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ObjectivesandPrinciplesofPublic
Expenditure

A.ObjectivesofPublicExpenditure

Daltondividedtheaimsofpublicexpenditureinbroadertwopartsi.e.thefunctionsof
government.

1.Securityoflifeagainsttheexternalaggressionandinternaldisorderandinjustice.

2.Developmentorupgradationofsociallifeinthecommunity.

Thesefunctionscanbebrokendownintomoredetailedfunctionsas:

thepublicauthorityworksinmanywaysforthebenefitofthepeople.Theseincludethe
generalizedserviceslikepublichealthandeducation.Thewholesocietyisbenefitedby
thesefunctionsoftheState.

secondly,throughpublicexpenditure,thegovernmentinfluencesdirectlyorindirectly,
theindustrialandcommercialsystem ofthenationtherebyhelpstowardstheeconomic
andsocialdevelopmentofthesociety.

thirdly,inmoderntimes,theresponsibilitiesofthegovernmentareincreasingeveryyear.
Fortheeconomicdevelopmentofthecountry,thegovernmenthasstarted,onitsown
accord,industriesandcommercialbusinesses.Thissectoroftheeconomywhichis
underthedirectcontrolofStatehascometobeknownaspublicsector.Expenditureon
thissectorisincreasingrapidlyeveryyear.Inanunderdevelopedeconomy,thisaim of
publicexpenditurehasattainedgreatsignificance.

Fourthly,Daltonpointsoutthatthepublicexpenditureshouldbecarriedonuptothat
limitwherethemarginalbenefitarisingfrom differentbranchesofexpenditureare
equal.Thesemarginalbenefitsmustbeequaltothemarginalsacrificeincurredbythe
public.

Publicspendingshouldbedesignedtooptimizethelevelofinvestmentinsuchaway
astomaintainfullemployment–withgrowth.

PublicSpendingmaybeincurredatanincreasingrateinthebackwardregiontouplift
theireconomy.

PrinciplesofPublicExpenditure



Ineconomicliterature,theexpressionCanonsofpublicexpenditureisusedforthe
fundamentalrulesorprinciplesgoverningthespendingpolicyofthegovernment.The
followingcanonsofpublicexpenditurehavebeenlaiddownbymanyscholarsonthe
subject:

CanonofBenefit:-thiscanonsuggeststhateverypublicspendingmustultimatelybe
usedforthecauseofsocialbenefiti.e.forthegeneralwell-beingofthecommonpeople.
Inotherwords,theStatespendingshouldconferbenefitsontheentirecommunityat
largethanonanindividualgrouporsection.Itmeanspublicfundsshouldbespending
insuchdirectionswhichpursuecommoninterestandpromotegeneralwelfare.

CanonofEconomy:-Itimpliesthatpublicexpenditureshouldbeincurredcarefullyand
economically.Economyheremeansthatwastefulandextravagantexpenditureshould
beavoidedatalllevels.Publicexpendituremustbeproductiveandefficient.Hence,it
mustbeincurredonlyonveryessentialitemsofcommonbenefitwithoutduplicationin
awaythatinvolvesminimum cost.Anefficientsystem offinancialadministrationis
therefore,veryessentialinanycountry.

CanonofSanction:thiscanonsuggeststhatno publicspendingshouldbemade
withouttheapprovalofproperauthority.Onlyobtainingpriorsanctionisnotsufficient.
Itmustbeproperlyinspectedandexaminedwhetherthesanctionedamountofmoney
spentonthepurposeforwhichitissanctionedbythehighestauthorityandaccounts
properlyaudited.

CanonofSurplus:thiscanonsuggestthatsavingisavirtueevenforthegovernment,so
an idealbudgetis one which contains an elementofsurplus bykeeping public
expenditurebelow publicrevenue.Inotherwords,publicauthoritiesshouldaim at
surplusofincomeoverexpenditureandtheyshouldavoiddeficits.Frequentandhuge
deficitsleadtouncontrollablefinancialsituationwithdireconsequencesofinflation.
Thereforeeverygovernmentshouldattempttobalanceitsincomeandexpenditure.

CanonofElasticity:-thiscanonrequiresthattheexpenditurepolicyoftheStateshould
besuchthatchangesmustbepossibleintheexpensesaccordingtothechangesin
requirementsandcircumstances.Inotherwords,thereshouldbescopeforchangesin
pubicexpenditureaccordingtotherequirementsofthecountry.

CanonofProductivity:-thiscanonorprincipleimpliesthattheexpenditurepolicyofthe
Governmentshouldbesuchthatwouldencourageproductioninacountry.Thatmeans
alargepartofpublicexpendituremustbeallocatedfordevelopmentpurposes.



CanonofEquality:-oneoftheforemostaimsofpublicexpenditureisalsotoensurethe
justandequitabledistributionofincomebyconferringbenefitsonthepoorersectionof
thecommunity.Thiscanonofequitabledistributionismoresignificantforthecountries
wherethegapbetweenthehighestincomeandthelowestincomegroupsisverywide.
DevelopingcountrieslikeEthiopia,havegiventhisaim asignificantandparticular
importanceintheeconomicactivitiesoftheStateandintheirfiscalpolicies.

2.3.MainareasofExpenditureResponsibility:capitalandrecurrent

Technically,inthestructureofabudget,mostgovernmentsclassifyexpenditureinto
two.

Recurrentexpenditure,and

Capitalexpenditure.

Allsortsofadministrativecostssuchassalary,anddefenceexpenditureanddebt
services are called recurrent expenditure.They are also referred to as non-
developmentalexpenditure.Theyareintendedforcontinuingtheexistingflowofgoods
andservicesandmaintainingthecapitalofthecountryintact.Ontheotherhand,capital
expenditurescontributetoincreasedproductivecapacityofthenationandtherefore,
areknownasdevelopmentexpenditure.Expendituresonconstructionofdams,public
works,stateenterprises,agriculturalandindustrialdevelopmentetc.,areinstancesof
capitalexpenditure.

Thoughpublicexpenditureisameansofmaintainingthecapitalofthecountryintact,it
isnotmerelyafinancialmechanism,itisratherameansofsecuringsocialobjectives.
Socialism can berealized onlythrough progressivetaxation and theirdistribution
afterwards.Therefore,publicexpenditureisthatexpenditureincurredbythepublic
authoritiesi.e.Central,StateandLocalgovernments,tosatisfythosecommonwants
whichthepeopleintheirindividualcapacityareunabletosatisfyefficiencywants.

2.4.RolesofEachLayerofGovernments

Publicexpenditureisdeterminedbypoliticalwilloftheleadingforcesinthestate:their
priorities,theirdesiredstatemodel,andtheirinterpretationofcurrenteconomicand
politicalphase.Pastchoiceshaverelevantimpactonpublicexpenditurebecauseof
inertiaandinstrumentalism.Bureaucracymayplayanimportantdecisionroleforthe
actualexpenditure.Sometimesconsideredasacompletelyexogenousvariable,the
publicexpenditurewouldthusbefullyinthehandofpoliticaldecision-makerswithout
dependencyfrom theeconomiccontext.

