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Development of 13 Mozambican Municipalities in Central and Northern Mozambique (P-
13). The study team wishes to thank all central and municipal officials who have 
contributed to the completion of this study. 

EXECUTIVE SUMMARY  
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Like in many countries around the world, the amount of revenues that municipalities in 
Mozambique collect is quite limited. While Mozambican municipalities get 
approximately half of their financial resources in the form of own source revenues, own 
revenue collections only amount to approximately four dollars per capita per year. The 
financial picture for municipalities in Mozambique has been evolving in recent years. 
While on one hand, municipalities are being delegated additional functions, the financial 
resource base of municipalities seems to be under considerable pressure. A new 
Municipal Fiscal Law and Code were passed in 2008, including a series of reforms to 
municipal finances.  
 
The objective of this study is to assess the impact that the 2008 reforms on own-source 
revenues is having on the municipal revenue potential. To do so, it calculates the revenue 
potential of four fiscal and three non-fiscal revenue sources. The analysis shows that 
there is substantial untapped revenue potential at the municipal level, with estimates 
indicating that -in the case of the most buoyant local revenue sources- municipalities are 
only collecting about half of the revenue potential. In the worst cases, municipalities are 
collecting far less than 10 percent of the total revenue potential of a local revenue source.  
 
The fact that a revenue gaps exists is not only an indication of weak municipal 
performance. Municipalities have relatively recently been created and it takes time, 
capacity, and effort, to consolidate their revenue functions. Tax administration is overall 
still weak and a series of vacuums exist on the municipal fiscal legislation. The analysis 
reveals that the current revenue instruments at the disposal of municipalities are generally 
appropriate municipal revenue instruments, so that efforts at the national and municipal 
levels should be made to build the capacity of the local tax administration to collect these 
revenues. The report provides specific suggestions on ways to strengthen the revenue 
collection for the main municipal revenue instruments. However, in addition to 
increasing municipal tax effort, the expenditure needs of municipalities are so demanding 
that additional intergovernmental transfers and tax sharing arrangements should also be 
considered as a building block of municipal finances in Mozambique. 
 
The results of this study aim to become part of the ongoing dialogue with the 
municipalities and national tax authorities to expand the understanding of municipal 
revenues in Mozambique on the basis of more sound empirical evidence.  All actors have 
an important role to play in the strengthening of municipal revenues, which is the key for 
improved and sustainable service delivery.  
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ACRONYMS 
 
AR  Assessment Ratio 

ATM  National Tax Authority 

Autoridade Tributária de Moçambique 

CLR  Collection Ratio 

CVR  Coverage Ratio 

DNO  National Budget Directorate 

Direcção Nacional do Orçamento 

DUAT  Land Use Right 

Direito de Uso e Aproveitamento da Terra 

ISISA  Municipal Property Transfer Tax 

Imposto Autárquico de Sisa 

IAV  Vehicles Tax 

Imposto Autárquico sobre Veículos 

IPA  Head/Poll Tax 

Imposto Pessoal Autárquico 

IPRA  Property Tax 

Imposto Predial Autárquico 

ISPC  Simplified Tax on Small Taxpayers 

Imposto Simplificado para Pequenos Contribuintes 

TB  Tax Base 

TE  Tax Effort 

TR  Tax Rate 

UP  Unrealized Revenue Potential
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1.  BACKGROUND AND OBJECTIVE OF STUDY 
 
1. A sound fiscal decentralization approach requires municipalities to be financed 
from a combination of intergovernmental transfers as well as own source revenues. Both 
elements are incorporated in Mozambique’s municipal finance system, with a 
considerable array of fiscal and non fiscal revenue sources assigned to the municipalities.  
 
2. Like in many countries around the world, the amount of revenues that 
municipalities in Mozambique collect is quite limited. While Mozambican municipalities 
get approximately half of their financial resources in the form of own source revenues, 
own revenue collections only amount to approximately four dollars per capita per year.1

When all else is held equal, the limited own revenue collections directly limit the ability 
of municipal governments to provide local public services and to engage in infrastructure 
development in Mozambique’s urban areas.   
 
3. Little is known of the extent that municipalities make use of their own revenue 
sources in Mozambique. The central government exercises little oversight over municipal 
finances, and little systematic research has been done regarding the own source revenues 
of municipalities.2 In order to fill this knowledge gap, this study analyzes municipal 
revenue administration and municipal revenue collections in a sample of six Mozambican 
municipalities from different regions and varying populations.3 Based on a diagnosis of 
the current municipal finance situation and the estimation of revenue potential for the 
main municipal revenue sources, this study makes concrete policy recommendations on 
how to strengthen municipal revenue collections under the current policy regime. 
 
1.1  Background: Municipal functions, finances and revenues in Mozambique 
 
4. Mozambique is a country with a highly centralized history and with only limited 
experience with elected local governments. Until the country’s independence in 1975, the 
country was ruled in a fully centralized manner from Lisbon as an Overseas Province of 
Portugal. Only few towns had a limited semi autonomous government (‘camara 
municipal’). A major part of the post-independence period was characterized by a 
centrally planned economy and civil war. As part of the post-civil war governance 
framework, in 1997 an elected municipal sphere was created, consisting of 33 
municipalities to which 10 more municipalities were added in 2008. In accordance with 
the municipal legislation package adopted in 1997 (Pacote Autárquico), municipalities 

1 See Tables 2.1 -2.3 for greater detail on municipal financial revenues and transfer resources. For 
comparative convenience, the introduction presents amounts in US dollars per person rather than in 
Mozambican Meticals. The municipal population in Mozambique in 2009 was approximately 6 million, 
while the exchange rate used was US$1 = 35 MTN. 
2 Existing studies in this area include Dávila et al (2008), Ilal (2006and 2007), Maputo City Council (2006), 
and World Bank (2008). 
3 As discussed below in greater detail, this sample includes Beira, Cuamba, Marromeu, Nacala, Ribaue, and 
Vilankulo.  
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were assigned responsibility for basic urban services, including solid waste management, 
basic water and sanitation services, environment, urban roads, urbanization, land use, 
housing and construction licensing, with some of these responsibilities (e.g., public water 
provision)  shared between municipalities and other public entities.4 Similarly, in 2006, 
Decree 33 mandated the transference of primary health and basic education services to 
the municipal level, broadening the municipal functions to cover social sectors.  
 
5. Despite the assignment of 
important public service delivery 
functions to municipal governments, they 
remain weak in terms of material, human 
and financial resources. In addition to their 
own revenue sources (further discussed 
below), municipalities receive financial 
resources from two intergovernmental 
transfer schemes, namely the Municipal 
Compensation Fund (Fundo de 
Compensação Autárquica –FCA) and the 
Investment Fund for Municipal Initiatives 
(Fundo de Investimento de Iniciativa 
Autárquica -FIIL). The FCA is a 
discretionary block grant that 
municipalities fundamentally use to 
finance recurrent expenses.  The FIIL is consigned to the financing of capital 
expenditures, and municipalities have essentially full discretion to identify the initiatives 
to be funded with these resources. However, these grant schemes are small and 
contributed only around three to four dollars per person to the municipal level in 2009, 
representing less than 1% of the total national budget. In addition, there are sector 
specific grants, like the road’s fund for road construction and maintenance, but most 
municipalities have difficulties accessing these selected conditional grants. Donations and 
other revenue sources (including external donor projects) contribute another two to three 
dollars per capita to the municipal budget per year on average. 
 
6. Due to the limited financial resources available to municipalities in Mozambique, 
on average they only spend approximately MT 400 (roughly US$ 11) per capita per year, 
with some smaller municipalities spending considerably less. The inadequacy of 
municipal resources is a major constraint on municipalities playing a more pro-active role 
in public sector service delivery and in the country’s economic development. For 
instance, due to budgetary constraints at the municipal level, municipal authorities are 
under-investing in municipal infrastructure, with the sample municipalities spending less 
than one-third of their resources on capital infrastructure, while the majority of their 
budgets (on average, 66 percent of their resources) is spent on recurrent expenditures. 
However, this is not a bad ratio provided the very small municipal budgets. 
 

4 For a discussion of the role of municipalities in the provision of these services see World Bank (2008). 

Box 1.1: Municipalization and deconcentration 
in Mozambique 
In parallel to the ongoing process of 
“municipalization”, the Government of 
Mozambique is actively pursuing deconcentration 
of the state administration, with the aim that the 
district administration level will become the base 
of social and economic planning and public 
service delivery in the country. While these 
processes have largely been pursued in parallel, a 
recent decree (Decree 33/2006) foresees that 
socially-oriented functions, such as the delivery 
of basic health services and primary education, 
could be delegated to municipalities. However, at 
this stage, municipalities only provide ‘typical’ 
urban services, such as municipal planning, road 
maintenance, refuse collection, and so on.  
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7. Despite the small size of municipal budgets, Mozambican municipalities collect 
almost half of their financial resources from own revenue sources, in particular non-tax 
revenue (e.g. market fees).5 When this percentage is compared to other countries in the 
region (see Table 1.1), one might conclude that municipalities in Mozambique are doing 
relatively well in terms of revenue collections— much better than Rwanda, Tanzania and 
Uganda, for instance. This conclusion, however, would overstate the revenue 
performance of Mozambican municipalities for a number of reasons.  
 
Table 1.1 
Own source revenues in selected African countries.  
Country Share of local 

resources (%)
US$ per capita 

South Africa 74.3 218.30 
Kenya 57.1 4.34 
Mozambique 49.1 4.14 
Rwanda 11.7 2.38 
Tanzania 7.0 1.32 
Uganda 5.0 0.57 
Source: Computed by the authors based on Boex (2010).  
Note: Year of comparison: 2008, or latest year available. 

8. First, it should be noted that Rwanda, Tanzania and Uganda differ considerably in 
the structure of their public sector, and in the role of the local government level. Unlike in 
Mozambique, local governments in each of these countries deliver key social services, 
such as primary education and basic health services at the local level. Because these 
public services are funded through a series of sizeable intergovernmental transfers, the 
relative share of own revenue sources is considerably lower in these countries.   
 
9. Second, in assessing the comparative statistics in Table 1.1, it should be noted that 
whereas local governments in Mozambique only exist in the main urban areas (and 
therefore, Mozambican municipalities have a comparatively strong revenue base), in all 
other countries listed, local governments exist across the entire national territory, across 
both urban and rural areas. As such, an accurate comparison would have to compare 
municipal revenue performance in Mozambique against urban revenue performance in 
the other countries.6 This means that the results across both columns in the table overstate 
the relative municipal revenue performance in Mozambique.  
 
10. Third, one could argue that in the absence of a substantial intergovernmental 
transfer scheme for municipalities in Mozambique (such as the Equitable Shares in South 
Africa or the Local Authority Transfer Fund in Kenya), municipalities should be 
relatively more, rather than less, reliant on own source revenues in order to fund local 
government functions. After all, a relatively modest increase in municipal revenue 

5 The contribution of own source revenue collections varies between municipalities. For instance, in the 
case of the sample, local sources contributed only 27 percent to their respective municipal budgets on 
average over the past five years. 
6 This would lead to significantly different results. For instance, urban local governments in Tanzania on 
average collect three times more own source revenues than rural local governments (Boex and Martinez-
Vazquez , 2004).  
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sources in Mozambique could translate in a considerable increase in expenditures on 
municipal public services or on municipal capital investment.  
 
11. Finally, while local revenue space in many other countries in the region is being 
curtailed through the abolition of key local revenue sources, the number of revenue 
instruments available at the municipal level in Mozambique was in fact recently 
expanded. Municipalities in Mozambique are assigned a wide array of local revenue 
instruments, among others, a poll tax (municipal personal tax), a municipal property tax, 
a vehicles tax, a fee on local economic activity, and more recently, a tax on property 
transfers. In addition, municipalities collect a number of non-tax revenues, including 
market fees, license fees, and a number of user fees, including garbage collection fees 
and utility charges. Non-fiscal revenue collections from market fees provide one of the 
main sources of own revenue in most municipalities, and non-fiscal revenues most often 
considerably exceed the fiscal revenues.  This wide range of local revenue sources could 
suggest that municipalities in Mozambique have the potential to collect substantial own 
source revenues, but they are not fully exploiting the revenue sources which have been 
assigned to them, in part because there is little experience in the country with local 
taxation, and this takes time and effort.   
 
12. However, a balanced comparative assessment of municipal revenue performance 
should not overstate the fiscal space given to municipalities in Mozambique. Limitations 
on municipal revenues and local revenue administration come from several fronts. The 
centralized history of the country means that the central government still plays an 
important role –directly or indirectly- in many municipal activities, including in 
municipal revenue collections. While property taxes are an important under-utilized 
source of local revenues in Mozambique, improving property tax collections would 
require updated property registers and valuation rolls, which are currently totally or 
partially managed by the center. Likewise, the newly transferred tax on vehicles also 
offers great potential for revenue expansion, but that requires an active role from the 
central government in terms of transferring the requisite data on vehicle registrations in 
order to give municipalities full control over the collection of this tax.  

 
13. Overall, when it comes to tax revenue, municipal autonomy over their tax bases 
and rates is still limited. This is not the case, however with local fees and user charges, 
where Municipal Councils and Assemblies have broader powers. Yet, despite the fact that 
fees and licenses constitute the main source of local revenue in almost all the medium 
and small sized municipalities, many of these revenue sources are outdated. In addition, 
user charges generally do not provide untied funding for municipalities, as user charges 
are often set aside to cover the cost of the service that they are delivering. 
 
14. Municipalities in Mozambique are further constrained by a centralized culture 
among both municipal staff and municipal residents that is only very slowly changing to 
embrace decentralized management and service delivery. Mozambican taxpayers still 
frequently associate taxation with colonial coercive practices. In this regard, taxpayers do 
not necessarily distinguish between central government revenues and municipal revenues. 
There is no culture of tax compliance associated with the notion of citizenship, and it is 
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estimated that only around a small percentage of Mozambicans pay taxes on a regular 
basis or have a tax identification number. According to the Autoridade Tibutária de 
Moçambique, by 2010 a tax identification number had been assigned to about 1.2 million 
of (potential) taxpayers, 1.1 million of which are individuals and 13.000 collective 
entities (enterprises)7.

15. While some of the challenges that are being encountered by Mozambican 
municipalities are unique to the country context, the constraints on local revenue 
performance in Mozambique are not dissimilar to the problems encountered in local 
taxation elsewhere in the region. In sum, it would be fair to say that municipalities remain 
mired in a financial and political environment largely dependent on a state which 
provides them with less than one percent of national budgetary resources through 
intergovernmental transfers and which does little to support effective municipal revenue 
collections.  
 
