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ABSTRACT. The continued productivity of urban economies depends upon the provision of urban infra-
structure and social services. And, a large share of the service-provision role is conventionally assigned
to local government as tastes and preferences vary among individuals and communities. This requires
financing the public expenditures and, although, there are other sources of revenue, taxation is very central
to effective and efficient service-delivery. The paper, therefore, examines the role of property taxation in
this regard with a view to promoting and building urban local governance autonomy in cities of developing
world. The paper also examines the essentials of a good property tax and problems of its administration
in Africa urban local governments. Consequently, a prima facie case for property tax reforms is made in
order to improve the revenue-generating potentials of the tax. More importantly, the paper concludes that
the real challenge towards sustainable fiscal autonomy for urban local governance in developing countries
is to rally all actors or stakeholders at the policy planning and administration of property tax stages.
This will ensure effective mobilization of all for the success of such tax.
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ender, 1998; Mills, 1998; Cagdas, Gur and
Kurt, 2003).

The continued productivity of urban econo-
mies depends upon the adequate provision of
urban infrastructure and social services. While

1. INTRODUCTION

Three roles are conventionally assigned to
the public sector: economic stabilization, in-
come redistribution, and allocation/public ser-

vice provision. The first two roles are gener-
ally assigned to central government because it
has competitive advantage in executing them
since local economies are too open to permit
counter cyclical measures to be implemented
effectively and, local attempts to address in-
come disparities are likely to induce inefficient
migration. But, a large share of the service-
provision role is conventionally assigned to lo-
cal government as tastes and preferences vary
among individuals and communities, and wel-
fare gains can be realized if consumers are in
a position to choose the level and mix of ser-
vices that best suit them (Dillinger, 1992; Lav-

there are many constraints on the delivery of
these services, one of the most universal is fi-
nance (Dillinger op cit; Cadgas, et al op cit).
The public finance or expenditures incurred
in the provision of these services or infrastruc-
ture can also be categorized as national or lo-
cal, the first referring to the central govern-
ment which concerns itself with the whole com-
munity and the second referring to local or
municipal authorities who are concerned with
the local interest within their areas of juris-
dictions. The latter is the focus of this paper.
Again, there are four ways of financing lo-
cal or municipal authorities public expendi-
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tures: (i) local taxes; (ii) user fees; (iii) subsi-
dies and grants, and (iv) loans. (Olowu, 1984;
1985). Local taxes and user fees are collected
from the people and enterprises living in the
local government jurisdiction. They can be de-
scribed as resources mobilized “domestically”,
as opposed to subsidies and loans, which are
resources mobilized outside the jurisdiction.
Of all the above sources, taxation is very cen-
tral to the provision of revenues for public ex-
penditures; and being a complex and sensitive
subject has always occupied public attention for
many years (Aritho, 1980; Plimmer and McGill,
2003). The term “tax” is defined in Encyclope-
dia Britannica as, “compulsory levy that is the
most important source of government revenue.”
Taxes can be classified as taxes on income, taxes
on wealth and taxes on expenditure. While taxes
on income and wealth are regarded as direct
taxes, taxes on expenditure are indirect taxes.
Property tax, which is the focus of this paper,
is a kind of wealth tax (Yilmaz, 1996). Gener-
ally, property taxes are confined to those taxes
on land, principally buildings. Taxes on build-
ings can be on rental value, sale value, realized
income and realized gains (Gaffney, 1973;
Tideman, 1982; Dunkerley, 1983; Oates and
Schwab, 1996). Property taxes are the oldest
and most prevalent form of taxation and rev-
enue-generation to government (especially lo-
cal government) and, also, as a tool for guiding
land use and development (Dale and
McLaughlin, 1999). Yet, in all countries, prop-
erty taxes are only accepted as the best minor
revenue sources. For example, in developing
countries property taxes accounted for only
about 0.4% of Gross National Product (GNP),
and about 2% of total tax revenues in 1990s.
Although, the equivalent share for the
Organisation for Economic Co-operation and
Development (OECD) countries remained at
more than 1.33% of GNP and about 4% of all
tax revenues throughout the period. Nonethe-
less, property taxes are important sources of
subnational revenue in many countries, and
more so in developing countries than in devel-
oped or transition countries. In the 1990s, prop-
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erty taxes accounted for 40% of all subnational
taxes in developing countries, 35% in develop-
ing countries, although only 12% in transition
countries (Bird and Slack, 2002). But, Charles
(1996) and Pilmer et al op cit. remarked that
property tax is one of the most lucrative, yet,
least tapped source of tax revenue to support
urban governance in Africa.