With its prioritized structure and its peculiardecision-making processes,public



expendituresubstantiatestheprevailingkindofState.Indemocracy,publicexpenditure
isanexpressionofpeople'swill,managedthroughpoliticalpartiesandinstitutions.At
thesametime,publicexpenditureischaracterizedbyahighdegreeofinertiaandlaw-
dependency,whichtempersthewillofthecurrentmajority.

Inparticular,asaverysketchedframework,onemaydistinguishatleastthreegeneral
modelsofstatetowhichpublicexpenditurecorresponds:Thereare:

1.theminimalstate,whereonlyjustice,publicorder,foreignpolicyandsomeotherbasic
functionsshouldbecarriedoutbythestate,relyingonprivateinitiativefortheothers;
2.thewelfarestate,wheretheStatecaresaboutthepeople'swell-beingdirectly,also
through expenditure in schooling,health,support for the poor,the old,the
disadvantagesd,
3.the developmentalstate,where the State takes the responsibility offostering
economicdevelopment,alsothroughexpenditureininfrastructure,supportforfirms,
exportandproductioningeneral.
Boththewelfareanddevelopmentalstateincludetheitemsoftheminimalstate.
Militaryexpenditureandspecialpoliciesarecommontraitsofthethreemodels,maybe
indifferentproportions.Comparingfunctionsharesinpublicexpenditure,onecanget
insightsinthekindofstateunderanalysis.Needlesstosay,theStatedoesnotexertits
influenceoneconomyandsocietythroughpublicexpenditureonly,butalsoforexample
throughlaws.

AllocationofExpenditureResponsibilities

Inthestudyofthesystem ofthedivisionofexpenditureresponsibilitiesinafederal
system,thereshould becarefulconsiderationofthefollowing points.First,it
intertwineswiththesystem ofdistributionofpowersbetweenthefederationand
thestates.Inthisregard,theconstitutionaltechniquesfortheallocationofpowers
ingeneralandthescopeofthepowersallocatedtoeachtierofgovernmentin
particularresultsthefunctionsofeachtiersofgovernments,thenfollowstheneed
to implementthoseassigned functionthroughpolicieswhich,inturnrequires
expenditures.The‘division’ofexpenditureresponsibilitiesisalsocalledthe
'assignment'ofexpenditureresponsibilitiesinmuchoftheliterature.

Thedistributionofexpenditureresponsibilitiesinafederalsystem corresponds
withthedivisionoflegislativeaswellasexecutivepowersbetweenthetiersof
government.Legislativecostsareinsignificantcompared to administrative
costs.However,legislativepowerisessentialtounderstandtheextentofa
government'sexpenditureresponsibility.

Theactualdivisionofexpenditureresponsibilitydealsmainlywiththeinterrelated
aspectsofthedivisionoflegislativeandexecutivepowers.Centraltothisissueis
whichresponsibilitiesorauthoritiesaredividedbetweenthelevelsofgovernment.
Insomefederations,liketheUSA,thelegislative,executive,judicialandfinancial
powersaredividedbetweenthefederalgovernmentandthestates,andthenthe
expenditureresponsibilitybecomescoextensivewiththelegislativeresponsibilityof



eachlevelofgovernment.Inotherfederations,likeGermany,thelegislativepoweris
mainlyentrustedtothefederalgovernmentwhiletheexecutivepowerismainly
reservedtothestates.

AllocationofpowersandfunctionsunderFDREConstitution

IntheEthiopianfederalsystem,theConstitutionfollowsanapproachoflistingthe
exclusivepowersandfunctionsofthefederalgovernment(Art.51).Italsoprovides
alimitedlistofexclusivepowersforthestates(Article52(2)).Itmentionsthe
sourceandtypeoftaxesforwhichthestatesmayexerciseexclusivepower.In
principle,theEthiopianConstitutionfollowstheUSA modelbyenumeratingthe
powersofthecentreandallocatingtheresidualpowerstothestates,butitalso
incorporatessomefeaturesfrom IndiaandCanadabylistingsomepowersforthe
states.

Ingeneral,accordingtotheConstitution,wecandividethepowersandfunctionsof
thecentralgovernmentintofourgroups.Thefirstgroupcomprisesthosepowers
whichbytheirverynatureareconsideredtobethecommonconcernofallthe
constituentunitsofthefederation.Inallfederations,theyareassignedtothe
centralgovernment.In thiscategoryofpower,wemayfind nationaldefence,
internationalorforeignrelations,citizenship,immigrationandnaturalization,and
otherpowersthataresupplementarytothemainpowersinthiscategory.The
EthiopianConstitution(Article55(7))explicitlyempowersthecentertoorganize
nationaldefence,publicsecurityandthefederalpoliceforce.

Inthesecondgroup,severalcommercialpowersthatareessentialforfacilitatingas
wellasinternationaltradecanbementioned(taxationisindependentlydealtwithin
thenextchapter).Inthisgroup,wefindthelargestcategoryofpowers,including
interstate commerce;postaland telecommunication services;weights and
measures;domesticcurrencycoinageandforeigncurrencyusage;andbanking,
insurance,patentscopyright.Thesepowersareassignedtothefederalgovernment
primarily foreconomic reasons and forpracticalconvenience.In allfederal
countriesthecentralgovernmentpowerovercurrencyandlegaltender,butthey
maydifferonregulatingbankingbygivingaconcurrentpowertothestates.In
Ethiopia,howeverthecentralgovernmenthasthepowerovermonetaryandfiscal
policy,localcurrency,theadministrationofthenationalbankandforeignexchange.
UndertheEthiopianConstitutionregulatinginsuranceisnotspecificallymentioned
asthepowerofthecenter.Impliedly,extendedfrom theexclusivementioned
interstatetrade,thecenterassumesit.

UndertheEthiopianConstitution,rail,airandwatertransportsandmajorroads
linkingtwoormorestatesarewithinthecompetenceofthefederalgovernment.
Thelegislativepowerofthefederallegislaturealsoextendstothelabourand
commercialcodes.The FDRE Constitution does notenumerate those issues
covered underthe labourcode such as employmentcontracts,trade unions,
industrialandlabourdisputes.Nordoesitmentionvariouslegalconceptsincluded



underthecommercialcode,suchaspartnershipsandbankruptcy.

Thethirdgroupcompriseslegislationdealingwithvariousaspectsofsocialand
politicalissues.InEthiopia,thefederallegislature(HOPR)maylegislateonmatters
concerningelectorallawsandprocedures,aswellastheenforcementofpolitical
rightsestablishedbytheconstitution.Someoftheissuesthatmayfallunderthe
latterarepresslaw,demonstrationsandtheregistrationofpoliticalparties.