1.2  Recent reforms in municipal revenue assignments 
 
16. The financial picture for municipalities in Mozambique has been evolving in 
recent years. While on one hand, municipalities are being delegated additional functions, 
the financial resource base of municipalities seems to be under considerable pressure. A 
new Municipal Fiscal Law (Law 1/2008) was passed in January 2008 (revoking Law 
11/97), followed by the subsequent approval of the new fiscal code (Decree 63/2008) on 
December, 30, 2008. The main changes included in the new legislative framework with 
regard to municipal revenues include: 
 
• Clarification of the assignment of municipal revenue instruments;  
• The assignment of the property transfer tax to the municipal level; 
• The assignment of the vehicle tax to the municipal level (whereas previously, this was 

a shared revenue source); 
• Reduced the rates at which municipal property is taxed by municipalities; and 
• Re-classified the TAE from a local business tax into a non-fiscal fee on economic 

activities. 
 
17. It is still unclear what the net long-term impact of the new legislation on 
municipal revenues will be. Preliminary indications suggest that—despite the increased 
number of municipal revenue sources—the reforms could result in a reduction of some 
municipal revenues due to, among others, the lowering  of the rate of municipal property 
taxes (through the introduction of a lower, harmonized cap), and a property tax 
exemption of newly constructed property for the first five years. Other reforms may have 
positive effects on municipal revenues, such as the full transfer of the property 
transaction tax to the municipalities, especially those where there is a buoyant demand for 
property. Further, whereas property valuation is currently centralized and prone to under-
valuation, Law 1/2008 opens the possibility to reassess the value of properties on the 

7 O País, 17 January, 2010: 17. The total is equivalent to approximately 20 percent of the economically 
active and to approximately 6 percent of the total population.  
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basis of market values.8 A new regulation for the re-assessment of property values was 
passed at the end of 2010 (Decree 61/2010 of 27 December 2010). Overall, however, as it 
may be argued latter, it seems that, if properly regulated, the new revenue instruments 
may help increasing municipal revenues.  
 
18. Indeed, going forward, the exact impact of the reforms on the fiscal position of 
municipalities and the overall revenue potential will depend to a considerable extent on 
the regulations to be issued with regard to municipal revenue administration. If 
municipalities are given greater discretion in the valuation of properties, as suggested by 
the current Municipal Fiscal Law and the aforementioned regulation, there is a lot to be 
gained. However, the results from this study suggest that in the absence of a significant 
strengthening of some of the main municipal revenue sources, the importance of 
municipal revenues will recede in years to come. However, from a comparative 
perspective, however, the assigned new taxes seem to be relevant, buoyant and robust, so 
there is indeed a good potential to collect substantially larger revenues. 
 

1.3  Objective, scope and structure of the report 
 
19. Within the context of the recent reforms in municipal revenue assignments, the 
objective of this study is to provide a diagnosis of the current level and sources of 
municipal revenue in Mozambique and assess the revenue potential that municipalities 
have under the existing municipal fiscal framework. Specifically, the report seeks (i) to 
document and analyze the current status of the main fiscal and non-fiscal sources of 
municipal revenues in Mozambique; (ii) estimate the municipal revenue potential under 
the new Municipal Fiscal Law (Law 1/2008) and Code (Decree 63/2008), with a specific 
focus on property and property transaction taxes, vehicle tax and revenue derived from 
the occupation and use of municipal land; and (iii) identify policies and instruments that 
municipalities can use to expand their revenues to the levels of the estimated potential. 
 
20. Although an ideal study design for a municipal revenue study in Mozambique 
would cover own source revenue efforts in all 43 municipalities in the country, 
constraints on the study team’s time and resources made this unfeasible. Instead, the 
scope of our analysis was limited to a sample of six municipalities. In-depth case studies 
were prepared for each of these municipalities, upon which the current Summary Report 
is based. The six case municipalities include: 
 
No Name Region Population Type
1 Beira  Central  436,240 Town, prov. capital
2 Cuamba  North  79,848 Town
3 Marromeu Central  39,409 Vila
4 Nacala  North 105,820 Town 
5 Ribáue North 21,121 Vila, new municipality
6 Vilankulo South 38,432 Vila

8 The new municipal finance code does not make an explicit reference to reassessment. However, Law 
1/2008 mention that if the tax is paid on very low values, the tax may be assessed at close to market values. 
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Source: Census, 2007 

21. This sample of municipalities is not statistically representative of municipalities in 
Mozambique but includes large, medium and small municipalities in Southern, Central 
and Northern Mozambique, as well as old and new municipalities (like for example 
Ribáue Municipality that was created in 2008). Each of the municipal case studies was 
developed through close cooperation with the mayors and revenue officials of the 
respective municipalities. The engagement with each of the municipalities did not only 
result in the sharing of necessary revenue data and other analytical contributions, but the 
case studies further aimed to provide concrete and practical policy advice to each of the 
six municipalities regarding municipal revenue enhancement.  
 
22. The objective of this Summary Report is not merely to summarize the six case 
studies. Instead, a comparative analysis of these six municipal cases allows us to learn 
about the municipal finance system as whole. As such, in addition to the six specific 
municipal cases (which are presented as annexes), this Summary Report presents a 
comparative analysis of the findings in the individual municipalities and engages in a 
more in-depth discussion of the conditions, revenue administration issues and challenges 
faced by municipalities in Mozambique at large.  
 
23. To bring the Summary Report and the six municipal cases together in the most 
effective way, the current report follows the same structure as each of the municipal 
cases. The diagnosis of the current situation is presented in Section 2, followed by a 
discussion on the estimation of municipal revenue potential in Section 3. Proposals and 
recommendations regarding the strengthening of municipal revenue collection are 
presented in Section 4. 
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2. MUNICIPAL REVENUE COLLECTIONS IN MOZAMBIQUE: 
DIAGNOSIS OF THE CURRENT SITUATION 
 
24. The appropriate starting point for the analysis of municipal revenue potential in 
Mozambique is a diagnosis of their current revenue situation. The objective of this 
section is to present data on the actual collection of municipal revenues. In addition to 
municipal finance data available from the National Budget Directorate (DNO) of the 
Ministry of Finance, data on municipal revenues were directly collected from the six 
selected municipalities for the last 5 years. These data –which represent actual collections 
instead of budget data- are collected and presented for each municipality at the highest 
level of detail for each revenue source.  
 
2.1  Overview of municipal finances and municipal revenues in Mozambique 
 
25. According to the prevailing budget classifications for public revenues, 
municipalities in Mozambique collect four categories of revenues: recurrent revenues, 
capital revenues, intergovernmental transfers, and other revenues (largely donations and 
projects funded by international donors). Tables 2.1 and 2.2 present an aggregate 
overview of municipal revenues, combining budget information for all 33 municipalities 
in the country based on budget data collected by the DNO.9 Although the budget annexes 
on the municipal sphere produced by DNO provide a general overview of municipal 
finances, these reports do not provide the necessary detail to analyze individual municipal 
revenue sources. In the absence of sufficiently detailed municipal revenue data at the 
national level, the study gathered detailed revenue collections data for the sample of 
municipalities.  
 
26. Tables 2.1 and 2.2 suggest that municipalities have collected or received (and 
have spent) growing amounts of resources over time, increasing over the period from MT 
991.2 million in 2006 to approximately MT 2.38 billion in 2009. In per capita terms, this 
is roughly equivalent to an increase of MT 176 per person in 2006 to MT 395 per person 
in 2009.10 

27. Before engaging in any further analysis, it should be noted that Tables 2.1 and 
2.2—which are based on DNO data— likely overstate the level and growth of municipal 
resources over time. First, these figures are based on revenue budgets rather than on 
actual collections. Hence, to the extent that revenue estimates are optimistic, actual 
municipal revenue collections may fall below the budgeted amount. Likewise, it is 
possible that intergovernmental transfers are not fully disbursed by the center as 
budgeted. Finally, the table reveals a large increase over time in “other” revenues, which 
largely reflects projects funded by international donor agencies. It is quite possible that 

9 As noted earlier, the number of municipalities increased from 33 to 43 in 2008. However, the overview 
based on DNO data excludes the ten newly created municipalities.  
10 Note that all figures are in nominal terms, rather than in real (inflation-corrected) terms. Over the period 
from 2006-2009, consumer price inflation increased the average price level by approximately 25 percent.  
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the increase over time merely reflects a better accounting for external donor support at 
the municipal level rather than reflecting a true increase in such funding over time. 
 
Table 2.1  
An overview of municipal revenues in Mozambique (in MTN) , 2006-2009 

Thousands MTN 2006 2007 2008 2009 

1. Recurrent revenues 421,527.3 483,987.4 623,190.3 800,388.3 
1.1 Fiscal revenues 106,798.8 135,143.9 172,244.7 210,598.9 

1.2 Non-fiscal revenues 282,239.2 305,671.9 386,633.2 486,839.0 

1.3 Assigned revenues 32,489.3 43,171.6 64,312.5 102,950.4 

 

2. Capital revenues 11,803.0 71,085.5 171,903.7 72,141.0 
2.1 Revenues on (im)movable goods 0.1 20.0 2,993.0 6,409.8 

2.2 Receipts from services - - 16,569.9 17,376.5 

2.3 Other capital revenues 11,802.9 71,065.5 152,340.7 48,354.7 

 

3. Transfers from the State Budget 408,800.0 488,900.0 697,983.3 767,360.8 
3.1 FCA 258,800.0 288,900.0 472,912.5 513,869.5 

3.2 FIIL 150,000.0 200,000.0 225,070.8 253,491.4 

 

4. Other 149,089.3 118,395.6 125,419.4 742,421.0 
4.1 Donations 119,507.7 79,386.6 - -
4.2 Other 29,581.6 39,009.0 125,419.4 742,421.0 

 

Total Revenues 991,219.6 1,162,368.5 1,618,496.7 2,382,311.1 
Source: Computed by authors based on DNO data. 

Table 2.2 
An overview of municipal revenues in Mozambique (in %) , 2006-2009 

Share of total resources 2006 2007 2008 2009 

1. Recurrent revenues 42.5 41.6 38.5 33.6 
1.1 Fiscal revenues 10.8 11.6 10.6 8.8 

1.2 Non-fiscal revenues 28.5 26.3 23.9 20.4 

1.3 Assigned revenues 3.3 3.7 4.0 4.3 

 

2. Capital revenues 1.2 6.1 10.6 3.0 
2.1 Revenues on (im/)movable goods 0.0 0.0 0.2 0.3 

2.2 Receipts from services - - 1.0 0.7 

2.3 Other capital revenues 1.2 6.1 9.4 2.0 

 

3. Transfers from the State Budget 41.2 42.1 43.1 32.2 
3.1 FCA 26.1 24.9 29.2 21.6 

3.2 FIIL 15.1 17.2 13.9 10.6 

 

4. Other 15.0 10.2 7.7 31.2 
4.1 Donations 12.1 6.8 - -
4.2 Other 3.0 3.4 7.7 31.2 

 

Total Revenues 100.0 100.0 100.0 100.0 

Source: Computed by authors based on DNO data. 
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28. Table 2.2 reveals the relative importance of own source revenues versus transfers 
and donations: while revenues account for roughly 40-50 percent each year, 50-60 
percent of municipal resources are contributed in the form of intergovernmental fiscal 
transfers and donations.11 Another pattern that stands out in the tables is the importance 
of non-fiscal revenue sources. Although the distinction between fiscal and non-fiscal 
revenues is not absolute, in principle, fiscal revenue sources provide general (untied) 
financial resources for the municipalities, whereas non-fiscal revenue sources provide 
revenues which may conceptually (either implicitly or explicitly) be earmarked for a 
specific local service or activity on a cost-recovery basis (such as market or water fees). 
As such, the fact that less than one-third of own source revenues is generated by fiscal 
revenues is a potential cause for concern with an eye on municipalities’ ability to deliver 
municipal public services. 
 
2.2 Municipal finance in Mozambique: selected conceptual background issues 
 
29. While the main focus of the current study is municipal revenue policy and 
revenue administration, this topic cannot be properly addressed without looking at the 
context of municipal finance in Mozambique. In order to understand this context and the 
interactions between municipal revenues and the rest of the municipal finance system, it 
is important to understand the main themes that inform the broader municipal finance 
system. 
 
30. Municipalities play an important political role in Mozambique. The establishment 
of municipalities is a relatively recent development in Mozambique. Their establishment 
played an important role in the resolution of the civil war and has been providing space 
for political competition at the subnational level. Although municipalities have legally 
been delegated social service delivery functions (such as basic education and primary 
health services),12 in practice municipalities primarily function to provide local 
infrastructure and public services that benefit residents within a municipality, such as 
local roads, markets, and so on. Overall, municipalities are still quite inexperienced and 
operate in an environment that is only slowly getting used to participatory and 
accountable local decision-making. As a result, municipal finance in Mozambique is not 
unfamiliar with issues such as local elite-capture and corruption.13 

31. Robust general-purpose local revenues are needed for municipalities to play a 
dynamic role in the lives and livelihood of municipal residents and businesses. In order to 
achieve and maintain a degree of political and fiscal autonomy, a sound fiscal 
decentralization framework requires municipalities to raise a substantial share of its 

11 It should be noted that the basic breakdown in Tables 2.1-2.2 counts shared or “assigned” revenues as 
own revenue sources. In international practice, shared revenues are often considered as intergovernmental 
transfers, as municipalities have no control over the tax base, the tax rate, or the collection of these revenue 
sources. 
12 As noted in Box 1.1, Decree 33/2006 provides for the transference of primary health and basic education 
services at the municipal level. In reality, however, with the exception of Maputo these public services have 
not yet been transferred to the municipalities (World Bank, 2008). 
13 See, for example, Nuvunga et.al. 2007.  
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finances from own revenue sources. In order for municipalities to respond to the needs 
and wants of their residents and constituents, municipalities should have at least some 
cross-cutting budgetary decision-making power. Therefore, their revenue structure should 
not exclusively rely on user fees and other tied revenue sources, but municipalities should 
also have one or more substantial general-purpose revenue sources at their disposal, such 
as property taxes. 
 
32. Benefits from local spending should exceed the burden of local taxation. While 
domestic revenue enhancement and strengthening local revenue administration are 
important public sector reforms in the context of a developing economy, we should not 
assume that the goal of revenue administration is purely to maximize revenue collections. 
The collective well-being of a community is enhanced if local tax revenues are spent on 
local services and infrastructure for which the benefits to the local community exceed the 
tax cost. However, if municipal officials are not responsive to the needs of local 
constituents and locally raised revenues are spent inefficiently or if they are spent on non-
priority programs (from the viewpoint of local taxpayers), then increasing local revenues 
will detract from social welfare.14 As such, the so-called “Wicksellian link” between local 
revenues and local expenditures should be borne in mind to the extent that local 
expenditure decisions could be a factor in weak revenue generation at the municipal 
level, whether due to low voluntary tax compliance, or due to the unwillingness of local 
politicians and constituents to support higher municipal tax rates.  
 
