Chapter 5

REVENUE RECEIPTS OF THE GOVERNMENT OF BANGLADESH

1. Introduction

Unlike the bfeéxenynsian era, the basic concept of modern
budgetary policy, as applicable to all devéloping countries, isvthe
mobilization of revenues and its allocation for maintenance of a
. high level of economic activity and growth which postulates capital
formation. Hence budgetary policy has a vital role both.in regard
éo the generation and mgbilization of resources, ana their invest-
ment in real capital assets.

Again, the concept of the welfare staﬁe has been universally
accepted, and government expenditure should be allocated to the
fulfilling of the purposes of state policy, tb alleviate poverty,
to increase employment and'sécieréonOmic welfare, to develop
infrastructure, etc., In short, the faster rate of growth whiéh is
the goal set before all éeveloping.countries can be attained with
increasing participation oﬁ the government in the proceSs of develop-
ment and this, in turn, means an expansion of the public sector »
necessitating large public revenue.

A developing country like Bangladesh is characterised by
the *vicious circle’ of poverty where both money and capital markets
are unoréaniseﬁ and poor. And as noted earlier, about 80% of the
total development expenditure is contributed by the government. So,
the main responsibility of raisingrrevenues to meet the country's
current as well as development expénditure aiming at breakinq!the

vicious circle of poverty lies with the government.
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| This chapter is an attempt to show the trend of revenue
receipts of the Government of Bangladesh (GOB) through budgeéary
measures from 197273 to 1984-85. Here we shall devote ourselves
to the analysis of the evo;ution and growth of tax and non-tax
revenue structure of Bangladesh and their composition over the
period under study taking different plan periods into consideration.

The totélArevenué receipts of the GOB have increased during

the period under study. This is surely an indication of the:growth
of the ecohomy. Table 1 shows that the total revenue of the GOB
has increased from Tk, 2302 million in 1972-73 to Tk. 35767 million

Table 1

Total Revenue Receipts of the GOB ana Its Growth
Rate Per Annum in Percent from 1972-73 to 1984-85

(Tk. in million)

Year - - Total Revenue Receipts Growth Rate’

1972-73 2302 | cene
1197374 | 3724 61,7
1974-75 6240 67.5
1975-76 , 8841 ' 41,6
1976-77 : 9337 | 5.6
1977-78 1 11761 26,0
1978-79 14517 23.4
1979-80 : 16805 15.7
1980-81 22568 . 2403
1981-82 23570 4 L 4.4
1982-83 24665 5.4
1983-84 28126 13,2
1984-85 35767 27.1

Source: Calculated on the basis of Appendix A to this chapter.
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in 1984-85 or the tétal revenue receipts have increased at a COmbound
' rate of about 26e 0% per annum during the period under study. The
overall growth trend was, however, not secular but cyclical in nature,
showing its declinjing tendency from the early seventies to.the early
eighties and an increasing tendency in the mid-eighties,

But as regards the performance of the revenue structure of -
Bangladesh, Table 2 shows that the revenue-GDP_ratic of Bangladesh -
_never equalised the average of some selected 14 Asian developing
- countries including Bangladesh. In other words, the rate of collec-
tion of revenue of the GOB was very poor in comparison with other
- Aslian developing countries. However, as we shali see later, nmere
growth rates of total revenue as well as revenue~GDP ratios are not
sufficient to comment on the performance of'tbé-révenue stfucture
of a coungry.

Table 2

Total Revenue as a Perxcentage of GDP of
Banglacesh and Average Revenue-CDP
Ratlos of 14 Asian Developing Countries -

Year - Bangladesh o Asian Average
1973-74 5.40 | 12.57
. 1974-75 5.03 13,45 \
1975-76 8456 - 14.61
1976=77 . 9.34 15,00
1977-78 8.4 15.18
1978-79 8.85 15,45
1979-80 850 16,01

Cont_d- .



Table 2 (Contd,.)

1980-81 10,26
198182 ‘ 9,37
198283 %«10

1983-84 8,50

16,46
17.25
16,59
16,75
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- Source 3 Col, (2) is calculated on the basis of'Appendix A to
this chapter, and the rest from International Financial
Statisticss Supplement on Government Finance statistics,

IMF. 1986‘ Pe 700

2. Tax_ and Non-Tax Revenue 3 Thegg Growth and_shares

The revenue receipts of the GOB are divided into two compo-

nents, viz., receipts from taxation (tax revenue) and receipts from

other sources (non-tax revenue), Table 3 shows that the total
receipts from taxation have increased from Tk, 1310 million in

1972-73 to Tk, 29675 million in 1984-85 or at a compound rate of

about 26, 0% during the said periodo

The year to year growth rates of tax revenue showed its

declining trend from the early seventies to the early eighties and

an increasing tendehcy in ‘the mic-eighties. The overall growth trend-

was, however, cyclical in nature with an exceptiénally high rate
in the early seventies and an almost invariable rate in the late
seventies to the early eighties. Except in 1913—74, 1974-75 and

137576 the growth rates of tax revenue varied between 6,2% and

28.2% over the years.
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Table 3

Growth of Tax and Non-Tax Revenue Receipts Per Annum !
in Percent and Their Percentage sShares to the Total
Revenue Receipts of the GOB (1972-73 to 1984-85)

_(Tk, in million) ‘ f

Year  Tax Growth Non-Tax Growth Share of Share of
Receipts Rate Receipts Rate Tax Non-Tax
’ Revenue Revenue '
1972-73 1910 cee 392 ose - 83,0 17.0
1973-74 3003 62,4 621 584 4 83.0 17.0
© 1974-75 5166 66,4 1074 73.0 82.7 17.3
1975-76 7358 42,4 1483 38.0 83.2 16.8
1976=77 7855 Ge7 1482  =00.1 84.1 15.9
1977-78 10074 28,2 1687 13.8 85.6 14.4
1978-79 12330 23.4 2187 29,6 85,0 15,0
1979-80 14645 18,8 2160 ~01,2 87.0 13.0
1980-81 18235 24,5 4333 100,53 80,8 19.2°
11981-82 19901 9.1 3669  -15.3 84,4 15.6
©1982-83 21301 8,0 3364  =08.3 86. 4 13.6
1963-84 23955 11,5 4171 24,0 85.0 15.0