The fourth group comprises civiland criminallaws.The FDRE Constitution
enactmentofthepenalcodeisafederalmatter.Thestates,however,mayenact
legislationonmattersthatarenotcoveredbythepenalcode.Thepowerovercivil
laws(e.g.thelaw offamilyandsuccession)islefttothestates.Thecentremay
enactcivillaw whentheHouseofFederationconsidersthatitisessentialfor
employinguniform lawinordertoestablishandsustainoneeconomiccommunity.
InEthiopia,thosecasescategorizedunderthefourthgroupmainlyentaillaw-
making poweratthe centre while,in practice,reserving the regulating and
adjudicatingpowertothestates.

TheConstitutionprovidesthestateswithalegislature,anexecutiveandjudiciary
whichareconstitutionallyindependentfrom thecentralgovernmentinmatters
assignedtothem.However,itisimportanttonotethatwhenpowersassignedto
each levelofgovernmentarenotmutuallyexclusive,theremaybea greater
possibilityofencroachmentonthepowerassignedtotheother.Thisisbecauseit
ispracticallyimpossibletobringaboutatotalpowerseparationbetweenthetwo
levelsofgovernment,althoughtheinterrelationshipbetweenthem mayvaryfrom
one programme to the other.Accordingly,the Ethiopian Constitution reserves
residualpowertothestates.Article52providesallpowersnotgivenexpressivelyto
thefederalgovernmentaloneorconcurrentlytothefederalgovernmentandthe
statesarereservedtothestates.Withregardtotheresidualpoweroftaxation,
however,theConstitutionhasanothersavingclausethatdoesnotautomatically
allocateittothestates:itistobedecidedbyajointmeetingofbothFederal
Houses(Article99).Moreover,theConstitution reservesmajorpolicymatters
governingeducation,health,environment,scienceandtechnologyanddevelopment
strategiestothecentrewhichmaybroadenthepowerofthefederalgovernment
overresidualmatters(Articles51(2and3),89-92).

UnderArticle52(2)oftheConstitution,thestateshaveenumeratedpowersand
functions.Thesepowersincludetheestablishmentofstatepolicepower,the
maintenanceofpublicpeaceandorder,levyingandcollectingtaxesanddutieson
revenuesourcesreservedtostates,theadministrationoflandandothernatural
resourcesbasedonfederallaws,andtheemploymentandworkingconditionsof
civilservants.Thestatesalsohavepoweroversuchareasaseducation,healthand
agriculture although the federalgovernmenthas the powerto setnational
standards.Inaddition,theStateshaveindependentpowerwithrespecttomatters
notmentionedinthefederallist.However,itshouldbenotedthatthestatesmay
nothave legislative poweroverresidualpowers.The Constitution has two
provisionswhichlimittheresidualpowerofthestates.Thefirstconcernsthe



taxationpower,andthesecondiswithregardtoenactmentofcivillaws(Article98
and55respectively).Theregionscannotimmediatelyassumethepoweroftaxation
thatisnotspecificallyprovidedbytheConstitutioneitherthecentre,theregions,or
concurrentlytoboth.Ithastobedeterminedbyajointsessionandatwo-thirds
majorityvoteintheHOFandHOPRisrequired.Similarly,thefederallegislaturemay
enactcivillawsiftheHouseofFederationdeemsitnecessary.

Theconstitutionalframeworkgoverningthedivisionofpowerbetweenthetwotiers
ofgovernment,enable us to explore the mechanisms as to how the federal
governmentandthestatesfulfilltheirexpenditureresponsibilities.Ingeneral,how
far does the FDRE Constitution deal with the allocation of expenditure
responsibilitiestobothtiersofgovernmentisthenextquestion.thescopeofthe
expenditureresponsibilityisdependentupontheextentofboththelegislativeand
theexecutivepowersassignedtoeachlevelofgovernment.

AccordingtotheConstitution,eachgovernmenthasthepoweroflegislationand
execution on matters thatfallunderits respective jurisdiction.Each tierof
governmentshallrespectpowersoftheother.Andboththefederalgovernment
andthestateshavetocoverthefinancialexpendituresnecessarytocarryoutall
theresponsibilitiesassignedtothem bylaw (Article94(1)).Tothiseffect,the
powersandfunctionsofthefederalgovernmentandthestatesarelistedunder
Article51and52oftheConstitutionrespectively.InadditiontoArticle51,thescope
ofthelegislativeandtheexecutivepowerofthefederalgovernmentareindicated
underArticles55,74and77.Accordingtothelasttwoprovisions,theexecutive
powerofthefederalgovernmentisvestedinthePrimeMinsterandCouncilof
Ministerstofollow upandensuretheimplementationoflaws,policies,directives
andotherdecisionsadoptedbytheHOPR.

Accordingly,thosemattersnotmentionedunder'thepowersandfunctionsofthe
federalmovement'(Article51),butincludedunderthejurisdictionofthefederal
legislature(Article55),aretobeadministeredbythefederalgovernment.Federal
lawsare,therefore,implementedthroughthefederalexecutiveunlessotherwise
providedbytheConstitution.

ButtheConstitutionhasthedrawbackofassumingcompleteseparationofpowers,
thepossibilityofduplicatingauthorityandnotconsideringtheefficientuseof
limited financialresources through administrative cooperation.However,the
reasonsforadoptingthismethodofdivisionofpowersisrelatedtothemotiveof
theconstitutionalassemblywhichemphasizedthevalueson'selfrule'ratherthan
'sharedrules'orcooperation,ascanalsobeseeninotherprovisionsaswell.

ThequestionmayberaisedastowhethertheConstitutionpermitsthecentral
governmenttoreservelegislativepowerforitselfandtoleaveitsadministrationto
thestates.ThisispossiblewhentheConstitutionitselfprovidesforanexception,or
when the federalgovernment delegates its powers and functions to be
administeredbythestates,asprescribedinArticle50(9).Forexample,thefederal



governmentenactslawfortheutilizationandconservationoflandandothernatural
resources,historicalsitesandobjects,butitsadministrationisreservedforthe
states."Therearecertainmatterswhichrefertothelegislativepoweronly.For
instance,the powerto establish nationalstandards concerning public health,
education,scienceandtechnologyisreservedforthecentrethoughtheprovisionof
theseservicesislefttothestates(Article51(3)).Inthesecases,ithastobeclear
on whatbasisthestatesadministerthefederallaws,becausethiscan have
financialimplications.Ifthestatesaredelegatedwiththeadministrationoffederal
powers and functions,the financialimplications thereofmustbe dealtwith
accordingly.