33. Recognize the role and impact of the transfer system on local revenue collections.
As in most developing countries, the intergovernmental transfer system is the main 
funding source for municipalities in Mozambique, and can impact local revenues in a 
variety of ways. Many small municipalities in Mozambique have little or no tax base 
from which to generate own source revenues, and as such are only able to provide a very 
limited set (and level) of municipal services. Thus, the provision of intergovernmental 
transfers to the municipal level is required in order to achieve an adequate level of 
municipal service delivery. In other words, transfers are required because local revenue 
collection is short and leaves a gap between expenditure assignment and revenue 
capacity. 

 
34. The design of the transfer system can have numerous—sometimes unexpected or 
adverse—effects on municipal revenue collections. For instance, the presence of transfers 
will likely have what economists call an “income effect” on own revenue collections, 
reducing the incentive for municipalities to collect own revenues, as the most urgent local 
expenditure programs can be funded from transfer resources (which do not require 
imposing a burden  on local taxpayers). Similarly, the design of the transfer system could 
impose other incentive as well; for instance, revenue collections could be stimulated by 
the introduction of matching grants (price effects) or by rewarding higher revenue 
collections with greater transfers. How the central government manages the 
intergovernmental flow of funds (e.g., whether transfers are transparent and timely) is 
also an important bell-weather for the central government commitment to sound 

14 Note, however, that the same is true if transfers are spent unwisely. 
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municipal finances. As such, the impact(s) of the transfer system on local revenue 
generation efforts should be explicitly recognized. 
 
35. Municipal taxation is not exclusively a technical tax administration issue; the 
(central and local) political economy of local revenue collections should be well-
understood. Municipal revenues are influenced by political and institutional dynamics at 
the central as well as at the local level. For instance, central governments are often 
reluctant to make fiscal space out of the same bases in the form of tax sharing 
agreements. It is important to understand the degree to which municipal revenue 
structures and municipal revenue efforts are influenced by such political aspects. In 
Mozambique, the central government’s reluctance to pursue significant fiscal 
decentralization to the municipal level is reflected in the revenue instruments assigned to 
the local level: municipalities do not have access to any buoyant revenue sources (such as 
income or consumption taxes); and there are no broad-based tax sharing arrangements15 

36. Even that municipalities have been assigned their “own” municipal revenue 
sources, it appears that municipal autonomy over their tax instruments is further 
constrained by central-local politics. As a result, municipalities only have a limited 
degree of discretion to determine tax rates (although often the real losses do not come 
from a low rate, but from the inadequacy of the tax bases); municipalities are dependent 
on central regulations to collect and enforce local revenues; and municipalities have to 
tolerate extensively center involvement (or interference) in the sphere of municipal 
taxation (by capping municipal tax rates, granting sweeping tax exemptions, and so on). 
Similarly, as we know from experiences in other countries, it is not unusual for national 
policy makers or members of parliament to exert pressure on local officials –either 
formally or informally- to soften local tax collection and enforcement efforts, especially 
at times of electoral campaigns.16 Not taking into account the impact of such political 
economy issues on municipal taxation would fail to reflect many constraints imposed of 
municipal officials in Mozambique, and therefore would provide an incomplete analysis 
of municipal revenue potential. 
 
37. Understand the interactions between central and municipal revenue space. One 
persistent argument made by some stakeholders is that local revenue collections tend to 
be administratively inefficient when compared to national tax instruments and national 
revenue authorities. Proponents of this view are often extremely concerned that local 
revenues impose an undue burden on taxpayers, who are subjected to double taxation by 
central as well as local tax authorities. Certainly, in our zeal to promote greater local 
revenue collections, we would want to avoid double taxation and avoid discouraging 
national economic growth or local economic development. Therefore, municipal revenue 
potential should be seen in light not only of local revenue needs, but also in the context of 

15 In addition to the center being reluctant to share tax instruments or public revenue sources with the 
municipal level, the center is equally reluctant to share transfer resources with the municipal level: only 
about 1 percent of the total budget gets back to the municipal level in the form of intergovernmental 
transfers. 
16 Municipal political leaders themselves also feel considerable pressure to lower the municipal tax burden 
in order to enhance their standing with the electorate. This pressure notwithstanding, the center assigns 
municipalities some of the least popular revenue sources possible. 
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the taxes already imposed on the same taxpayers by the central government. Is the public 
revenue space properly divided between central and municipal authorities? Do central 
and local tax rates compound, so as to amplify inefficiencies in taxation? Or are there 
possibilities for collaboration between central and local revenue authorities in revenue 
administration?   
 
38. An example where the central government seems to be impinging on the fiscal 
space of municipalities is in the case of the taxation of the informal sector. The Imposto 
Simplificado para Pequenos Contribuintes (ISPC) introduced in 2009 falls upon informal 
local traders which are already taxed and levied by municipal authorities, thereby leading 
to potential double-taxation. The need for a concerted effort by the National Tax 
Authority (Autoridade Tributária de Moçambique or ATM) and the municipalities has 
been recognized and has resulted, in some cases, in joint training and fiscal education 
programs.  
 
2.3  Main municipal revenue sources 
 
39. Within this wider context of municipal governance and municipal finances in 
Mozambique, the Law on Municipal Finance (Law 1/2008) defines the system of 
municipal finances, including the provision of transfers as well as the assignment of 
municipal taxes and number of other municipal revenue sources.  Chapter 5 of the Law 
1/2008 deals with municipal tax and non-tax revenues, which –according to Article 51- 
covers: 17 

a) Municipal Personal Tax or the Imposto Pessoal Autárquico (IPA);  
b) Municipal Property Tax or the Imposto Predial Autárquico (IPRA); 
c) Municipal Vehicle Tax or the Imposto Autárquico de Veículos (IAV); 
d) Municipal Property Transfer Tax or the Imposto Autárquico de Sisa 

(ISISA); 
e) Betterment levies ; 
f) License fees for concessions and economic activities (including Taxa por 

Actividade Económica, or TAE) 
g) Fees and charges for the delivery of services. 

 
40. Based on the enumeration of municipal revenue sources provided by the 
legislation, this study focuses on seven specific revenue streams, including the IPA, 
IPRA, IAV and ISISA. These four municipal taxes provide general revenues to the 
municipalities and are classified as fiscal revenues. In addition, our analysis considers the 
Municipal Fee on Economic Activity (TAE), the Fee for the Use and Development of 
Municipal Land (Direito do Uso e Aproveitamento do Solo Autárquico /DUAT), and 

17 It should be noted that because the municipal finance law is relatively new, several municipal revenue 
sources are still in transition. In some cases, the new municipal law modified an existing local revenue 
source; for instance, this is the case for the TAE (which was previously a local tax, but which was redefined 
as a broader municipal fee on economic activity). In other cases, a revenue source that was previously a 
central revenue source or shared between the center and municipalities was reassigned as a purely 
municipal revenue source (e.g., ISISA and IAV, respectively). These revenue sources are, to a large extent, 
actually still collected centrally, despite they are meant to transition to the municipalities. 
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market fees. These are the three main non-fiscal revenue instruments at the disposal of 
municipalities. Together, all these instruments consistently account for 70-80 percent of 
total municipal own revenues and form the core focus of any effort to improve municipal 
revenue collections. 
 

2.3.1 Municipal personal tax (Imposto Pessoal Autárquico, IPA)

41. The Municipal Personal Tax or Imposto Pessoal Autárquico (IPA) is a traditional 
head tax or poll tax. The IPA falls on municipal residents between 18 and 60 years of age 
which are capable of work. Exemptions are provided for disabled residents, students, 
those fulfilling military service, and individuals recognized by the Municipal Assembly 
to be affected by exceptional circumstance. The level of the IPA is determined in the Law 
as varying by type of municipality, and is defined as a fixed percentage of the highest 
national minimum wage scale: Category A municipalities should collect IPA at a level of 
4 percent of the highest minimum salary scale, whereas Categories B, C and D 
municipalities should collect IPA at 3, 2, and 1 percent, respectively, on the same scale. 
As the tax is unpopular and regressive, municipalities in practice significantly undercut 
the legislated tax rate and / or avoid putting major effort into its collection. 
 
42. Municipalities are obliged by law to maintain and update a register of tax payers 
subject to IPA. In reality, however, municipalities do not maintain such a tax base, 
claiming that doing so is not justified by the amount of revenue being generated from the 
tax.18 As a result, IPA collections are largely driven by voluntary compliance by 
taxpayers (who should pay their IPA at the municipal headquarters or through ward-level 
tax collectors), although businesses pay IPA on behalf of their employees within the 
municipality. IPA is largely enforced by municipalities in an ad hoc manner, with IPA 
enforcement (and collections) taking place at municipal headquarters, market places, and 
other public locations: municipal residents who are unable to produce their IPA receipts 
may be forced to pay the tax again. IPA is widely associated with coercion and with 
corrupt revenue collection practices, reason why it has been abolished in many countries, 
like Uganda. 
 

2.3.2 Municipal Property Tax (Imposto Predial Autárquico, IPRA)

43. A second main revenue source for municipalities is the Municipal Property Tax or 
the Imposto Predial Autárquico (IPRA). According to the Law 1/2008, this tax falls on 
the “patrimonial value” of urban properties located within a municipality. The 
patrimonial value is defined as the book value as recorded in the cadastral records. In the 
absence of this, it is the self-reported value, and lastly, the potential market value, in case 
the self-assessed value diverges from the market value. An urban property is defined as 
any fixture incorporated to the land, together with the land that the fixture is attached to. 

18 Formal taxpayer registration may indeed not be justified at the low rates that the IPA is generally 
collected. However, more systematic registration practices would potentially be justifiable if municipalities 
would actually collect the legislated IPA rates. 
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Idle municipal land is not subject to taxation under IPRA, thereby potentially foregoing 
considerable potential revenue collections on vacant urban land, and potentially 
encouraging inefficient land use and speculation. 
 
44. The tax base and property exemptions are defined consistently across all 
municipalities. Properties exempt from the IPRA include buildings of the state, municipal 
buildings, diplomatic missions, entities of public utility whose urban property is directly 
related to the exercise of their function, officially recognized non-profit entities of 
humanitarian, cultural, scientific, artistic and charitable character; museums and 
educational institutions; and buildings constructed by state Housing Fund (Fundo de 
Fomento de Habitação). In addition, newly constructed properties should be exempt from 
IPRA for a period of five years. The IPRA tax rate is stipulated in the Law 1/2008 to 
equal 0.4 percent of the property value for residential properties, and 0.7 percent for 
commercial properties. 
 
45. The challenges for municipal collection of the IPRA lie mainly within the realm 
of producing a complete cadastre and assuring consistent valuation (assessment) of 
municipal properties. To the degree that the taxable value of properties is determined by 
their recorded book value (Matriz Predial), substantial cooperation with central 
authorities is required, as the property registries and procedural competencies for land 
registration and valuation continue to be held by the National Tax Authority and its 
subnational departments. These properties are typically assessed and taxed at a very low 
rate as the recorded property values go back in various cases (although not always) to 
colonial times. Municipalities are only slowly constructing their own cadastres and based 
on the newly approved Decree 61/2010 will be able to reassess properties according to 
more realistic values.  
 
46. Newer properties have the potential to reflect more updated valuations, although 
this causes considerable horizontal inequities in the collection of the IPRA: two identical 
properties (in terms of structure, size, location, and so on) may be taxed differently solely 
based on the age of the structure. Furthermore, outside of Maputo, the use of mass-
valuation techniques is difficult to accomplish in the absence of an active and formalized 
real estate market in most municipalities, which leads municipalities to use less 
sophisticated valuation approaches. Several municipalities have resorted to banded 
property valuation, where the value of properties (for the purpose of taxation) is 
estimated based exclusively on the neighborhood location and the approximate size of the 
property. This approach allows municipalities to collect IPRA even if the property record 
for a taxable property within the tax registry does not include detailed information about 
the main parameters of the property. Recognizing the need for the re-valuation of the 
property values registered in the Matrizes prediais,on December of 2010 a Decree 
(61/2010) was passed allowing for a re-assessment of the property value, as well as the 
monitoring of the market price of properties, through, inter alia, the establishment of 
municipal property assessment commissions. It remains to be seen, however, when and to 
which extent it will be put into practice in the next future.  
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2.3.3 Municipal Property Transfer Tax (ISISA)

47. In addition to the Municipal Property Tax, the Law 1/2008 assigned the 
Municipal Property Transfer Tax or the Imposto Autárquico de Sisa (ISISA) to the 
municipal level. The tax is imposed on the individual (or on the collective person) 
acquiring ownership rights of urban property (or fraction thereof). The transfer of 
ownership for good and valuable consideration (at titulo oneroso) includes the modalities 
of sale/purchase, long-term lease, barter/swap, public auction, restitution, bequeathment, 
and the donation of buildings.19 

48. For the purpose of the ISISA, the property is assessed at the higher value of either 
the declared value of transaction or the (estimated) market value of the urban property. 
Criteria to be taken into consideration include the construction value of the building, the 
previous purchasing price, and the value of lifelong rent generated from building. The 
ISISA tax rate is stipulated in the Law 1/2008 to equal 2 percent of the value of the 
property being transacted. Since the registry of the property transaction by the public 
Notary is subject to the payment of the property transfer tax, payment of tax precedes the 
completion of the transaction and registration in favor of the acquiring party. There is 
some concern that transactions may be recorded at below-market value in order to reduce 
the tax burden. 
 
49. This tax was previously an exclusive central government revenue source collected 
by the deconcentrated (provincial) offices of the National Tax Authority (ATM), but the 
ISISA is currently being transitioned to the municipal level. In practice, the information 
sharing, processes and procedures for the smooth municipal collection of the ISISA—
which involves the municipal finance department, the public Notary, and central tax 
authorities— are yet to be worked out.  
 
2.3.4 Municipal Vehicle Tax (Imposto Autárquico de Veículos, IAV)

50. Revenues based on motor vehicles (such as annual vehicle taxes) are often 
identified as good potential subnational revenue sources.20 In accordance with 
international best practice, the Municipal Vehicle Tax (or the Imposto Autárquico de 
Veículos, IAV) was recently assigned to the municipal level in Mozambique. With the 
exception of Maputo, this revenue source is currently still collected by the National Tax 
Authority at the provincial level, as it was previously a shared revenue source.  
 
