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Abstract

Compared to their prominence in OECD countries, taxation issues appear in-
frequently on public political agendas in most Southern countries. The author
first explores the historical and structural reasons for this difference, and then
goes on to suggest why it is likely to be smaller in future: recent changes in the
fiscal environment in the South will encourage a higher degree of political mo-
bilisation around taxpayer identities, and therefore help raise the profile of tax-
ation issues on public political agendas. Finally, Moore suggests that this is likely
on balance to contribute to better governance and to development generally,
although this outcome is contingent on many factors that are not yet under-
stood.
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1. Introduction

In this article, | talk as if there were some very clear contrast
between two categories of countries—the ‘North’ (essentially the
OECD countries) and the * South’ (therest) —in the waysin which
taxation issues feature on the political agenda. The differencesare
not so stark in practice, and there are very wide variations within
the * South’ category in particular. | use a dichotomy when what |
actually have in mind is more a continuum. This makesit possible
to present and debate some broad questions without becoming lost

Note of acknowledgement. This article reflects my interactions over recent
years with many stimulating and helpful colleagues. | am especially conscious of
my debts to Deborah Brautigam, Ben Dickinson, Max Everest-Phillips, Odd-
Helge Fjeldstad, Steven Friedman, Victor Lledo, Lise Rakner, Michael Ross,
Carlos Santiso, Mark Schacter, Aaron Schneider, Mike Stevens, Judith Tendler,
Ole Therkildsen, John Toye, Sue Unsworth and Adrian Wood. | received very
useful comments on an earlier draft from Lise, Carlos, Aaron and two anony-
mous referees.
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8 | Mick Moore

in details of specific cases or in listing the exceptions to any gen-
eral statement. However, it runs the risk of appearing to oversim-
plify.

The big contrast | wish to draw concerns the extent to which
taxation issuesfeature on what | will call the public political agen-
da, that is, the range of concerns that politically engaged citizens
debate, and around which political partiesand interest group organ-
isations mobilise.* In most OECD countries, taxation issues have
been prominently and continuously on public political agendasfor
several decades. For OECD governments and political parties, they
are prominent, habitual aspectsof the daily political landscape. They
are as much a part of the policy-making furniture asrelations with
the IMF and the World Bank are for governments of most devel-
oping countries. Sincethe 1970sin particular, domestic policy agen-
das within many Northern countries have to a significant degree
been shaped by a series of actual or incipient electoral revolts by
taxpayers, and attempts to head them off.

The OECD countries are of course not homogeneous. In recent
yearsin particular, the political mobilisation of taxpayer concerns
has been especially evident in the Anglophone and Scandinavian
countries. However, the countries of the South are far more heter-
ogeneous. The suggestion that taxation issues have not been prom-
inent on their domestic political agendas may spark dozens of
references to exceptions. There are indeed plenty of them; | refer
to afew below. However, it remainstrue that, on average, taxation
issues have been far less prominent on the public political agendas
in the South than within the OECD. Insofar as taxes do come onto
the public palitical agendain the South, this generally hasbeenin
responseto tax reform initiatives taken by government. Otherwise,
the politics of taxation generally are not public. They tend to be
narrow, specialised and concentrated in non-public spaces: the
manoeuvrings of small pressure groups lobbying for exemptions
from import duties, or individual large companies bargaining with
ministers and tax officials about their assessments and liabilities.
Unlike in many OECD countries, Southern taxpayers have not
mobilised politically: to win referendathat place tight caps on gov-
ernment spending (as states within the United States have done);
to give new anti-establishment, anti-tax political parties enough
parliamentary seats to influence government policy directly (asin
Denmark); to force ruling centre-left political partiesto cut drasti-

1 Issues on the policy-makers’ agenda may not be on the public political agenda.
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cally public welfare spending (the Clinton Democrats in the US);
to show an unprecedented willingnessto hoard fiscal surplusesrath-
er than to spend (New Labour in Britaininitsearly years); or even
to establish that taxpayers’ concerns about the uses of their money
could be alegitimate constraint on public policy.? It ispartly because
taxpayer interests are weakly mobilised in the South that much of
the effective pressure for fiscal responsibility has come from ex-
ternal sources—international financial institutionsand aid agencies.
Itisnot that al fiscal issuesare marginal to public political agen-
dasin the South. Debates and disputes about how government should
spend its money appear at least as salient in the South as in the
North. It isthe near-absence of taxation issuesfrom public political
agendasin the South that seemsto require some explanation. This
article addresses, in ahighly tentative fashion, three questions:

v Why are taxation issues largely absent from public political
agendasin the South? | explore arange of historical and struc-
tural causesin Section 2.

v Isthe situation changing? | suggest in Section 3 that a number
of recent changes, especially inwhat | term the fiscal environ-
ment in the South, will encourage a higher degree of political
mobilisation around taxpayer identities, and therefore help raise
the profile of taxation issueson public political agendas.

v Should these changes be welcomed? | suggest in Section 4
that they should be. A higher degree of citizen mobilisation around
taxation issues would contribute to better governance in much
of the South.

2. Why Are Tax Issues Largely Absent from Public
Political Agendas in the South?

When taxpayers' interests appear on the public political agenda,
this takes place through awide range of mechanisms. Political par-

2 The salience of the political activism of taxpayers in OECD countries is re-
flected in the models that political scientists employ to understand public policy
outcomes. Take for example the class of ‘median voter models’, in which fiscal
policy decisions are determined by the relative electoral weight of different
classes of voters, each of whom makes rational, informed and self-interested
decisions about whether to support or oppose particular fiscal policies accord-
ing to whether or not they benefit him/her financially. Such models of course
represent great simplifications of actual politics in most OECD countries, but
nevertheless bear more relation to reality there than in the South (Moore,
2003: 267-269).
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ties may espouse their concerns, more or less overtly and broadly.
Taxpayers often form dedicated interest associations that may fo-
cus on specific taxes, such as a property tax or VAT, and/or attend
in particular to the ways in which revenue authorities go about
interacting with taxpayers asthey levy taxes (the taxpayers’ rights
agenda). Theseinterest associations may both work through politi-
cal parties and engage in direct campaigning. In other contexts,
pre-existing interest groups — notably business and trade associa-
tions, and sometimes organi sations representing people on retire-
ment pensions—take up taxation matters on behalf of their members.
The question here is why so few of any of these organisational
channelsare employed to articul ate taxpayer concernsin the South.
As| explained above, the question does not imply that there are no
politics around taxation. The point is that taxation issues feature
sparsely on the public political agenda, and then mainly asaresult
of government initiatives to reform taxation systems. Insofar as
they are recurrently engaged in trying to shape public policy, citi-
zensrarely mobilise as taxpayers.