However,with regard to theadministration offederallawsbythestates,the
constitutionisnotalwaysclear.ThisisbecauseunderArticle55of thefederal
legislature,theHOPR,hasalsothepowertoenactlawsinareasorsubject-matters
thatarenotincludedunderthepowersandfunctionsofthefederalgovernment
listedunderArticle51.Forinstance,theHOPR hasthepowertoenactlabour,
commercialandpenalcodes,andevencivillawsonsubject-matterswhichtheHOF
refersto.TheConstitutionspecificallymentionsthosesubjectsallocatedtothe
federallegislature;theproblem,however,ishow andwhoistoexecutethem..In
practice,there are also matters thatcannotbe administered by the federal
governmentunlessthestatesareresponsiblefortheiradministration.Theseare
casesofcriminallawandregulatingthepossessionandbearingofarms.Ofcourse,
thismayhavethebenefitofauniform applicationoflawsbyleavingroom forlocal
administrations. But, which provision of the Constitution authorizes the
administrationoftheselawsbythestatesisnotclear.

Thereplicatedprovisions(ofArticles51and55)listingmattersthatrequirefederal
legislationhaveaggravatedtheproblem ofidentifyingtheexpenditureresponsibility
ofthecentralgovernment.ComparedtothewordingofArticle51,theprovisionof
Article55explicitlydeterminesthelaw-makingpowerofthefederallegislature
concerningthesamesubjectmatters.However,apparentlythereisrepetitioninthe
allocationresponsibilitiestothecentre.AsthecontentsofArticle51indicate,there
areadministrativeandlegislativeresponsibilitiesbelongingto thegovernment.
Thus,whatisthedifferencebetweenthepowersofenactinglawinmatterslisted
underArticle51andArticle55specifyingthelegislativepowersoftheHOPR?For
example,both provisions provide thatthe federalgovernmentenacts laws
regulatingthepossessionandbearingoffirearms,andlawsgoverningpolitical
partiesandelections,butonlyArticle55mentionsthelegislativepoweroverlabour,
commercialandpenalmatters.Doesitmeanthatthefederalgovernmenthasno
administrativepowerwith regard to thesepowers?Itseemsthatthereisan
intentionto leavetheadministrationoftheselawsto thestate,Forexample,
concerning interstate trade and commerce,a closerscrutiny ofthe relevant
provisionsimpliesthat,underthegeneralprovisionsofArticle51,thefederal
organsrequired to regulateinterstatetrade,whereasthefederallegislatureis
specificallyrequiredtoenactlawswiththehelpofwhichinterstatetradeand
commercecanberegulated.with thisregard,theconfusionastothespecific



meaningsofthetwoapparentlyvaryingprovisionsmayberesolved.

Theallocationoflegislativepowerisalsotheexecutivepowerexceptincases
whereadministrationoffederallawsislefttothestates.But,ascanbeseenabove,
theadministrationoffederallawsbythestatesisnotclear.Inpractice,thereisalso
directinvolvementofthecentreintheregions.Thisispartlyduetothecapacity
problem inmostoftheregions.Asaresult,theexpenditureresponsibilityofthe
centralgovernmentmaynotbelimitedtoitslegislativepowers.Therecanbecases
wheretheexecutivepowerofastateextendsbeyondthescopeofitslegislative
power.In such a case,the major factor that influences the expenditure
responsibilitiesofbothtiersofgovernmentwillbeintergovernmentalrelations
throughtheuseofconditionalgrants,executiveagreementsorothercooperative
mechanisms.

Atthisjuncture,itcanbeinferedthattheallocationofexpenditureresponsibilities
ispartofallocationpowersanditfollowstherootofotherassignedpowerssinceit
enablestheimplementationofthem.Inaddition,thecenterlegislativepoweron
somesubjectmattertoisbeimplementedoradministratedbythestateincrease
thestatesexpenditureresponsibilitiesinadditiontotheirownassignedfunctions.

MeaningofPublicRevenue

Revenueistheforceandinstrumenttoensuretheeffectiveperformanceofpowersand
functions ofthe government.In a federalsystem,itenables multiple tires of
governmentstoperform theirconstitutionallyassignedpowersandfunctionsforthe
welfareoftheirrespectivesubjects.Hence,properdivisionofrevenueraisingpowers
andresponsibilitiesinlinewiththeframeworkoftheotherconstitutionaldividedpowers
andfunctionsinthefederationsignifiesthepurposeoffederalism.

.Daltonhasdefinedpublicfinanceintotwosenses;broadandnarrowsenses.Inwider
sense,itincludesalltheincomeirrespectiveofthesourcestheyareobtainedfrom and
receiptswhichthegovernmenthappenstogetduringanyperiodoftime,whichincludes
butnotlimitedto,incomefrom tax,priceofgoodsandservicessuppliedbypublic
enterprises,revenue from administrative activities,such as fees,fines etc.,and
borrowings,giftsandgrants.Innarrowsense,however,itincludesonlythosesourcesof
incomeofthegovernmentwhicharedescribedas“revenuesources.”

Tosum upthemeaning,theincomeofthegovernmentthroughallsourcesiscalled
publicincomeorpublicrevenue.However,asaforementioned,Daltonhasdefined
‘publicincome’inbroadandnarrowsense,i.e.intermsof‘publicreceipts’and‘public
revenue’.Publicrevenueincludesincomefrom taxes,pricesofgoodsandservices
suppliedbypublicenterprises,revenuefrom theadministrativeactivities,suchasfees,



finesetc.,andgiftsandgrants;whilepublicreceiptsincludealltheincomesofthe
governmentwhichitmaybehavingduringagivenperiodoftime,i.e.publicrevenueplus
incomefrom allothersourcessuchaspublicborrowingfrom individualsandbanksand
incomefrom publicenterprises.

3.2.RevenueSourcesofaGovernment:General

Ingeneralthegovernmentofanystatehasinvariablytwoimportantsourcesofpublic
revenue:taxesandnon-taxes

i)Taxrevenuesources:-taxisacompulsorylevybypublicauthorityforpublicpurpose
withoutexpectationofdirectreturnorbenefittothetax-payer.Itisalsosaidtobea
burdenwhichisonlyimposedbythelegislativepoweronpersonsorpropertytoraise
moneyforthepublicpurpose.Itisexactednotonthebasisofdirectquidproquo
relations.Inaddition,thepaymentoftaxcannotbeimposedexceptbylaw;hencethe
maxim ‘notaxationwithoutrepresentation’.

ii)Non-taxesrevenuesources:-thiscategoryofpublicrevenueconsistsrevenueunder
manyheadingsbutconstitutelittleportionofthetotalpublicrevenuecomparedto
taxes.Thesesourcesarediscussedhereunder.

CommercialRevenues:therevenues,wecall“commercial”arereceivedintheform of
pricepaidtogovernmentforproducedcommoditiesandservices.Thesearerevenues
whicharederivedbygovernmentfrom publicenterprisesbysellingtheirgoodsand
services.Theyarealsotermedasprice,fortheyarecollectedintheform ofpriceof
goodsandservicesprovidedbygovernment.

Moreover,in a countrywhich implements free-marketeconomyaccompanied by
privatization,thesesourcesofrevenuesareminimal,forthesubstantialvolumeof
goodsandservicesareprovidedbytheprivatesector.