Local authorities, whether urban or rural,
in developing countries have generally contin-
ued to rely rather too recklessly on uncertain
and generally dwindling grants from the cen-
tral governments (Olowu, 1985; Charles, op cit;
Mills, op cit; Almy, 2001; Babawale, 2002;
Pilmer, et al op cit; Cagdas, et al op cit). The
authors maintain that if local governments are
to effectively perform their enormous and ever
increasing constitutional responsibilities, and
if they are to attain the desired autonomy and
provide the much required alternative power
base at the grassroot level, they require an in-
dependent, viable, stable and reliable source
of revenue. And, that in virtually all countries,
in order to meet the above target, the focus
has been on the property tax. For instance, in
Nigeria, about 29 years ago, when the nation-
wide reform of local government was being
launched the federal government observed and
directed as follows:

“It must be recognized that if meaningful
local government is to be expected in Nigeria,
much larger financial resources are needed. In
respect of local resources the only one, which
can be made to yield large sums, is Property
Rating, the use of which should be extended
to all Local Governments progressively, begin-
ning with the urban areas (Federal Republic
of Nigeria, 1976, p3).

The power to tax may rest with the central
government, regional or local (municipal) gov-
ernments, or both. Generally, a country’s con-
stitution would establish basic taxing powers.
In most countries the power to tax property
rests with the central government. However,
all or a portion of property tax revenues are
assigned to local governments. The central
governments may give local governments some
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power to set tax rates, to decide which proper-
ties are to be taxed, and to grant exemptions
and property tax relief beyond that called for
in national legislation (Almy op cit). Thus,
there is no clear cut demarcation on which of
the property taxes belong to either central gov-
ernment or urban local government. The allo-
cation of taxing powers between the levels of
government vary from one country to another.
For example, while tenement or property rat-
ing is administered solely by the local govern-
ments in Great Britain, it is within the con-
trol of state governments in Nigeria; although,
used in financing local government expendi-
tures. In Nigeria, also, other property taxes
like Capital Gains tax, Capital transfer tax and
tax on realized income from properties belong-
ing to companies are controlled by the federal
government while realized income on property
belonging to individuals are vested in the State
Governments. But, property tax is only seen
as a local tax if it is used to fund local
government’s activities. Does this confer au-
tonomy of the property tax on the urban local
government? Aside, and as declared in Land
Administration Guidelines prepared by the
United Nation Economic Commission for Eu-
rope (UNECE, 1999), any taxation systems
should; (i) serve clearly defined objectives; (ii)
raise significant amount of revenue; (iii) be
exclusively under the control of the govern-
ment authority; (iv) be administered in a way
that public understands and sees as fair; (v)
be relatively simple and cheap to collect; (vi)
be designed to make it difficult to avoid mak-
ing payments; (vii) distribute the tax burden
equitably across the community; and, (viii) en-
courage the good use of resources (Cagdas, et
al op cit.).

Against the foregoing thicket of issues and
ideas on property taxation certain questions
become evident: What are the different prop-
erty taxes under the control of urban local gov-
ernments? What are the essentials (tax liabil-
ity, tax rate, tax base and legal authority) of a
property tax? What is urban local governance
autonomy? How are property taxes able to sus-

tain the autonomy of this urban local gover-
nance? Are there other objectives of property
taxation? What is the sequence of property tax
administration? What procedural reforms are
required to further generate funds for local gov-
ernance in developing countries? The paper at-
tempts below, in turn, to answer some of the
questions raised above with a view to demon-
strating the contribution of property taxation
in building urban local governments’ autonomy.

2. TYPES OF PROPERTY TAXATION

There are variations in property taxation
classification all over the world. For instance,
as indicated by Munro (2000), property taxes
may be classified broadly into “annual” and “in-
cidental” taxes. Taxes levied annually on prop-
erty are seen as wealth tax in every country.
The annual levy, for example, tenement or
property rate, may be based on the estimated
market value for which the property would sell
under normal circumstances, or the assessed
rental value of land or property or in some
countries, area of property (Dale and
McLaughlin, op cit). Incidental taxes arise be-
cause of specific event (inheritance, transfer
inter vivos, sale, rental) triggers the tax (in-
heritance tax or estate duty, capital transfer
tax, Capital Gains tax, income tax), such as
the sale of the property, or its change to more
valuable use (Munro, op cit).

Another way by which property taxes are
classified is usually in relation to their tax base
which is basically the value of property, either
land or building and, or both land and the im-
provements on it. Thus, we can have four types
of taxes on land: taxes on the rental value of
land, taxes on the sale value of land, taxes on
realized income from land, and taxes on real-
ized gains from the sale of land. All four taxes
can be used to raise revenue and reduce in-
centives for speculation in land, which are gen-
erally beneficial. The third and fourth produce
distortions with respect to incentives to develop
land, of mitigating imperfections in capital
market. All permit reduction or elimination of
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taxes with significant dead-weight losses, such
as those on improvements (Tideman, op cit;
Cagdas, et al op cit).