How does one explain why anissueis (largely) absent from the
public political agenda? From amethodological perspective, there
are two main ways of approaching the question. Oneisto focuson
existing public policy agendas in the South, find out what issues
dominate them, and explain why those issues have priority over
taxation. That approach hasthe merit of being highly empirical, but
may not take us very far in practice. For these alternative policy
agendaissues seemto vary widely over place and time. Listing them
may not bring us much nearer to an explanation for the ‘ displace-
ment’ of taxation.® The second routeisto look at the historical con-
ditions that have led taxation issues to be prominent on the public
political agendas of OECD countries, and explore how far those
conditions differ in the South.* This approach is more specul ative,
but provides a useful way of opening up some new, unexplored
research questions.

Let us begin with two potential explanations, which are proba-
bly not (very) valid:

3 | do, however, dip a little into that mode of explanation in Sections 2 and 3.

4 Note that | focus exclusively on the national level, because that is the level at
which one would expect taxpayers to mobilise on a relatively permanent basis.
| therefore do not deal at all with the implications of the fact that, in some parts
of the South, especially in the more agrarian regions, local governments extract
taxes from ordinary citizens in coercive and non-legal ways (Fjeldstad, 2001;
Prud’homme, 1992; Bernstein and Lu, 2003).
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v In contemporary Southern polities, legislatures are often weak
relativeto the political executive (Section 3). Sincelegislatures
are classically the institutional site of public debate and overt
political competition over taxation and fiscal issues, it follows
that their inability to exercise great influence will tend to dis-
courage taxpayers from mobilising around tax issues. If fiscal
decisions are made in some other fora, there are limited incen-
tivesfor taxpayersto engagein collective political organisation
to influence the legislature.® We cannot, however, stretch that
argument very far. First, there is also areverse causation proc-
ess at work: in part, legislatures are weak because they do not
provideattractive sitesfor organised taxpayersto influence policy.
Second, why do taxpayers then not organise to influence what-
ever components of the state apparatus actually have fiscal au-
thority? Third, even active and powerful legidaturesin the South
are often not the location of great debates over taxation issues.

v Itisone of the oldest and most robust set of historical and sta-
tistical findingsin social science that the tax take — the ratio of
tax revenue to national income — tends to increase as countries
become more wealthy. Time and time again, per capitanational
income provesto be apowerful factor explaining, in astatistical
sense, inter-country differences in the tax take.® OECD gov-
ernmentslevy much higher ratios of national incomein tax than
do poor countries. In the late 1990s, the tax take averaged 38
per cent of GDP in OECD countries, and 18 per cent in devel-
oping countries.” One might arguethat, all else being equal, citi-
zens of developing countries will be less concerned about tax
policy than are citizens of OECD countries because govern-
ment’s taxing activities impact less on their material welfare.
That might then explain the lower level of political effort they
devoteto taxationissues. Theargument isplausibleat first blush,
but does not appear to correspond very closely with the evi-
dence. Taxation issues have sometimes been staple items on

5 On the general conceptual point about how the configuration of the state and
the policy-making process influences the political strategies of societal groups,
see Skocpol (1992: 41-60).

6 The meaning of this finding is, however, open to debate. For other variables
that are correlated with per capita income emerge in many equations as partial
or full substitutes, in a statistical sense, for the income variable. These include
the sectoral composition of GNP and levels of urbanisation (see, for example,
Remmer, 2004; Stotsky and WoldeMariam, 1997).

7 For data, see Tanzi and Zee (2000: 8), Toye (2000: 26), Moore (1998), and Zee
(1996).

NUPIJUNE 04



12‘ Mick Moore

the political agendaeven in societieswhere the overall tax take
was lower than in contemporary developing countries.2 A sim-
ple explanation, couched in thelanguage of rational choice, might
be that, in low income societies, government levies hurt the
pocket more, and therefore maobilise taxpayers politically even
if they are small in relation to average incomes.

What then are the likely explanations for the weak presence of tax
issues on the public political agendain the South? Notethat thisis
effectively the same as the question of why taxpayers do not en-
gagein collective political action in their taxpayer roles. | identify
four that are generally important in much of the South. All relateto
the fiscal system and the fiscal environment.

(i) Low ratios of tax revenue to public expenditure. Historically,
OECD countries have been mainly either desmesne states (that
is, financed largely from the revenues from royal or state prop-
erties) or tax states (that is, financed largely from taxes levied
on citizens).® All now have been tax states for along period of
time (M oore, 2004; Tilly, 1992).° Contemporary Southern states
— and especiadly those of the Middle East, the Caspian Basin
and Africa—arefunded on asignificantly different basis. Many
of their governments depend heavily on unearned rents — in-
come that is not in any significant sense earned.* Rents take
one of two main forms. One is natural resource rents stem-

8 For example, in the UK from the 17th century onwards (Daunton, 2001).

9 The main exception was 16th century Spain, which lived — and eventually
suffered considerably — from enormous rental incomes from American gold
(Karl, 1997: 32-40).

10 However, even relatively advanced tax states have sometimes obtained substan-
tial income from state property, notably from railways and postal services in
19th century Europe (Mann, 1993: 381-84). In 19th century Europe, mon-
archs whose power was relatively unconstrained by elected assemblies preferred
to obtain their income from state property where possible, and were generally
successful in developing this revenue source (ibid.: 388).

