, diftferent combinations of block-categorical features can be

built into grant formulas,  For ezample, a general block pgrant might be

]'IL should be noted, however, that the current national system of
revenues has not been expecially responsive (elastic) to income changes
during the past ive years,  The TMFP has calealated the built-in clasticity
of tases (Lhe percentape change in tax revenues relative to the percentage
change in income) during the FYIY75-FY 1979 period ro be about 0.6 suppesting
that these taxes Jdo ot automat fcally keep pace with increases in cconomic
activity.  Sec The World Bank, Feonomic Memorandum on Tanzania (Kepore No,
JO86-TA, lanuary 29, TO8D), poto, T ' )
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provided but with the stipulation that the prant be usced for education
purposes,  Such an approach pives the Central Government the ability to
cmphasize particular functional speading areas white still providing
Lower level bodics the authority to utilize the funds in their most

el fective manner,

c.  Svatlodd Dlaberrulion O dearl ks, Obviously, grant systems can

be designed to distribute funds spatially in a wide variety of wavs, Including
ways such that certain arcas obtain proportionately more or less money than

|
other arcas.  For cxample, population, particular components of the
population, c.g., urban population or number of school children, land area
under cultivation, kilometers of roads, cte. are all candidates Yor inclusion
in such sharing tormulas (inelading combinations ol these measures).  While
the final form of any distribution formula is a political policy decision,
it must also be recognized that the form of this formula(s) can produce
particular incentives that msut be considered when constructing such
formalas (sce bhelow),
do Hesipfond oo (s) Just as the pavticular factors to be placed
in a grant formula are flexible, so is the exact rvoute which the revenues
might take. For example, grants could be designed to tlow directly to the
Villages, the District jevel or to the Region. Ultimately, after the
financial manapgement capabilitics of the Village Govermments are strengthened
sufficiently, the grants mipht be dirceted there.  However, in the interinm the
system would Tikely be most eftective it the Region is the recipient of
the prants.  This then would allow the Repion to allocate resources in accord
with local needs while still maintaining a broader peographic perspective
on relative demands and in line with Regional plans.

OF course, under o swatem Tully based apon categorical prants such spatial

distribution will be entively ander the domain of the granting povernment. This
would bhe Tittle diftlerent from the svstem corrently used to determine regional

capenditures
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heopomle EiTeets Inherent Lo A Grant Systoem. While the use of prants,
capeciatly block prants, have the advantage ol allowing local governments
the autonomy to decide themselves hew funds can he most effectively spent,
there are particular ceonomic issues inherent in alternative grant formulas
that must also be recognizaed.

. Allocan o BT ey, [T lower level decisions are altered in responsce

[s

Lo o grant system, that system is non-neutral in its effcecets. While this is
not necessarily undesirable, such non-neutralitics should be recopnized and
evaluwited,  One such non-neutrality  =ises when particolar varfables arc
included in the sharving formula.  For example, if the number ol enrolled
school children is used to allocate a portion of the grant fund, it is to
the advantage of recipients to dnsure that as many school children as possible
are so enrolted. (This could be viewed as a favorable noa-neut rality built
into a grant system). On the other hand, if, for cexample, the number of
kilometers of tarmac road were included in the formula, there would be an
incentive Lo allocate greater amounts to the construction of tarmac surfaced
roads rather than alternative surfaces.  This wmight be undertaken cven if
local econowmic growth would be better scerved Chrough alternative types of
road surfaces.  Thus, in constructing sharing formulas, there must be concern
for the types of changes in behavior that such formulas might promote,

A sceond type of iucentive (or disincentive) which can be promoted by
a grant system involves the manner in which the funds are spent.  For example,
purce block grants provide total Clexibility in how the funds are allocated,
Cophe, dcross functional arcas or between development and recurrent spending.
Yet, the ultimate nse of the monies might not be in accord with the overall

best intercsts of the nation.  This obviously implics a trade-of f bhetween the
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advantages of allowing lower level entities to decide what is In their own
best interest and what is in the broader interests of Tanzanian socicty.
Lt further saggests that, rather than the establishment of a4 pure block
prant system, there be some "strings' attached to the prant monices.