The classifications above are not water-tight
and rigid, they vary from one country to an-
other. Besides, the power to tax may rest with
the central government, regional or local (mu-
nicipal) governments, or both. And, taxes are
not usually seen as significant tools to influ-
ence land use because revenue is the objective
(Dunkerley, op cit; Almy, op cit). But, for any
of the tax to confer autonomy on the urban
local government it must be a local tax, used
solely to fund urban local governance activi-
ties. The notion of local tax, in particular, is
very elusive. What is a local tax? There is no
generally agreed definition of the concept. But,
from relevant authorities (Bentick, 1979;
Shoup, 1983; Olowu, 1985; Bird and Slack, op
cit; Cagdas, et al op cit) four criteria can be
utilized to call a tax a local tax: (i) Its base is
defined by local governments, (ii) its rate is
determined by local governments, (iii) its col-
lection is undertaken by local governments,
and (v) its proceeds accrue to local govern-
ments. Is one of these criteria enough? Are the
four criteria necessary? The collection criteria
are not without importance, but are probably
not essential. The last criteria, namely that the
tax income be given to the local government,
is necessary to build and sustain its financial
autonomy and at the same time, reduce or
eliminate reliance on grants and subventions
from either the state government or the fed-
eral government. But, it is, probably, not suffi-
cient. More importantly, none of the property
taxes assigned to local governments in devel-
oping countries fulfill or meet all the four cri-
teria above. (Dillinger, op cit). For example, in
Nigeria, there is no clear-cut division of tax
responsibility amongst all the three-tier level
of government in the country.

3. ESSENTIALS OF PROPERTY TAX

Apart from the cannons of taxation already
identified early in this paper, tax base, tax rate,
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legal authority to impose or levy tax and the
burden of liability with respect to property
taxation must be clearly specified in the au-
thorizing statutes or the constitution of the
respective country or state or local government.

While tax liability indicates who bears the
burden of the tax, which may or may not be
shifted depending on the type of tax, the legal
authority establishes the jurisdiction of the
taxing authority in levying the property tax.
Tax rate is the actual tax liability. In principle,
there is no right level of tax rate. Neverthe-
less, if property tax is functioning as a price
for municipal or local services, the right level
is that which reflects local preferences. Local
property taxes, thus, appeal more directly to
the quid pro quo principle as offering to the
taxpayer a more visible equivalent in services
for the sacrifice involved. As, for many years,
tax theorists emphasized that “taxes were the
equivalent given by citizens for the benefits
they derived from the state (Armitage, 1935).
This is the doctrine of “Social Dividend” or the
“Quid pro quo”. On a national scale, services
of the state or central government to the indi-
vidual are difficult to measure and apportion.
Therefore, central or state government restric-
tions on tax rates can introduce a bias against
higher rates. Hence, as central or state gov-
ernment derives no revenue from the local
property tax, it has no direct financial interest
in higher yields. This calculation is reflected
in the extremely low effective rates mandated
by central governments in, for example, Indo-
nesia (where the combination of a tax rate of
0.5 percent of capital value and an assessment
ratio of 20 percent yields an effective tax rate
of 0.1 percent) and the Philippines (where cen-
tral government legislation fixes a maximum
tax rate of 1 percent to 1.5 percent of capital
value but mandates assessment ratios that can
reduce the net tax rate to as low as 0.1 per-
cent). Besides, progressive local property tax
rates reflecting higher rates for higher-value
property, exemptions or reliefs for low value
property and sectoral differentiation (e.g., low
or high income neighbourhood) are common in
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developing countries (Olowu, 1985; Dillinger,
op cit). Tax rate structures in developing coun-
tries frequently differentiate among different
land uses. Residential property is taxed at a
lower rate than industrial and commercial
property, and owner-occupied residential prop-
erty is taxed at a lower rate than renter-occu-
pied. Vacant land is either exempted or sur-
charged.

In property taxation, the tax base on which
the tax rate is applied usually varies from
country to country. There are usually alterna-
tives for consideration namely the land, the
building, or both the land and building collec-
tively called the property. Dunkerley (1983)
notes, further, that the main contenders of the
tax base are the total property value, site value
and betterment. Nonetheless, there are two
most common tax bases. These are ‘value’ and
‘area’ bases. The value may be on either land
or buildings/improvements or both. Where the
building space will not be subject to tax, ac-
cording to Bahl and Zhang (1989), this is good
policy if the goal is to generate a more inten-
sive use of land in prime urban areas. Thus,
those who hold excessive vacant land for stor-
age or make poor use of their space will pay
the same tax rate per unit of land as those
who build multistory buildings, move their
space-intensive activities to the suburbs or
lease their excess land. The taxation of land
and not building space, however, does raise a
special set of implementation considerations.
For example, if a parcel of land is occupied by
more than one user, as in multistory building,
then the total taxable land area will have to
be prorated amongst the occupants. This may
raise difficult administrative problems and, at
a minimum, will require detailed record keep-
ing. Another problem is how to treat land in
“nonproductive” uses, e.g., enterprise land used
for a nursery school, a clinic, or simply open
space.