11 ‘[S]tate income is earned to the extent that the state has to put in effort in

working with citizens in order to get its money. That effort is of two broad
kinds:
(i) Organisational effort: How large, elaborate, differentiated and efficient is the
bureaucratic apparatus that the state deploys to collect its income? What pro-
portion of citizens does the bureaucracy encounter (record, assess, etc.) in
collecting taxes? A state that has a number of distinct and effective services to
assess and collect, for example, income, property, customs and turnover taxes
from a wide range of citizens, is working much harder for its income than is a
state that receives a large annual cash subvention from an oil-rich neighbour
and collects the remainder through a flat rate import duty.
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ming from control over oil and gasand minerals, and, to amuch
lesser extent, diamonds, tropical timber and narcotics. The other
is strategic rents, mainly military and development aid, which
accrue to governments that are recognised actors in the inter-
national system, have UN votes, or control locationsfor military
bases or key transport arteries. We do not have precise figures
on the size of these rents.’? It is, however, clear that they com-
prise ahigh proportion of government income for many South-
ern states. The prevalence of rents results in reductions in the
demands that governments place on citizens for tax revenue
through both direct and indirect mechanisms. Directly, a gov-
ernment that enjoys an income of X million dollars from oil or
aid does not need to go through the laborious process of raising
X million dollarsfromitscitizensthrough ordinary taxation. In-
directly, governments that enjoy access to large rents actually
reduce their tax collection efforts below what one would ex-
pect, given their level of income and other relevant considera-
tions.’ To the extent that states fund themsel ves without taxing
their citizens, citizensarenot likely to mobilise politically around
taxation issues.

(ii) Political effort: How far does the state invest resources — money, competent
public servants, the attentions of senior policymakers etc. — in protecting and
increasing the taxpaying capacity of its citizens? The most rudimentary politi-
cal authority — that can barely be called a state — will take what it can today,
heedless of tomorrow. A “minimal state” will provide the law, order, justice and
security services that provide (some) citizens with the opportunity and incen-
tive to improve their own material situation and, at the same time, their tax-
ability. “Welfare” and “developmental” states provide these opportunities and
incentives in a more active way’ (Moore, 2001: 401-402).

12 | am with colleagues currently working on a data set that provides a reasonable
estimate of the size of rents from energy, mineral and forest resources for a wide
range of countries in the period 1990-2001. Note that these data refer not to
the value of the output or exports of these commodities, but literally to the
rents, that is, to the surplus that is earned after all production costs and ‘normal
profit’ have been accounted for. Defined in this way, rents account for an
(unweighted) average of about 20 per cent of the GDP of the average Middle
Eastern country. This can be thought of as the proportion of GDP that could be
appropriated through political mechanisms without (immediately) undermining
the incentives of the producers to pump out gas or oil: 20 per cent of GDP is
potentially up for grabs. The figures for sub-Saharan Africa and for the Caspian
Basin are also high. They are much lower in other regions of the world.

13 Stotsky and WoldeMariam (1997) demonstrate the adverse effect of large min-
ing sectors on the tax effort for sub-Saharan Africa. Ricardo Sabates, Aaron
Schneider and myself are currently writing up the results of work that shows, for
a wide sample of countries, that rents from energy and mineral resources are
associated with reduced tax effort. Remmer (2004) has recently demonstrated
that, all else being equal, aid results in both an expansion of the size of public
sectors and a reduction in the tax effort.
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(if) The prevalence of indirect taxes. Political resistance to taxes
tends to be greater when (a) the logistics of collection makes
taxpayers very conscious that they are making payments and
(b) taxes impact directly on incomes, and cannot be passed on
to other people in a chain of economic transactions. Govern-
ments prefer not to levy such visible and non-avoidable taxesif
therearepolitically easier alternatives. Thisisthe major reason
why relatively efficient and equitable property taxes provide
declining proportions of public revenuein countries such asthe
US and the UK (Bird, 2003: 44). It has proved easier to shift
the burden of revenue-raising onto lessvisible taxes, especially
value-added taxes (VAT). Let usfor the minute accept the con-
ventional terminology and assumptions of taxation specialists
and agreethat politically lessvisible taxes |argely overlap with
the category of indirect taxes, that is, taxes that are levied on
economic transactions, rather than directly onincome or wealth.
Just as tax takes increase as countries become wealthier, so
too, with equal predictability, doestheratio of direct to indirect
taxes. Until recently, governments of many poorer countries
depended heavily on indirect taxes levied on imports and ex-
ports. Over the past two decades or so, many have replaced
these trade taxes with another form of indirect tax — VAT. |
arguein Section 3 that this shift from one form of indirect tax to
VAT ispolitically significant: that VAT is, from a political per-
spective, somewhere between a direct and an indirect tax. But
the immediate point here is that governments of poorer coun-
tries depend heavily onrelatively invisible, indirect taxes. Fur-
ther, while they derive much the same proportion of their tax
revenue from direct corporate income taxes as OECD govern-
mentsdo, unlike OECD governmentsthey raisevery littlemoney
from direct taxes on persona incomes or wealth. Neither do
governments of most poor countries raise much money from
employersor employeesthrough social security contributions—
although some middle and upper middle-income countries are,
like the OECD, finding a significant source of revenue here.*

There are three general reasons why governments of poor coun-
triesdepend relatively heavily on indirect taxes:

14 For data on these points, see Zee (1996: 1662), Tanzi and Zee (2000), and Bird
and Zolt (2003).
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v First, many poor countries were historically created and incor-
porated into the world economy as producers of primary com-
modities, mineral or agricultural, for export to therich countries.
In return, they imported manufactures. Given this production
structure and the small size of their populations and economies,
many developing countries, especialy in sub-Saharan Africa,
have ahigh ratio of international trade (imports and exports) to
GDP . International trade has therefore been a‘natural’ priority
source of tax revenue.