51. Article 65 of Law 1/ 2008 imposes IAV on all owners and users of light and 
heavy vehicles, motorcycles, airplanes and boats for private purpose, registered as 
residents in the respective municipality. Vehicles of state bodies, municipalities, 
diplomatic missions and their representatives are tax exempt. The tax rates for the IAV 

19 ISISA was devolved in 2008 but by 2010 it had not yet been incorporated in the municipal budget 
classifications. Thus, the revenue collections reported in Table 2.4 and 2.5 reflect our own estimates. These 
estimates are further detailed in the municipal cases. 
20 For instance, see Bird (2001). 
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are stipulated uniformly across all municipalities by the Codigo Tributario Autarquico,
and are differentiated by vehicle type, engine capacity and age of the vehicle.21 

52. Taxpayers have an obligation to take initiative to pay the IAV within the 
stipulated time period, and the vehicle owner needs to exhibit proof of residence and 
ownership at the moment of payment. The enforcement of the vehicle tax potentially 
provides a strong tax handle, as the failure to visibly display a current tax payment receipt 
and manifesto risks a traffic fine by police. 
 
53. Although the law stipulates the Municipal Council and its tax department as 
competent recipient authority of the IAV, with the exemption of Maputo the tax presently 
continues to be administered and collected by the central government’s tax administration 
and transferred to the municipalities. Municipalities receive an annual transfer of 
revenues for the IAV, although it does not appear that the transfer of the IAV is 
distributed on a derivation-basis.22 Since the tax continues to be paid to central authorities 
at the provincial level, and in the absence of any formal information-sharing about the 
registration-location of vehicles, municipalities currently have no details about either the 
number or type of vehicles registered within their municipality. The legislation foresees a 
period of three years for central government to create the conditions and capacity at local 
government level for the transfer of collection and administration function. At this time, 
the administration of vehicle registration and the collection of the IAV is only being 
transitioned to municipal authorities in Maputo. It is unclear how central authorities 
envision devolving the responsibility to collect the IAV to the municipal level to any 
municipality outside of Maputo.  
 
54. One of the main challenges that is being faced in the devolution of the vehicle tax 
from the central government to the municipal level is the continued centralization of the 
vehicle registration system. Devolution of vehicles tax collections to the municipal level 
would require information sharing and careful coordination between central authorities 
and municipalities. Yet, there is little incentive for the state administration to make the 
effort to collaborate or to assist in building municipal capacity to take on the necessary 
revenue collection and administration functions, especially as non-municipal tax payers 
will continue to pay their vehicle taxes to the state administration. Part of the challenge 
will be to consistently determine the location (municipality) where each vehicle is 
registered, and to ensure that compliance with the IAV is transparent and easy to enforce 
by exhibiting a decal on each vehicle identifying the location of registration as well as 
certification that the annual IAV has been paid. Resolving this administrative challenge 
will require the collaboration of the ATM with all municipalities. Also rates should be 
homologized throughout the country to prevent interjurisdictional tax competition.  
 

21 Tax rates for the IAV fall within the following ranges: (i) light vehicles: MT. 50.00 -4,400.00; heavy 
vehicles: MT. 60.00-2,160.00; motorcycles: MT. 37.50-500.00; vehicles for passenger transport MT. 
60.00-2,160.00.  Other rates apply for boats and airplanes. Rates are established in absolute values, rather 
than percentages to a reference value, which will require a constant modification of the law to prevent the 
continuous erosion of the rates. 
22 For instance, some new municipalities appear to be receiving IAV revenue sharing in a proportion that is 
unlikely to reflect the number of vehicles registered in the municipality. 
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2.3.5 Land use fees (Uso e Aproveitamento do Solo Autárquico / DUAT)

55. Another important source of municipal revenue that generates revenue from land 
and properties is the collection of land use fees (Uso e Aproveitamento do Solo 
Autárquico). The licenses fee applies when an individual or collective secures the land 
use right (DUAT) to a plot of municipal land in areas covered by the municipal 
urbanization plan. The issuance of the DUAT license provides the holder with the right to 
construct housing or other structures on the land (in accordance with the land use plan 
accompanying the application) within a five year period. If the land remains unutilized 
for five years, the land use rights revert back to the municipality.  
 
Unlike the property (transfer) taxes, the rate schedule for the DUAT is not nationally 
defined, but determined by each Municipal Assembly. Scaling of rates varies with 
location within the municipality, and is usually charged per square meter of land. The 
municipality has a relatively strong “tax handle” over the collection of municipal land use 
fees, as applicants area actively seeking municipal approval of their land use license. The 
municipal land use fees consist of an initial fee followed by annual land use fees (for up 
to five years) until the property is built up and added to the municipal cadastre, upon 
which it becomes taxable under the IPRA.  
 
56. Although the assignment of land use rights is a relatively substantial municipal 
revenue-raising instrument, the revenue comes at the cost of the municipality essentially 
giving away an exhaustible supply of municipal land. The supply of available planned 
municipal land is clearly limited in most municipalities, which will result in the 
dwindling use of the DUAT as a revenue instrument over time.  
 
57. Land use rights are typically provided to individuals on a first-come-first-serve 
basis upon submission of a land use plan, rather than being sold off to the highest bidder. 
Furthermore, land use permits are typically provided on unimproved land, thereby 
limiting the ability of the municipality to enhance the value of the land (for instance, by 
enhancing access to the plots and by putting in place basic infrastructure such as roads, 
water and sewer) prior to provision of land use permits. Auctioning of improved site plots 
could contribute to more orderly municipal development, while also substantially raising 
the financial collections from the DUAT. In contrast to revenue maximization from the 
DUAT, the primary argument given for setting high annual municipal land use fees is to 
discourage land speculation rather than revenue generation.  
 
2.3.6 Fees on Economic Activities (Taxa por Actividade Económica, TAE)

58. Under previous legislation, a municipal tax on economic activity was 
incorporated as a separate revenue category. However, in the revised legislation 
comprising the Law on Municipal Finance (Law 1/2008, Article 73) and the Codigo 
Tributario Autarquico (Decree 63/2008, Article 139), fees for concessions/licenses on 
economic activity have been lumped together with other fees and charges, such as 
licenses for DUAT, market fees, and so on. Nonetheless, fees on economic activities 
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(Taxa por Actividade Económica, or TAE) remains a sub-category in itself and 
constitutes   an important municipal revenue source. 
 
59. Unlike fiscal revenues, the TAE does not have a base that is standardized across 
municipalities. Instead, the base upon which municipal fees on economic activities are 
levied is defined by municipal regulations, which varies between municipalities.23 In 
practice, however, the TAE is operationalized as a tax (or fee) on municipal business 
property, based on the size or value of the business premises without reference to the size 
of business turnover or any other measure of economic activity. The way in which the 
TAE is currently operationalized is a matter of some concern, as the fee is the value of 
business premises is generally a poor measure of local business activity. Instead of being 
a fee on economic activity, the TAE is currently a sort of double tax on business property 
(in addition to the IPRA collected on business property), forgoing the opportunity to 
collect revenue on the basis of profit.   
 
60. The collection of the TAE is relatively straightforward, on account of the fact that 
the number of municipal taxpayers of this revenue source is limited. A municipal register 
of TAE taxpayers typically exists at the municipal level, although efforts to manage and 
update such databases are mixed. There is no general requirement for TAE receipts to be 
prominently displayed at the business establishment, which makes it difficult for the 
general public to evaluate whether local business fees were paid or not. 
 
2.3.7 Market fees

61. The last of the main municipal revenue sources to be considered by this study are 
market fees. The tax base for market fees is formed by licensed market stall holders, 
vendors, and hawkers, both from within organized markets as well as vendors outside the 
regular markets. Municipalities usually have a poor data base of market vendors, but the 
highly visible nature of market activity makes it easy to include stall holders and vendors 
in the tax net. As a result, the yield from market fees is very high. 
 
The level of market fees is stipulated by municipal regulations and statutes (código de 
posturas), which have to be approved by the Municipal Assembly and published. Market 
rates usually depend on the size of the stall or bench and/or the type of business / type of 
products sold, rather than by profit. Market fees are paid either daily or monthly to 
municipal fee collectors, which are supervised by supervisors (fiscais) and / or market 
directors. 

 
62. Although market fees are usually among the largest municipal revenue sources in 
municipalities, there are important limitations on the use of market fees as a local revenue 
generation tool. Most importantly, the cost of operating markets and collecting market 
revenues is very high, as there are many separate transactions while the individual 
payments are small. Also, the window of opportunity for petty corruption is sizeable. 
Furthermore, previous studies suggest that the cost of market operation, maintenance and 
revenue collection (excluding even the capital cost of constructing the market) absorbs 

23 The tax base and locally determined TAE fee rates are determined by the Municipal Assembly. 
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around three-quarters of the revenue being generated.24 This means that the net revenue 
generated by markets is considerably less than suggested by their gross yield.25 

Table 2.3 

Aggregate Municipal Revenues in Six Selected Municipalities, 2009 

 Own source revenues  Total revenues 

Main Revenue Sources Meticals Percent Meticals Percent 
Imposto Pessoal Autárquico (IPA) 673,144 0.5 673,144 0.2 

Imposto Predial Autárquico (IPRA) * 24,555,323 18.4 24,555,323 6.8 

Imposto Autárquico de Sisa (ISISA) ** 3,681,926 2.8 3,681,926 1.0 

Imposto sobre Veículos (IAV) 6,486,590 4.8 6,486,590 1.8 

O/U do Solo Autárquico (DUAT) 18,926,507 14.2  18,926,507 5.2 

Taxa por Actividade Económica (TAE) 7,207,344 5.4  7,207,344 2.0 

O/U Locais Reser Mercados e Feiras 15,114,654 11.3  15,114,654 4.2 

Recolha, depósito e tratamento de lixo *** 18,726,432 14.0  18,726,432 5.2 

Subtotal (main municipal rev. sources) 95,371,920 71.3   95,371,920 26.3 

Other own municipal revenue sources 38,379,042 28.7  38,379,042 10.6 

Total own municipal revenue sources 133,750,962 100.0   133,750,962 36.9 

Intergovernmental fiscal transfers    174,751,830 48.3 

Donations    53,617,305 14.8 

Total municipal revenue sources       362,120,097 100.0 
Source: Actual budget outturn data compiled by the study team from municipal financial accounts. Notes: (*) As can be 
seen in Table 2.4, the relatively large collection of IPRA in our sample is driven by a single outlier,  Beira. (**) ISISA 
was devolved in 2008 and not yet incorporated in the municipal budget classifications by 2009. Therefore, ISISA 
collections reflect the team’s estimate. (***)Solid Waste  fees are collected by the power utility (EDM), which transfers 
the fee to the municipalities without supporting evidence on the revenue base or the overall number of energy consumers. 
EDM usually retains 25 percent of the yield for ‘administrative’ costs. 

2.4 Municipal revenue patterns and trends 
 
63. Table 2.3 presents an aggregate overview of municipal revenues in the six 
municipalities which were analyzed in greater detail for this study. The first four items in 
the table (in grey) represent fiscal revenues, while the remaining revenue items represent 
non-fiscal revenue sources. The aggregate financial picture encountered in these six 
municipalities is consistent with the main patterns and trends revealed in Tables 2.1 and 
2.2. However, the results from the six municipal case studies provide us with a greater 
level of detail and accuracy as the municipal cases allow us to analyze actual revenue 
collections by line item for individual municipalities, instead of dealing with aggregate 
municipal budget data.  
 
64. Table 2.4 summarizes the main revenue items for each of the six municipalities; 
the comparison of municipal revenue patterns in the six case municipalities presents a 
fairly consistent revenue pattern across the six municipalities under consideration. 
Nonetheless, the practical economic and fiscal realities faced by municipal authorities 
vary from municipality to municipality and each municipality in Mozambique has unique 

24 For a more detailed discussion, see Ilal (2006 and 2007). 
25 One possible solution, however, would be to allow markets to go into concession and tender out market 
management for concession fee on competitive bidding, like it is done in places like Kampala, Uganda.  
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revenue patterns. These are explored further in the municipal cases which are annexed to 
this study.  
 
Table 2.4 
Municipal Revenues in Six Selected Municipalities (as share of total revenues), 2009 

 
Beira Cuamba Marromeu Nacala Ribáue Vilankulo 

Sample 
Total 

Imposto Pessoal Autárquico (IPA) 0.4 1.6 6.2 0.3 0.0 0.3 0.5 

Imposto Predial Autárquico (IPRA) 22.7 0.0 2.6 0.4 0.0 0.0 18.4 

Imposto Autárquico de Sisa (ISISA) 3.0 0.0 0.0 0.6 0.0 6.3 2.8 

Imposto sobre Veículos (IAV) 4.9 0.0 9.3 1.2 49.7 9.0 4.8 

O/U do Solo Autárquico (DUAT) 10.4 15.3 1.0 46.8 0.0 11.0 14.2 

Taxa por Actividade Económica (TAE) 5.7 5.3 7.9 1.8 0.0 9.5 5.4 

O/U Locais Reserv Mercados e Feiras 10.2 38.5 49.9 0.0 50.3 21.2 11.3 

Recolha, depósito e tratamento de lixo 15.2 7.3 3.0 14.0 0.0 1.9 14.0 

Sub-total 72.4 68.0 80.1 65.2 100.0 59.2 71.3 

Other own revenues 27.6 32.0 19.9 34.8 0.0 40.8 28.7 

Total own revenues 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Note: The sample total is a weighted average, so municipal averages do not add up to the sample average. 

65. Although we should be careful not to freely extrapolate from our sample of six 
municipalities, when we combine the evidence of the six municipal cases with the other 
available municipal financial data and prior research, we can draw the following initial 
conclusions: 
 
66. A weak reliance on fiscal revenues. Municipalities in Mozambique do not rely 
extensively on their general-purpose fiscal revenue sources.26 In aggregate, these revenue 
sources contribute around 20-25 percent to own source local government revenues in 
Mozambique; this represents only about 10 percent of total municipal finances. While 
comparative local revenue data is scarce (especially for developing economies) and there 
is no objective norm to compare Mozambique’s findings to, fiscal revenue sources 
‘typically’ contribute in the range between one-third to three-quarters of all own source 
local revenues (Owens, 2002; Boex, 2010). Against this comparative backdrop, 
contributing factors to the weak reliance on municipal fiscal revenue sources in 
Mozambique include: 
 

a) The minor role of municipal personal taxes. Local personal taxes —either 
in the form of head taxes or quasi-income taxes— were traditionally an 
important local revenue source across Sub-Saharan Africa. However, these 
revenue sources have increasingly fallen out of favor, resulting in the 
abolition of the Development Levy in Tanzania to the elimination of the 
Graduated Tax in Uganda. Consistent with this pattern, the analysis shows 

26 As noted in paragraph 27, fiscal revenue sources provide general (untied) financial resources for the 
municipalities, whereas non-fiscal revenue sources provide revenues which may conceptually (either 
implicitly or explicitly) be earmarked for a specific local service or activity on a cost-recovery basis (such 
as market or water fees). It was also earlier noted that the distinction between fiscal and non-fiscal revenues 
in Mozambique is not absolute. 
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that the Municipal Personal Tax (IPA) is only a minor municipal revenue 
source in Mozambique. While its modest role in Mozambique’s municipal 
finance system may be contributing to its continued existence, despite its 
weak revenue yield, IPA continues to be a highly unpopular local tax, 
regressive, and costly to collect.  

b) The minor role of municipal property taxes. Property taxes are often one 
of the main local revenue sources, particularly in urban areas. For 
instance, on average, property taxes in OECD countries contribute 
approximately half of all subnational own source revenues (e.g., OECD, 
1999).27 However, as shown in Table 2.4., the yield of the Municipal 
Property Tax (IPRA) in our Mozambican sample provides less than one-
fifth (18 percent) of municipal own source revenues. In fact, with the 
exception of a single outlier (Beira), IPRA collections fall below 3 percent 
of municipal own source revenues for all other municipalities in the 
sample, that is extremely low. As such, the property tax is current only 
relegated a minor role in the municipal finance system.  

c) The minor role of the new municipal taxes. The ISISA and IAV were only 
recently assigned to the municipal level in Mozambique, and in practice 
these revenue sources are still in the process of being transitioned to the 
municipal level. While the importance of these two revenue sources could 
potentially increase somewhat as municipalities increasingly start to rely 
on them, it is unlikely that—by their very nature—either of these taxes 
will become a leading source of municipal revenues. 