AdministrativeRevenues:thereceiptsofadministrativerevenuesincludesfees,licenses,
fines,forfeitures,escheats,andspecialassessments.Theyarecharacterizedbymore
orlessasafreechoiceonthepartofthepayerastowhetherornothewillpay,and
moreorlessondirectbenefitconferreduponthepayer.Theamountofpaymentdoes
notnecessarily,however,bearaclosecorrelationeithertothevalueofthebenefit
obtainedbythepayerorthecostincurredbytheadministration.

GiftsandGrants;giftsandgrantsform anothercategoryofpublicrevenue.Giftsare
voluntary contribution from private individuals ornon-governmentdonorto the
governmentfundforspecificpurpose,suchas,relieffundordefencefundduringawar
oranemergency.Suchcontributionsaremadebypatriotic,charitablyminded,public
spiritedorconscientiouspersonduringwar,floodsanddroughtsoranemergency.
Giftshavenosignificantplaceinmodernrevenuesystem exceptduringsuchabove
mentionednaturalormanmadecatastrophes.



Grantsaregovernmentfinancialaidintheperformanceofgovernmentalfunctionat
anotherlevel.Infederalcountries,forinstance,centralgovernmenttraditionallygives
grants-in-aidtothestategovernmentsandthestategovernmenttolocalgovernments
inordertoenablethem todotheirfunctionssuccessfullyorforundertakingspecific
activitiessuchasconstructionofhighways,dams,etc.andtheirmaintenanceinthe
interestofuniformityandefficiencyintheworking.Hence,thesegrantsmaybeeither
conditionalorunconditionaloreitherforspecificorgeneralpurpose.

Sometimes,thegovernmentofonecountryreceivesagrantfrom anothercountry,
whichiscommonlycalled“foreign-aid”.Itmaybemilitaryaid,economicaid,technical
aid,andsoon

CapitalReceipts;capitalreceiptsconstituterevenuefrom marketborrowings,i.e.loans
whichhaveamaturityoffixedtime.Receiptsofthisaccountwouldbeconsideredas
marketborrowingsevenwhensomeoftheseloansaretakenbythecentralbankor
reservebankofthecountry.Theborrowingsalsoincludespecialbonds,forexample,
thecentralgovernmentusuallyissuesborrowingthroughspecialbondsandtreasury
notesundervoluntarydisclosureschemethatmaturein differentfixed time.The
secondmeansofcapitalreceiptsisexternalloan.Infederalarrangement,onlythe
centralgovernmentisauthorizedtoraiseloansfrom abroad;from friendlycountries.
Thethirdmeansofcapitalreceiptsconsistsofloansandadvancesmadebythecentral
governmenttostategovernmentsandnon-governmentparties.

3.3.PurposeandTypesofTaxes

Tax,asamajorsourceofgovernmentrevenue,inanyeconomicpolicyandwhateverthe
statemaybe,playsseveralroles.Taxcoversthesubstantialpartofthepurposesofthe
publicrevenueingovernments.Inafederalsystem,itisameansoffinancialpower
divisionamongmultipletiresofgovernment.Therefore,itenablesthegovernmentto
attainspecificandgeneralpurposes.

3.3.1.PurposesofTaxes

Thepurposesoftaxesinpublicgovernancerelatesinalllivesandfunctionsofthe
governmentsandrangesfrom socialtopoliticalthrougheconomicaspects.

Financing governmentexpenditure responsibilities:together with other revenue
sourcestaxismeantprimarilytomeettheexpenditureofthestateincurredin
fulfillingitsdutieseitherintheform ofsocialsecurityorsocialamenities.Social
welfaremaybemeasured in termsofpercapitalexpenditureincurred bythe



governmentonprovidingamenitiesintheform ofeducation,health,sanitation,
recreationfacilities,etc.andsocialsecurityconsistofpeaceandordermaintained
bypolice,militaryandthejudicialmachinery.Thesefunctionsofthestateare
increasingfrom timetotime.Thus,itisthetaxpotentialsthatcovertheever
increasingexpendituresofthestate.

Incomedistribution:taxservesasincomedistributionmechanism.Thedistributionof
incomeandwealthamongthemembersofasocietyisoneofthefunctionsofthe
government.Thegovernmentperformsthisfunctionthroughthemechanism oftax
policy.Forinstance,companiesarerequiredtopayhighrateofcorporatetaxeson
theirownbehalfandthedividendreceivedbyshareholdersfrom thecompaniesare
subjecttoincometaxes.Excisetax,highcustom dutyinluxuriousgoods,surtax,
capitalgainstaxandprogressiverateofincometaxaresomeothertaxestoreduce
theincidenceofsocio-economicinequality.Inthiswaythesufficientportionof
wealthistakenawaythroughtaxationbythegovernmentsothattherichmaynot
becomericherandthepoor,poorer.

Stabilizing economy:taxalso playsan importantrolein stabilizing theeconomy.
Economicstabilitymaybejudgedbythebehaviorofprice.Theinstabilityofeconomyin
themarketisgenerallysummarizedasinflation,deflationandstagflation.Asregards
inflation,deflationandstagflation,taxesplayanimportantroleastheycanreduceor
stimulateconsumption.

Enhancing thepurchasing powerofthepeoplethrough reduction ofpersonaltax
burdensduring depression (deflation)mayhavefavorableeffectson thelevelof
economicactivityandemployment.Thethirdkindofeconomicinstabilityisstagflation
sometimesreferredto asRecession,whichiscausedbyincreaseinpricewhile
demandisfalling.Effectiveprogressivetaxationonthehavesdiscouragetheircapacity
topay,encouragingproductionbytaxholidaysandreducingtherateofcommodity
taxessuchassaletax,exciseduties,etc.,remedythestagflation.

Encourage investment:in a marketeconomy the governmentdesigns incentive
schemestomaximizetheuseofprivateinvestment.Suchincentivesschemescan
beachievedthroughtaxationbyintroducingexemption,deductionanddepreciation
andbytaxholidaystostimulatetheprivatesectorparticipationintheeconomy.Tax
alsoplaysaguidingroletothemovementofprivateinvestmenttowardsareasgiven
prioritywithintheeconomicpolicy;towardshardshipandlessdevelopedareas.

3.3.2.TypesofTaxes

Economistsingeneralclassifytaxesintotwomajorcategories:(1)Directtaxesand(2)
Indirecttaxes,andsometimestaxesare,basedontheirsource,alsoclassifiedastaxin
persona(individual)andtaxinrem (property).AccordingtoDalton,thosetaxeswhich
arepaidentirelybythosepersonsonwhom theyareimposedaredirecttaxes.Direct
taxesarethosetaxeswhichcannotbeshiftedtoothers.