v Second, low average incomes make it difficult to raise signifi-
cant revenues from direct personal incometaxes. Indirect taxes,
especialy international trade and internal sales, turnover and
excise taxes, have generally yielded higher returns to revenue
efforts.

v Third, direct, visibletaxes have been palitically asunpopular as
in richer countries. Indeed, they have been even more unpopu-
lar in some Southern countries because of an association with
European colonial rule. In much of sub-Saharan Africa, direct
poll (head) taxes were widely used by colonial regimes, partly
to encourage Africans to sell their labour to European farmers
or mine-owners (Due, 1963). Opposition to them became an
element in anti-colonial political platforms. Such taxes are no
longer levied by national governments — although some local
governments in Africa, protected from serious electoral com-
petition, continueto fund themselves through taxesthat in prac-
tice are very like poll taxes, and sometimes raised just as
coercively (Fjeldstad, 2001). Colonia and pre-colonia (Mughal)
governments in India financed themselves largely from aland
revenue system that should perhaps be counted one of the great
historical achievementsin the sphere of public organisation. In
avery poor society, large amounts of land revenue were levied
on the basi s of written records, maintained and updated locally,
which in principle contained an assessment of the productive
value of every agricultural plot. Land revenue provided half the
income of the British Ragj around 1900 (Rajaraman, 2003: 59).
Partly because the collection of land revenue was associated
with akind of landlordism (the zamindari system),*® opposition
to it became an important mode of mobilising mass rural sup-
port for independence. But the opposition to a direct, regular

15 In much of India, zamindaris were simultaneously landlords and intermediaries
in the collection of land revenue.
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property tax went deeper than anti-landlordism or anti-colonial-
ism. Even after independence and the abolition of the zamindari
system, the land revenue system was allowed to continue to
shrink until it ceased to be asignificant component of the fiscal
system at any level of government in India (ibid.: Ch. 4). Like
residential property taxes in the US and the UK, it was politi-
caly too visible to an influential segment of the electorate. In
the 1960s and 1970s in particular, many developing countries
taxed their agricultural sectors relatively heavily. But they did
so by relying aimost exclusively on various kinds of direct and
indirect levieson agricultural exports (Bates, 1977; Lipton, 1977)
that have generally been cut back drastically asaresult of struc-
tural adjustment (and the declining value of agricultural com-
modity exports). The value of direct taxes on agricultural land
haslong been steadily decliningin the South (Lewis, 1967: 466).%
The story of urban property taxes is very similar: they were
estimated in the early 1990s to account for only 1.3 per cent of
total tax revenuesin devel oping countries, and typically lessthan
20 per cent of therevenues of the municipal authoritiesto which
they ‘naturally’ belong (Dillinger, 1992: 3).*

Relative to OECD countries, alow proportion of citizensin poor
countries pay the kinds of direct income, wealth, property or social
security taxesthat are most conduciveto political mobilisation around
taxpayer roles. To agreater extent than in European history, larger
taxpayers tend to be corporations rather than wealthy individuals.

(iii) Incentives for individualised political strategies. The fact

that few taxpayers pay direct income, wealth, property or so-
cial security taxesisone side of the coin. The other isthat some
of the entities that do pay these kinds of taxes — and many
indirect taxes like VAT —individually account for a significant
proportion of government income. Much public tax revenue
comes from arelatively small number of relatively large (cor-
porate) taxpayers.’® Further, asaresult of ahistory of interven-

16

17
18

See also Weiss (1995: 197-198) and Wald (1959: 60-68). It is unlikely that
agricultural land taxes can be a significant source of revenue for central govern-
ments, although they may have a greater role to play at local level (Skinner,
1991).

See also on Stotsky and WoldeMariam (2002: 35) on Central America.

We do not have very detailed information on this, not least because most tax
records are supposed to be confidential. It is not unusual that in relatively small
and poor economies, one large brewing or tobacco company enjoying a quasi-
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tionist economic strategies and/or pressure from narrow inter-
est groups, taxpayers often face taxation systems that are (a)
complex, with awide range of taxes, many different rates for
individual taxes, and alarge number of potential exemptions or
special cases (tax expenditures);’® (b) changeable, constitu-
tionally or in practice, through the decisions of afew individual
ministers; and (c), as aresult, highly discretionary in applica-
tion. Tyre manufacturers, importers, wholesalers, retailers and
re-treaders may each face a different set of taxes, and a differ-
ent set of rates. The combination of al these factors means
that, relativeto OECD countries, taxpayers, both individual and
corporate, face strong incentives to negotiate with (that is, nor-
mally, bribe) tax officials and/or politicians rather than engage
in (overt) collective action among themselves to put pressure
on government to change tax policy or practice.?® Evidence on
thisismainly impressionistic and anecdotal. We do not know in
detail what strategies taxpayers pursue. Some large companies
might in some circumstances pursue both the ‘ negotiation’ and
the* collective action’ routes simultaneously, although the oneis
likely to undermine the effectiveness of the other. It does, how-
ever, seem clear that this combination of featuresin the current
taxation systems of many poor countriesisasignificant political
obstacle to placing taxpayers concerns — whether about tax
levels or the collection processes — onto the public political
agenda.®

(iv)The political consequences of high inflation. Many coun-
triesin the South, especially in Latin America, have ahistory of
very high rates of inflation. High inflation has very marked ef-
fects on the policy agenda. On the one hand, it isan urgent and
pressing issuethat tendsto consume political attention. Govern-
ments have to be seen to be trying to do something about it

monopoly in the local market might account for 10 per cent or more of total
tax revenue. A recent study of Peru concludes that 54 large taxpayers account
for more than 40 per cent of total tax revenue from internal sources (that is,
excluding trade taxes), partly because large companies assist the revenue au-
thority, SUNAT, in collecting VAT and consumption taxes (Mostajo, 2004).

19 For example, before the 1986 tax reform, the Bolivian government collected
nearly 400 different taxes earmarked for specific groups — ‘regions, unions,
retired employees, and other specified groups and entities' (Cabezas, 1990:
533).