Finaliy, to the extent Regions, Districts and Vi Llages are provided
more revenue-raising powers of their own, the use of grants can have a
disincentive cffect upon the cxtent to which these local funds are pursued.
Su ds Lo avoid these disincentives Lhe prant system can contain either
matehing requirements, c¢.p., in the case of categorical grancs, the Region
must contribute some proportion towards the project, or the distribution
formula can include some measure of loeal revenue-raising effort.  ITn the
Latter case, those Repions making greater effort, relative tou their resources,
can be rewarded with proportionately greater L4rant revenues,

bo  Faadty Bl What constitutes an "cquitable" distribution of grant

funds depends upon one's value judgements.  Nevertheless, the decision as to
"who gets how mueh" under a prant system is critical in determining its overall
effects. One would presume that the Tanzanian Covernment would wish to

devise a system of grants that will vedistribute monies from wealthier to
poorer areas as well as towards the agricultural scector.  This then sugpests
that grants not be distributed purely upon a per capita basis but that, instead,
measures such as percent of the apricultural population be used in the formula.

Al TR Gl As the needs ol the local public sector increasce,

it is perferable that the basis for the grant distribution also grow, Further-
more, budgetary planning can be most effective when local government decision

mikers have knowledge of how much revenues they might expect in the future.
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These two objectives can be fultifled if Lhe amounts to he distributed are
Lied to revenoes obtained during some previous Tiscal year bhut where that
revenue base grows overt ime.  Por example, i1 the total amount of grant
Funds were scet at 10 percent of the total ol income tax plus sales and
excise cax collection three years previous, one would know with certainty

: . e . . Cy rann b
that Shs, 45001 (miltion) wias to be distributed in Y 1982, Furthermore,
Lthe prowth inherent in these national revenue sources (61,3 percent over the
LY76/77 - LY79/80 period)” would mean built-in, and certain, incrcases in
tiie amounts to be distributed.

Administrative Arrangemer There is, Finally, the question as to what,

I any, administrative adjustments would be required if a grant system were
Instituted.  This issuce will depend greatly upon the Form that an inter-
governmental aid approach would take (thus would have to be addressed in
any full-scale study of aliernative graut schemes).  ILf the grant system
were a Llimited one, as is suggest: d below, administrative readjustments
wvould be minor. While the Central Covernment wonld Likely wish to audit
the flow of its grane funds, no major administrative changes nor creation.
of a new structure would scem necessary.,

On the other hand, were the total recurrent and development expendi-
ture budgets of Regions to be turned over in the Form of a block grant, niajor
administrative questions woulld have to be addressed.  For cxample, under
such a scheme it might he necessary to atter the current personnel systom,

While under the current decentralized system, regions apparently enjoy a

hat ie, LO percent of the Ltotal Shs. A,511 (million) collected fram
bircome, sales and cxcise taxes in FY 1979,

9

Based on 1979780 provisional recurrent revenne estimates taken §rom
The World Bank, Economic Memorandum on Tmzania (Report No, 3080-TA, January
23, 1981), . 30,
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preat deal ol autonomy in personnel decisions, inter-regional transfers

. 1 . ) : . .
still occur. E o repion were to cont:ol totally its {inancial resources,
ctifcient management would require control over stalfing positions without
the lTikelihood that a Central Government Ministry would transter personnel
unilaterally.

This is but one major administrative question that would have to be
addressed under a complete block grant system.  There are Likely many nmore,
Civen the current administrative stracture of govermments, it may make most
sutiie, at least initially, to keep any new intergovernmental grant sy stem
smal == feature we recommend below.,

Recommendat fons

Basced upon the preceding discussion scveral policy recommendat ion
oplions arce in order.  The overriding, general recommendation would be
that:

The Central Government should be encouraged to consider the establish-
ment of i system of grants Lo Repions so as to increase their budgeting
flesibility and planning powers.

Interestingly, this would not be an entirely new policy. The Regional
Development Fund, established in the carly 1970's, 1s an cxample of a grant
system.  When originated it was, in fact, a block grant system with the

allocation being cqual to Shs. | oper person within a Region with no strings

»

1 . ) . .
Liz Wiley, "A Protile and Analysis of Government Manpower in Arusha
Region", Vol. 1 (AP/VDP, 1980), p. 72.
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associated with its alloeation, By the latter part of the decade 1t had
been altered to a type of cateporical pgrant system with the Region required
to submit project plans for Central Government dpproval betore the monies
were allocated, T rowains, however, an cxtremely small Fund with, for
example, the total amount granted to Arusa Repion in 1980/81 being only
Shs. 824,000 or 1.7 percent of the Region's total development hudget.
Farthermore, the uses of these Tunds seem to bhe restricted to the initia-
tion ol projects rather than being usable tor recurrent costs of projects
as well.