1984-E5 29675 23.8 6092 46.0 83.0 17.0

Source : Calculated on the basis of Appendix A to this chaptervr,

Similarly, the non-tax revenue receipts of the GOB have
increased over the years. Table 3 shows that the total non-tax .

receipts of the GOB have increased from Tk. 392 million in 1972-73 |
to Tk, 6092 million in 1384-85 or at a compound rate of about 26%
per annum over the years. But the overall growth ctrend was declining

in nature with see-saw 1luctuations varying from the negative(-o.l/’)
to the positive (100%). By the mid-eighties, however, an increasing

growth trend of non-tax revenue is recorded.
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But it 4is interesting to note £hat despite the cyclical _
trend of growth of both tax anc non-tax revenue receipts, their
percentage sharesto the total reveﬁue receipts of the GOB remained
quite stable over the years. Table 3 shows that more than 80%'of the
total revenue receipts is shared by the tax revenue, while the rest
less than about 2@% is shared by the qon-tax revenue., Thus the
absolute predominancy of the tax revenue in the revenue structure of
~Bangladesh is distinctly felt for the period undgr studye.

let us now view the growth trend of totél‘revenue receipts,
ﬁax and non-tax revenue receipts and their pe;centage shares to the’
~ total revenue of the GOB takiné d;fferent p;an‘periods into consi-
mmum.NMe4mwsmatMﬁuuanm@nghmwofmml
revenue receipté of the GOB declined distinctly from 38.6x% in the
First Five-Year Plan (FFYP) to 19,5 and 16.3% in the Two-Year plen
(TY?) and the second Five-Year Plan (SFYP) réspectively. The growth

Table 4 ‘
Yearly Average Growth Rate of Total Revenue Receipta,
Tax and Non-Tax Receipts and Their shares to the Total
Revenue During rifferent Plan Perjiocs
' (In percent)

Period Growth Gtowth of Gtowth'of shé:e of - share of

of Total Tax Non~Tax Tax Non+T&ax

_ Revenue Revenuse Revenue Revenue . Revenue
FFYP 38.6 39,4 33,9 83,7 1643
(1273-78) A
TYP 19.5 20,6 13.1 86,0 14,0
(1978-80) ‘ ,
SFYIP 16,3 15,2 - 23.0 84.0 16.0
(1980-85)

Source : Calculated on the basis of Table 1 and 3 of this chapter,
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trend of tax and non-tax revenue earnings curing the plan perlods
'also revealed the same informatién. except the fact that during the
SFYP tha non-tax revenue earnings showed an increasing trend.

BEut the percehtage.shérés of tax and non-tax revenueﬁéa;ningé ]
to the total revenue earnings of the GOB reﬁained almost invariable
'~ over the plan periods. Table 4 reveals the fact that the percentage '
‘share of the tax revenue accounted for an about five times higher
share than that of non-tax revenue over the three plan periods indi-
cating the cdominant role of tax revenue over non-tax revenue in the

revenue structure of Bangladesh.

Tlre rather 1o§.cogtribution,of non-tax revenue to the total
revenue of Bangladesh and its see-saw flﬁétuatioﬁs demands h’c1§Se
scrutinye. | l,

Non-Tax revenue in Bangladeah corprises profits frcﬁ the
nationalized sectors (manufacturing industries, banking and others),
stamp (judicial), registration, interest (debt services), civil
administration. mint and currency and collection from other =utonomous
bodies like railways, postal services, telegraphs and telepbone, etc.

- (Aprendix B).

The fact that non-tax revenue contributed very little:wasldue
| mainly to the poor performance of some of the major heads of nén-tax
revenue. Thus while hea@s like debt services, civil administration
and mint and currency, for example, recorded an improvement in

generating revenue over the years, forest and registreation, for

exaﬁple, registered a negligible performance. More seriously enough,
net revenue earning from the postal department registered always a
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negative figure., Similarly earning f;om telephone and telegraph
(net) was also very poor and it was even negative durihg the léte
-seventies (Appendix B). |
In realising the importance of self-reliance by reducing
the dependency of external resources, S considerable emphasis was
placed on added surplus generation from nationalised public sector-l
enterprises in the form of non-tax revenue. But their contributions
were far from satisfactory'for a variety of reasons, such as,
inadequate operational freedom, lack Of adequate internal and
foreign demand, lack of flexibility for adjustment of product prices
in response to chaﬁge in produétion COsﬁ. absence of accountability,
'shortage of skilled personnel and managerial 1néfficiencies. irregular
power supply, fiscal anomaligs. labour unrest, etcl. _
An IBRD report (1982) showed that public sector enterprises
of Manufactﬁring. Energy and Transport Units.basicaliy contributed
nothing (Table 5) to the government revenue between 1977—78 and
1981-82, In fact, these enterprises recorded a negative contfibution

for the said period except a negligible positive addition (1,0%) in
1980-81.

!
)
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Table 5 '
Losses/Profits of Public Sector Bodies
_(Tk. in million)

Sector ' 1977-78 = 1978=79 1979=80 1980=-81 198182
A. Manufacturing -1081 -489 876 586 -904
1. BIMC -949 -585 1842 593 ~1081
2. BTMC - 58 224 530 -516 «1099
3. BSFI 13 16 40 390 469
4., BESC 48 111 147 124 120
5. BCIC =119 23 -23 56 : 71
6. BFIDC - 6 - 18 1 0 12
B. Energy -221 = =317 =1570 =315 . 105
1. BPDB ' [ XX ] -391 -230 -333 oo p
2. BPC owe 74. f1340 520 Teo
C. Transport - 5 -11 -15 -62 =49
1. BIWTCJ es e -14 -20 -41 o6 e
2, BSC coe -2 69 113 .es
3. BB XX 5. -64 .—144 ' P
D. Total -1307 -817 -709 209 -848

As % of Total
Revenue : - : =105 -594 -4,1 ’ 1.0 3,3

Note:; BJMC = Bangladesh Jute Mills Coxrporation BPDB = Bangladesh

BTMC = Bandladesh Textile Mills i%W°Pg§:§é0pment
Corporation
BSFI = Bangladesh sugar and Food BPC = Bangladesh
Industries Petroleum
Corporation

