‘A STUDY OF THE BANGLADESH BUDGET WITH SPECIAL
REFERENCE TO RESOURCE MOBILIZATION

' THROUGH TAXATION
(197285 )

THESIS SUBMITTED FOR THE DEGREE OF
' DOCTOR OF PHILOSOPHY (ARTS)
'OF THE. NORTH ‘BENGAL UNIVERSITY .

( Under the Government of India Scholarship Scheme for the
Natlonals of Bangladesh Sponsored by the . -
Indian Council for Cultqral Relations, New AD._th‘i ) :

o ’ By _
Mohammed Liaquat Ali Khan,
LECTURER OF ECONOMICS -
GOVENMENT M. €. COLLEGE, SYLHET
BANGLADESH

DEPARTMENT OF ECOYNOMICS
NORTH BENGAL UNIVERSITY
RAJARAMMOHUNPUR
WEST BENGAL
INDIA (1994)

NORTH BENGAL

Umversxty Library
Raja R""m&uapm .



C;,"‘,"'QU\\

354, [492.00722

K48
4 ';‘_' NQLA ’i;) ’

KR UG 1995

"
e



ACKNOWLEDGEMENT

'Goverﬁment budgeting and fiscal policy is one of the

most exciting‘areas'of political economy today. In recent years,

fiscal'systemé throughout the worla have .be€n severely strained
. as governments have assumed more and more responsibilities for
economic hanagement, especially in the devéloPing countries like

Bangladesh where needs are the greatest and resources, the scarcest.

My interesﬁ in this érea was 1initiated by Dr, Jagadish
Chandra Debnath, Professor and Head of the LDepartment of Economics,
Northﬂagdgéiﬁuniversity, my academic supervisor, philosopher apd
'friehd, who suggested this tpp%gEQNéwﬁ it “is an opboftunity?fbl ;
express my deepest gratitude to him without whose valuabléiguidanCe,
suégestiéns and conétant enéouragement this study woulad not “have
been possible. I am equally indebted to Mrs. Debnszth and their

beloved daughters Bipasha and Bidisha for thedir priceless encourage-

ment.

I écknowledge my debt to the Indian Council for Cpltural
Relations, Governmeﬁt of.India,,for granting me & scholarship
guring the period of my study in Indié; At the camé time I am - |,
indebted £o the Ministry 6f Education, Government of Eangladesﬁ,
for pro&iding me a study leavevfor three years. 1 am also grateful
to all of my colleagues especially to Professor KHasan Waiz,

Principal, ana to my students of M.C, College, Sylhet, Ban¢ladesh

~ who were the source of inspiration to me.



(x1)

Needless to say, 1 have been immensely benefitted by the
valﬁable suégestion trom the faculty menbers of the Department of
Economics, North Bengal University to whom I'éXpress my sincere
gratitude. I also thank the .office staff and students of the

Lepartment for their kind co-operation and'help.

In the preparation of this study I collected data and ..
materials from different libraries of Bangladesh ané India. Of‘
"these, special mention may be‘made of the libraries of the
secretariat, Planning Academy, BRI1DS, Nationéi Bureau of Reverue,
ERD and Management Centre — all in.Dhaka and of the'Secrétariat‘
Library, National Library and BritiSﬁ'CounCil Library — all in
Calcutta as well as of the North Bengal University Library. I am
thankful for the courtesy énd‘assistance shown by tﬁe Staff of
thése libraries. I am also grateful to the various authors and.

publishers whose publications I have liberally used.

I take this opportunity to acknowledge indebkedness tc

my wife Sajeda Khanom and children whése patience'énd sacrifice

had always been a source of.'continuous inspiraﬁion to me dﬁring

the laét few yéars Qhen 1 spent extended hours-doing nothiﬂg else
‘but my own professionél work, Finally, I am gfatefui to my parehts
fof their unstinting encouragement énd emotional susﬁenaﬁce Withouf
whése interest,.support and urging my career could not have taken
this shape. I feel very_pfoud in dedicating this study to them.
North Bengal University,

Darjeeding, west Bengal,

Md. Liaquat Ali Khan |
INDIA. ' |



C 0O N T E N T &

Chepter 1
Introduction

1, statement of the Problem
2. Purpose and Hypothesis of the study -

3. A Brief Review of the Existing Literature
and the Importance of the Study

4, Methodology and Data Used in the Study

ChaEEer 2

Emergence of Bangladesh and Its Economy at the
Beginning -

1, Introduction

2. Emergence of Ciwil-Military Bureaucratic
Elite and Bengall Participation in the
State Power of Pakistan

3. Exploitation of East Pakistan by West
Pakistan : Economic Dispsarities Between
‘East and wWest Pakistan '

4. Movement Against Exploitatidn ¢ Autonomy
Movement and Road to Bangladesh

5. Bangladesh Economy at the Beginning

Chapter 3
Evolution of the Bangladesh Budget
1, Introduction
2. British Period
3. Pakistan Period

4, Bangladesh Period

Chapter 4
Bangladesh Budget in Practice
1, Introduction

2, Structure of the Bangladesh Budget

16
18

22-71
22

23

72-91
72

73

77

82

{
92-128
92
92



()

3. Preparation of the Bangladesh Budget
4. hpproval Procedure

5. Budget Implementation

6. Budget Evaluation

Chapter 5-
‘Revenue Receipts of the GOB

l. Introduction

2., Tax and Non-Tax Revenue : Their Growth
and Shares

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

4, Due and Hinrichs — Musgrave Hypothes;s
and Bangladesh

Chapter 6
. Revenue Expenditure of the GOB
1. Intloductlon
2. Growth Pattern of Revenue Expendlture
3. Revenue Expenditure Under Different Heads