This system might, therelere te altered in the following manrer:
1. The new grant system would consist of Llock prants to Regions rather than
categorical prants so as to provide maximum flexibility in local government
planning and bhudpeting.,
2. These block grants could be usable for cither project development or the
recurrent costs associated with such projects.  lowever, to insure Village
elffort towards the successful use of these grant funds, the Region should
require some Village-level matching component for the monies distributed
at the Village level.,
3. At least in its initial states the grant prograw should he a relatively
small one.  But, as Replons gain expericence in allocationg these monies, the
amounts could be allowed to inerease in order to truly decentraljze decision-

making powers within the country.
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4 tn keepine with the previous recomuendation, but so as to provide

certainty ir local budpceting, the grant propram should be tied to pre-
viously coltected internal revenues,  For cnample, 4t 5% pereent of agpre-
pate income tax, :ales and exeise taxes cotlected three years previous
were Lo have beon distributed in FY 1981, it would have yiclded a grant
fund ot sbightly wore than shs. 225 million (or about 7.5 percent of the
total recurrent plus development expenditures budgeted to all vegions

in FY LY81). lurthermore, by tying the grant tund to the more buoyant
income, sales and creise tax, the grant fund would grow to Shs. 254
million tor Y 1982 (bascd on provisional recurrent revenue cestimates),
5. The sharing tormula should not be on a siwmple per capita basis but,
in keeping with the longer term objectives of boeing sclf-sufficient in
food production, include in the formula the pereent of the nation's popu-
Lation vagaged in agriculture.

6. Obviously, considerably more study should be made of this new policy
initiative., This analysic would emphasize the allocative efliciency and

equity clfects ot the system, its projected growth and the necessary

administrative changes it would entail,

VIL. STRATEGIC PLAN AND IMPLEMENTATION

This Report has recommended numerous policy options to be considered

by Arusha Repgion with the underlying purpose of cach being an expansion of
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the revenue-raising and administering capabilities of the Region, it's
Districts and Villages,  As has been cwphasized throupghout, not all of
these policies can be underraken fmmediately——some will require further
study and some will have to be undertaken at the Central Covernment level,
Tu this rinal Section, a plan is presented to provide suppestions as to how
the policics presented here might be implemented most ceftectively.,
short Ranpe Actions

Over the upeowing iscal year (1 July 1981 - 30 Junce 1Y82) the Region,
Districes and Villages can cach pursue several ot the policies discussed
above,
Repional Actions. At the Regional lTevel of most fmportance will be to
construct a budget tor the 1982/873 fiscal year that will provide for the
recommended training ot Village bookkeepers and to the cutent necessary,
further training in financial management, including project feasibility
analysis, of Ujamaa and Cooperative bDevelopment OFfice personnel. While
the numbers ot Village bookkeupers is so large there is little Likelihood
that all can be trained within a single vear, this is an extremely Impor-
tant budget -ry initiative that shouid bhe undertaken inmediately.  Furthe: -
morce, as the expertise of the Ujamaa and Cooperative Development Oifice
persouncel is increased, they too can provide a type ol on-the-job training
to those bookkeepers who are not chosen for the initial year's vraining.
So as to aifd this policy thrust even more, desipning a standardized sct
ol accounting forms can help both the bookkeepers as well as their over-

sipght bodices, .



While it has not been mentioned as a specific policy initiative, a
ovne day meeting of abl Villape Chaimen and, possibly, Village Scerclaries
reviewing the provisions in the Villapes (Revenue) Act 1979 may also prove
bhelptul. One wonders vhether abl Villape officials are fully aware of
their nevly pranted revenve-raising powers or the kinds of projects and
revenue instruments being used in other Vitlages qoround the Region.  Further-
more, such an cxercise could help convinee these Teaders ol the need for
more hiphly skilled bookkeepers in their own Vi'lage.

The scecond short-rua policy initiative (but with some potential budgetary
impact on the Region) would be to bepin the necessary information gathering
to produce the studics necessary to document the desirability for the sceveral
long=term policy initiatives discussed below.  Probable the irst step in
Lhis process is Lo Leara more about Village finances.  While there is
apparently some data-gathering at the Village level (and compiled at the
Prime Ministoer's Oftfice) it is not widely available ana may not be based on
the most efticient sampling methods that can be used., Appendizx B presencs
the outline oi an approach to this hasic data gathering that could be
used as the toundatioon Tor a much mwore comploete study ol tinances in Arusha
Repgion.  While some Repional resou cos may be necessary to aid in this study,
the bulk of the costs could, possibly, be met through external donor finance.