BESC = Bangladesh Engineering

BIWIC Bangladesh
and ship building Corporation Inland water

BCIC = Bangladesh Chemical Transport Core
Industries Corporation poration
: BSC = Bangladesh Shiping
Corporation

BFIDC = Bangladesh Forest Industries BB = Bangladesh Biman
Development Corporation

Source :; Bangladesh Energy Report, IBRD, 1982,
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From an another report of the IBRD (13984) it would appear that
out of 11 years (1973-74 to 1983-84), 6 major nationalised manufac- -
turing units, viz., BIJMC, BTMC, BSFIC, BESC, BCIC and BFIDC recorded
loss in 6 years (Table 6) amounting to Tk, 40li.0 million while'

profits in 5 years amounted to Tk, 3344.0 millionz. Table 6 also

_.shows that the ratio of profit to sales in many years was negative

and did not exceed 5,3% which was by no means considerable and

. . commensurate with funds invested having alternative uses.

Table 6

Financial Performance of Important Public
Sector Corporations

(Tk. in million)

Pre=Tax Gross Sales Profit-sales
year Net Profit . Ratio (Percent)
- 1973-74 5.0 4777.0 ces 1
1974-74 (=) 271,0 0 6200,0 (=) = 4.4
1975-76 (=) 507.0 8370.0 (=) 6ol
. 1976-77 (=) 759,0 19263,0 (=) 8e2
1977-78 (=) 1081.0 12243.0 (=) 8.8
1978-79 (=)  489.0 13602.0 (=) 3.6
1979-80 876.0 16617.0 5.3
1980-81 . 58640 19311,0 3.0
1981-82 (=) 904, 0 19530,0 (-) 4.6
1982-83 912,0 18620, 0 4.9
1983-84 965.0 cee coe
1984-85" 955.0 18510.0 5.4

Source 3 Bangladesh 3 Economic Trends and Deve lopment Administration.
' IBRD, Report No. 4822, February 24, 1984,

* Statistical Year-Book of Bangladesh, 1987, Bangladesh
Bureau of Statistics, GOB. '
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The low contribution of Aon-tax revenue to the total revenue

in connection with the performance of nationalised public sectors
needs further scrutiny. In the context of Bangladesh, the size of
the public sector highiy f£luctuated and often naﬁionalisation was
followed by denationalization or privatization of nationalised enter;
prises. The policy of denationdlisatioh was basically taken during |
1975-76 with its rapid implementation from 1981-82, The Government
of Bangladesh has denationalised a total of 217 units (partly or
totally) between 1976 and 1983 — aboﬁt 47% of_them being denationé—
lised during the last years of the said”periods.'Thus the treh¢ of
non=tax revenue earnings may fall“even in the face of an 1mpr9ved
eéonomic performance by:state enterprises, if disinvestmen@‘of public

enterprises reduceg the size of thdis sector4.

However, some interesting changes are found when we loo£ at
the different heads of non-tax revenue earnings of the Goglin
dﬁﬁm@phnwﬂﬁ&T&h?sMntthemwmwame
nationalised sector have started to increase over the three plan
periods, During thé SFYP this head contributed about 27% of the
total non=tax revenue earnings compared to 17% and 19% curing the

FFYP and TYP respectively, reflecting an improvement in théveconomic=

!

performance of the nationalised sector. Note that banks alone contri-

. buted more than half of the total earnings from this head. Though
receipts from industries showed a marginal improvement, otheré
contributed almost negligible amounts over the plan period. Interest
receipts and railways (net) together contributed abcut half of the

total non-tax revenue receipts during the three plan periods. But
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Table 7

Yearly Average share of Different Heads of Non~Tax
Revenue to the Total Non-Tax Revenue During
Different Plan Periods

(In percent)

Head: FFYP - TYP - SFYP
(1973-78) (1978-80) (1980-85)

1. Nationalised Sector 17.1 . 18,8 26,9

a. Industries | 4.8 5.1 9,0

b. Banks 11,7 13.4 17.0

c. Others 0,6 0.3 0.9

- 2. Interest Receipts 28,0 31.9 22.5

3. Registration Fees 5.0 5.2 4.5

4, Forests - 3e2 4,1 S.4

5. Railways 22,4 24.4 22.8

6e POst and Telegraph -0.,4 ~0,6 «~0.,5
7. Others 24,6 16,2 17.2
Total ; 100 100 - 100

Source 3 Adopted from Atique Rehman, "Domestic Résource ,
’ Mobilization in Bangladesh®, Bangladesh Development

contributions of other heads were nedligible ‘and the postal,
telegraph and telephone departments have showed even a negative
share to the total non-tax revenue earnings of the GOB over the

three plan periods.

3. Direct and Indirect Taxes s Their Growth, Composition and Shares

Tax revenue can broadly be divided into direct and indirect

taxes. In Bangladesh receipts from direct taxes, as shown in Table 8,
increased from Tk. 302 million in 1972-73 to Tk. 5797 million in
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1984-85. The compound growth rate was 27.9 per annum varying between
a low of i2.9% and 8 high of 49.3% over the years except a very high

Table 8

Growth of Direct and Indirect Tax Per Annum in
Percent and Their Percentage Shares to the Total
Tax Revenue of the GOB (1972-73 to 1984-85)

(Tk. in milliop)

Year Total Growth Total = Growth Share of Share of

Direct Rate Indirect Rate Direct Indirect

T ax : Tax Tax Tax
1972-73 302 ees 1608 ees 15.8 84,2
1973-74 451 49.3 2652 65.1 14.5 85.5
1974-75 926  105.3 4240 59.8 18,0 82.0
13975-76 1345 45.2 6013 41,8 18.3 8l.7
1976-77 1575 17.1 6280 4. 4 20.0 80.0
1977-78 1864 18,3 8210 30.6 18.5 81.5
1978-79 2145 = 15,1 10185 = 24.0 17.4 82,6 -
1979-80 2523 17.6 12126 19.0 17.3 82.7
1980-81 3234 28.1 15001 . 23.7 17.7 62.3
1981-82 - 4040 25,1 15859 5.7 20,3 79.7

- 1982-83 4561 12.9 17019 7.3 21.2 78.8 !