In addition, the value of tax base can be
the rental value, sale value, realized income
and realized gains from land or building or
both (property). In value based systems, usu-

ally market value of the property is consid-
ered. The open market value is defined by
RICS (2000) as:

“An opinion of the best price at which the
sale of interest in property would have been
completed unconditionally for cash consider-
ation on the date of valuation, assuming:

(a) a willing seller;

(b) that, prior to the date of valuation,
there had been a reasonable period
(having regard to the nature of the
property and the state of the market)
for the proper marketing of the interest,
for the agreement of the price and
terms and for the completion of the
sale;

(c) that the state of the market, level of
values and other circumstances were,
on any earlier assumed date of ex-
change contracts, the same as on the
date of valuation;

(d) that no account is taken of any ad-
ditional bid by a prospective purchaser
with a special interest; and

(e) that both parties to the transaction had
acted knowledgeably, prudently and
without compulsion.”

The annual rental value (ARV) and expected
sales price (termed capital or market value) of
taxable property are widely used. For example,
the UK and France have traditionally valued
property on the basis of rental value; in gen-
eral, their one-time colonies in Africa and Asia
do so. Also countries influenced by the United
States — the Philippines, Liberia, and most of
Latin America — follow the U.S. practice and
define value on the basis of capital value. And,
in ARV systems, classes of property for which
no rental market exists are valued on a capi-
tal basis and then converted to rental value
using a capitalization factor. On the other
hand, in capital value systems, similarly, rental
income is capitalized to yield a capital value
for classes of property for which other meth-
ods of determining capital value cannot be used
(Dillinger, op cit). This suggests that political
credibility and administrative feasibility —
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rather than the more abstract economic argu-
ments — should be the overriding consider-
ation in choosing a definition of value.

In estimating market value of property,
three most common valuation approaches are
practiced (Friedman, 1963; RICS, op cit; Almy,
op cit; Cagdas, et al op cit). These are com-
parison approach, income approach and cost
approach. The comparison approach is the sim-
plest way to estimate the market value of prop-
erty by identifying another property, within the
same neighbourhood, that has recently sold or
let and which has identical characteristics.
Cost approach is adopted where the property
concerned has no identical property and sel-
dom change hands in the market. In the com-
mercial or industrial property valuations, in-
come approach is applied. Whichever method
is applied, what is essential in a tax valuation
system is objectivity — so as to reduce oppor-
tunities for dispute or collusion — and a meth-
odology appropriate to local skills and the mar-
ket information available in the local jurisdic-
tion. Perhaps, also, for common properties like
tenements, apart from market comparison ap-
proach, a valuer could adopt mass appraisal,
which depends on extrapolation, by formula,
from a sample of properties. Mass appraisal is
used in both capital value countries — Brazil,
Mexico, and the Philippines, among others —
and to value owner-occupied properties in ARV
countries. Some ARV jurisdictions — Anambra
and Oyo States in Nigeria, for example — use
mass appraisal systems to value both renter-
and owner-occupied property (Dillinger, op cit).

The other tax base is area of property. If
using of market value in tax assessment is not
possible, usually area based valuation system
is preferred. Under this system, taxes are de-
termined simply by multiplying a measure-
ment of area by a rate. As pointed out by Almy
op cit, area based property tax valuation sys-
tems have the advantage of being simpler to
administer. In this system, only area measure-
ments are needed. They are easier to imple-
ment because market data do not have to be
collected and analysed. They are also more
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objective than value-based systems, in that
area measurements are less contestable than
value estimates. On the other hand, area-based
property tax systems are less fair. For example,
highly desirable properties pay the same taxes
as undesirable properties (Cagdas, et al op cit).

However, it is significant to note that cen-
tral to the effective administration of a prop-
erty tax is land registration and the availabil-
ity of a fiscal and legal cadastre denoting the
land and property holding situation in the city.
This implies that in order to ensure that there
is a constant source of revenue from property
tax to either the central or local government,
it is necessary to ensure that the tax base,
which is the source of revenue, is secured and
capable of serving as a revenue base in perpe-
tuity (Mabogunje, 1992; Futa, 2004)

4. PROPERTY TAX AND URBAN LOCAL
GOVERNANCE AUTONOMY

The word “autonomy” has been given sev-
eral meanings. It means, on the one hand, the
first or self government, and on the other hand,
freedom from all kinds like (a) freedom to do
what one thinks best; (b) freedom to act with-
out restraint; (c¢) freedom without fearing any-
thing; and, (d) freedom to receive full rights of
self government (Oyewo, 2003). The issue of
local government autonomy has generated a
lot of debate in the developing world political
discourses. These recurring debates evolved
out of the increased awareness both on the part
of policy makers and the people about the ef-
fectiveness of local government as harbinger
of national socio-political and economic devel-
opment, and the hallmark of participatory ur-
ban governance or democracy in most nations
of the developing world (Adeyeye, 2003).