Finally, while the revenues arce not large, the Region should insure
Lhat the statutory provisions for transferral of the Liquor License and
Forestry License Fees are, in fact, carriced out.  This should not require

any Central Government initiative but only a determination of the adminis-

] . R . o .

Ve were told, for cxample, that 33 Villages in the Region are included
in this year's sample but that they do not appear very representative of
all Villapes,



trative details by the Repgional Finence Officer in conjunction with the
District Accountants.  In addition, it would scem Teasible for the Region
to press immediately for an explanation of the change in the Business
License Fee structure and attempt to hiave it altered eficetive 1 oJduly 1982,
Districts, The most pressing, and yet possible, polily actions for the
Districts is serious consideration of incrcases in the Liquor License Foe.
While the potential disincentive and cquity etiects ol suclh a change should
he rocopnized, stres: should be placed on the fact that these revenues are
now Lo remain ot the Village level and are no longer simply considered
appropriation-in=-aid.

While not as explicit, it is also desivable that the Districts ensure
that all personnel in advisory positions to Villages be made aware of the
provisions of the Villages (Revenue) Act. Furthermorve, wvhen advising Villages
on projects, the potential benetits of joint venture projects should be
cmphasized.

Villages. Villages shonld immediately determine if, in fact, they are
employing user charges and contributions as cffectively as is possible,

The previous!ly-recommended mectings of Villape Chairmen can be especially
helpfal sessions §if pood cxzamples are piven ol how other Villayges in the
Region are fmposing charvges and the kinds of projects they have undertaken.
Since not all leaders are cqually jmaginative, this kind ol information,
together with group discussion, mav provide new thinking about the potential
revenue powers at the Villape Tevelo AU the same Cime, the critieal importance

of sueecessfully paving ol loans can be stressed,
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Lonper Term Strategics

Much ot what bas been presented will not be possible during the nest
twelve o even twenty-touwr months.  While the groundwork for altering the
Central Govermment policics can begin, mejor policy changes at that lTevel
will take time.  But the arguments presented will be greatly strengt hened
it they are dccompanicd by analysis ol the potential effects of sueh policies,
Thus, in the remaioder of this scetion, both the kinds of analyses to be
carvied out and the lTonger term policy initiatives are presented,
User Charpes, Here there are several policies to be pursucd. (1) There
is a real need for increased capabilities to perform cconomic feasibility
studies ol Village projects. While mavbe not as pressing as the need for
trained Village bookkeeper:s, this should be a Jonger term policy of the Region,
(2 Analysis should be undertaken rvegarding the demand for and costs of
different kinds of projects carrently undertaken by Villapges as well as
the Region,  This analysis can then document the kinds of allocative and
cquity effects inherent in alternative pricing policies and, as well, aid
in improving the overall administration of ruch projects.,  PFurthermore, in
the case of services currently provided by the Region, the strenpths and
weaknesses of turning the service responsibitity over to Villages should
he studicd.  This analysis can then be wused to provide support for an
alteration in current Central Govermment practices concerning the imposition
of user charges by the Region,
Contributions and Tazes. Under this genceral heading there arce at least
three arcas ol stady that should precede farther actions., (1) The current

contribution systoem should be studiced in conjunction with the economic
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resoutces and theiv distribation available io Villapges,  While the contri-
bution system may be cont imed o cven expanded, alternative Torms Lhat
consider more explicitly the benet it and ability-to-pay eriteria of eyuily
could be devised and suppested as viable alternatives. (2) Betore recom-
mending an amendwent to the Villages (Bevenue) Act Lo allow the ereation of
a Pistrict revolviong tund Yor the collection ol the three License Feces cur-
reat by mentioned do the Ace, an explicit administrative arrangement. should
be formulated. 1o addition, the potential advantages ol sach a schewme should
be arvticulated to inerease the Tikelihood of its passape.  (3) Probably the
most comprehensive study, but the one with the greatest potential fmpact,
would be o Tull analysis of the ces system and its alternacives including

a livestoclk ces and producer ves,  This study would include the incentive
cffects on prodocers and the cquity implications of these systems and wonld
detail the adminiscrative procedures needed to eorrvy out this major policy
change.  While ultimacely such a study should probably be performed nationally,
a pilot analvsis within Arusha Region could have a major impact on the [inal
Llegislation,