1983-84 4739 4.3 19216 . . 12,9 19.8 80, 2
1984-85 5797 22.3 23864 24.2 19.5 80.5

Source i Calculated on the basis.of Appendix C of this chapter.

growth rate (105,3%) in 1974-75 and a very-low growth rate (4,3%)
in 1983-84, |

| Receipts from indirect tax, on the other hand, as in Tab;e
8, increased from fk. 1608 million in 1972-73 to Tk, 23864 miilion
. in 1984-85 or at a compound rate of ébout 25, 2% per annum varying

between a high of 65,1% and a low of 4,4% over the years,
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It is also observed that thé rate of growth of both,diréc;
and indirect tax was oscillating in nature with an uneven growth
of absolute amountss. |

But the notable feature is that the percentage share of both
direct and indirect tax to the total tax revenue remained ﬁOre or

less atéble over the years. Table 8 shows that in Bangladesh about
four-£ifths of the total tax revenue are collected through indirect .
tax and the rest one-fifth is colieCted through direct tax, The
share of direct tax varied from tne lowest 14.5% to the highest
2l.2%, and the share of indirect tax, on the other hand, varied
between 78.8% and 85,5 over the years. The contribution of direct
tax as & proportion of total tax yield, however, has been in general
‘slightly increasing over the years, while that of indirect tax has
beeh decreasing dx_:ring the same period. | '

| But nonetheless, one can easily understand that indirect tax -
has been playing a dominant role in the tax sttuctgre of Bangiadesh
since liberation. We like to note here that the dominancy of indirect
tax was also present in the pre-liberation perioé of Bangladesh. Thus
Bangladesh inherited the prevailing tax structure from the erstwhile

East Pakistans.

let us now view the growth trend of direét and indirect tax
per annum in percent anc their percéntage snaresto the totalil tax |
revenue during the three plan pefiocs as in Table 9. It is observed
- that the yearly average growth rates df both direct and indirect
taxes during different pian periods showed a steady downward trend.

During the SFYP, however, the direct tax showed a marginal upward

growth trend,
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Table 9

Yearly Average Growth Rates of Direct and
Indirect Tax and Their Shares in the Total
Tax Yield During Different Plan Perjods

(in percent)

Period Growth of Growth of Share of Share of .
Period Direct tax Indirect Direct Tax Indirect Tax
Tax : )
FFYP | - '
. (1973=78) 43,6 _ 38,5 17.8 8202
TYP -
(1978«-80) 16,9 21,5 17.4 82.6 -
SFYP ,
(1980-85) 18,1 14,5 19.7 80,3 ,

Source 3 Calculated on the basis of Table 8 of this chapter.

The picture of percentage share of cdirect and indirect taxes
to the total tax revenue shows ('l‘able.}9) that more than 80% of the
total tax revenue is shared by indirect tax and the remaining less
than 20% is shared by direct tax over the three plan periods. Thus
indirect- tax played a dominant role in the tax structure of Banbla-
desn over the three plan periods, though a marginal upward ;iend
in case of direct tax and a marginal downward trend in casé “of |

indirect tax are registeted during the SFYP,

Table 10 shows the composition of both direct and indirect
taxes and their percentage shares to the total tax revenue during
the period uncer stucdy., It is found that the percentage share of
income tax as one of the major components of direct tax to the total
‘tax revenue 1ncteased- almost threefold from 5'.'4% in 1372-73 to 15,2%

in 198283, But nonetheless, the share of direct tax as a whole to
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Table 10

Composition of Direct and Indirect Tex and Their Percentage sShares
to tne Total Tax Revenue Receipts of the GOB from 1272~73 to 13984-85

Tax Head | ‘ 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78 1978=79 1979-80

1. Direct Tax | 15,8 14,5 17.9  18.3 20,0 18,5 . 17.4  17.3
a) Income Tax 5.4 6e 2 9,3 11.6 14,6 13,2 12,1 12.5
b) Oother Direct Tex _ 10,4 8e.3 8.6 06.7 05.4 543 . 5,3 4.8
2. Indirect Tax | 84,2 £5. 5 82,1 81,7 80,0 81,5 82,6 82,7
a) Foreign Trade 45,5 52,0 3804 52,5 48,9 54,9 58,7 60,8
i) Import Cuty 32,7 39,2 28,9 37,5 33,4  37.5 37,9 39,8
i1) Export Duty : 2.8 00, 3 00,1 01.0 02,1 2.1 2.5 2,9
1i4) sales (Import) Tax 8,5 11,4 8.9 13,7 13,1 15,0  18.0  17.7
iv) Others 1.4 1.1 0.5 00,3 00,3  00.3 00.3  00.4
b) Taxes on Domestic Goods 35,5 30,9 34,5 27,4 29,4  25.4 22,4 21,0
i) Excise Duty - 31,0 L2649 28,2 - 24,7 26,5  23.3 20,7  19.4
ii) sales (Domestic) Tax 4.5 4.0 06. 7 02,7 2.9 2.1 1,7 1.6
c) Taxes on Domestic ‘ , .
Services and Others 3.2 2.6 8.8 1.8 1.7 1,2 1.5 «9

contd, .
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Tax Head 1980-81 1961=82 1982-83 1983-84 1984-85
1, Direct Tax 17,7 20,3 21,4 19,8 19,5
a) Income Tax 12,4 14,1 1504 14,1 13,0
b) Other Direct Tax 563 6e2 660 Se7 6.5
2, Indirect Tax 82,2 7947 78, 6 80,2 80,5
a) Foreign Trade 58,5 55,9 54.5 54.5 5642
i) import Duty 38,5 38,1 39,0 38.3 39,6
ii) Export Duty 2,3 1.1 - 9 o7
144) sales (Import) Tax 17.6 1642 14,1 15,0 15,3
iv) Others 5 o5 .9 7 .6
b) Taxes on Domestic Goods 22,9 23,01 23.4 25,0  23.3
i) Excise Luty 21,2 22,8 23,3 25,0 23,3
i1) sales (Domeatic) Tax 1.6 o3 ol vee eoe
¢) Taxes on Domestic Services :
and Qthers o3 7 o7 7 9