 
67. Heavy emphasis on non-fiscal revenue sources. Municipalities in Mozambique 
consistently display an emphasis on non-fiscal versus fiscal revenues. In addition to TAE, 
DUAT, and market fees covered in this study, other non-fiscal municipal revenue sources 
(not covered by the analysis) include municipal licenses, fees and charges for a variety of 
municipal services. Rather than this pattern being driven by one or two large 
municipalities, this trend seems to be valid for municipalities across the board. 
 

a) Asset revenues (DUAT) form an important municipal revenue source. For 
several municipalities, especially those with a dynamic economic 
development and thus high demand on land, the DUAT forms an important 
revenue source. In fact, in 2009, Nacala derived virtually all its own source 
revenues (and almost half of its total revenues) from DUAT collections. An 
important consideration for the collection of DUAT is that the distribution of 
municipal land is a one-time event, and that the DUAT therefore provides a 
finite source for potential municipal revenues. For example, due the fact that 
Marromeu is surrounded by a sugar estate, it already finds itself in a situation 
where the DUAT is no longer a viable revenue source, as there is no 
municipal land available for expansion or new development. 

 

27 Caution should be exercised in evaluating this comparative reference. There are many economic and 
fiscal factors that contribute to a relatively lower revenue yield for property taxes in Mozambique, many of 
which are beyond the control of municipal (or central) authorities.   
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b) Market fees are consistently among the main municipal revenue sources. For 
all municipalities covered by this study (with the exception of Beira), market 
fees form the most significant revenue source collected by municipalities. In 
fact, in Cuamba, Marromeu and Ribáue, market fees account for around 40-50 
percent of all municipal revenue collections. Despite this importance, it is 
evident that municipalities cannot finance themselves with market fees alone.  

 
c) Revenue yields from the TAE are modest. In sharp contrast to the importance 

of market revenues, it is interesting to note that the revenue yield from the 
TAE is typically very modest. Indeed, market fees generally (far) exceed the 
revenue generated by fees on established business activity which is collected 
in the form of the TAE. While this ratio may partially reflects the relative size 
of the formal business sector versus the scale of economic transactions 
conducted on markets, the incongruence does raise the possibility that the 
formal business sector is being taxed less than the smaller-scale economic 
activity which is transacted on public markets. This is a huge forgone revenue 
opportunity in municipalities with economic activities related to natural 
resources and tourism, because despite the fact that municipalities provide 
services related to those activities (public lighting, roads, security parks, etc.), 
it does not get any benefits out of them.  

 
68. Considerable fluctuations in municipal revenue collections over time. A review of 
the underlying municipal revenue data for the six municipalities reveals a considerable 
amount of fluctuation in revenue sources from one year to the next. These fluctuations 
could be driven by a number of factors. First, underlying economic trends or exogenous 
factors could be pushing revenues up or down from one year to the next: in particular, 
one-off revenue sources have the potential to create revenue spikes. Second, fluctuations 
over time could be caused by changes in municipal tax policy or inconsistencies in 
municipal revenue administration. In particular, fluctuations around election years may 
point towards politicization of local revenue administration, where political pressures 
may exist not to collect certain (unpopular) municipal revenue sources. Third, these 
fluctuations may simply reflect weak revenue administration, control. And corruption 
resulting in the poor quality or unreliability of the underlying municipal financial 
accounts. These concerns should be kept in mind as we extrapolate policy conclusions 
from the case studies.  
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3.  ESTIMATING MUNICIPAL REVENUE POTENTIAL IN 
MOZAMBIQUE 
 
69. Although a sound revenue source is defined by a number of important features 
(see Box 3.1), the most important is its ability to raise a substantial or adequate amount of 
revenue. The ability or potential of a revenue instrument to raise a certain amount of 
revenue is not always the same as the revenue amount that is actually generated by the 
revenue source. After all, revenues may fluctuate by the degree of administrative effort 
with which they are generated from a certain taxable base. Thus, in addition to tabulating 
the revenue collections for each revenue sources within each of the municipalities in our 
sample, as presented in the previous section, the study explains the level of municipal 
revenue collections and explores the revenue potential at the municipal level in 
Mozambique.  
 

Box 3.1: Features of a sound revenue source 

In order to be considered a good revenue source, any sound tax or revenue source should meet a number of 
specific criteria. These include: 

Potential revenue yield - A good revenue source should have the potential to generate a substantial 
amount of revenue. 

Buoyancy - Revenue assignment should allow for stable revenue collections over time, so that revenue 
collections change roughly in proportion to the economic base. 

Efficiency – A sound revenue source does not cause economic inefficiency by giving taxpayers incentives 
to change their behavior, such as by working less, changing their consumption patterns, or by moving their 
residence or business in response to (local) taxes. 

Equity - A sound revenue source should be equitable (fair). Fairness is typically assessed based on the 
‘ability to pay principle’ (which states that people should pay taxes in accordance with their ability to pay: 
those with greater ability should pay more) and the ‘benefits principle’ (which states that consumers who 
benefit from a publicly provided service should be the ones to pay for it). 

Administration and compliance – A sound revenue source minimizes administration and compliance 
cost. 

Politically acceptable – a good revenue source is politically acceptable. 

3.1  Estimating municipal revenue potential: methodology 
 
70. For the purpose of this study, the “revenue potential” of a tax or revenue source is 
defined as the amount of revenue that a municipality would collect from this revenue 
source given the size of its tax base (or revenue base), if it were to apply the prevailing 
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tax rate and the maximum effort to collect the tax.28 We further define a municipality’s 
tax effort (TE) for a revenue source as the ratio between revenues collected (R) and the 
value of the tax base from which the revenue is collected. In other words,  
 

TE  =  R / (TB * TR)   (1) 
 
where: 
 
TE Tax Effort (TE) reflects the effort with which a municipality collects revenue 

compared to its revenue potential. It is expressed as a ratio between zero and 
one (or zero and 100 percent). 

TB The Tax Base (TB) reflects the statutory tax base, as defined according to the 
government policy in terms of what is and is not taxed. For instance, in the 
case of the municipal personal tax (IPA), the tax base is the number of 
individual subject to IPA. In the case of the municipal property tax (IPRA), the 
tax base is the aggregate value of all taxable properties.  

TR The Tax Rate (TR) is defined as the statutory (legal) tax rate. As discussed in 
Section 2.3 above, in the case of municipal fiscal revenues in Mozambique, the 
tax rate is defined by the Law on Municipal Finance. 

71. Following this formulation, the degree (or percentage) of unutilized or unrealized 
municipal revenue potential (UP) for a revenue source can be defined as: 
 

TE
TRTB

RTRTB
UP −=

−
= 1

)*(

)*(
(2) 

 
72. A more detailed estimation of municipal tax effort and the degree of unutilized 
municipal revenue potential can be computed based on the identity that posits that the 
level of revenue collections for any particular revenue instrument is a function of tax 
policy decisions (including the tax base and tax rate) as well as a number of tax 
administration factors.29 As such, we could define revenue collections for a specific 
revenue source as: 
 

R = (TB * TR) * (CVR * AR * CLR)  (3) 
 

where the variables have the following meaning:30 

28 It should be noted that the municipal case studies which form an annex to this report apply the terms 
‘potential’ in a slightly different manner. In the case of the annexes, the term ‘potential’ (in Portuguese) is 
used to refer to the unrealized revenue potential at the municipal level (e.g., revenue potential minus actual 
revenue collections). The Summary Report refers to this amount or share specifically as Unrealized 
Potential (UP). 
29 For a more detailed discussion, see Kelly (2000) . 
30 Mathematical proof for this formula could be provided based on the identity: 
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CVR The Coverage Ratio (CVR) is defined as the share of the statutory tax base that 
is covered by the municipal tax administration. For instance, in the case of the 
IPRA, the Coverage Ratio is calculated as the number of taxable properties 
which are captured in the municipal cadastre, divided by the total number of 
taxable property in a jurisdiction. The Coverage Ratio measures the accuracy 
and completeness of the role of tax payers or taxable properties. 

AR The Assessment Ratio (AR) is defined as the share of the statutory tax rate that 
is assessed by the municipality. A municipality could either under-assess a tax 
by simply lowering the tax rate that it applies (below the statutory rate), or 
alternatively, by under-valuing the value of the tax base. For example, in the 
case of the IPA, municipalities generally collect a tax amount that is less than 
the tax rate prescribed in the law. In the case of the IPRA, the Assessment 
Ratio could defined as the value of a property on the valuation rolls divided by 
the real market value of the property on the valuation roll. The Assessment 
Ratio measures the accuracy with which the value of the tax base is assessed 
and the accuracy with which the tax rate is imposed. 

CLR The Collection Ratio (CLR) is defined as the tax revenue collected over the 
total tax liability billed for that year, measuring the collection efficiency. The 
Collection Ratio reflects the vigor with which the municipality administers and 
enforces municipal revenue collections, as well as the degree to which 
municipal tax payers comply with municipal revenues.  

73. By combining the Equations 1 and 3, we arrive at the conclusion that tax effort 
(and hence, unrealized revenue potential) can be measured as: 
 

TE  =  CVR * AR * CLR   (4) 
 
Equation 4 suggests that in order to assess the tax effort exerted by municipalities (and 
thus, in order to measure the unrealized revenue potential) for the key municipal revenue 
sources, we need to quantify not only the size of statutory tax base for each revenue 
source in each of the six municipalities, but also the size of the tax base as measured by 
the municipality itself. In addition, we need to measure the statutory tax rate for each 
revenue source as well as the valuation of the tax base and the tax rates applied by each 
municipality for each revenue source under consideration. This will allow us to compute 
the coverage ratio (CVR), the assessment ratio (AR) and the collection ratio (CLR) for 
each of the revenue sources being reviewed in each of the six municipalities. In turn, this 
more detailed picture of revenue potential and revenue effort will allow us to pin-point 
the gaps between actual revenue collections and revenue potential at each stage of the 
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where MTB/TB is the share of the tax base covered by the municipality; MTR/TR is the share of the 
statutory tax rate that is valued and assessed by the municipality; and R/(MTR*MTB) is the share of 
invoiced municipal revenues that is actually collected by the municipality. 
 



31 
 

revenue collection cycle, and form the basis for recommendations how to improve 
municipal revenue collections in Section 4 of this report. 
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In accordance with the methodology described above, the projections of municipal 
revenue potential and effort are based on static revenue simulations. Three main sources 
of data were used for this study. First, the definition of statutory tax bases and tax rates 
was extracted from national legislation and regulations. Second, municipal revenue 
collection figures as well as information on the size of municipal tax bases and the actual 
tax rates assessed by municipalities (including the valuation of the tax base) was 
collected from the six municipalities. For this purpose, the study visited each of the 
municipalities involved and extracted the necessary information and supporting 
documents from municipal officials. Third, there was a need for the study team to 
measure the true size of the statutory tax base: for instance, the real number of taxable 
properties in a municipality, rather than just the number of taxable properties in the 
municipal cadastre. Likewise, in order to compute the assessment ratio for the IPRA, we 
were required to compare the municipal valuation of properties to the actual value of 
these properties. Although the study team had initially hoped to rely largely on readily 
available information from the Census and other existing statistical publications and 
databases, such data proved almost completely unavailable for municipal jurisdictions. 
As such, the collection of municipal fiscal data during municipal site visits was 
supplemented by small (largely informal) surveys conducted by the study team at the 
municipal level to arrive at estimates for the missing variables.31 

3.2 Municipal revenue potential in Mozambique: Estimation results 
 
74. Table 3.1 presents an overview of the estimates for municipal tax effort, 
unrealized potential, and its constituent components; greater detail is provided in Figure 
3.1. Columns II-IV reflects the (unweighted) average municipal collection ratio, 
assessment ratio, and coverage ratio for the six municipalities studied. Consistent with 
Equation 4 above, the average tax effort (TE) for the sample is computed as the product 
of these three ratios.  
 
Table 3.1  
Municipal revenue effort and revenue potential: municipal averages (2005-2009) 

 

I II III IV V VI  

Revenue 
Source  

Collection 
Ratio - % 

(CLR) 

Assessment 
Ratio - % 

(AR)  

Coverage 
Ratio- %  

(CVR)  

Tax Effort 
(TE) - % 

Unrealized 
potential  
(UP) - % 

Total revenue 
Poetical 
(2009) 

1. IPA 17 54 92 8 92 8,414,300 
2. IPRA 11 31 24 1 99 2,455,532,300 
3. ISISA 33 29 53 5 95 73,638,520 
4. IAV 69 92 74 47 53 13,801,255 
5. DUAT  55 73 55 22 78 86,029,577 
6. TAE 64 70 80 36 64 20,020,400 
7. Market fees 72 94 72 49 51 30,846,233 
Unweighted 
average 

 
46 

 
63 

 
64 

 
24 

 
76 

 

31 The exact estimation techniques that were used for those variables for which data were unavailable are 
discussed in greater detail in the municipal case studies. 
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Figure 3.1 
Municipal revenue effort and revenue potential by revenue source and municipality 
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75. The interpretation of the table can be clarified using one of the rows as an 
example. For instance, in the case of market fees (Column IV: coverage ratio/CVR), it 
appears that on average about three-quarters of all market stalls and vendors within 
municipalities are actually caught in the municipal “tax net” for market fees, so that the 
coverage ratio is shown to be 72 percent. Each of the market vendors that are subject to 
market fees are generally subjected to pay 94 percent of the statutory market fees that 
they required to pay, as determined by the Municipal Assembly (Column III: assessment 
ratio/AR). In turn, 72 percent of the market fees which are imposed are actually collected 
and find their way to the municipal bank account (Column II: collection ratio/CLR). If 
we combine the results of these three stages in the municipal revenue collections process, 
it turns out that municipal officials on average collect 49 percent (72% * 94% * 72%) of 
the maximum potential collections for market fees (Column V). In turn, this means that 
the unrealized share of market fee collections is 51 percent of the revenue potential for 
market fees. 
 