Credit Upgrading, The financial management capabilities is most crucial
here as far as purely Regional policies are concerned.,  Nevertheless, the
policy initiatives presented by Mr. Bagachwa in his study of the finaneial
infrastracture arce also in order,

Interpovernmental Aid, While a system of block grants to the Region bascod
on the recomnendations provided previousty would seem to be in order, again

the most effective case can be preseated only after having studiced the alter-
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natives more corvetully and detailing exactly how such a system might worl,
This analvsis should be ot an empirical nature and include both the incentives
inherent in any scheme as welbl as ity distribational fmplications since
these are lTikely to be the prineipal questions posed at the national level,
Given these shorter ran and also Tooger term policy initiatives, it

scems most bikely that greater resources could be mobilized in Arusha Repion

and, as well, that these resources might be adninistered more effectively.,
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APPENDIX A

VILLAGES (REVENUE) ACT 1979 ARND SUPPORTING LEGISLATION

TUE UNTTED REPUBLIC OF TANZANIA
No., 8 of 1979 1 Assent,
J.K. Nyerere, President
23rd May, 1979
AN ACT to Awend cortain laws in order to provide for the rvajsing
ol revenue by Villages
ENACTED by the Parliament of the United Republic of Tanzania

PART |
PRELIMINARY

I. This Act may be cited as the Villapes (Revenue) and short title
Act, 1979, shall come into operation on the first and commencement
day of July, 197Y. (Ist July, 1y79)

2, In this Act, unless the context othervise requires Tnterpretat fon

"yvillage" means a village registered under the Villages
and Ujamaa Villages (Registration, Designation and Acts, 1975
Administration) aAct, 1975, No. 21
PART ']
AMENDMENT OF THE VILLAGES AND UJAMAA VILLAGES (REGISTRATION
DESTONATITON AND ADMINISTRATION) ACT, 1975
3. This Part shall be read as one with the Villapges and Ujamaa

Construction Villages (Repistration, Designation and

Administration) Act, 1975,

4. The Villages and Ujamaa Villages (Registration, Desig- Part LVA
nation and Administration) Act, 1975, is amended by added to
adding immediately below section 17 the following noew Acts, 1975

Part: No. 21.



Village
Counc il may

charpe toees

Revenae of
a Viltage

Counc il

Act, 1968

No, 28

Acty, 1972

No. 29

PART VA
FINANCEAL PROVISTONS

17A.--(L) Subject to subscetion (2) every Village Council

may make bhy-laws to prescribe reasonable Tees, charges and

tariflfs for any license or permit issued by the Village

Council,

(2) Any fteces, charges or tariffs presceribed under subsection
(1) shall be subject to any Limitations which may be

imposed by any wiritten law or to races which may be

preseribed by the Minister.,

178.--(1) Tae revenue and funds of a Village Council shall

consist of--

(a) all reccipts derived from any trade, industry, works
scrvice or undertaking carried on by or be'onging
to the village;

()  altl moneys derived from 1icenses, permits, dues, fees,
charpges or tariffs specified by any by-law made by
VIl tape Councilyg

(¢)  all moneys from rents ollected for renting publie
howses o baildings which belong to the Village Council;

() alt feos tor licenses pranted within the area of
Jurisdiction or the Village Council under the Liquor
Licensing Act, 19068,

(¢) all fees for lLicenses pranted within the arca of
jurisdication ot the Village Council under the Business

Licensing Act, 1972,



(3)
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(r) all revenue derived from fees for lTorest produce and
Licenses charged under the Forests Ordinance and
aceruing to the Villape Council by virtue of Section
10 of that Ovdinance;

()  all moncys which a Village Council may borrow from
lending institutions, or any other source, under its
peneral powers of raising moncy by borrowing;

(h) all revenue derived from ces dmposed on any agricultural
produce or any product of livestock industry;

(i)  all revenue aceruing to the Village Council from
Government or any other public institution or private
individual as contribution grants—in-aid, cendovments
or in any other way;

(j) all monceys derived from fines imposed In respect of
any contravention of any by-laws made by the Village
Council,

Any other money lawfully derived by a Village Council from

any other source not mentioned specifically in sub-scction

(1) shall be and form part of the revenue and funds of that

Village Council,

All revenues of a Village Council shall be paid into the

peneral fund of the Village Council. Provided that any

trade, industry, works, scervice or wundertaking carriced on
or belonging to a Village Council cither in whole or in
part may, with the approval of the Minister, be paid cither
in whole or in past into g separate fund to be maintained

by the Village Council tor that trade, industry, works,



service or wndertaking, as case may be, [rom which the

revenue is derived.,

PART 111
AMENDMENT OF THIC BUSINESS LICENSING ACT, 1972

(5) This Part shall be vead as one with the Business Licensing

Act, 1972,

(6) Scotion 8 ol the Business lLicensing Act, 1972, Construction Acts
1972, No. 2%
is amended by adding immediately below suab- Section 8 of
Acts 1972
section (1) the following new subscct ion: Amcended

(1A) Any fee which is collected in respect of a
business license issued in relation to a business
whose premises are situated in a village shall be paid
to the Village Conncil of the village in which the

premises are situated.