Source 3 Calculated on the basis of Appendix C to this chapter.
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the total tax revenue remained almost invariable (about 20%) for the
said period. For, the rise in the percentage share of income tax was
accompanied by the fall in the peréentage share of other direct taxes

'_c0mprising taxes on property, land revenue, cap;tal gains tax, etc.7

The fact that indirect taxes accounted £or more than 80% of
the total tax revenue in Bangladesn, wés mainly L:>eca_use of its easy
administration ané rapid collection.as well as the unduly high rates
of customs, excises ané sales taxes on import. lLet us now explain tﬁe
contribution of the major components of indirect tax over the period'
under study. | | |

In Bangladesh import duty, export duty and sales tax on.
import_constitute«the main source of revenuevfrom the foreignltrade _
sector in the form of indirect tax. This sector continued to play a
dominant role in the tax stgucture of Bangladesh in general and ;n
the indirect tax system in éartiCular‘over the years, Table 10 shows |
that ta#es on foreign trade accounted for ﬁore than 50% of the total
tax revenue by the late beventies aﬁd the early eighties.:This view '
is also supportad by a recent wWorld Bank Regport as shown ianable'
1. '
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Table 11

Share of Customs Duﬁy and sales Tax (Import)
in the Total Tax Receipts of Bangladesh |

' {In_percent)
Year Share Year - Share V .
1972-73 46.8 1978-79 | 62.5
1973-74 52.1 1975¢80 64,1
1974~75 39,0 1980-81 6142
1975-76 . 55,2 . 1981-82 56,7
1976=77 54.0 1982-83 5648

1977-78 58,2 .1983-84 54,6 1

Source 3 Bangladesih s Economic and Social Development Pxospects,
The world Bank Report No. 5409, Vol, 1V, april,1985, -
Table 5.2, Appendix A. , : b by

]
b

It is also 6bserved (rable 10) that the import duty and balés
tax on import accounted for almost the entire tax receipts under
foreign trade in the form of indirect tax. Furthermore, it may not
be irrelevant to note that more than half of the annual import bill
waé paid for by foreign aiéi An world Bank Report (1985)9 showed ‘
(rable 12) by disaggregating still further, that foreign aided import$
contributed the major'part of customs duty anG sales taxbon‘import

frcm 1977-78 to 1984-65. | | 5
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Table 12

Share of Customs Duty and Ssles Tax on Foreign
Aided Imports in Total Customs Luty and sales
Tax of Bangladesh

(In percent)

Year Share Year . Share
1977-78  47.17 13981-82 43.13
1978=-79 50,353 1982-83 51.53
1979~-80 42,57 1983-84 - 44.78
1980-81 37.19 1984—85 48.58

‘source s Bangladesh 3 Economic_and Social Development Prospects,
World Bank Report No. 5409, Vol. IV, April, 1385, Table
5.2, Appendix A, Col. 2

* Qur calculation

But the confribution of export duty, on the other hand, was
very insignificaht'over the years. This head yielded even less than
3 percent of the total tax revenuve and by the eighties it became
almost negligible as shown in Table 10. This was primarily a result
. of the relatively stagnant position of export and_the decline of
the rate of export duty from 197778 to 1984-85 (Table 13) as noted
. by the world Bank Report (1985)10. More eignificantly. however, it
reflects the fact that the economy experienced no structural changes

in comestic production. which might have'enhanced exports and thus

self-reliance.
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Table 13

Volume of Total Export, Export Duty and Rate of
Duty in Bangladesh

(us § million)

Total Export

Export Duty

Year Rate of
(UsS $ in million) (Tke in million) Duty (%)
1977-78 489,788 859 17.54
1978=79 609,272 1241 20,36
1979-80 722,272 2445 20,01
1980-81 710,689 1124 15.82
1981-82 626,969 315 5.60
1982-83 986, 000 952 - 9,66
1983-84 822,000 1057 12.85
' 1984-85 900.000 ces cee

Source 3 Bangladesh 3 Economic and Social Development Prospects,
World Bank Report No. 5409, Vol. 1V, April, 1985, Table
3.6, App8ndix Ae

Taxes on domestic goods (exciée'énd sélesliax) and sérvices,
~on the other hand, registered a gradual declining trenc from mo;e
than about 35 percent in the eaily seventies to about 20 ﬁércent
and 23 percent in the early and mid-eighties respectively (Table 10).
It is also found that excise duties accounted for almost the entire
tax revenue under this heéa over the years. The remaining sales tax
on domestic goods and taxes on domestic services together accounted
for less than 5 percent of the total tax';evenue over the years,
except in the fiscal yeéré 1372-73, 1373=74 and 1974=75. And by‘the

~elghties sales taxes on domestic goods and taxes on domestic services

becape almost negligible,
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A notable feature'of taxes on doﬁestic'goods and ser#iges
in Bangladesh is that only a few items, namely, ﬁobacco (48%),
petroleﬁm gas (12.7%), petroleum (5.5%) and cinema entertainnxen;:
(3.6%) accounted for more than 75 percght of.toﬁal excise fax iﬂ
1962-8311, Anc in 1984-85, only five items, namely, tobacco (44.7%),
-petroleum gas (19.3%), petroleum (4.9%), jute manufacture (3.9%)
and liquor and narcotics (2;¢%) accounted for about 75 percent of
total excise tax yleld (Appendix D). Clearly the tax base is narrow ‘
and together with this, tax evasion, corrupt4on of the collectors,
etc. forced the share of excise tax as well as taxes on goods end

. services to the total tax yield to be low compared to the tax yield

from the foreign trade sector.