“adirecttaxisdemandedfrom theverypersonwho,itisintendedordesired,should
payit”.Thus,ifataxisintendedtobepaidbythepersonsonwhom itisimposed,itisa
directtax.Moreover,directaretaxesleviedonpermanentandrecurringoccasions.
Usually,directtaxesarebasedonthereceiptsofincome.Hence,directtaxesarelevied
immediatelyonthepropertyandincomeofpersons.Incometax,profittax,capitalgain
tax,propertytaxorwealthtaxaredirecttaxes.

Whereas,indirecttaxesarethosetaxestheburdenofwhichmaynotnecessarilybe
bornebytheassessee.Theycanbeshiftedorpassedtootherpersons’shoulder.They
aretaxeswhichareleviedoncommoditiesandservicesotherthanpersonalservices
likecustom duties,exciseduties,salestaxorvalueaddedtax(VAT).

AccordingtoJohnStuartMill,“Indirecttaxesarethosewhicharedemandedfrom one
personintheexpectationandintentionthatheshallindemnifyhimselfattheexpense
oftheother”.Thus,ifataxisintendedtobecollectedfrom otherpersonsbythose
personsonwhom itisimposed,suchtaxisanindirecttax.Inrelationtoassessment,
indirecttaxesarewhenincomeisspenti.e.ongoodsorservicespurchased.These
taxesareleviedonoccasionalandparticularevents.Theyaffecttheincomeand
propertyofpersonsonaexpenditurethroughtheirconsumption.

3.4.Methods ofDivision ofRevenue Sources between Federal,State and Local
Governments

Inrelationtotaxation,thetraditionalnormativeviewsetoutbyMusgraveenumerates
theprincipleswhich,accordingtohim,cansecureindependentautonomyandefficient
utilization ofresources by the federaland states governments.Accordingly,he
proposes:

taxessuitableforeconomicstabilizationshouldbecentral;lowerleveltaxesshouldbe
cyclicalstable;

progressiveredistributionaltaxesshouldbecentral;

personaltaxeswithprogressratesshouldbeleviedbythejurisdictionswhicharemost
capableofimplementingataxonglobalbase;

lower-levelgovernmentsshouldtaxbaseswithlowmobilitybetweenjurisdiction;

taxbasesdistributedveryunequallybetweenjurisdictionsshouldbecentralized;and

benefittaxesandurbanchargesmightbeappropriatelyusedatalllevels.

Concluding the differentperspective approaches,in generaltheygive the central
governmentthosetaxesthatcanhelp to redistributeincomeand to stabilizethe



economy,whereasthoseimmobiletaxeswhichprimarilyprovideabenefittothelocal
governmentsaretobelefttothesub-nationalgovernments.Specifically,theyproposed
taxessuchascorporationincometaxesandVATtobeassignedtothecenter.Whereas
thosetaxessuchaspersonalincometaxesandretailsalestaxesaretobelefttothe
state.Thisclassificationismainlybasedonthemobility/immobilitynatureofthetax
bases.But,theyarenothardandfastrulestoberecognizedintheconstitutions
formingdifferentfederations.Sometimes,immovabletaxesmaybeassignedtothe
center,forinstance,taxesonnaturalresourcesfortheyareunevenlydistributedamong
thefederatingunitsandmaysubstantiallyresultinhorizontalinequalities.

3.4.1.ConstitutionalMethodsforDivisionofRevenuePowersinFederation

Themethodofallocationofrevenueinfederalsystemsistheoreticallyintendedto
followthedivisionoftheexpenditureresponsibilitiesinordertoaccomplishthepower
andfunctionassignedtoeachlevelofgovernments.

Themethodsemployedbyfederationscanbesummarizedintothree:exclusivepower
oftaxation,concurrentpoweroftaxationandsharedpoweroftaxation.Intheexclusive
poweroftaxation,the constitution assigns severaltaxe sources to the federal
governmentandtothestatesseparately,allowingeachtohaveexclusivetaxpower
within its sphere.Itexists in the cases where each levelofgovernments is
constitutionallyauthorizedtoimposethesametypeoftax,butupondifferentsubjects:
things,businessesorcategoryofpersons.

Concurrentpowerexistwhentheconstitutionallowsbothlevelsofgovernmentto
exercisethepowertolevy,collectandapportioninrelationtosomeoralltaxes.The
federalandstategovernmentshaveequalconstitutionalauthorityontolevythesame
kindoftaxwithrespecttothesamecategoryofpersons,businessesorparticular
things.Thisapproachentailstheoverlappingofspecifictypesoftaxesexercisedby
bothlevelofjurisdiction,whichmayleadtocompetitionandconflictbetweenthem.
Sharedpoweroftaxationmeanstheconstitutionalreservationofthepowertolevy
taxestothefederallevel,butitguaranteesthestates’righttosomeorallofthe
proceedsfrom specifictaxes.

3.5.TheStructureofTaxationPowerinEthiopia

ThedivisionoftaxationpowerisaprincipalaspectoftheConstitutionthatprovidesthe
legalframeworkoftheEthiopianfederation.TheFDREConstitutiondividesthetaxation
powerintothreecategories,namely‘thefederalpoweroftaxation’,‘thestatepower
taxation’and‘theconcurrentpoweroftaxation’.Italsoprescribestheconditionsby
which the regionalgovernments could acquire revenue through loans and grant
subsidies.Here,theanalysisoftheassignmentoftaxpowerswillfocusonthetax



sourcesthatconstituteeachcategoryofpower,andthemannerinwhichthesources
aredividedmakeseachlevelbetweenthethreecategories.

InEthiopia,thefederalConstitutiondeclaresthatthefederalgovernmentshalllevy
taxesandcollectdutiesonsourcesreservedtoit,andthestatelikewiseexercisethe
samepowerwithrespecttosourcesthatfallsundertheirjurisdiction.Thus,thetwo
tiresofgovernmentexercisetheirlegislativeandadministrativepowerswithintheir
respectivetaxationcompetence.Therefore,therevenuegeneratedfrom therespective
sourcesbelongsexclusivelytoeachlevelofthegovernment.Thepoweroftaxation
reservedtoeachlevelissubjecttorespectbytheother.TheFDREConstitutiondoes
notexplicitlylimitthepowerofthestatetochangethetaxrateinordertoinfluencethe
taxbase.However,itprovidesgeneraldirectivesontaxationinArticle100inwhichthey
mustconsiderexercisingtheirtaxationpower.Aspersub-Articles(1)and(2)ofthe
same,boththestatesandthefederalgovernmenthavetheobligationtoensurethatany
taxrelatedtothesourceofrevenuetaxed;thattaxshouldbe determineduponproper
considerationandtaximposedbythem shouldnotadverselyaffecttheirrelationship.If
anytaximposedbythestateaffectsinterstatecommerce,thecentralgovernment
intervenessincethepowerisreservedtoit.But,inpractice,thetaxlegislationsare
uniform throughoutthecountry.Thisisbecauseofthefactthatthestatesdonothave
theexpertisetodealwiththeimpactofimposingdifferenttaxrates.