PART 1V
AMENDMENT OF THE INTOSLCATING LIQUORS ACT, 1968

(7y Fhis part shall be read as one with the Construction
Acts, 1968
Intoxicat ing Liquors Act, 19068 No. 28
Amended

(8) The Intoxicating Ligquors Act, 1968 is amended
In section 101 by adding imnmediately below
subscetion (1) the followving new subscction:

(1A) For the avoidance ot doubt where the Licensing
Authority is a Villave Council, the Village Council
shall retain tor its own use the whole of the license
fees ecollected by it in respect of liquur licenses

issued by ic,
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PART V

(Y) This PPart shall be read as one with the Constructon
Forests
Forests Ordinance, Ordinance
Amcnded

(10) scction 10 of the Forests Ordinancue is

amended in subsccetion (L) by:

(a) deleting the tull-stop which appears
at the end of the subsbeetion and sub-
stituting tor it a scwmi-colong

(b) adding immediately below that subsccetion
the tollowing proviso, "Provided that
where the Jocal authority forest rescerve
forms, vither wholly or in part, part ol a
village, any revenue derived trom fees for
forest produce and licenses charged or
issued in respect of that local authority
forest rescerve or part of it, shall form
part ot the revenue ol the Village in which
the forest rescrve of Lhe Village or part
of it is =ituated.”

Passed in the National Assewbly on the twenty=-Fifth day

ol April, 1979,

W. J. Maina
Clerk of the National Assembly



APPENDIX B

LOCAL PINANCE ENVENTORY

The purpose of this brict Appendix is to eutline a4 possible study
plaa for obtaining Village Vinancial intormation.  We consider the
kind of samplce that conld be drawn aud the procedures that should be
followed in gathering the intormation.
sampl v

When sampling Vil lages there arce several objectives to be pursued.
One would desive that the resulting sample is o representative of all
Villages in Arusha Regiony that the sawple be drawvn randomly with neither
the "best" nor "worst" cascs necessarily chosen so that standard scicn-
tiric rescarch procedures can be utilized on the resultant sample; and
that costs ot collecting and processing the data be minimized, Obviously,
these objectives will conflict,

Rather than simply drawing Village nawmes "from a hat", a more syste-
matic, yet scientitically valid, procedure would he to divide the Villages
into relatively homogencous subgroups and then randomly draw a sample from
cach ;;ruup.'l Fortunately, the set of relatively homogencous subgroups
already cexists.  The Region has been subdivided into Land Use Planning
Units,  These units are detined on the basis of "vegetation, physical
land torms, slope anples as well as by social and polltical considera-

2
tions such as agriculuuaral practices and administracive boundaries.'"”

Based on the waps in the paper "Avusha Kegion Today!" therve are approxi-

Mhis is known as stracified random sampling.

)
MArasha Region Today:  1981", (Arusha Region), p. 17,
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maately 91 such units, although the nature ol at least some are such that
there are likely no Villages located thercing e.g., when the unit
corresponds to oo Lako.

By usingy these planndng units as strata, one is assured that the
Vinal sample will not consist only of, say, Villages in and around Arusha
Town, Furthermore, this sampling technique can provide statistically
sound results with smaller overall sample stze than asing purcly random
samples (wonich helps satisty the thicrd criterion noted above),

It is recommended that one Villape from cach of the popualated planning
units be chosen randomly.  While providing less futormation than a full
census of Villages, the resultant stratiticd sample will be less costly
and yet should prove cstremely usetul for policy analysis,

Procedures

To carry oul the data collection, several steps will be nccessary.
Coding Torms will have to be designed; individuals to carry out the data
collection mist be sclected and trained; the procedures should be field
tested and altered it necessavy; and finally the data can be collected
and processed.

Desipn of Coding Forms. The design of the form is crucial to the data
collection process, especially it a relatively large number of data compilers
arc to be uaed rather than one individual., At the same time, the current
state ol Villaye acecants is likely to mean that sorting out the appropriuate

ittormation will be a difficult task.