NOw. looking at the composition of'direct as well as indirect
taxes, auring different plan periods, Table 14 shows that the ﬁercen-
tage share of income tax.in the form of direct tax registered an
increasing trend, The sharés of other direct taxes, however, show
a declining trend during the TYP with a marginally upward trend
during the SFYP. | | : 1

Revenue collections from the foreign trade sector, particularlY}
import duty and sales tax on'import in the form of indirect tax
continued to share a higher percentage over the three plan periods
compared to other indirect taxes., However, there was a marginally

declining tendency from the TYP to the SFYP. The share of export

duty, on the other‘hand. though showing an upward trend during the
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SFYP (Table 14). The share of taxes on domestic goods and services,

Table 14

Composition of Direct and Indirect Tax and
Their Yearly Average Share to the Total Tax
Revenue of the GOB during Bifferent Plan Periods

(In percent)

Tax Head ' FFYP TYP SFYP
: (1973=78) (1978-80) = (1980=-85)
1. Direct Tax | | 17.8 17.4 19.7
a) Income Tax ‘ 11,0 12,3 13.7
b) Other Direct Tax : 6.8 5.1 640
2. Indirect Tax ‘ o 82.2 ~ 82.6 80,3
a) Foreign Trade 49.4 59.6 5640
i) Import Duty 35,5 38.8 38,9
ii) Export Duty 1.0 2,7 1.0
iii) sales (Import) Tax 12,4 17.9 15,5
~ iv) others - 3 .6
b) Taxes on Domestic Goods .
anc_Services 32,8 23,0 24.0
i) Excise Duty . 26,0 20,0 24.0
11) sales (Domestic) Tax 2,7 1.6 .3
i11) Taxes on Domestic '4 ' ,
services | 1.6 . 1.1 o4
iv) Others 2,5 o3 W1
Total (1+2) . 100 100 100

‘Source 3 Calculated on the basis of Table 10 of this chapter.

. reglstered a downward trend from roughly 33% during the FFYP to 23%
during the TYP with a marginal increase upto 24% during the SFYP.
But the notable feature is that, except excise duties, the shares
.of other heads like taxes on comestic goods, taxes on domestic
services and others became almost an insignificant source of revenue

to ﬁhe government during the SFYP.
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It 18 thus clear that over the three plan periods, for
revenue collection, the GOB relied mostly on indirect taxes in general
' I

and taxes on foreign trade in particular. '

4. Due end Hinrichs - Musgrave Hypotheses end Bangladesh

The tax structure‘of:BanglaGQSH_as observed confir‘ms‘thei
conclusion drawn by John F. Due in a studylz. The author, taking a
sample of countries at vériousvlevels of per capita;incoﬁé,(data
relate to 1568—69} showed that indirect taxes were the-mainfstay of
revenue for poor countries with per capita income upto 500 (Table
15) and played a significant role in the tax structure. In Bangladesh
where per capité income is beloﬁ $200, indirect taxes, as shown in
Table 10, play a dominant role thereby confirming.the abové view.

Due viewed that the main reasons behind this nature offtax
" structure are probablj the uhéﬁly higher share of_customs.’excise
and sales taxes, since thesg taxés are éomparatlively easy to adminis-
ter and the rates are simple to deal with. On the contrary, the
collection of direct taxes like individual income tax and land revenue

is constrained by various administrative and accounting problem813.
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Table 15 _
Direct and Indirect Taxes in Tax Structure

Per Capita GNP No. of All | All Total
Us § Countries Direct Indirect %)
. Included Taxes (%) Taxes (%)
Under $ 101 20 32 68 100
101-200 11 36 64 . 100
201~500 19 36 64 100
501-850 9 50 50 » 100
850=0ver 18 68 32 100

source s John F, Due, Indirect Taxation in Developing Economies,
Johns Hopkins Press, 1980, Table 9-1, p. 178

The statistics of.Bandladeéh tax structure. also support
the hypothesis drawn by Hinrichs and Musgrave that there is a close
relationship between the stages of economic development ahdltax |
strﬁcturel4.

According to Hinrichs, at an early stage of development the
ratio of direct tax to indiréct tax revenue is high; At the middle
stage of development indirect taxation becomes more important and in
the later developed stage, direct taxes are again dominante.

At an early stage of develorment, in a poor agricultural
economy, predominantly subsistance in nature, direct taxes like
. taxes on land, livestock, agricultural‘pioducts'apd toll té#es '
provide the major source of revenue to the government. At tﬂe m%ddle
stage or during the transition to modernity; with increasing incusg-

trialization, gradual expansion of the monetized sector and openness

of foreign trade, indirect taxes like excise, sales, customs, etc.
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become feasible. At this stage modern direct taxes are also intro-
duced but their contribution is smaller and less elastic than that
of customs, excise and sales taxes. At the latest stage, however,
when the econdmy is fully developed, with standardiZed>accounting

system and its wide practice, the importance of indirect'taxes

diminish?and the implementation of'mpdern progressive direct taxes
becomes feasible againe '

Thus Hinrichs writes, “Looking at tax revenue histdry in
broad perspective, one may be more than half-wa&-justified‘#n sa&ing
that the structural movement has been from taxétion on (1) agriculf
ture, to (2) foreign trade, to (3) domestic consumption, to (4) net
income, individual and business'ls. |

Liké Hinrichs, Musgrave also.thinks that governments of ,
developed countries have much more scope of earning revehues”from .
dirgct taxes than that of_devéloping countriesls.

AVailable statistics also support the generalizations of
‘Hinrichs and Musgrave. An analysis of the composition of tax struc-
ture of various countries with different levels of per capita incomes
shows (Table 16) that while indirect taxes particularly taxes on B

foreign trade yield the major portioh of taxes in developing’counttieé
as per capita income rises, income tax as well as other direct taxes
assume increasing importance, and in highly developed countries, they
¢ontribute the major portion of tax revenue.

The IMF statistics also show (Table 17) that in the 14 least
developed countries (Bangladesh belongs to this group) taxes on
income and property contrik;ute the smallest percentage of revehues

while tn the developed industrial countries, these taxes are
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Table 16
Average Composition of Tax Structures for & Sample of Countries at

Various levels of Per Capita Income

_ (As Percentage of Total Revenue) : .
. Per Capita Incdme Taxes on Taxes on Taxes on Total Excluding Pay Roll Total
Income in § Taxes Property Foreign Trade Production Pay Roll Texes Taxes
Under 100 16.3 4.1 38,5 ’ 28,0 96,7 3.3 100
100-200 19,6 2,0 - 33.4 ‘ 33.8 96,3 3.7 100
200-300 17,5 3.9 35,2 27.3 91,3 . 847 100
300-400 22.3 549 | 12749 30.6 81.8 18,2 100
400-500 23,4 Bed 34,7 29,2 ' 84,9 15.1 100
500~900 24,7 7.5 13,5 8.5 85,3 14,7 100

United states 48,2 9.4 O.1 14,3 _ 75.9 24,1 100

y——

Source g R.A, Musgrave and P.B. Musgrave, Public Finance in Theory and Practice, 4th Edn., McGraw Hill
Book Company, Singapore, 1984, p. 795. '

Note ¢ Data for U.S.A., relate to 1970; for others 1966~68, sum of all taxes will not équal to total
excluding pay roll taxes because of the omission of minor taxes and rounding.
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distinctly dominant. Again, taxes on foreign trade contribute the

major part of revenue in the least developed countries compared to

industrial countries.