For instance, the 1988 World Development
Report devotes an entire chapter to the im-
portance of local government reform in devel-
oping countries, and a widely cited World Bank
report states that an effective public sector in
a modern developing country, depends on the
ability of the central government to harness
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the resources of lower levels of government
(Cochrane, 1983). Olowu and Smoke (1992)
identified four factors why the reform of local
governments (and building up their autonomy)
in Africa have been particularly significant in
this respect. First, effective local governments
are perceived as providing opportunities to in-
volve long-neglected citizens in the decision-
making process; being the closest to the
grassroots populace. And, the strengthening
of African local governments is essential for
the rehabilitation of national public finances
and hence a means to sustainable growth.
Third, local governments are perceived as hav-
ing the potential — especially given Africa’s rich
local institutional heritage — for helping to
mitigate the negative effects of structural ad-
justment programmes on the poor. Finally,
some analysts believe that local government
initiative will be required to tackle the chal-
lenges of Africa’s town pressures, rapid popu-
lation increase and urban growth, during a
period when the severity of these problems is
declining in many other parts of the world.
Thus, the clamour for local government au-
tonomy in developing countries.

In most cases, autonomy is viewed as a sort
of preservation of group or private interest. It
is sometimes perceived by local government
functionaries as a quest for a separate govern-
ment such as exist, for example, between two
states or central governments; this should not
be the case. Likewise, the supervisory role that
the states or central governments are supposed
to play should not be perceived from the per-
spective of the superior-subordinate relation-
ship in which the states or central or regional
governments would unilaterally dictate how
the local governments should be run; and,
thereby, leaving little or no room for the local
governments to exercise some discretion in
deciding on some critical issues that affect the
lives of the people (Ake, 1992; Gboyega, 1992).
In this paper, we are not concerned with au-
tonomy based on legal authority and opera-
tional functions but rather financial autonomy,
with less or non-dependence on the central or

state or regional government by the urban lo-
cal government for financial assistance. The
challenge of urban governance here relates to
how all the stakeholders — taxing authorities,
taxpayers, neighbourhood organizations
(NGOs), community-based organizations
(CBOs), and civil society are mobilized at the
planning and administration stages of prop-
erty tax to boost urban local governance fi-
nances. There is therefore, some level of wis-
dom in public-private partnership in urban
property tax administration for good gover-
nance in cities of the developing world.

Arising from the following, property taxes
are reliable media for promoting urban local
governance financial autonomy for several rea-
sons (Thorncroft, 1965; Orewa, 1982; Gboyega,
op cit; Sovetdal, 2002; Cagdas, et al). The early
importance of land as the main repository of
wealth ensure for a long time that it was the
chief and, often, the only source of revenue for
public purposes. In Early English society, the
economic reality as distinct from the mystical
conception of kingship was that the sovereign
was a vast landowner, supporting his armed
forces and other services almost entirely on the
income from the estates. The taxation of pri-
vate estates arose in the main by way of res-
ervations and services demanded by the king,
in respect of his land grants (Stubbs, 1906).
The position is summed up: “All the imposts
of the Anglo-Saxon and Norman reigns were,
so far as we know, raised on the land” (Stubbs,
op cit). Besides, land is both fragile and scarce
resource and also a production factor. In addi-
tion to this, land is accepted as an investment
tool that provides easily gain profits without
labour, especially in developing countries
(Arslan, 1997).

The suitability of land or property as a
source of autonomous revenue for urban local
governance can further be explained as follows:
Firstly, the income from land is relatively easy
to collect. Land itself is immovable and if the
owner is unwilling to meet this liability, it is
possible for the taxing authority to track down
the taxpayers or obtain the property by dis-
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tress. Secondly, the income from property is
generally stable and does not fluctuate wildly
from year to year; because of this, the amount
that might be levied in taxation can easily be
determined accurately in advance. Thirdly,
landed property as an income-producing unit
is indestructible. Fourthly, ownership of landed
property on which the tax is based is synony-
mous with wealth. Therefore, ability of the tax-
payer to pay is guaranteed. Lastly, property
has a tendency to appreciate in value, pari
passu, with the population and economic ac-
tivity. It, therefore, provides a build-in mecha-
nism against inflation, except the difficulty of
arranging revaluations.