34 
 

76. Table 3.1 suggests that market fees are at the high end of the spectrum when it 
comes to overall municipal tax effort (49 percent). At the other end of the spectrum is the 
Municipal Property Tax (IPRA), with an overall average tax effort estimate of 1 percent 
and an unrealized potential of 99 percent.  
 
77. Figure 3.1 presents municipal revenue effort and revenue potential estimates by 
revenue source for each of the six municipalities in our sample. The figure shows a range 
of different municipal revenue patterns across different revenue instruments; in some 
cases, there is more variation among municipal experiences than in other cases. For 
instance, the figure confirms that market fees are consistently well-collected across 
municipalities, with consistently high collection ratios and coverage ratios for every 
municipality. In contrast, the unrealized potential of the property tax is universal across 
the case municipalities, with Beira being a considerable outlier in terms of its collection 
ratio: while Beira collects 45 percent of the IPRA tax bills, the next-best municipality 
(Cuamba) only collects 12 percent.  
 
78. A critical question is how we should judge these tax administration ratios and the 
resulting level of municipal tax effort in Table 3.1 and Figure 3.1. While a level of tax 
effort of 100 percent would of course be ideal, it would also be unrealistic.32 The example 
of the market fees shows that relatively good performance in each of the stages of the 
local tax administration process can result in level of tax effort that -at first glance, at 
least- might appear to be weak.  Furthermore, there may be fiscally sound reasons for 
each of the individual ratios to fall below 100 percent.33 This could result in a justifiable 
targeting a coverage ratio that is below 100 percent. How low the coverage ratio could 
justifiably fall would have to be determined on a case-to-case basis. Likewise, to the 
extent that there is a degree of unavoidable arbitrariness and discretion in determining 
which fee level should be applied to a specific market stall, an assessment ratio below 
100 percent could be justifiable in order to avoid disputes and appeals. Next, in the 
absence of completely voluntary compliance by tax payers, the collection ratio will 
seldom be 100 percent, as the cost of municipal tax administration and enforcement 
which would be needed to achieve full taxpayer compliance (and the complexity of local 
revenue administration needed to prevent any possibility of mischief during the collection 
of market fees) would exceed the revenue generated from this municipal revenue 
source.34 As such, collection ratios will almost always falls somewhere below 100 
percent. 

32 As reference for the performance of an effective tax administration system in a highly developed 
economy, the United States Internal Revenue Service estimates that the overall individual noncompliance 
rate (the gross tax gap as a percentage of the ‘true’ tax liability) ranges around 17 percent (IRS, 1996). 
33 For instance, it might not be prudent tax administration (based on a cost-benefit analysis) to impose and 
collect a traditional, cadastre-based property taxes fees on low-value properties on the outskirts of a 
municipal jurisdiction.   
34 From a strictly fiscal viewpoint, revenue administrations have an incentive to improve tax administration 
and enforcement as long as the additional revenue from such efforts exceeds the cost of such additional 
efforts. In practice, however, revenue administration and enforcement efforts often fall well short of such a 
break-even point as a result of political and institutional pressures as revenues are not collected for 
revenue’s sake: instead it is the balance between the benefits of public expenditures (net of collection costs) 
and revenue collections that matters to the social wellbeing. This is the case in developing as well as in 
developed economies. 
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79. Instead of comparing municipal revenue collection efforts to an unobtainable 
ideal, the actually observed levels should be considered on a case by case basis. 
Unfortunately, little relevant comparative research on local tax compliance in developing 
economies is available that provides a comparative base for the Mozambican results. 
While cross-municipal comparisons or comparisons across different revenue sources 
might provide some guidance in assessing the success of municipal revenue 
administration efforts, we should be careful to acknowledge differences between the 
effectiveness and incidence of different municipal tax instruments. Likewise, we should 
recognize that different municipalities may face considerably different fiscal, 
institutional, or political landscapes when it comes to specific local taxes, which may 
make a revenue source viable in one municipality, but perhaps not in another.  
 
3.3 Factors limiting municipal revenue potential in Mozambique: a discussion 
 
80. Based on the information of Table 3.1, what patterns can we detect and what can 
we conclude about the factors limiting municipal revenue potential in Mozambique? This 
subsection considers what the patterns of the three tax administration ratios (the 
coverage, assessment, and collection ratios) can tell us about municipal tax 
administration. Next, we consider the factors limiting municipal revenue potential for 
each of the revenue sources under consideration. The reader should refer to the individual 
municipal studies appended to this report for a more detailed discussion of the patterns 
with regard to municipal tax effort and unrealized revenue potential. 
 
81. Coverage Ratio. With the exception of IPRA, the average municipal tax coverage 
ratio in Mozambique is consistently above 50 percent across all municipal revenue 
sources, which could be considered relatively high. In fact, where the tax is long-standing 
and widely accepted, and where the universe of taxpayers is easily identifiable, the 
coverage ratio typically falls within the range of 70-90 percent. Despite anecdotal 
evidence that institutional capacity within municipal tax administration is low, the 
relatively high coverage rates suggests that municipalities–from a tax administrative 
perspective- seem consistently quite capable of identifying the taxpayers within their 
community. There may be reasons related to specific tax instruments that make it harder, 
either for tax administrative or political reasons, to attain a higher coverage ratio.  
 
82. Assessment Ratio. The assessment ratio shows considerably more variability 
across municipal revenue sources than the coverage ratio, as the average Assessment 
Ratios range from 29 to 94 percent. In some sense, this ratio could generally be seen as a 
popularity index: the less popular a municipal tax, the lower local politicians wish the 
assessment ratio to be. By lowering the assessment ratio, the effective tax burden (and 
hence the political price of local taxation) is proportionately lowered.35 In addition, tax 
administrators may seek to enhance the probability of compliance (and reduce the 
number of disputes and complaints) by giving taxpayers a break and lower the level of 
the fee or tax. Where local taxes or fees are perceived to be at reasonable levels and 

35 In the case of IPRA, if the assessed value of the taxable property is self-reported (or can be influenced by 
the taxpayer), then a low assessment ratio could also be an indication of tax evasion.  
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justifiable, there is no need to lower the assessment ratio for such political-administrative 
reasons (e.g., ISVA, DUAT and market fees).  
 
83. In this light, it is unsurprising that local property taxes, property transfer taxes and 
the head tax have the lowest assessment ratios, as these taxes are generally considered to 
be among the less popular taxes in taxpayer surveys around the world, in comparison to 
less visible taxes such as the sales tax or the VAT.36 

84. Collection Ratio. The average collection ratio shows the greatest variability for 
different municipal revenue sources. If a tax is not “popular” (for either local politicians 
or local taxpayers), a straightforward option (beyond lowering assessment ratio) is simply 
not to enforce its collection. The low collection ratios for the IPA and the IPRA suggest 
that this is an important part of the story. Another element of low reported collection 
ratios is money that is collected from taxpayers but never ends up being deposited in 
municipal bank accounts. Some revenue sources are more prone to the diversion of public 
funds—in particular those that are collected in cash away from the municipal finance 
office. While municipal finance officials have sought to take steps against such illicit 
outflows, work in the six municipalities suggested that municipal revenue administration 
and control mechanisms could be strengthened in a variety of ways in order to reduce 
such outflows. For instance, having the taxpayer pay its tax bills directly at a commercial 
bank could improve the collection ratio by maintaining ease of payment for the taxpayer, 
while ensure that the tax payment fully ends up in the city coffers.  
 
85. As far as the “popularity” of a local tax, one of three considerations is commonly 
made by municipal officials that could lower collections.37 First, local politicians may not 
pursue the collection of a local revenue source for an overtly political reason— say, an 
upcoming election. This may explain some important year-to-year variations in municipal 
revenue collections in Mozambique. Second, a revenue source assigned to the municipal 
level may be unpopular because the revenue source is simply not a good tax instrument 
(that is not the case in Mozambique) and fails to adhere to the basic features of a sound 
tax (see Box 3.1).38 Third, local revenue officials may have made an implicit or explicit 
calculation that –after considering the potential revenue yield and the cost of collecting 

36 In fact, some industrialized economies which base their property taxes on the full market value of the 
immovable property statutorily lower the assessed property value —in some cases by as much as 40 
percent— in order to reduce the number of complaints due to over-valuation of properties and to reduce 
popular discontent over property taxation. Such property tax breaks are sometimes subsidized by an off-
setting central government transfer to prevent such provisions from having a negative revenue impact on 
the local level. This is an unlikely scenario in the Mozambican context. 
37 In contrast to the arguments made below, under some circumstances, certain municipal revenues may be 
particularly popular with politicians. Anecdotal evidence suggests that –particularly in times surrounding 
elections- it may be beneficial for local politicians to have local revenue streams that are not stringently 
controlled and can be diverted for political purposes. Market fees and IPA collections would likely fall 
within this category of revenue instruments. 
38 For instance, if a tax is highly inequitable or has significant compliance costs associated with it, social 
welfare could be reduced if the municipality would forcefully pursue enforcement of tax collections. In this 
case, a low collections ratio is a sign of a good public finance decision. With the potential exception of the 
IPA, the analysis suggests that municipalities in Mozambique have reasonable tax instruments for which 
consistent implementation and compliance should be encouraged.  
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and enforcing a local tax, it may simply be inefficient to pursue stringent collection and 
enforcement of a particular revenue source. This is particularly the case for municipal 
revenue sources that have a weak “tax handle”, for which collections costs are high, and 
for which the municipality cannot count on voluntary compliance mechanisms.39 

Box 3.2: The political economy of local taxations: revisiting the Wicksellian Link 

The issue of the ‘popularity’ of a local revenue source is not only about whether local politicians should 
support taxing municipal residents more or less, or about the popularity of various municipal revenue 
instruments.  However, as noted in Section 2.2 of the report, the collective well-being of a community is 
enhanced if local tax revenues are spent on local services and infrastructure for which the benefits to the 
local community exceed the cost in terms of local taxation and compliance. The political process at the 
local level should be a two-dimensional exercise in which politicians balance the low popularity to pay 
taxes with the high popularity of providing services. This link between local taxes and local expenditure 
decisions is currently insufficiently being made in many municipalities in Mozambique. 

86. IPA. IPA has one of the worst tax effort records of any municipal revenue source 
(8 percent), driven primarily by a collection ratio of 17 percent. This should not be 
surprising given the fact that the IPA is a head tax, which is commonly associated with a 
coercive collection practices and regarded as a regressive tax instrument stemming from 
the colonial era.  There is little doubt that it would be politically unacceptable in many 
municipalities to push for higher a Collection Ratio for the IPA unless the municipal tax 
administration processes for IPA would be made substantially more taxpayer-friendly.40 
However, the collection effort for the IPA varies considerably among municipalities. 
Some municipalities, including Maputo, focus on IPA collections because the tax is 
relatively easy to enforce (albeit in manner that appears rather extortive). In contrast, 
municipalities such as Nacala and Vilankulo do hardly anything to raise the compliance 
ratio. At national level, the district-level equivalent of the IPA (the National 
Reconstruction Tax) is generally considered obsolete and difficult to collect; in fact, there 
is talk about scrapping this tax completely.  
 
87. IPRA. In many countries, property taxes are the main own revenue source at the 
local level, particularly in urban areas. The extremely low revenue yield from the IPRA 
in Mozambique is not driven by a single factor, but rather by a convergence of all three 
factors: tax effort for IPRA is extremely low due to low coverage of the cadastre, low 
assessed property values, as well as low collections, enforcement and compliance. While 
it appears that there are political-institutional reasons that depress the municipal tax effort 
in collecting the IPRA across the board, the IPRA offers substantial unrealized revenue 
potential for the municipal sphere.      

39 The ability to withhold a tax at source (either from a financial institution or from an individual’s 
employer) greatly enhances the “tax handle” of a revenue source by forcing individuals to “voluntarily” 
comply with the tax and by greatly reducing the enforcement cost. For instance, in the case of IPRA, 
compliance with the property tax collections is greatly enhanced when the property tax is withheld by the 
mortgage bank rather than by the individual home owner. While such withholding greatly reduces 
administrative costs and enforcement costs, the stage of development of the real estate property market in 
Mozambique does not lend itself to such a solution. 
40 Likewise, the relatively low assessment ratio in some municipalities, such as Beira and Nacala, stems 
from the extreme lack of popularity of this revenue source. 
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88. ISISA. Given the fact that property tax has the lowest tax effort of all local 
revenue sources, perhaps it should come as no surprise that the property transfer tax has 
the second lowest tax effort among municipal revenues. Although ISISA’s coverage ratio 
and collection ratio are twice and thrice higher than IPRA’s coverage and collection ratio, 
respective (due to the self-enforcing nature of ISISA), the transfer tax has the same 
problem with under-assessment of property values that befalls the IPRA. Furthermore, 
many property transactions are likely to be occurring in an extra-legal manner, and 
therefore are not paying any property taxes at all. It should be noted, however, that 
collection patterns for ISISA may be influenced by the fact that the tax was only recently 
assigned to the municipal level, and that systematic central-municipal coordination on the 
collection of the tax is yet to occur. 
 
89. IAV. Generally, tax effort exerted in collecting the IAV is relatively high across 
the board. It should be noted, however, that the municipal vehicle tax, with the exception 
of Maputo, is currently still being collected by national tax authorities at the provincial 
level. As a result of the centralized administration of the IAV, it is unclear whether 
payment of IAV revenues to municipalities in fact reflects coverage of the tax, as the 
national revenue administration does not provide municipalities with any information 
about the number of vehicles which are registered in their territory. Instead, there is 
evidence to suggest that vehicles taxes are not paid to municipalities in proportion to the 
number of registered vehicles, but rather, on a more arbitrary basis. If this is indeed the 
case, the coverage and collection ratios might be driven by the poor allocation of IAV 
resources across municipalities, rather than by the poor administration of vehicle 
revenues themselves. 
 
90. DUAT. Although the DUAT is an important revenue-generator in many 
municipalities, the DUAT is in fact the median revenue source when it comes to relative 
tax effort. It is notable that the average assessment ratio for the DUAT is twice higher 
than for the IPRA and the ISASA, suggesting that the under-assessment of property 
values is largely not technical in nature (but rather an implicit or explicit municipal policy 
choice). As already eluded to in Section 2.3.5, revenues from the DUAT largely provide a 
one-time revenue inflow, and revenue from this source is limited by the availability of 
municipal land. Although the practice of relying on revenues from the sale of municipal 
land is relatively common around the world and can be optimized using sound asset 
management techniques (e.g., Peterson and Kaganova, 2010), municipalities should 
expect revenues from this source to decline over time. This aspect of the DUAT is likely 
to greatly reduce its long-term potential as a source for the financing of recurrent 
municipal expenditures. 
 