!

Table 17

1

Composition of Central Government Revenues,

around 1980a

(In percent)

(14)

Country Income Domestic ‘Poreign Social Non-Tax
Group and Goods and Trade Security "Revenue
- {Number) Profits  Services Contri-
butions
Industrial ‘ . : '
Countries 33.3 26,0 3.7 25.0 . 9.0
(20) : L
Semi-Industrial ‘ : o
countries 2503 30.6 1405 13.0 . 11.!1
(15) o
Middle- : - .
- Industrial 23.7 23.1 28,9 4.1 . 14,9
Countries :
(55)
Least Developed
Countries 17.0 21,7 41.6 1.6 13.0

‘Source 3 Government Finance Statistics Year Book, IMF, vol. 6, 1982,

S - 8 unweighted arithmetic means o0f the percentages for each

. country in the group. D&ta will not add to 100 percent
because of the omission of property taxes and other minor

taxes and rounding. See R, Goode, Government Finance in

Developing Countries, Tata McGraw Hill Company Ltd., New
Deihi, 1986, Table 4-

hdk

2, Pe 91,

*k

ek
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From the analysis of this chaptef it is found that though
the total ravenﬁe receipts of the GOB increased over the years, the
. performance was not promising enough from the resource mobilization
point of view, since the Revenue-GDP :aﬁios of Bangladesh were well
bélow the international standard (even compared to Asian developing
countries) for the whole period under study.

The revenue structure in'Banglﬁdesh is dominated by tag
revenue. Again, while taxes contributé more than 80% of tﬁe total
‘revenue, direct taxes account for less than a quarter of the total
~ tax revenues, In other words, indifect taxes play a dominant role
in the tax structure pf Béngladesh thereby confirming Due and
Hinrich's hypotheses ﬁnd IMr £indings that in the early developing
~stage of & country a major part of the'éovernment revenue 18 collec-
. ted from indirect taxes particularlnyrom foreign trade taxes.

In fact, in Bangladesh more than half of the total tax
revenue is coilected from foreign tfade, and taxes on doﬁestiq'goods
~ and services account for around a quartér of the total tax revenue.
The noéable feature.is that the percentage share‘of revenue earnings
from foreign trade has increased by a éonsiderable margin of which
import duty including sales tax on inmport shared the highest. Export
" duties in this head ‘accounted for an almost negligible amdunt indi-
cating the fact that the economy is pﬁimaiily an import-oriented one |
and the import are mostly facilitated by foreign aid, not-paid by
exports. And as such, these findinés lend support to the viewnthat'
even the internal resource mobilizétion'effort of Bangladesh is

dependent on foreign a1al?,
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Revenue Receipts and GDP of Bangladesh from

Appendix A

1972-73 to 1984-85

(Tk. in million)

160

Year Tax Non~Tax Total Revenue GDP at
Receipts Receipts Receipts Current
. _ _ _ Factor Cost
1972-73 1910 392 2302 42837
1973-74 3103 621 3724 68977
1974-75 5166 1074 6240 123949
1975-76 7358 1483 . 8841 103196
1976-77 7855 1482 937 99874
1977-78 10074 1687 11761 139204
1978-79 12330 2187 14517 1633909
1979-80 14645 2160 16805 197633
. 1980-81 18235 4333 22568 219799
1981-82 19901 3669 23570 251320
1982-83 21301 3364 - 24665 272953
1983-84 23955 4171 28126 331068 .
1984-85 29675 6092 35767 395168

‘Source 3 Col. (5) from statistical Year Book of Bangladesh,

Various issues, Bangladesh Bureau of Statistics, GOB
and the ‘rest from Fiscal - Statistics, 1972-86, Planning
Coimission, GOB, 1986. '



Appendix B
Non-Tax Revenue Receipts of the GOB and Their Composition (1972-85)

16l

(Tk. in million)

Head 1972-73 1973-74 1974=75 1975-76 1986=77 1977-78
1. stamp (Judicial) 98,5  111.7  270.5  223,7  253.7 . 280.2
2. Forest 14.4 35.4 47.4 50.6 84,5  109.4
3. Registration 31,9 45,3  110,5 96,8 98,1  120.6
4. Railway (Net) ees . 309.4  395.7  515.8  545.1  630.2
5. Postal (net) (=) 29.7 (=) 35,6 (=) 25.4 (=) 41.0 (-) 68.8 (=) 33.3
6, Telegraph and : :
Telephone (Net) 2,0 53,9 2046 10,4 (=) 11.5 (~) 34,1
7. Interest 74 10646  168,9 564,7  635,2  475.7
8. Civil Administration 16741 167.1  347.3  223,7  182,8  360.8
9, Mint and Currency 56,8 56,8 27.8 268,3 247.1 339,0
10. Other Non-Tax | S
Earnings Including 61.3 109.1 322,3 °  328,6  364.,0

Profits/lo:ses from
Nationalised sectors

328.4

Contd,.
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1984-85

Head 1978-79 1979-80 1980-81 198182 1982-83  1983-84
1, stamp (Judicial) 315.8 290.0 40.0 6040 50.0 41.8 41.8
2, Forest | 160.5 ° 150,2  330.0 350,0  280,0 290.0 36040
3, Registration 190.7 220,0  230.0 270,0  285,0 300.0 oo
4. Railway (Net) 829,9 - 924.6 1050.0  1250.0 1580.0 154040 (~) 298,0
5. Postal (Net) (=) 81.7 (=) 54.5 (=) 37.6 (=) 60.8 (=)190.0 (-) 129,5 (=) 167.9
6. Telegraph and | f v ' '
Telephone (Net) =~ (=) 116,4 85,9 42,2 141,7 123.7 107.6 246.7
7. Interest | 1008.7  1205.5 . 1447.6  1605,3  937,0 1015,7 1400,0
8. Civil Administration 293.5 = 317.4  121,1 . 567.0 1083.3 1214.3 1562,3.
9, Mint and Currency 322.0 617,9  830,3  1110,1  939,0 931.4 2225.4
10, Other Non-Tax ' '
Earnings Including :
Prdfits/Losses from 524,6 . 446,7  531.4  564.2  273.0 929.7