20 Conversely, tax collectors have strong incentives to operate arbitrary and
extortionary collection processes. Taxpayers have few rights in much of the
South (Luoga, 2002).

21 | am grateful to John Toye for originally drawing my attention to this point.
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(Hirschman, 1981). On the other hand, high inflation discour-
ages most political actors—and especially broader, representa-
tive political agents —from engaging in public debate over the
details of tax policy or fiscal policy generally. Narrow interest
groups may be motivated to try to amend policy so asto protect
themselves — for example, through the pegging of pensions to
inflation. But for most political actors, thereality or prospect of
high inflation undermines any incentiveto invest scarce political
resources in negotiating taxation issues. Any gains could be
wiped out very quickly, because high inflation tends also to
change relative prices in complex and sometimes almost
unknowable ways.

It might seem that | have overexplained the absence of taxation
issuesfrom public political agendasin the South. There are so many
reasons for this absence that the prospects of change in the fore-
seeabl e future might seem remote. Such aconclusion would not be
warranted but might arise from my broad-brush mode of present-
ing the case. Each specific argument applies with more force to
some countries than to others; and there are many Southern coun-
tries, especially those in the middle-income category, that are in
some respects like OECD countries. | suggest in the next section
that they arelikely to become more so, and that taxation issues are
likely to become more prominent on public political agendasinthe
South.

3. Is the Situation Changing?

We can define three clusters of factorsthat are likely to affect the
articulation of taxpayer interests in the South for the foreseeable
future.

Changes in rents

The first set of factors relates to the effects of natural resource
rents (energy and minerals) and strategic rents, discussed in Sec-
tion 2. There is likely to be considerable change at the level of
individual countrieswithout much overall changeat theglobal level.
Even if, as seems likely, total aid levels continue to decline, this
may come largely at the expense of larger and more stable coun-
triesin Asiaand Latin America, which are anyway not significantly
aid-dependent. The highly aid-dependent governments in sub-Sa-
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haran Africa may on average continue to receive aid at current
levels. Oil rents are now becoming a significant factor in those
parts of West Africa where newly discovered, onshore and off-
shore, ail fields are being prepared for exploitation.?? By contrast,
many Middle Eastern oil statesare now running into unprecedented
fiscal difficulties. Inthelong term thereal price of oil hasdeclined,
and there is little prospect of any reversal. Many Middle Eastern
populations have become accustomed to generous state welfare
expenditures in return for their acquiescence to paternalistic or
authoritarian rule. But in recent decades those populations have
expanded faster than in any other region of theworld. Qil regimes
can no longer afford to providethe (relative) luxury to which some
segments of their societies have become accustomed. GNP per
head in Saudi Arabiahas halved since 1980. The previousimplicit
political deal — welfare spending for the masses in exchange for
opulenceand absolute authority for ruling families—no longer seems
viable. Reduced public expenditures and serious attempts to tax
citizens are both on the cards.?

Changes in the fiscal environment

The second clustor relates to the fiscal environment. There are
significant recent changes in three of the factors discussed in Sec-
tion2:

(i) The spread of VAT. VAT has spread rapidly since the 1960s
(Toye, 2000: 39) and by 2001 was estimated to have been intro-
ducedin at least 123 countries, accounting for about 70 per cent
of theworld’'spopulation (Ebrill etal., 2001). It has been popu-
lar with governments because it is (a) such an effective means
of raising revenue — a ‘ cash machine’ (Toye and Moore, 1998:
80), even in economies where the low level of record-keeping
in small businesseswould appear likely to pose major practical
obstacles; and (b) relatively invisible politically, from the per-
spective of thosewho actually pay thetax in an economic sense
—virtually all consumers (Toye, 2000). However, despite the
fact that itisclassified asan indirect tax, VAT isthe opposite of
invisible from the perspective of those who actually hand over
themoney to the tax authorities (and claim refunds). Even when

22 See The Economist, 26 October 2002, pp. 85-86 and Global Witness (2004).
23 See ‘A Survey of the Gulf States' in The Economist, 23 March 2002.

NUPIJUNE 04



20‘ Mick Moore

it was first introduced in Europe, VAT was recognised as im-
posing a heavy burden on smaller businesses because of the
additional and relatively complex record-keeping obligationsit
places on them (Dosser, 1981). The introduction of VAT has
been resisted quite strongly in some developing countries. For
example, itledtolarge-scale protestsor riots, and to some deaths,
in Ghana and Uganda. Some of this resistance stems from a
combination of bad political tactics on the part of government
and a perception, at least partly accurate, that VAT is being
introduced in poor countries at the behest of the international
financial institutions. VAT wasreintroduced rel atively smoothly
in Ghanaonce the government paid attention to political tactics
and presentation (World Bank, 2001). It may generate less po-
litical resistance than direct taxes, but will generate more reac-
tion than other indirect taxes such as import and export duties.
It has considerable potential to stimulate interest-based collec-
tive action on the part of a broad spectrum of taxpayers, espe-
cially smaller business people. There are two reasons for this.
Thefirst isthat the most irritating feature of VAT — the need to
maintain written records of all sales and purchases in order to
reclaim payments on intermediate transactions — tends to im-
pact especially heavily on smaller businesses unused to keeping
extensive records. The other is that the partial self-checking
nature of VAT, which helpsmakeit arelatively effective mecha-
nism for raising revenue, reduces the opportunities and incen-
tives for taxpayers to use bribery to reduce their obligations
(Toye, 2000: 40). Thisinturnislikely toincreasetheincentives
to engagein overt, collective political action. Itisunlikely to be
the level of VAT that principally mobilises small and medium
business people into political action. In most cases they can
passincreases on to final consumers, who in most of the world
have exhibited little political resistanceto VAT. It israther the
processes of collecting the tax that are likely to concern busi-
ness people: either the mechanisms of record-keeping and col-
lection, or demands that certain sectors, products or activities
remain excluded from the scope of the tax.?