The statistical consutations will be a4 bit more complicated than under
A simple randon sample sinee non-proporcional sampling is wsed prom each
strata, i.o., by taking a sinele observation trow cach planniong unit, the
sampling vate will depend fnvevaely on the number or Viblapes within cach

unit.  The compatations are otill, howevor, gquite doalibe,
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I amy accounting system one can Jistinquish between the Llow ol monics
into and Trom an account daring the accounting period, c.g., one vear, and
the value ol the stock o money or assets within an account at a puint in
Cimeo  While It bias not been possible to study in sutticient detail the
eracl dceounting systoem currently vsed in the Villages, any data collected
should carefully scparate out these two concepts.  For example, the beginning
balance should not be inceluded in the measurcment ot the amount ol income
Plowing to the account since it is simply the measure ol the amoul ol cash
avaitable to the account on the Tirst day of the accounting period.

While analysis of the Flows of income and spending are of principal
interest to the kinds of questions posed here, some data on the value of
asscts and Liabilitivs can also he usetul,  We would, thercrore, recommend
that data be colleceted tor the last three complete accounting periods, (Be-
cause Villapges apparcently do not necessarily have traditional 12 month
fiscal years running from L Jduly through 30 June, it will be necessary to
include on the ceding form the starting and ending date ol cach accounting
period.  These data can then later be annualized).  Furthermore, the form
should permit coding ol the data in the way the accounts should be structured,
not how they actually are structured; that is, the data should show cach
project daccount as a scparate entity with interfund transters shown cxpli-
citly., Thus, cven it the Villape has mized the Ceneral and projuect accounts,
the coder should attempt to work with the bookkecper sorting out the scveral
projects.  bBut this will mean that the coding instructions, codeshects and

Final data Yormat will have to be designed fnoa rather celectic way w0 that


http:iltLrntlu.nd

B-4

a Villape with, say, cight sceparate projects will have a ditterent record
Form brom o Villaee with only threeo  Fortheimore, since three years may
ciicompass both the start-up period or termination ol projects, the record
will have to be desipned to encompass ditterent project histories.  Finally,
the financial data are to be entirely tactual; that is, projects that are
only 1).1111111‘:}‘ Adith estimated income and expenditnres will not be included

in the data.

What sort of data should be collected for cach project?  For cach
account ing period the data should show:  the beginning balance; all cxpen-
ditures during the period disaggregated by major category, including loan
amortization disagercepated, i1 possible, into principal and jnterest pav-
ments; any fund transiers; all income to the project, apain disaggregated by
major catoevoryv; and final balance. 17 available, the value of the assets
and liabilities at the end of the period could also be obtained.

For analysis purposes primary interest will be placed on the role of
uscr fees, charees and contributions as sources of income and the utiliza-
tion ol credit towards a project.  Thus, to the cxtent that a project in-
volves contributions or credit, the total amount contributed plus the per
person levy or amounts borrowed and the terms o credit should also be a
part of the record. Finally, for user fee services, e.g., maize mills, the
price stracture in elf'feet during cach year of the project should also be
obtiained and coded,

Yhile collecting the tiscal Jata will be the tocus of this inventory,
there is related intormation that counld also be obtained at low cost during

these Villare visits,  Under the arca of financial management it will be



interesting to determine how long the bookkeceper has been cmployed by the
Villape, the extent of the bookkeeper's training and the coder's assessment
ot whether the accounts are being kept in the monner speeitied in the
Villapes (Revenue) Act. These environmental Jdata could also indicate
whoether the Village inclodes a Villape Manaser. Y otime and resources
permit, sceveral more sabjective questions direeted at the bookkecper may
also be ol dnterest Tov analysis parposes including his estimate o the
apount ot time per month he spends administering cach of the several accounts,
whoethier there is g perceived capacity for additional contributions, and a
subjective listing ot the major tiscal problems tfaced by the Villape, cog.,
long delays in obtaining credit, lack ot willingness of Villagers to contri-
brite, or problems associated with particular projects,