Furthermore, the TAAO (1997) and the
OECD (1987) reports specify other benefits of
the property tax to include the following: First,
it is noted that since the property tax is inde-
pendent of income taxes, it enables those with
low income yet with substantial property hold-
ings to make an appreciable contribution to the
provision of local government services. Addi-
tionally, it enables municipalities to derive rev-
enue from its residents who do not reside in
the localities yet maintain properties there.
Second, the property tax system is transpar-
ent as compared to other forms of taxes. Prop-
erty owners can always compare what they pay
with what others pay for their properties and
have a fair idea of whether they are paying
too much or too little taxes. Nevertheless, pro-
visions are always made for appeals in tax laws
and, as such, dissatisfied taxpayers can always
appeal against any perceived unfair tax levied
on them. And, finally, it should be possible for
the tax authorities to vary the rates of the
property tax without any threat to the tax base
or migration of the property owners. With ref-
erence to the sales tax, an increase in prices
of commodities from a rise in the sales tax
within the locality would result in residents
moving elsewhere to purchase those commodi-
ties. Thus, in the case of property, the tax in-
crease must be very substantial to result in
the sale of property and relocation of the owner.

Property tax also promotes sustainable tax
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base for urban local governance. This trans-
formation would mean increasing taxation on
activities which essentially subtract value from
the economy, such as the use of land and other
resources, while reducing taxation on activi-
ties which essentially add value to the
economy, such as people’s earnings, spendings
and savings (Stephen, op cit). Thus, it is an
important part of the case for Land Value Tax
(LVT), tax on unearned increment, that this
not an additional tax to burden the economy
with, but an essential component in the reshap-
ing of the taxation system to help achieve
greater sustainability (Oates and Schwab, op
cit; Stephen, op cit; Mills, op cit; Plimmer and
McGill, op cit).

In spite of the foregoing, the large infusion
of grant money from federal government in
Nigeria, as in many other developing countries,
which increased from less than 2 percent of
federally collected revenues in 1976 and 15
percent in 1992 to about 30 percent in 2004
currently, has boosted the coffers of local gov-
ernments in Nigeria generally. While access
to such funds may help boost the provision and
maintenance of local infrastructures such as
local roads, markets, motor-parks, agricultural
ventures, elementary schools and basic health
facilities, many local governments may aban-
don the exploitation of local revenue sources.
Experience from developing countries, in these
circumstances, shows that local governments
have remained dangerously dependent on
transfer incomes whose administration has left
much to be desired, besides the uncertainty
occasioned by the eccentricities of the mono-
economic nature/characteristic of these coun-
tries in the international market (Smith, 1982;
Olowu, 1989; Bello-Iman, 1990; World Bank,
1990; Futa, op cit).

But, in contrast to the national trend in
Nigeria, whereby local revenues have declined
in absolute and relative terms since the 1976
reform (Smith, 1982; Bello-Iman, 1990; World
Bank, 1990), Olowu (1992) observed that the
two Lagos city council municipalities then sus-
tained their major internally generated rev-
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enues from 1963 to 1987. Throughout this pe-
riod, both before and after the local govern-
ment reform of 1976, local revenues were gen-
erally responsible for more than half of the
city’s needs for revenue. And, it was noted
that the largest share of these internal rev-
enue sources came from the property taxes,
which was first collected in the area in 1915.
Thus, Olowu (1992, p19) points out as follows:

“One of the most important results of the
global reform of local governments in Nigeria
in 1976 was to initiate a progressive increase
in the amount of monetary transfer to local
governments (LGs) by federal and state gov-
ernments (especially the former). The propor-
tion of federally collected revenues devoted to
LGs increased rapidly from less than 2 per-
cent in 1976 to 15 percent in 1990. This en-
abled Nigerian LGs to play a more visible role
in total public expenditures. On the other hand,
huge federal transfers have led to sharp de-
clines in absolute and relative terms in locally
generated revenues. The two Lagos municipali-
ties are able to generate up to 50 percent of
their total revenues. In contrast, the average
for all local governments in the country is 4-5
percent. The relative large internal revenue
sources in the two Lagos municipalities results
in generous surpluses, which they are able to
channel into capital development or special
project expenditures. The single most impor-
tant internal revenue source is the property
tax, which is not even collected in some other
large cities, such as Kano, Ogbomosho and
Sokoto”

The above has positive implication towards
building or improving the financial autonomy
of our local governments; although, implement-
ing property taxation in developing countries
is a difficult task in view of the legal, techni-
cal and political constraints (or administrative
bottlenecks) to be tackled.

5. PROPERTY TAX ADMINISTRATION

Tax administration is the final stage and
the ultimate goal of a tax system. However

sophisticated a tax system is, the time it takes
to complete all its stages and the cost incurred,
the system will be ineffective if the amount of
revenue it generates is too low relative to the
estimated amount (Omopariola and Nassar,
1985-86). An adverse variance fiscal revenue
can be brought about by several factors, in-
cluding tax evasion, avoidance, concession and
other tax delinquencies reflecting the problems
associated with tax administration including
collection capacity of a particular Tax Author-
ity (Kelly, 1992; 1993).