(i) Smplification of tax systems. The second factor is that tax
systems in many Southern countries have been considerably
simplified in recent years as a result of the adoption by these

24 Since the coverage of VAT is limited in many poorer countries, these latter
types of demand are likely to be significant.
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countries of a broad package of what we might term Washing-
ton Consensus reforms. These reforms, promoted in particular
by international financial ingtitutions, are built around afew core
elements. These include: reductions in trade taxes; the intro-
duction, where feasible, of VAT; fewer attempts to change
market signals through the tax system; more emphasis on ad-
ministration and administrative feasibility; and, most important
for the present purposes, the general simplification of taxation
systems — fewer taxes, fewer rates for individual taxes, fewer
exemptions, and less discretion on the part of the tax collector
and therefore a reduction of the attendant incentives for cor-
ruption (Goode, 1993; Tanzi and Zee, 2000).* These reforms
are far from complete.?® Tax systems in the South still provide
thekind of scope for bureaucratic and political discretion—and
theincentivesfor both corruption andindividualised political strat-
egies on the part of taxpayers — that were described in Section
2. But thisislesstrue now than adecade ago. To the extent that
large groups of taxpayers now face acommon, simplified taxa-
tion regime, and reduced opportunities and incentives to use
particularistic political and bureaucratic channelsto solvetheir
problems, they are morelikely to engage in overt collective po-
litical actionin pursuit of their demands.

(iii) Reduced inflation. The third change in the fiscal environment
is the near-conquest of inflation in the developing world, as a
result of a general shift in macroeconomic policy. The global
annual inflation rate has fallen from about 30 per cent in the
early 1990sto 4-5 per cent in 2003, with most of the reduction
taking placein developing countries. For severa years, inflation
rates have been in single figures in most of the South. They
remain higher than in most OECD economies, but not radically
s0 (Rogoff, 2003). They are sufficiently low for individualsand
interest groupsto be ableto engagein political action over taxa-
tion and fiscal issues with some confidence that the monetary

25 There are many dimensions to what | have here termed ‘simplification’. For
example, clearer functional specialisation within tax offices — the separation of
functions like processing returns, auditing, and receiving payments — is likely to
help reduce corruption (World Bank, 2000).

26 It is very hard to assess overall progress. The introduction of VAT is normally
an important step, because it tends to replace a range of other taxes, and
normally provides only limited scope for discretionary decisions by tax collec-
tors (Toye and Moore, 1998: 74). However, some governments formally com-
mitted to simplification have sometimes in practice done the opposite, notably
when introducing new tax measures in a hurry to meet enhanced revenue targets
under structural adjustment programmes (ibid., 1998: 81).
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data they employ have a close relationship with real economic
statistics, and will continue to do so for some years.

It is not possible to say how far these changes in the tax policy
environment have led either to greater and more informed public
contestation over taxation issues, or to more political mobilisation
around taxpayer interests. For these things are very difficult to
measure, and are normally intermixed with other policy debates
and interests. Fiscal issuesrarely appear on the policy agendain a
pure form. We can best illustrate the potential effect of these
changes on the political agenda by examining the process through
which an explicit fiscal pact was achieved in Chilein 1990, when
an elected government took power after 17 years under a military
regimethat had pursued Washington Consensus economic policies
and taxation reforms with enthusiasm.

The Chilean fiscal pact was a national agreement following
extended negotiations between various organised groups both in-
side and outside the legislature. The new five-party governing co-
alition included most of the political spectrum from left to centre,
and secured the support of an important moderate right-wing party
that often voted with the opposition. The pact also engaged other
actors outside the political party system. The technical team that
designed the reforms included respected professors from the Uni-
versity of Chile. The team spent a year in discussions with major
social groups about the reforms. Chile’s main business association,
the Production and Commerce Confederation, was closely involved.
Their agreement hel ped obtain support for both the legidative meas-
ures and the efforts to reduce tax avoidance, an important compo-
nent of the pact. Substantively, the reform comprised four major
elements: corporate income tax was increased from 10 per cent to
15 per cent; the standard VAT rate was raised from 16 per cent to
18 per cent; marginal personal incometax rateswereincreased for
taxpayersin intermediate income brackets; and varioustax exemp-
tions for the private sector were eliminated. Most observers char-
acterise the tax changes as either neutral or regressive in their
impact on income distribution. These were not the actions of arad-
ically progressive government eager to transfer income to poorer
populations at any cost. Yet the net effect of the pact was redistrib-
utive: as had been clearly agreed in advance by the various parties,
the enhanced tax revenues were used to increase social spending.

27 For information on the pact, see Boylan (1996) and Marfan (2001).
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At least two factors specific to the recent history of Chile helped
create the conditions that made thiskind of pact possible. Onewas
that there was a widespread notion that there was indeed a ‘ social
debt’ to the poor, arising from their previous experience under the
military regime, which should now be paid. The other wasthat the
tax increases could be represented as a dimension of restoring the
country to normality: the military regime had cut the government’s
tax take by 5 per cent of GDP between 1980 and 1990. And it is
clear that agreat deal of attention was paid to the careful manage-
ment of the negotiation process. However, an insider’'s account
provided by aformer adviser to the Minister of Finance makes clear
theimportance of the fiscal environment, which was supportivein
two senses. First, the taxation system wasrel atively clear and sim-
ple, partly because the previous military government had to alarge
degree adopted the Washington Consensus taxation principles.
Debate around the pact did not become too mired down in ambigu-
ities about apparent and actual tax obligations. The different inter-
ests could engage with one another in arelatively straightforward
way. Second, inflation had been kept low. There was little danger
that any agreements reached in one year would be undermined or
obscured by rapid and uneven price changes. A few sentences of
Marfan’s analysis are worth reproducing here:

Animportant lesson isthat changes in non-discriminatory taxes with
a wide base invite a debate where national interests predominate.
Changes affecting particular vested interests have amore corporativist
seal, especially since pressure groups seldom prioritize national inter-
estsover their own concerns. To thisextent, the choice of concentrat-
ing most of the reform on afew taxeswith awide base...proved to be
a wise decision. However, that outcome strongly depended on the
fact that the inherited tax structure was based on general rules with
few exceptions (Marfan, 2001: 8).