I addition to the tactual fiscal data and the subjective and descrip-
tive Information, analysis will be preatly aided 00 it is pussible to obtain
at least some cconomic data,  While population data for 1978 already cxist,
there is wvery little data on the ceonomic base of Villages., At Lhe very
least it woald he helptal to know the number ot acres corrently under cul-
tivation in cach Villape for cach crop grown, approximately the number head
of different kionds of livestocek and the extent, i1 any, ol privately owned
commercial or industrial activity., While sccecondary sources, c.op., data
from NMC, TLHC and the other parastatals can be cmploved together with in-
tormat fon trom business License and Jiquor lTicense applications, the Villape-
Llevel data might provide further insight, especiatly it historical data suceh
as the occurance ot a major drought or other notural clamity could be a part

ol these data,
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Coder Sclection and Training. Oncee the data collection forms have been
designed, coders can be chosen and trained.  University students are the
most Likely candidates tor the data coliection process.  Preferably these
students will have had some basic training in accounting and tinance; but
an additional 2-3 day training scssion fvcluding some cxample problems
should be used.  Finally, the trainces should be taken Lo a least one non-
sampled Vitlape (proferably 2-3 with a range of projects) and be asked to
complete the coding rtorm which van then be checked, 11 this pre-test un-
covers particalar probltems with the data collection procedure, the coding
Forms can then he altered betore the inventory is made,

Data Collection, The coders can then be sent to the Villages. However,
betore they are dispatcehed, the Village bookkecepers should be informed of
the schedule and be requested to be available with their accounts.  (This
might avoid the problems encountered on the site-visits associated with this
study where in scveral Villapes cither the bookkceeper or his records were
not available), A conservative cestimate wonld be that it will take 3-4
hours to obtain the necessary data in cach ol the sampled Villages.

Unce collected, the data sheets should be scanned by supervisors for
reasonableness and completeness. Indeed, this checking would ideally occur
soon arter the collection process has bepgun to detect major problems betore
they are replecated in numerous Villages.,  Since the data are to be based
on account records, there are jdentities that can be computed to aid in
deteeting errors.  For cxample, beginning balances plus all incomes less all
expenditares must equal ending balances.  Likewise, major diflerences in

entrics avross years may indicate some type of coding crror, 11 the coders
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are made awarce of these checks and carry them out betore leaving a Village,
many cvrrors may be avolded,

While it has not been possible Lo estimate the cost of this inventory,
it is unlikely to be cheap, especially sinee it will involve substantial
travel throushout the vast Arusha Region. Nevertheless, it is felt that
only with sach intormation can many of the more analytical questions
concerning the tuture of Village finances raised in this Report be addressed

in a systematic manner,



APPENDIX C

PERSONAL TNTERVI WS g

Arusha Region

Mr.
Mr.
M,
Mr.,
My,
Mr.
Mr.
M.

Arumeru
Mr,

Mr.
Mr.,

Eoby Mazalla, Repional Planning Officer

Mitema, Planning Oflicer

Shuma, Ujamaa and Cooperative Development Officeor
Sunyare, Finanee Officer

China, Regional Revenne Ot jcor

lzinna, Devenue Officer

Kombwa, Revional Trades Orficer

Sabuni, Regional Natural Resources Offjcer

District
Tessua, District Planning OfFficer

Saitriamn, Accounts Clerk
Swal, Ujwmaa and Cooperative Development Officer

Hananyg Dist rict

Mr.
Mr.
Mr.
Mr,
Ar.
Mr.

Fisanji, District Development Dircetor

Mpalala, Districe Planning Oftjicer

Haaya, Ulamaa and Cooperative Development Officer
Stantev, Finance Otficer

Fatenpa, District Accountant

Zenpwa, District Trades Orticer

CCM Ot fice = lianany,

M,

Villapes

Mwalitalu, Political Cadre

Arumeru District

Usa

(R
aln

River = Mr. Naibala (Viltlage Chairman)
Mo Msuya (Village Scerctary)

pisi = Mr. Iyawe (Village Seerctary)

Mro Akyoo (Village Bookkeceper)

Mro Kitomary (Chairman, Production and Marketing)



Hanang District
Mayagn = Mry Kimwapa (Vilbape Chairmao)

Mo Mpinga (Village hookkeeper)

Mwada — Mr, Mashinde (Village Manager)

Mro Khaday (Vi lape Manager)

Fndakiso -

Gadapo = My Migive (Villape Manaper)

Other Institutions
NMC = Mo Mamova (Branch Momager)
Mr, Hgiga (Observations Manager)
Mr. Winani (Accountant)

Mro Kasoyvapa (Credits Ollicer)

!

TRDE

TLMC = Mr. Npowi (Zonal Manaper)

|- .
FOany e has heen omitted or spelling errors have occurred,

clecae aeeept o my sincere apolopy.,