TheFDREConstitutionprovidesexclusiverevenuesourcesunderthetitle‘federalpower
oftaxation’,‘statepoweroftaxation’,‘concurrentpoweroftaxation’,and‘undesignated
poweroftaxation’intheArticles96,97,98and99respectively.Althoughthetitlesrefer
tothe‘poweroftaxation’,strictlyspeakingtheydonotonlydealwithtaxes.Thelists
alsoincludeothernon-taxrevenueslikefees,charges,rentsandotherrevenuesources.
TheConstitutionalarrangementondivisionofrevenueraisingpowerinEthiopiais
mainlystructuredaccordingtothecategoriesoftaxpayersorparticularthingsasa
sourceofrevenue.Theexclusivedomainofeachgovernmentisnotthetaxbasebutthe
taxsource.Hence,itdoesnotresultintaxingthesametaxsourcebybothlevelsof
governments.

3.5.1.FederalPowerofTaxation

TheFDREConstitutionunderArticle96enumeratestheexclusiverevenuesourcesof
the federalgovernment.Among them,revenue sources such as customs duties
including import/exporttax and otherduties exclusivelyreserved to the federal
government.However,otherrevenuesourcesfrom incometax,salesandexcisetax,
propertytaxesandchargesandfeesareassignedtotiresofgovernments.Thefederal
governmentinthisrespectonlydiffersinthecategoryofthetaxpayersoraparticular
thingfrom whichtherevenueiscollected.



Itseemsuniversalinfederationsthatcustomsdutiesareexclusivelygiventothe
federalgovernment.Therearemanyreasonsinrelationtointernationalandnational
trades to this assignmentofrevenue.A countrymayhave to fulfillinternational
obligationsbyreducingtariffsorimposerestrictionsonunfairtradingpracticesto
protectthesuddeninfluxofimportofspecificitems(anti-dampingmeasures)andon
controbands,tocontrolimportationofprohibiteditems,etc.Inadditioninorderto
protecttradedistortionswithinthecountryandforefficienttaxadministrationthe
powerofcustom dutiesremaininthehandoffederalgovernment.Thesameistruein
Ethiopiasothatimportandexportduties,taxesandotherchargesonimportsand
exportsareexclusivelyleviedandcollectedbythefederalgovernmentpursuantto
Art.96(1)ofFDREConstitution.Taxonforeigntradeisamajorsourceofrevenuein
Ethiopia.However,incountrieslikeEthiopia,thenatureandtypeofexportitemsarefew
innumberandtheymayalsooriginatefrom specificregions.Themajorexportitems
arecoffee,skinandhidesandsomerawmaterials.Thereservationofsuchresources
andothernaturalresourcestothefederalgovernmentenablesincomeredistribution
andequalizationsschemeseffective.

TheFDREConstitutionprovidesprominentplaceforincometaxesasthesourceof
revenuereservedtothefederalgovernment.Unlikecustomsduties,theconstitution
doesnotexclusivelyassignincometaxtothefederalortothestategovernments.
Accordingly,with regard to personalincome from employment,exclusive federal
taxationappliestotheincomeofemployeesofthefederalgovernment,ofthepublic
enterprisesownedbythefederalgovernmentandofinternationalorganizations(Art.96
(2)and(3)).Theexclusivetaxpowerofthefederalgovernmentalsoextendstoincome
from othersources than employment.Income orprofits ofthe federalpublic
enterprisesaretaxedbythefederalgovernment(Art.96(3)).Thefederalgovernment
alsoexercisesexclusivepoweroverincomearisingfrom rail,airandseetransportand
income from chance winning from nationallotteries (Art.96 (4)and (5)).Income
obtainedfrom leasingitsownpropertyandhousesaresubjecttofederaltaxation
(Art.96(6)).Theaccrualoftaxfrom theemployeesofgovernment-owned,however,is
expectedtoshiftfrom thefederalgovernmenttothestatesasaresultoftheongoing
privatizationprogram.But,thistransferwillbenefitAddisAbabaandthesurrounding
areas,formostoftheenterprisesresidethere.

Theareaofsaleandexcisetaxsofarastheypertaintothesaleandproductionor
servicesofpublicenterprisesownedbythefederalgovernmentareexclusivepowerof
thefederalgovernment(Art.96(3)).Inaddition,theintroductionofVATbroadensthe
federaltaxationtothesaleandproductionorservicesofindividualtraders.

TheotherareasoffederalrevenueassignedbytheConstitutionarefeesandcharges.



TheEthiopianConstitutionprovidesthefederalgovernmentthepowertodetermineand
collectfeesandchargesrelatingtolicensesissuedbyorgansofthefederalgovernment
(Art.96(7)).Italsoempowersthefederalgovernmenttolevyandcollectstampduties
providedthattheorgansofthefederalgovernmentrendertheservice(Art.96(9)).

StatePowerofTaxation

Unlikethefederalgovernment,thestateshavenoexclusivetaxbasesassignedtothem
bytheFDREConstitution.ThelistsunderArticle97entitled‘statepoweroftaxation’
enumerates those tax bases shared from the federaltax competence based on
differentcategoryoftaxpayersorparticularthings.Therefore,exceptcustom duties,all
taxbasesarealsothesourceofstaterevenue.Hence,thestatesincometaxes,sale
andexcisetaxes,propertytaxesandfeesandchargesarediscussedhereunder.

TheConstitutionassignsthepowertolevyandcollectincometaxestobothtiresof
governments,inwhicheachofthem isconferredwithexclusivepoweroverspecific
sources.Accordingly,withrespecttopersonalincomefrom employment,incomefrom
employeesofthestatesandfrom employeesofprivateenterprisesaresubjecttothe
exclusiveauthorityofthestates(Art.97(1)).

Theexclusivetaxpowerofthestateson incomeextendsto othersourcesthan
employment(payrolltax).Theincomeorprofitsofthepublicenterprisesownedbythe
statesaretaxedbythestates(Art.97(7)).Profitorincomefrom smallbusiness
activitiesandsoleproprietorships(thenatureofthebusinessactivitiesdeterminedby
theCommercialCodeandotherrelevantlaws)islefttothestates(Art.97(4)).Income
from individualfarmersorcooperativeassociation,incomefrom watertransportservice
providedwithintheboundaryofthestateandrentalincomefrom propertiesownedby
thestateareexclusivelytaxedbythestate(Art.97(3),(5)and(6)).

Therearesalesandexcisetaxesreservedtothestates.Thestatescanlevyandcollect
exciseandsaletaxesagainstpublicenterprisesownedbythem (Art.97(7)).Inaddition,
the states can levy and collectthese taxes from individualtraders within their
jurisdiction(Art.97(4)).However,theexclusivepowerofthestatesisrestrictedinsome
casessincesomeindividualtradersaresubjecttofederallyadministeredVATlaw.