The Chilean case exemplifies a genera conclusion that we can
tentatively draw about enhanced taxpayer political activismin the
South: to a greater extent than in European history, this will be
dominated by business—small business people and/or corporations
—rather than members of the economic elites operating in an indi-
vidual capacity.?®

28 The recent tax reform in Russia is quite interesting in this respect. It was
negotiated between the Kremlin and a small group of very large private energy
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Changes in political activism around budgetary
transparency

Thethird cluster of changesis particularly amorphous: the growing
popularity of a set of ideas about the virtues and possibilities of
both budgetary transparency and more direct popular participation
in budgeting. Thismovement —if it can be characterised asamove-
ment — has several roots. The most developed and tangible is the
apparent relative success of participatory budgeting in Porto
Alegre and, to afar lesser extent, other citiesin Brazil (Goldfrank
and Schneider, 2002). There has been in addition: aset of research
and advocacy activitiesaround gender budgeting (Cagatay, 2003);
anumber of grass-roots movements, notably in India, for public
budget transparency at the local level (Jenkinsand Goetz, 1999); a
growing pressure from transnational NGOs for transparency about
payments of natural resource royalties and taxes made by
transnational companiesto national governments (Global Witness,
2004); an increasing concern on the part of theinternational finan-
cial institutionsto pressfor fiscal transparency in poorer countries
as a result both of enhanced attention to these natural resource
issues and a perception that the 1996 Asian financial crisis was
caused in part by ‘crony capitalism’; arelatively new interest in
budgetary issueson the part of many legidaturesworldwide (Schick,
2002: 16); and arange of advocacy activities around budgeting in
general (Lavielleet al., 2003).

Itispossiblethat theworld isin the middle of what will in retro-
spect be viewed as a major upsurge of citizen activism over fiscal
issues. This upsurge began in some OECD countries in the later
20th century. By the 1980s, public budgets and tax burdens had
expanded very steadily in the OECD countries over the three dec-
ades since the Second World War. This expansion in the public
sector, along with increasing levels of education, created a constit-
uency of taxpayers concerned to know more about where their
money was going. The spread of new information and communi-
cation technologies made it much easier for organisationsand groups
outside the state apparatus to apprai se government’sfiscal perform-
ance, and to publicise theresults. The earliest major manifestation

companies. Each party had its own reasons for wishing to introduce a more
predictable and transparent taxation system for the energy sector (Jones Luong
and Weinthal, 2004). On paper, the reform appears impressive. It is, however,
not yet clear how far the benefits will extend to the great majority of taxpayers,
who had no voice in the reform process, and have been suffering under a
coercive and arbitrary tax regime (Easter, 2002).
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of citizens' fiscal activism took the form of the strong anti-tax ele-
ments of the‘New Right” in the 1970s and 1980s. Opposition to the
steadily increasing tax burden was a major theme in the work of
the most prominent populariser of theideas underlying thisnew pro-
market movement, Milton Friedman.? This same scepticism about
the tax burden and the size of the public sector to a large degree
underpinned ‘ Thatcherism’ in the UK in the 1980s and the intro-
duction of the ‘new public management’ and the growth of anti-tax
movements and political partiesin several OECD countriesin the
intervening period.

In the North, citizens have become more activist over fiscal is-
sues in their roles as both taxpayers and beneficiaries of govern-
ment spending. It hasbeen different in the South. Theretheinitiative
has come mainly from groups speaking for — or in the name of —
citizensdefined as potential citizen-beneficiaries of public expend-
iture. The dominant concern has been that less money should be
wasted by government in order that (a) public servicesimprove and
(b) corrupt use of public money does not undermine democracy.
The broad reasons for this difference seem clear. As explained in
Section 2 above, the material and institutional basis for taxpayer
activism isweak in much of the South. And much of the initiative
over budgetary transparency has been taken by development NGOs
with strong transnational links, whoseideological positionsare broad-
ly leftish.® It is hard to imagine such organisations pressing hard to
promote taxpayers' interests. To date, citizen activism around these
two fiscal agendas has not overlapped much in the South. That may
change. The more that the civil society organisations, NGOs and
international financial institutions expose the waste and misuse of
public money within the state apparatus, the more ammunition they
may be providing to potential taxpayer activists animated more by
thewish to keep ‘their’ money out of the hands of the government
than by any desire to see it spent better, or used for the direct wel-
fare for the poor.

29 In one of his most popular books, published in 1980, Friedman reminded his
readers that it was in 1963 that he first suggested that there should be a national
holiday every year when the average employee had earned enough to pay his/
her tax hill, and could start working for his’herself, rather than for the govern-
ment (Friedman and Friedman, 1980: 89).

30 See, for example, the annual Latin American Index of Budgetary Transparency
(Lavielle et al., 2003).
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4. Should We Welcome Taxpayer Activism in the South?
Supposethe analysisin Section 3isbroadly correct: taxpayers be-
come politically more organised and activist in some countries of
the South; and taxpayers' issues occupy a more prominent place
onthe public political agenda. Isthat likely to beagood thing?Itis
unlikely to be unreservedly positive. Therewill be costs. From the
perspective of most readers of this journal, the greatest potential
cost may result from the empowerment of a category of citizens
eager to keep ‘their’ money out of the hands of people whom they
are quick to stigmatise as ‘undeserving'. We do not seem to have
much consistent evidence from the South, but know from the US
experience at least that, where taxpayers have the opportunity di-
rectly toinfluencefiscal policy through referendaand similar mecha-
nisms, they vote to keep their own money and not to redistribute it
to the poor (Goldsmith, 2003). It is for these reasons that most
people concerned with poverty in the South will tend to react with
scepticism, or disbelief, to the suggestion that a greater degree of
political mobilisation around taxpayers concerns could represent
progress for the South. Let me try to make that case.