‘Nationalised Sectors

917.,7

Source Bangladesh Economic Survey, 1989-90, Economic Advisory Wing, Finance Division, Ministry
of Finance, GOB, Statistical Appendix.
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Appendix C
Direct and Indirect Tax Yield of the GOB with Their Composition (1972-85)
(Tk. in million) -

Tax Head 1972=73  1973=74 1974=75 1975-76 1976-77 1977-78

1. Direct Tax 302 451 926 1345 1575 1864
a, Income Tax 104 192 479 856 1148 1327

b, Other Direct Tax 189 259 447 489 427 537
2. Indirect Tax 1608 2652 4240 6013 6280 - 8210
1) Import Duty 625 1216 1493 2762 2626 3774
11) Export Duty 53 8 71 163 214 306
114) sales (Mp.) Tax 162 354 459 1009 - 1026 1513
iv) other Customs 28 36 25 23 26 28
b, Taxes on Domestic Goods 678 957 1723 2020 2307 2560
1) Excise Duties 592 834 1458 1820 2078 2350
' i4) sales (Domestic) Tax 48 74 157 191 227 210
111) Jute Tax - 38 49 188 9 2 e
c. Taxes on Domestic Services 62 8l 458 128 132 121

and Miscellaneous

Total Tax Revenue 1910 3103 5166 ﬁ7358 - 7855 . 10074.

Contd..
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1982-83 1983-84

Tax Head 1978=79  1979-80 1981-81 1981-82 1984-85
1. Direct Tax - 2145 2523 3234 4040 4561 4739 5797
~ a, Income Tax 1430 1618 2267 2804 3280 3389 3859
b, Other Direct Tax 855 705 . 967 1236 1281 1358 = 1938
2. Indirect Tax 10185 12126 15001 15859 16740 19216 23864
a, Foreign Trade 7241 8906 10744 11134 11601 13071 16693
1) Import Duties 4675 5820 7029 7581 8303 9189 11753
ii) Export Duties 425 419 221 110 110 224 Ceee
111) sales (Imp.)Tex 2225 2599 3211 3236 3000 3584 4557
iv) Other Customs. 35 56 85 96 188 177 159
b, Taxes on Domestic Goods 2762 3088 4167 4588 4986 5976 6919
1) Excise Dutles 2558 2849 3881 4539 4975 5976 6919
11) sales (Domestic) Tax 204 238 - 306 48 11 .. Ceee
1i1) Jute Tax cee 1 Ty 1 coe . eoe oo
c, Taxes on Domestic 182 132 90 137 153 169 272
Services and Miscellaneous ‘
Total 12330 14645 18235 19901 21301 23955 29675

Sources O.H, Chowdhury and M. Hossain, Elasticity and Buoyancy of Bangladesh Tax Structure,
~ Research Report No. 80, BIDS, Dhaka, November, 1988, stétiétical.Appendix, Table 1.
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Collection of Excise Duties by Commodities (1984-85)
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(Tk. in million)

Commodities

Excise Duty

l, Tobacco Products
2.Petroleum Gzs

3.Petroleum, Fetroleum 011 and
Lnbricants

4. Tea
5. Vegetable Non~Essential 01l
B. Vegetable Products
7. Beverages, Other than Wine
8. Glucose, Dextrosé, etc.
9. sugar
10, Biscuit and Bréad
11, Cement |
12, Paints and Varnish
33. Cosmetics
14. Soaps and Detergents
15, Matches |
16. Plastic Products
17. Rubber and Others A
18, Tanneéd leather and Others
139, Paper and Paper Board
20. Bank Cheque A D
21. Cotton Yarn andé Cotton Fabrics .
22. Man-Made Fabrics and Yarn

23, Fabrics and Man-Made Fibres and Yarn -

24, Jute Manufacture

25. woolen Yarn and Woolen Fabrics

26, Glass and Glass Ware '

27. Metal Container |

28, Mild steel Products

29, Electric Batteries

30, Electric Bulbs, Tubes, Fans and Parts

3091.60

13356,00

336,60

16.90
8.30
63.20
44.10
 75.40
.39,90
33,30

138,30

12.20

- 2.10

134.10

- 7.00
'77.20
64 90
7.10

255,00 -

6010

28,50

11,50
124,70
50.80
43.30

COntd ® 6‘
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Commodities Excise Duty
31, Ceramics, China Wware Porceldin wore 35.10
32, wWires and Cables 87.20
33. Hotel and Restaurant 81.20

~ 34. Gold and silver Products 4.50
35, Cinema Entertainment 128,80
36, Packaging Materials. 15,70
37. Radio Receiving Apparatus 58,10
38, Mechanised Vehicles 47.90
39. shoes | 23.30
40, Woocen Furniture 77.80
41, Medicine, Medical Products (Allopathic),

: Insecticide, Pesticide, etc.- 136,80
42, Welding Electrodes _ , 22,90
43. steel, cteel Pipe and G.I. Pipe 32,70
44. Oxygen, Carbon, Oxide, etc, 26,80
45. sodium silicate 5.30
45, Glycerine _ 6,60
47. Telephéne and Teleprinter 11.40
48, Plastic Bag ' 3.00
4%, Insolation Board 2400
50. Nuts, Bolts, Screws 1.40
51. Electric Gooés and Fittings « 60
52. Cinematographic Film 5.70
53, sanitary wWare and Lazed Tiles 6.80
54. Liquor and Narcotics ' 166, 20
55. Miscellaneous ’ 3.20

Total 6919, 20 ?

Source : Fiscal Statistics, 1372=73 to 1985-86, Planning

Commission, GOB, 13986,