Usually, a distinction is made between tax
evasion and tax avoidance (Omopariola and
Nassar, op cit). The first act refers to an ille-
gal act which implies paying less than estab-
lished by law or not paying them at all. In the
case of tax avoidance the procedure used to
diminish the tax burden is in accordance with
the law using existing tax loopholes. Also, in
tax concession, certain behaviour of the tax-
payer is actually sought. Thus, any type of in-
vestment incentives (accelerated depreciation,
initial allowances or reliefs or exemptions, etc.)
are typical examples of concessions while pay-
ment of less tax by considering income as capi-
tal gain would be an example of tax avoidance
(Kelly, 1992).

On the strength of the above, Dillinger op
cit opined that in most developing countries,
property tax reforms must not be limited to
policy because the quality of tax administra-
tion is poor, the burden of the tax falls hap-
hazardly on those unable to exploit its weak-
nesses. Raising rates alone would exaggerate
these inequalities. The author maintained that
reform efforts must, therefore, address prob-
lems in administration, and further identified
five stages of property taxation administration
to include: Discovery, Valuation, Assessment,
Billing and Collection. And, the performance
of revenue raised depends upon the cumula-
tive performance of all the five steps. It is also
important to note that the sequence is an on-
going, not a one-time event.

The objective of discovery and identification
is to find all the properties subject to taxation
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and obtain the information needed to impose
the tax either by self-declaration or govern-
ment inventory. It is submitted that voluntary
subscription to public services, apart from be-
ing a Utopian idea, would also be unreliable
and, as such, difficult to budget for. Conse-
quently, contributions to public services are
therefore made compulsory demands, through
government inventory, from citizens. Valuation
is usually undertaken either by the profes-
sional valuers or through updating and inter-
polation of property information by the taxing
authority. Success at collection is essentially a
matter of information management and lever-
age: knowing who owes what, and having the
means and incentive to induce them to pay.
Also, an appropriate legal definition of liabil-
ity and notification can simplify the billing
function and increase the taxing authority’s
leverage over delinquents.

But, the environment of property taxation
is more difficult in developing countries than
in industrial nations (Dillinger, op cit; Kelly
op cit; Cagdas et al). Dillinger op cit asserts:

“The basic data on which the property tax
is based is inaccessible or unreliable. Base
maps on which property discovery and identi-
fication would be based are non-existent. The
market data on which valuations are based is
unreliable, as property markets are driven
underground by high transaction taxes and
rent controls. Data on property ownership is
inaccessible, either because ownership is dis-
puted, or because deeds registries are unwill-
ing or unable to cooperate with taxing authori-
ties. The rapid growth of cities in developing
countries exacerbates the difficulty in admin-
istering the property tax, as subdivisions and
new construction must be constantly discov-
ered and incorporated if the tax base is to re-
flect the physical growth of the city.”

In the literature some of the problems were
identified as relating to either policy matters
or administration of property taxation in de-
veloping nations. Some of these problems are
(see for example, Aritho, op cit; Omopariola and
Nassar, op cit; Olowu, op cit; Kelly, op cit;
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Gboyega, op cit; Dillinger, op cit; Rabiu, 1998;

Cagdas, et al op cit) as follows:

e Lack of political will to introduce the
property taxation system in a country.
Hicks (1961) noted in her book, that in
the former Western Region in Nigeria,
“there is much resistance to the
introduction of property rating, said to be
due to the fact that councilors are large
owners of wurban real estates.”
Furthermore, she showed that, “in Ibadan
in 1958, the caretaker government passed
a resolution introducing property rating
but this decision was reversed when the
elected council was restored”.

¢ Inadequate or obsolete laws on property
taxation inherited from colonial masters by
their colonies in Africa and, developing
world in general. It also includes non-
consolidation of tax laws.

* Absence of trained personnel, particularly
professional valuers. The archiles’ heel of
property taxation is that of assessment,
valuation and revaluation of property.

e Lack of awareness of revenue raising
opportunities of property taxation by most
urban local governments in developing
nations. Not only is this true, but, also
there has been deliberate ignorance on the
part of some officials who can influence
policy or the execution.

e Total absence of suitable and enforcement
machinery. This is essential not only as a
matter of principle but also to induce
public confidence.

¢ Environmental problems, which differ from
one country to another, such as: inadequate
physical and infrastructural facilities;
postal and telecommunication delays;
administrative inefficiencies and
bottlenecks, bribery and corruption, etc.,
and organizational problems including
bureaucracy arising from the structure of
taxing authorities.

* Lack of housing census and land tenure
security including multiplicity of property
taxes as well as corruption in the taxing
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system affects successful implementation
of property tax system in most developing
countries.

6. CONCLUSION

The paper, so far, has demonstrated that
property taxation, in developing nations, can
be used to promote fiscal measure, particularly,
to the financial autonomy of urban local gov-
ernance. It has also tried to show that prop-
erty taxation is bedeviled with policy and ad-
ministration problems. And, in addressing
these problems, reform strategies according to
Babawale, op cit, must be based on the follow-
ing principles:

@)

The need to relate the reforms to the
existing property tax structure.