TheEthiopianConstitutiongivesthestatesapowertolevypropertytaxesuponhouses
whichareprivatelyowned,landwhichisusedbyusufractuariesandroyaltiesfrom the
useofforests(Art.97(2),(6)and(10)).Thestatesarealsoempoweredtolevyand
collecttaxesandroyaltiesonsmall-scaleminingactivities(Art.97(8)).Oneofthemost



importantpropertytaxofthestatescouldberevenuefrom landleasepaymentfrom
investors,fortheConstitutionprovidesthatlandispubliclyowned.

Similartothefederallist,thetaxationpowerslistedforthestatealsohaveprovisions
authorizingthecollectionoffeesandchargesonlicenseissuedandservicesrendered
bydifferentorgansofthestate.Hence,thestatesareempoweredtodetermineand
collectfeesandotherchargesfortheservicerenderedbythestateorgans(Art.97(9)).

Theallocationsoftaxeshavesomerationalesanddifferencesfrom federationto
federation.SolomonNegussiearguesthatthelevyingoftaxfrom personalincomeis
primarilyforthepurposeofprovidinglocalpublicgoodsandinfrastructure.Itfollows,
therefore,itisrecommendedtoassignthelevyingofincometaxfrom employeesof
federalpublicenterprisesandNGOstothestatesinordertoenhancetheirrevenue
capacityandtherebytoensuretheefficientprovisionofpublicgoods.TheEthiopian
Constitutionassignsexclusivepowertothefederalgovernmentduetothegeneral
principleappliedinfederalcountriesthatimposesataxlimitationoneachlevelof
governmenttotaxincomefrom therespectivepropertyandincomeoftheiremployees.
However,thisshouldbereconsideredincaseswherestatesretainaverylimitedtax
power.

Ingeneral,thefixed natureofrealpropertymakesiteasierto administerbythe
subnationalgovernments.But,thereareexceptions.Mineraltaxesandroyaltiesarein
mostcasesassignedtothecenter.Thisisbecausenaturalresourcesareunevenly
distributed between thestates.Thus,iftaxation ofmineralsisassigned to local
governments,itmayaggravatehorizontalimbalances.

3.5.3.ConcurrentPowerofTaxation

The constitutionalacclamation ofthe conceptofconcurrentpowerdiffers from
federationtofederation.Constitutionally,however,theconcurrencyofpowersignifies
thatthecenteraswellaseachstatehastherighttoenactlawsconcerningthesubject-
matterunderitsjurisdiction.

intheEthiopiancase,thetitle‘concurrentpoweroftaxation’maymisleadreaderssince
itisdifferentfrom itsapplicationinothersystems.Atpresent,itgivesthestatesonly
thepowertosharerevenuefrom concurrentsources.

ThesaidArticleprovides‘Thefederalgovernmentandthestatesshalljointlylevyand
collect….’Themainissuesraisedare:how canboththefederalandstatesjointlylevy
andcollecttaxesatthesametime?Woulditenableeachstatetoenactitsowntaxon
sourceslistedunderconcurrentpoweroftaxation?Doallstatesbenefitfrom these
taxesirrespectiveoftheplacewherethesourcesofthetaxarelocated?Thepowerof
taxationcomprisesoftwospecificpowers:thepowertolegislatetaxlawsortolevy,
sincethemaxim ‘Notaxationwithoutrepresentation’andtocollectthetax.Likewise,



theconcurrentpoweroftaxationpresupposestheabovementionedtwopowerstobe
decidedbythefederalandstategovernmentsconcerned.Indoingso,theproblem of
taxcompetitionmayarisebetweenthefederalgovernmentandstates.Asitissaid,
unwiselytreatedconcurrentpowerisasourceofconflict.AndtheFDREConstitution
preferssilenceifconflictarisesbetweenthefederalandstatelaws.Themainissueis
whichlawprevails.Therefore,theconcurrencyoflawsonthesamesourceoftaxwould
notbeeffective.

Ontheotherhand,theliteralinterpretationoftheprovisionofArticle98wouldmean
thattaxlegislationwouldbeenactedbyajointmeetingofthefederalandthestate
legislatures.

Theconcurrentpoweroftaxationingeneralwouldhaveleadtointer-jurisdictional
competition(federal-state,orstate-state)orconflictconcerningabettercontrolof
taxes.Itmighthaveaswellcreatedaseriousinconveniencetothetaxpayers,agreater
possibilityoftaxevasion and inefficientadministration which mayhave a direct
consequenceuponthelawandlimitedrevenuesourceofthecountry.Inmostcases,
countries thatdo nothave a developed tax administration system avoid this
complicatedapproachbyallocatingthepowertothecentralgovernmentonly.

Forthesereason,itissaidthattheConstitutionhasbeen“amended”wherebythepower
isdelegatedtothefederalgovernment.Accordingly,theprovisionhasbeeninterpreted
insuchawaythatthosetaxsourceslistedundertheconcurrentpowerhavetobelevied
andcollectedbythefederalgovernmentandtheproceedsarecompulsorilysharedwith
thestates.Astheresultofthisinterpretation,thefederalgovernmenthasbecomefully
empoweredtolevyandcollecttaxesonthementionedsourcesandtoretainthe
proceedsanddisposeofthem basedonthedecisionoftheHOF.

3.5.4.UndesignatedPowerofTaxation

Article99oftheEthiopianconstitutionreads:‘TheHouseofFederationandtheHouse
ofpeoples’Representativesshall,inajointsession,determinebyatwo-thirdsmajority
voteontheexerciseofpowersoftaxationwhichhavenotbeenspecificallyprovidedfor
intheconstitution.’Aninterestingaspectofthisprovisionisthedistinctmethodof
powerdivisionitcreatesfrom residualpowerreservedtothestates.AsperArticle52of
theConstitution,allpowersthatarenotexclusivelygiventothefederalgovernment
aloneorconcurrentlywiththestatesarereservedforthestates.Theformerprovisionis
specifictotaxationwhilethelatterreferstothegeneralallocationofallpowersand
functionsofbothtiersofgovernment.Therefore,itimpliesthatstatesnecessarilyhave
aresidualpowerconcerningmattersotherthantaxation.Withregardtoexercising
residualtax,eitherlevelofgovernmentcanonlyacquirethepoweroftaxationaftera
decisionisreachedbythejointmeetingofthetwoHousesoftheFederation.



IthastobenotedthatthejointsessionofbothHousesistodeterminewhichlevelof
governmentcanexercisethepoweroftaxation.TheConstitutionallocatesindependent
powersoftaxationtothestatesandthefederalgovernment,andtaxessharedbyboth
levelsofgovernments.Thejointsessionthereforedeterminestheresidualtaxtobe
sharedbybothlevelsofgovernmentsortobeassignedtoeitherofthem.Thereforethe
poweroverresidualtaxesisanexceptiontoresidualpowersoftheConstitution.