The case is based on a view about state formation and public
authority in the South, which, while expressed herein my ownwords,
seems to be widely shared among many observers. The central
concern is that, in the South, state apparatuses are excessively
powerful inrelation to their citizens. Thisresultsfrom the fact that
state elites have enjoyed access, especially through linkagesto the
international system, to the organisational, technological and finan-
cial resources to create the modern state apparatuses without at
the sametimefacing strong pressuresto bargain with societal groups
to create the consent, legitimacy and mechanisms of constraint that
arerequired for effective and responsive public authority. In very
broad terms, | suggest that three dimension of this history are es-
pecialy consequential:

v Many states in the South ‘were either (a) created directly by
Northern states that were already rich and powerful — through
conquest and direct colonia rule; or (b) have been substantially
shaped by various types of subordination to or dependence on
those Northern states and the international institutions which
they generally dominate — through mechanisms of indirect de-
pendence (“ puppetry”), military alliance and military assistance,
military intervention, and financial subsidies of various kinds,
including development aid’ (M oore, forthcoming).

NUPI JUNE 04



Taxation and the Political Agenda, North and South | 27

v As sketched out in Section 2 above — and unlike the now-rich
countries at almost every comparable stage in history — many
Southern states are to a high degree financed through natural
resource rents and strategic rents. They are thus independent
of citizens from afiscal perspective.®

v ‘Military technology has evolved over the centuries to become
much more capital intensive, much more destructive, and quickly
projectable over longer distances. This has greatly changed the
balance of military (and political) power between (a) ordinary
citizens choosing to arm themselves using the means immedi-
ately available to them in everyday life and (b) organisations,
including states, that have sufficient capital to arm themselves
through international markets (for military equipment and per-
sonnel) and international military alliances. Contemporary pe-
ripheral stateswith accessto the kinds of rents mentioned above
—or indeed well-funded insurgents seeking state power — enjoy
amilitary superiority over their ordinary citizenswhich bearsno
comparison with earlier experiencesthere or in the North. Fur-
ther, governments no longer need to engage in mass conscrip-
tion to find enough people to operate their weaponry. This pro-
vides states (and well-funded insurgents) with incentivesto adopt
coerciverather than political bargaining strategiesin interacting
with citizens' (Moore, forthcoming).

This history of state formation has two particular implications for
democracy in the South. The first is that, even where electoral
demacracy exists, state elites often continue to call the shots and
ensure that they never lose power through elections. Ottaway, for
example, talks of the prevalence of ‘ semi-authoritarianism’ in the
current context of widespread formal electoral democracy
(Ottaway, 2003). The second implication is that, even where state
elites do not control the electoral process in this way, clientelism
and patronage are so important that the pattern of electoral com-
petition has very little connection — and especialy little stable or
predictable connection — to major national policy issues, or to the
views and concerns of large interest groups formed outside the
political arena. Voters may have the power to change government
personnel without enjoying much influence over public policy.

31 Further, the contemporary availability of ‘external banking sanctuary’ — secure
Northern locations to stash illicit cash — increases the incentives for Southern
political leaders to use political power to accumulate capital through exploiting
these rent flows, even at the risk of losing power.
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Carothers labels this feckless pluralism (Carothers, 2002). To a
greater extent than in OECD countries, political interests and pat-
terns of political competition in the South are created within the
political sphere itself, rather than in the spheres of markets and
production.

Given thisbroad political context, there are two related reasons
to have some faith in the progressive potential of taxpayer move-
ments.* First, any political mobilisation around arelatively perma-
nent and broad socio-economic interest islikely to lead to amore
ingtitutionalised and stable pattern of palitical competition, and there-
by both give more substantive power to voters and place important
policy issuesmore firmly on the public political agenda.* Second,
taxpayer interest groups have aparticularly high potential to act as
countervailing forcesto theinflated power of many Southern states.
For there is a natural affinity between taxpayer interests and the
capacity of theformal institutionsthat have legislative oversight of
the fiscal process. Authority to raise money and spend is central to
the power of the state executive. Unless this power is constrained
by the legislature, the prospects for establishing accountable or
democratic governance are very limited. The willingness of legis-
latures effectively to perform this role can be greatly enhanced if
they represent, among others, the interests of taxpayers. Thisisa
powerful lesson from the history of the establishment of accounta-
ble, representative government in Europe. The tenacity of organi-
sations and networks representing (rich) taxpayers played a major
role in forcing monarchs to agree to constitutions that exchanged
(a) the quasi-voluntary fulfilment of agreed tax obligations by tax-
payers for (b) the institutionalised influence of wealthy citizens,
acting through representative assemblies, over public policy (Moore,
forthcoming; Tilly, 1992). When the British state became, in the
comparative historical context, relatively tax-greedy, large and mil-
itarised as a result of the Napoleonic Wars, suspicion of the state
and vigilance on behalf of taxpayers became progressive political

32 Observers who see inequality and the clash of socio-economic interests as a
relatively more important problem than the power of the state will be more
sceptical of the value of political mobilisation around taxpayer interests.

33 In this as in other fields, the overt political mobilisation of one group may
stimulate the mobilisation and collective organisation of the people on the
other side of the implicit negotiating table. The existence of trades unions
stimulates employers to organise collectively, and vice versa. Making explicit
the interests and role of taxpayers in public policy debate might also stimulate
the mobilisation of different groups benefiting from public policy.
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stances (Daunton, 2001: Ch. 1 and 3). It was these stances that
underpinned much of the public sector reform of the early Victori-
an era. It was severa decades later, in the late Victorian era, that
popular and progressive movementsin Britain shed their suspicions
of the state, and provided relatively consistent support for the ex-
pansion of public welfare activities. The situation in the contempo-
rary Southisdifferent in many ways, but there are enough similarities
to encourage us to explore the progressive potential of politicised
taxpayers.
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