(ii)) The reforms must take cognizance of

the peculiar social and economic envi-
ronment of the country.

(iii) The property tax must be treated as a

“system approach”.

(iv) The proposed reforms must be in

(v)

harmony with the broader government
fiscal policy.

The reforms must satisfy the usual
cannons of taxation; although no tax
can conform absolutely.

(vi) Reform is a continuous process.
In view of the foregoing background, the

(a)

following proposals, in addition to those
earlier pointed out in the paper, are put
forth in order to develop a viable
financial autonomy of urban local
governance in the cities of developing
nations:

The adoption of cadastre through the
use of Geographic Positioning Infor-
mation (GPI) will assist in identification
and discovery of properties for taxation
purpose. Cadastre has become an
important activity field due to its
functions in economic development and
environmental management in a global
world. When the data access has been
getting easy, users need more

(b)

(c)

(d)
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information about ownership, plan,
valuation and their interaction to each
other and this cause increasing direct
or indirect demands for cadastre in
property tax administration.
Codification and revision of obsolete
property taxation laws to be in line with
the economic and social development of
a country. A code of property tax law,
like any other area of tax law, is a
complete statement of the entire law
on the subject with which it deals.
Training of existing and, recruitment of
new technical staff for property tax
administration. Besides, property valua-
tion system must guide against inap-
propriate valuation basis, inappropriate
method, poor valuation skill, lack of
relevant data and wide revaluation
intervals. For instance, property valua-
tion needs to be updated frequently to
achieve increased revenue in proportion
to the appreciation in real property
value over time. Nevertheless, revalua-
tion exercise is usually costly and would
further affect the lean financial re-
sources of most urban local govern-
ments. Perhaps, in between the
revaluations, which is usually 5 years
interval, the system should be able to
take advantage of increases in value
and maintain level of property tax by
means of indexation carried out an-
nually by staff of taxing authorities.
This must be linked to such inflation
indicators as national consumer price
index, indices on the rate of increase
in property value, construction cost, etc.
Putting in place administrative and
policy measures to improve or influence,
positively, the behaviour of the
taxpayers, vis-a-vis, the taxing autho-
rities. Such measures may include
increased publicity of tax laws, carefully
designed tax returns, aid in preparing
returns, etc. Other measures may also
depend on the extent to which the tax
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delinquencies were induced by the high
rates of taxation and the extent to
which taxpayers are prepared to accept
with equanimity, the unequal burden,
with people in the same or in different
conditions (horizontal or vertical equity).
Finally, and more importantly, the real chal-
lenge for urban local governance is to rally all
actors in an inclusive city — government, civil
society, professionals, NGOs, CBOs, etc., at the
planning and administration stages of prop-
erty taxation. This is akin to promoting pub-
lic-private partnership in property tax plan-
ning and implementation stages. This is im-
portant if the voluntary co-operation of all the
actors are to be induced and revenue-generat-
ing potentials of property taxation are to be
realized by the urban local governments. This
will, therefore, assist in developing the finan-
cial autonomy of urban local governance, es-
pecially in Africa and, other developing coun-
tries of the world.
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SANTRAUKA

MIESTU SAVIVALDOS FISKALINES AUTONOMIJOS KURIMAS NAUDOJANT FINANSAVIMA
IS NUOSAVYBES APMOKESTINIMO

Bioye Tajudeen ALUKO

Ilgalaikis miesto tikio naSumas priklauso nuo miesto infrastruktiros ir socialiniy paslaugy teikimo. Didelis vaidmuo
paslaugy teikimo srityje paprastai priskiriamas vietos valdziai, nes asmeny ir bendruomeniy skoniai bei polinkiai
skiriasi. Dél to reikia padengti vieSasias iSlaidas. Nors egzistuoja kity pajamy Saltiniy, mokesciai yra labai svarbtis
kokybiskoms paslaugoms teikti. Todel Siame darbe tiriamas nuosavybés apmokestinimo vaidmuo, miesty savivaldos
autonomija propaguojant ir kuriant besivystanciy valstybiy miestuose. Darbe nagrinéjama nuosavybés mokescio
esme bei jo administravimo problemos Afrikos miesty savivaldos organizacijose. Akivaizdu, kad reikalinga nuosavybes
mokesciy reforma, kuri leisty geriau pasinaudoti pajamy surinkimo i§ mokesciy potencialu. Darbe taip pat pateikiama
svarbi iSvada, jog kuriant subalansuota izdo politika pagrindinis uzdavinys, tenkantis miesty savivaldos organizacijoms
besivystanciose Salyse, — pasistengti visas suinteresuotas puses jtraukti i politikos planavimag ir nuosavybés mokesciy
administravima. Tai garantuos efektyvy visuotinj mobilizavima ir Sio mokesc¢io sekme.