91. TAE. Based on the average level of municipal tax effort, TAE seems to be a 
relatively solid revenue performer. However, the TAE which is a fee on economic 
activity is levied on the value or size of business properties y, rather than on a measure of 
business income or profit. After all, the value or size of commercial properties is not 
necessarily a good indicator of business turnover, profitability, or of a business’s use of 
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municipal services and/or infrastructure.41 Instead, in practice TAE effectively works as a 
secondary tax on commercial properties. The current practice of levying a fee on the size 
of the property may reflect TAE’s previous role (prior to the introduction of , Law 
1/2008) as a secondary ’ municipal commercial  (property) tax, and may be less suitable 
now that the TAE is a non-fiscal municipal revenue source to be levied on all municipal 
business activity. The prior practices should be reviewed and harmonized with other fees 
or taxes, unless the legislator intends to redefine TAE as a true local sales tax or 
substitutes it with a share of a general sales tax or value added tax transferred to the 
municipalities (See Box 4.2 and section 4.2.6).  
 
Box 3.3  Comparing the revenue performance of the TAE to the performance of market fees 

Instead of comparing the revenue performance of TAE generally to all other municipal revenue source, a 
more relevant comparator for the TAE might be the collection of market fees. Whereas the TAE is a fee on 
the more established business community in a municipality, market fees are a fee on the business activity of 
the generally poorer and more informal economic production in a municipality. When compared to market 
fees, TAE displays a slightly higher coverage ratio, which makes sense given the fact that the TAE is 
generally levied as a tax of real business property, which is immobile and more easily identifiable for tax 
administration purposes.  

In contrast, however, both the average assessment ratio and the average collection ratio are lower for the 
TAE than for market fees. The lower assessment ratio for the TAE could be explained by two factors. First, 
the explanation may be political: an established business owner in town (either individually or collectively) 
may have greater scope to negotiate a greater discount on his or her tax bill when compared to a small 
market vendor. Second, because market fees are often paid on a daily basis —whereas TAE is typically 
paid annually— the total burden of market fees is spread out across the year, making them less visible. A 
lower assessment ratio may be needed to soften the burden of the annual TAE fee. The lower collection 
ratio for the TAE is counter-intuitive given the relative ease with which the TAE could be enforced vis-à-
vis the high administrative cost of market fee collections.42 This suggests that a political-economy 
explanation is more likely in explaining the low collection ratio for the TAE. 

92. Market fees. As noted in greater detail in the previous section, market fees have 
the highest level of tax effort when compared to all other municipal revenue sources. 
While this means that municipalities do a relatively good ‘exploiting’ this revenue 
source, at the same time, this finding also suggests that the untapped potential of this 
revenue source is likely quite limited. Furthermore, to the extent that the intent of non-
fiscal revenue sources is to cover the costs associated with delivering a particular service, 
some would argue that market fees should primarily be used to cover the operating 
expenses for public markets, rather than using market fees for cross-subsidization of the 
general budget.43 

93. Another concern, already raised in Section 2, is that the administrative cost of 
collecting market fees and the cost of operating municipal markets absorbs a considerable 

41 For instance, consider that under the current approach to the TAE, a retail clothing shop, a small 
restaurant, a barber/beauty shop and branch bank office would all be taxed the same. 
42 In the United States and other industrialized economies, placing a chain and padlock on a business’s door 
by local revenue authorities is often sufficient incentive for a business owner to pay his or her local 
business taxes.  
43 In practice, market fees may also play an implicit secondary role as a tax on informal economic activity.  
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share of the revenue generated from market fees, although no specific estimates of these 
costs have been made. Similarly, the combination of a large number of small daily 
transactions, the cash nature of market fees, and the fact that fees are not collected at the 
municipal finance department, means that the collection of market fees is particularly 
open to abuse.  
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4.  STRENGTHENING MUNICIPAL REVENUE COLLECTION IN 
MOZAMBIQUE 
 
94. The previous section of this report has uncovered that there is substantial 
untapped revenue potential at the municipal level, with estimates indicating that —in the 
case of the most buoyant local revenue sources— municipalities are only collecting about 
half of the revenue potential. In the worst cases, municipalities are collecting far less than 
10 percent of the total revenue potential of a local revenue source. This section deals with 
concrete interventions which could be taken to enhance municipal revenue collections. 
Whereas this summary report takes a broader, comparative perspective, the reports 
covering the six individual municipal cases seek to translate this general policy guidance 
into concrete measures.  
 
4.1  Taking a broader perspective of municipal revenue strengthening in 
Mozambique 
 
95. A priori, a broad range of tax administration improvements should be considered 
as potential ways to enhance municipal revenue collections, including actions that 
improve Coverage, Assessment and Collections, across each of the main revenue 
instruments under consideration (Box 4.1).  
 
Box 4.1 Examples of potential ways to improve local revenue performance 

• Improved municipal cadastres / improved taxpayer registration; 
• Improved valuation of taxable property; 
• Reductions in exemptions (issued either by central or municipal authorities); 
• Improvements in invoicing and payment processes;  
• Reducing tax evasion and improving collection processes and internal revenue administration controls. 
• Improving revenue enforcement and compliance efforts (e.g., create tax handles and cost-effective 

options for municipal enforcement of arrears)  
• Enhancing local political and popular support for local taxes and promoting voluntary compliance, 

including through strengthening the (informational) links between local tax payments and the benefits 
of local spending. 

96. While strengthening revenue administration has a substantial potential to raise 
municipal revenues, this discussion should not lose sight of the fact that revenue 
collections take place in a landscape dictated by social, political and institutional forces. 
As such, just because a municipality can increase net revenue collections for a particular 
revenue source by increasing spending on revenue collections, this does not necessarily 
mean that a municipality must increase its revenue efforts for that revenue source.  
 
97. To the extent possible, the discussions in this section consider not only the costs 
and benefits of possible changes in municipal tax administration, but also the political 
and institutional factors that play a role in Mozambique’s municipal finance system. In 
fact, municipalities may be well-served by focusing on revenue sources that give them 
the greatest value-for-money in terms of revenue collection effort, while de-emphasizing 
municipal revenue sources that have a higher “price” not only in terms of efficiency and 
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collection burden, but also in terms of political burden. Again, part of the political cost 
and benefit trade-off with respect to local taxation (across all municipal revenues) can be 
strengthened when municipal officials emphasize the benefits of municipal expenditure 
projects which are funded from own source revenues.  
 
98. While the scope for the current study focuses almost exclusively on existing 
municipal revenue instruments, a comprehensive strategy to strengthening municipal 
revenue collections in Mozambique should consider an array of other revenue options. If 
the central government is serious about fiscally empowering the municipal level, the 
initial discussion should not only focus on the existing list of municipal revenues, but 
rather on the degree to which the center is willing to strengthen its intergovernmental 
transfer system and share the national fiscal ‘space’. The desirability and possibility of 
assigning other revenue sources to the municipal level should be discussed. One concrete 
option for assigning local revenue to the municipal level in the context of weak municipal 
revenue administration is through the use of municipal ‘piggy-back’ taxes (Box 4.2).  
 
Box 4.2 Increasing municipal fiscal space through local “piggy-back” taxes 

The main feature of a local piggy-back tax is that while the revenue source is formally assigned to the local 
level (and local government jurisdictions are given rate discretion over the tax), the local tax is 
administered and collected together with a closely related tax which is collected by the central government. 
For instance, in addition to a state-level sales tax of 4 percent, the State of Georgia (in the U.S.) allows 
local jurisdictions to determine a ‘Local Option Sales Tax’ of 1,2 or 3 percentage points. The State’s 
Department of Revenue then collects the Local Sales Tax along with its own State Sales Tax, and remits 
the local portion of the sales tax revenues to each respective local jurisdiction on a monthly basis. 

Beyond the basic feature that the collection of the local tax is ‘piggy-backed’ onto a higher-level tax, many 
variations in piggy-back taxation are possible. Local personal income taxes and local sales taxes are 
commonly collected in this manner at the state-local level in the United States. Similarly, Tanzania’s 
Service Levy is a local tax on business turnover at 0.3 percent applied to businesses with a turnover in 
excess of TSh 20 million which are subject to VAT. Although the Service Levy is collected by local 
government authorities themselves, since the tax base is shared between central and local authorities, the 
Tanzania Revenue Authority is able to furnish local authorities with a complete list of taxpayers and their 
imputed local tax obligation.       

A specific example of a potential piggy-back tax in Mozambique could be a piggy-back municipal personal 
income tax. Rather than allowing municipalities to pursue local personal income taxation in the form of the 
IPA, municipalities could be allowed to add a municipal surtax (of say, 1-3 percentage points) to the 
national personal income tax, which would be collected by the national tax administration. For this to 
succeed, the central government must create a tax “space” proportional to the increase in the municipal rate 
to prevent an increment on the overall tax burden. Such an arrangement would (1) allow municipalities to 
have policy discretion over the tax rate (and thereby maintain a link between local revenues and local 
expenditure priorities); (2) be less onerous to enforce; (3) be less regressive; (4) while being highly 
efficient from a revenue collection viewpoint by using national tax authorities as a collection agent. 

99. Indeed, it is important to take a broader view of municipal revenue strengthening, 
as there are several different ways in which central authorities are able to share the 
national fiscal space with local government authorities beyond assigning more own 
source revenues to the municipal level. Especially in the presence of weak municipal 
revenue collection systems, options such as revenue sharing of national taxes on a 
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derivation basis, more centralized collection of local revenues (for instance, using 
national tax authorities as a collection agent), and increased reliance on 
intergovernmental transfers are not uncommon in other countries. The pros and cons of 
the different options for sharing revenue space should be carefully considered: while 
these approaches have the benefit of providing municipal governments with additional 
financial resources in the short run, these mechanisms also have the potential for reducing 
the fiscal and political autonomy of the municipal level in the long run.   
 
4.2  Enhancing municipal revenue collections using existing revenue instruments 
 
100. Although a broader view of the municipal revenue system is necessary in order to 
identify options and opportunities to strengthen municipal finances, this section discusses 
the main opportunities for strengthening revenue collections based on the revenue 
instruments already available to municipalities in Mozambique. Whereas some of these 
revenue sources offer considerable potential for playing a more prominent role in 
financing municipal services and infrastructure (in particular, the IPRA and possibly the 
TAE), other municipal revenue sources offer a much more limited scope for contributing 
to increase revenue generation at the municipal level, including -for a variety of different 
reasons- the IPA, the DUAT and municipal market fees. 
 
4.2.1  Municipal personal tax (IPA)

101. As currently administered, the poor collection of the IPA reflects not only the 
administrative weaknesses of a traditional poll tax, but also its virtual absence of popular 
support among (central and municipal) politicians and the population at large. While in 
its current incarnation, it would be possible to increase revenue collections from the IPA, 
in many localities this could only be done at a high political and social cost. Although its 
universality is an important positive feature, the tax is regressive, which would become a 
bigger problem if charged at higher (flat) rates. As such, the IPA is unlikely to play a 
major role in Mozambique’s question for greater municipal revenues. 
 
102. Improved coverage of revenue base. None of the case municipalities analyzed for 
the purpose of this study keeps a register of residents or IPA taxpayers.44 Instead, they 
rely on voluntary compliance by the public; IPA withholding/payment by businesses that 
operate in the municipality (on behalf of their employees); and rather draconian 
enforcement to collect the tax (i.e., enforcing the IPA by checking IPA receipts at public 
market and other public venues and forcing individuals to pay the tax again if they are 
unable to show their payment receipt). This population-centric approach to enforcing the 
IPA is highly problematic and closely linked to extortion and diversion of funds. The 
perception of corruption through IPA is rampant, and the IPA indeed creates a substantial 
window of opportunity for malfeasance. As such, pushing for even more stringent 
collection and enforcement of the IPA is unlikely to result in an increase in social 
welfare, could be political suicide and should not be pursued as a municipal enhancement 
strategy revenue. 

44 It is argued by municipal officials that at current IPA tax rates, maintaining a municipal database of 
residents and invoicing individuals for the tax would be not cost effective. 
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103. Improved valuation/assessment of the revenue base. One possibility to enhance 
the revenue potential of the IPA is to make the tax more progressive, enabling greater 
revenues to be collected from higher income households. However, such progressivity 
would make the tax harder to administer compared to the current flat-tax structure. Also, 
introducing an element of progressivity into local income taxation would go against the 
trend in the region, as wealthier (and typically politically more powerful) individuals are 
typically opposed to more progressive local income taxes.45 

104. Improved tax collection, compliance and enforcement. As already noted above, 
simply increasing the enforcement effort for the IPA is unlikely to enhance municipal 
revenue collections in a sustainable manner. One option –discussed above in Box 4.2- 
would be to replace the IPA with a piggy-back personal income tax or with revenue 
sharing from the national personal income tax. Another –somewhat less radical solution- 
would be to drastically improve the nature of administration of the IPA, and to eliminate 
enforcement of the IPA from people on the street. Collecting IPA through employers for 
individuals whom are employed in the formal economy is already an attempt to 
administer the IPA more efficiently and to shift from a population-based collection 
approach to location-based collection and enforcement methods.46 The more systematic 
collection of the tax, potentially coupled with a progressive rate structure, and more civil 
collection and enforcement of the tax could merit the development of a simple taxpayer 
database, which would avoid multiple payments by the same household, provides less 
opportunity for corruption, and ensures greater visibility of tax compliance.  
 
105. Another possible approach to improved IPA collection could be to clearly tie the 
collection of IPA to specific priority local projects. For instance, the revenue from the 
IPA could be specifically tied to priority projects identified in participatory community 
meetings (perhaps even by barrio), so that population actually feels benefits from paying 
the tax. Of course, this requires the taxpayers to be convinced that the money is actually 
going to be spent on their intended priority, rather than being diverted along the way 
(either by being pocketed before reaching the municipal coffers, or by being diverted into 
a project that is not a community priority). 
 
4.2.2  Municipal Property Tax (IPRA)

106. Although property taxes are not necessarily easy to collect and should not be 
considered a panacea for municipal revenue strengthening in Mozambique, if properly 
structured, the Municipal Property Tax has the potential to make a much more important 
contribution to municipal revenues than is currently the case. Achieving this would 
require not only a serious commitment from the municipal level, but would also require a 

45 See Boex (2010). 
46 For instance, instead of collecting and enforcing IPA from people on the street, the tax could be collected 
and/or enforced based on where people work or live. The benefit of shifting to location-based collection 
and enforcement mechanisms is that tax collection could become regularized, more transparent and much 
less extortive in nature. Under the current approach, even the group of residents which pays IPA through 
their employers is required to carry their IPA payment receipts with them as proof that the IPA was paid, or 
potential face municipal enforcement efforts. 



