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CHAPTER ONE

INTRODUCTION

1.1. Background of the Study

In this globalized and civilized world, no government can be thought of without taxation.
Accordingly, countries have developed their own laws and institutions to administer the different
taxes they can introduce. When one deals with tax administration, it is essential to bear in mind
that countries are commonly classified as unitary and federal states since such state structure
affects the manner of tax administration. Actually, fiscal decentralization is the order in both
unitary and federal states though it is inherent in the latter.' In federations, there are
constitutionally guaranteed powers and duties to the central and constituent states. It is further
believed that decentralized governments are more accountable and responsive to citizens’ needs
and preferences than centralized governments.” At the same time, there is a general agreement
among experts that this accountability can only be assured if both tiers of the government are
bestowed with adequate level of autonomy and discretion in raising their own revenues.” In the

meantime, however, the general interests of the federation should be given due consideration.

Therefore, during tax allocation in federal states, appropriate balance must be struck between the
need of each constituent in raising revenue and the interest of the whole federation. In this
regard, the basic question is which tax should go to which level in the federation.” In allocating
power of taxation, specialists in fiscal federalism suggest that various factors should be taken in
to account.” The effects of the taxes and efficiency in administering them must, inter alia, be

. f - i : i i
considered.” Of course, taxation has gotlen many objectives besides mere revenue

' Jorge. Martinez-Vézquez, ‘Revenue Assignments in the Practice of Fiscal Decentralization’, in Nuria, Bosch (ed.),
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