45 
 

serious effort by the central government, including by strengthening the regulatory 
framework for the property tax, and to enhance the institutional mechanisms for 
maintaining and updating property ownership records and valuation rolls. Similarly, 
municipalities might be given greater discretion over the property tax rate (including the 
opportunity to increase the tax rate), which is current fixed by national legislation and 
which was in fact lowered as part of the recent reform of the municipal finance law.   
 
107. Improved coverage of revenue base. As already noted in Section 2.3.2, the main 
challenge for municipal collection of the IPRA lie mainly within the realm of producing a 
complete cadastre and assuring consistent valuation (assessment) of municipal properties. 
One of the limitations resulting in the low coverage of the IPRA is the limited scope of 
the formal property tax roll, which is often limited to the so-called “cement city”. 
Although properties that are not included on the property cadastre are subjected to 
property taxation through a banded tax rate structure (by neighborhood and type of 
property), the coverage of the IPRA should be improved by strengthening municipal 
property registration to expand the property registration rolls to cover all municipal land 
and properties. Unregistered properties should be brought into the formal property 
registration systems, or as an intermediate step, coverage of informal housing could be 
expanded through location-based application of the poll-tax. It should also be noted that 
investment by the municipal tax administration in the development of a sound cadastre, 
starting at the stage of licensing of land use rights (DUAT), has multiple positive effects 
on revenue collection, right from the one-time licensing fees for the demarcated land, via 
the annual tax on the property constructed on it, up to the revenue from the property 
transfer, once the building is transacted.  
 
108. Although property taxation is typically seen as a local tax, central authorities have 
an important role to play in strengthening the national systems and standards for property 
registration. The central government can further expand coverage of the IPRA by 
reigning in the number of tax exemptions that national legislation provides, including –
for instance- the five-year tax exemption on newly developed properties. 
 
109. Improved valuation/assessment of the revenue base. An absence of active real 
estate markets in the smaller municipalities is a challenge in accurate determining 
municipal property values in Mozambique. The newly approved Decree 61/2010 
provides a regulatory framework that authorizes municipalities to pursue the consistent 
and up-to-date valuation of their IPRA tax base. Now that this regulatory framework is in 
place, municipalities should be provided technical support in developing their cadastres 
and property valuation data bases, so that municipal properties are taxed comprehensively 
and consistently.   

110.  Improved tax collection, compliance and enforcement. The patent inequities 
inherent in the current IPRA are holding back strong enforcement of the tax. However, 
property tax compliance and collections should not be expected to improve on their own 
even when the comprehensiveness and valuation of municipal property registers improve. 
Instead, in many industrialized countries, central authorities supervise the local collection 
of property taxes to make sure that its collection takes place in a systematic and equitable 
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manner. If one sought to incentivize municipal property tax collections in Mozambique, 
one could conceive of either a carrot or stick approach. For instance, one could require 
municipalities to achieve a pre-specified collection ratio at some fixed point in the future 
subject to a specific penalty (for instance, loss of the right to collect property taxes, or 
potentially, loss of its municipal charter). Alternatively, one could reward solid municipal 
IPRA collections by a bonus through the intergovernmental transfer system.   

111. The threat of civil litigation in case taxpayers fail to pay municipal taxes is 
generally too costly and ineffective at achieving tax compliance. Since central 
governments are often loathe to give municipalities strong tax enforcement powers (in 
comparison to the enforcement powers commonly granted to national revenue agencies), 
stronger municipal tax compliance (especially in case of the IPRA) will most likely 
require greater central-municipal coordination on tax enforcement. For instance, if 
municipalities would be legally required to transfer or sell property tax arrears to the 
National Tax Authority for collection after a pre-specified period (say, 12 months or 24 
months), the incentives for tax collection and tax compliance (as well as the opportunities 
for malfeasance in municipal tax collections) would be altered drastically in favor of a 
well-functioning local revenue system.47 Overall, rather than coercive collection, 
voluntary compliance of IPRA should be promoted through visual improvements related 
to improvements in local services.  

4.2.3  Property Transfer Tax (ISISA)

112. While the ISASA in itself may have a limited revenue potential, the tax may 
nonetheless be an important ingredient in an effective municipal revenue enhancement 
strategy going forward, especially if the market prices of the property are considered. 
These tend to increase in booming economic areas, most of which are located in and 
around municipalities. In many countries, the property transfer tax is considered an 
important element of a well-functioning local revenue system, in part, as it provides the 
municipality access to records of property transfers within the municipality, thereby 
helping municipalities maintain an up-to-date record of property values and property 
ownership. Since the ISISA was only recently assigned to the municipal sphere in 
Mozambique, the main challenge right now is to achieve a smooth transfer of the 
administration of this tax from the central level to the municipal level, in a way that 
provides municipalities with effective administrative ownership over this tax. Important 
elements in the sound transfer of the ISISA to the municipal level in Mozambique (while 
the Notary function is not devolved to the municipal level) include, first, ensuring that 
municipalities have complete and timely access to information concerning property 
transfers in their jurisdictions (and the recorded values of these transfers), and second, 
making sure that the notary process serves and effective role as a tax handle for the 
municipal property transfer tax (e.g., that a property transfer is not registered until the 
municipal tax is paid). Likewise, the property values upon which the transactions are 
made should be realistic and not reduced to lower the tax base.  

47 Rather than applying this arrears collection approach across all municipalities, this approach could be 
required only for municipalities who fail to achieve a certain collection ratio for IPRA. Alternatively,  this 
enforcement option could also be made available on a pilot basis or voluntary basis.  



47 
 

4.2.4  Vehicle Tax (IAV)

113. The municipal vehicle tax is another important element of a long term municipal 
revenue enhancement strategy, as it provides Mozambican municipalities with a highly 
buoyant revenue source. Similar to the ISISA, the main challenge with the IAV is to 
achieve a smooth transfer of the administration of this tax from the central level to the 
municipal level. This will require proactive engagement of central government officials 
who are currently responsible for collecting the tax and who distribute the proceeds 
among municipalities. With the exception of Maputo, since municipal officials currently 
do not have access to any data regarding the number of vehicles that are registered to 
owners within their municipality, a precondition for the transfer of the IAV to the 
municipal level will be –at a minimum- to set up systems for central-municipal 
information-sharing regarding vehicle registration. Since administrative capabilities vary 
considerably between municipalities in Mozambique, the solution that is the most 
appropriate for Maputo may be very different from the tax administration solutions that 
are possible in Marromeu or Ribáue. As such, it would be appropriate to engage in a 
dialogue between central and municipal officials to determine what range of 
administrative arrangement would be necessary to allow municipalities to benefit from 
the IAV without increasing the compliance burden on owners of vehicles. One possible 
temporary solution (especially for smaller municipalities) would be for the National Tax 
Authority or a third-party (such as a financial institution) to be contracted by the 
municipality to act as a collection agent for the municipality for the foreseeable future. 
This would only be a realistic option, however, if the ATM would provide each 
municipality (or its agent) with accurate and up-to-date information on the number of 
vehicles registered in its respective jurisdiction. Furthermore, if the National Tax 
Authority would serve as a municipality’s collection agent, the municipality would have 
to count on the ATM to transfer the IAV revenues collected on their behalf on a regular 
basis. Given the imbalance in power between central tax authorities and municipalities, 
experiences in other countries suggest that central revenue agencies do not always act in 
the best interest of municipal governments.    
 
4.2.5  Land use fees (DUAT)

114. The discussion surrounding the revenue potential of the DUAT in Mozambique 
has two sides. On one hand, like in municipalities around the world, the DUAT (like 
other revenues from the sale or use of municipal assets) is among the most overlooked 
municipal resources. On the other hand, the supply of municipal land in Mozambican 
municipalities is finite, which limits the long-term revenue potential of the DUAT. As a 
result, a prudent asset management strategy may actually reduce the role of the DUAT as 
a source of municipal revenues in the near term.  
 
115. Until now, Mozambican municipalities have largely failed to exploit this asset to 
the long-term maximum benefit of the municipal community by essentially giving away 
municipal land below market value. Going forward, however, it makes sense –not only 
from a revenue viewpoint, but also from an urban development viewpoint- for municipal 
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to implement a comprehensive land and asset management plan, in the context of their 
overarching municipal master plan. Longer-term planning and greater attention to 
municipal asset management will hopefully prevent municipalities from giving away 
scarce land for a small one-time increase in DUAT collections. As already noted in 
Section 2.3.5, auctioning off of improved site plots (rather than giving land away on a 
first-come-first-served basis) could contribute to more orderly municipal development. 
Improving site plots and putting in place supporting infrastructure (such as road access, 
sewer and water) to enhance the value of the land prior to gradually auctioning off small 
groups of land plots over time could further substantially raise the financial collections 
from the DUAT.   
 
4.2.6  Fees on Economic Activities (TAE)

116. The recent re-classification of the TAE, from a municipal tax on business activity 
(operationalized as a tax on business property) to –technically- a fee on business activity 
could be considered a step backward in the taxation of local business activities at the 
municipal level in Mozambique. While this re-classification could be seen as a demotion 
of the TAE from a general-purpose fiscal to a specific non-fiscal revenue source, there 
are some reasons to be optimistic about the revenue promise of the TAE. First, the 
instrument in practice continues to be structured as a tax on business property, and the 
distinction between fiscal revenue sources and non-fiscal revenue sources is not absolute. 
Second, even in its new status, the fixing of the rates and assessments continues to be a 
matter decided locally upon by the Council and Assembly. So little or nothing is lost as a 
result of the re-classification.  
 
117. In fact, since municipalities typically have greater discretion over non-fiscal 
revenue sources, an opportunity may in fact be created for the TAE to be applied in new 
and innovative ways. While many of the economic activities which are subject to TAE 
are not meaningful from a revenue potential viewpoint, some other local economic 
activities—such as tourism—could potentially form an extremely meaningful local 
revenue source if the TAE were to be levied on turnover or some other proxy of profit 
(such as the number of hotel beds, for instance). It is unclear, however, whether the 
central government would favor a significant effort at the municipal level to expand 
revenue collections using fees on local economic activity, or whether the center would 
view such an attempt as duplicative and an unwanted incursion into the central sphere 
revenue collection.  
 
4.2.7  Market fees

118. Caution should be exercised when contemplating using market fees as a 
convenient mechanism to quickly enhance municipal revenue performance. On one hand, 
it is likely that improvements could be made to the administration of (and control over) 
market fee collections in most municipalities which could greatly increase the money that 
gets to the municipal coffers. On the other hand, there are obstacles to further enhancing 
the role of market fees in municipal revenue collection in Mozambique in the coming 
years. There are two main reasons for this. First, the coverage, assessment and collection 
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ratios for market fees are already reasonable high. As such, there is likely not to be as 
much room for improvement in municipal market fee collections in Mozambique.48 
Second, it is possible that the level of market fees in many Mozambican municipalities is 
already high. To the extent that municipal market fees are intended as a non-fiscal 
revenue instrument to cover the cost of operating and maintaining public markets, market 
fee rates seem to be set at roughly appropriate levels.49 Thus, unless the Government of 
Mozambique explicitly wants to tax informal economic activity through the increase of 
municipal market fees, municipal market revenues may remain steady or even decline as 
a share of total municipal revenues, as the growth of other municipal revenue sources is 
explored and supported over the coming years. 
 
4.3  Concluding remarks 

119. Municipalities are an important component of Mozambique’s democratic 
governance structure, as well as a potential entry-point into more responsive and 
accountable public service delivery in the country. In turn, municipal revenues are an 
important element in attaining an empowered and (politically and fiscally) semi-
autonomous municipal sphere within the public sector. Yet, few countries in Sub-Saharan 
Africa have robust local government revenue systems. Although comparative analysis is 
complicated by the limited availability of detailed comparative data on local government 
revenues (particular in Sub-Saharan Africa), the challenges faced by Mozambique’s local 
revenue structure are not fundamentally different from the challenges faced by many 
other countries in the region.  
 
120. As evidenced by the detailed analysis of municipal revenue potential in a sample 
of six municipalities, there is substantial scope for improved collection of municipal 
revenue sources in Mozambique. An average, unrealized tax potential ranges from 50 
percent to 99 percent of total revenue potential. However, strengthening municipal 
revenues is not just a matter of municipal officials exerting a greater collection effort. 
Some of the revenue instruments assigned to the municipal level in Mozambique –
including the Municipal Personal Tax (IPA) in particular- simply do not comply with the 
features of a sound local revenue source. Caution should be used in pursuing further 
municipal revenues through the DUAT and market fees, as these instruments should not 
primarily be used for short-term revenue maximization. In contrast, in other cases, the 
central government is unnecessarily limiting municipal revenue potential by fixing the 
local tax rate at a low level, by providing generous tax exemptions, and/or by shrinking 
the tax base (e.g., the IPRA and TAE). Similarly, the lack of a strong national regulatory 
and institutional framework for municipal revenue collections is hindering a strong 
municipal revenue collection effort.  
 

48 To the extent that there is room for improvement in the collection and administration of market fees, 
these improvements may lie in the area of improving administrative controls on collections, ensuring that  
all market fee payments indeed end up in municipal coffers.  
49 Depending on the assumptions made regarding the capital costs of municipal markets, when taking into 
account the user cost of capital, market revenues collected for municipal markets roughly cover the cost of 
the operation, maintenance, and capital costs of the markets (Ilal, 2006 and 2007). 
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121. There is a need to substantial improve the national regulatory framework for –and 
municipal collection of- most existing municipal revenue sources. While the IPRA is not 
a panacea, there is substantial scope for improved collection of the municipal property tax 
in Mozambique. In the case of the IPRA, as well as in the case of the ISISA and the IAV, 
there is a need between substantial cooperation and coordination between central and 
municipal authorities, to make sure that the different government levels or spheres share 
information on taxpayers and tax bases.  
 
122. Improved collections of existing municipal revenues alone, however, are unlikely 
to provide sufficient fiscal space for the municipal sphere. As Mozambique takes steps to 
strengthen municipal finances, alternative financing modalities should also be considered, 
including central-local revenue sharing, municipal piggy-back taxes or other municipal 
revenue sources that would provide municipal authorities with a strong tax handle. In 
addition, there is a need to consider whether the intergovernmental fiscal transfers 
provided to the municipal level are adequate, both in terms of size as well as in terms of 
the incentives for revenue collections. Finally, the burdens imposed by municipal revenue 
collections cannot be considered in the absence of the benefits to the community of 
municipal expenditure programs. The efficiency, transparency and accountability of 
municipal expenditures should be enhanced on an ongoing basis to make sure that the 
revenues collected through local taxation are returned to municipal taxpayers in the form 
of desired local expenditure programs.  
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