4. Revenue Expenditure During Lifferent
Plan Periods

5, Review.of the kRevenue Buddet of the GOB

Chapter 7

Capital Budget and Dependency on Foreign
Economic - Assistance

l. Introcduction

2. Growth and Composition of Capital Receipts .

3. Capital Expenditure of the GOB
4. Dependency of the Bangladesh Budget. on
Foreign Economic Assistante
ggagtef 8
ReSiource Mobilization Through Taxation
1. Introduction |

2., Strategy Used in Banglacdesh

’Ppées_

106
111
114

129-156
129

132

140 -

152

167-193
167 -
169

173

184

1€6

194-232
134
195
202

213
234-274 -

234
236



v)

3, Tax Ratio and Tax Effort

4. Elasticity and Buoyancy of Bangladésh
Tax Structure

5. avenues for More Revenue

Chagter_g

summary and Conclusion

BIELIOGRAPHY

Pages
242

- 249

254

275-298

299=323




(VI)
TABIES AND APPENLICES

Pages
Chapter 1
Table 1 ¢ Macro-gconomic Changes in the _
Economy of Bangladesh . , 1@
2 ' 3 Savings RathS of Some Asién ‘
‘ Countries C ‘ 12
ChéEter 2 _
Table 1 s+ East-West Representation in the CSP . 28
2 3 Secretaries and Other Key Posts in '
the Central secretariat of Pakistan 29
(13956) .

3 s East-West Representation Among Class I
Qfficers in Divisions of the Central

Secretariat of Pakistan 31
4 ' ; East-West Representation in the Army _

Officers of Pakistan (1956) : . 33
5 ¢ Military Elite in Pakistan (1955) 34
6 : East Pakistan's Representation in . 5

{ Armed Forces of Pakistan (1964) 35

7 2 Gross Regional Product of East and

West Pakistan (at constant 1359-60

factor cost) 4 37
8 : Rate of Inter regional Per capita

Disparity in GRP of East and west

Pakistan (at 1959-60 prices) 38
9 : Revenue and Development Expenditure

in East and west Pekistan from 1950

to 1970 L .40

10 s Development Allocatlon in the Public
and Private Sector in East and west _
Pakistan (1955-70) _ 41

11  .; Foreign Aid and Loans Distributed in
East and West Pakistan from 1947 to ‘
1960 : 43
12 3 Central Government's Sanction of

Investment, Loans and Grants-in-aid
to the Two Provinces (1347-48 to
1960~61) ; 43



13

l4
15

16

Appendix A

Ch_gter

e ]

Table 1

Appendix A

B

c

D

E
Chapter 5
Table 1

e

(Vv1iz)

Commitment and Disbursement of
Project Assistance by Executive
Authorities in Pakistan

Private Investment in East and west
Pakistan from 1963-64 to 1367-68

Export Earnings of East and west
Pakistan from 1960-61 to 1966=67

GDP and Its Components of Banglaoesh
(at 1972-73 prices)

East-West Representation in Class I
Officers in Some pivisions (1968-63)

Regional Differences in Cost of
Living of East and west Pakistan
(1959-67)

Central Government'!s Grants-in-aid to
the Two Wings (1360-68)

Distribution of IDBP Iloans in Million
Rupees by Regions (1961-67)

Distribution of PICIC Ioans in Million
Rupees by Regions (1961=66) °

Trade -Balance for East and west
Pakistan (13948-13967)

Structure of the Bangladesh Budget

The Classification of Government
Revenues‘

The Classification of Government

.Expenditure

Financing of Government Deficit
Budget Calendar o
Budget Documents. IR

Total Revenue Receipts of the GOB and
l1ts Growth Rate Per Annum in Percent
from 1972-73 to 1984-85

Pages

44
46
48

57

66

- 67

68
69

70

- 71

93

122

123

124 -
125
127

130



Table 2

10

11
12

13

14

[ 13

[ 1}

L 1}

(ViIz)

Total Revenue as a Percentage of
GDP of Bangladesh and Average
Revenue - GDP Ratios of the 14

Asian Developing Countries.

‘Growth of Tax and Non-Tdx Revenue

Receipts Per Annum in Percent and.

‘Their Percentage Sharesto the Total

Revenue Receipts of the GOB (1972 73
to 1984~-85)

Yearly Average Growth Rate of Total
Revenue Receipts, Tax and Non-Tax
Receipts and Their Sharesto the
Total Revenue During DlFferent Plan
Perlods

losses/Profits of Public Sector Bodies
in Bangladesh

Financial pérformance of Important
Public Sector Corporation in Bangladesh

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

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)

Yearly Average Growth Rates of Direét
and Indirect Tax and Thelr Shares in
the Total Tax Yield During lefarent
Plan Period. -

Composition of Direct and Indirect Tax
anc¢ Their Percentage Shares to the
Total Tax Revenue Receipts of the

GOB (1972-73 to 13984-85)

Share of Customs Duty and Sales Tax
(Imports) in the Total Tax Receipts
of Bangladesh

Share of Customs Duty and Sales Tax
on Foreign Aided Imports in Total
Customs Duty and Sales Tax of Bangladesh

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

Composition of Direct and Indirect

Tax and Their Yearly Average Slaresto
the Total Tax Revenue of the GOB During
Different Plan Periods.

143

‘Pages

131

137
138

140

141

145

147

148
149

151



Table 15
16
17
|
Agpendix A
B

cC

D

Chapter 6
Table 1

e

Ll

(1]

(1)

Direct and Indirect Taxes in Tax
Structure
Average Composition of Tax Structure

for a Sample of Countries at Various
levels of Per Capita. Income

Composition of Central Government
Revenues Around 1980 '
Revenue Receipts and GDP of Bangladesh
from 1972-85

Non-Tag Revenue of the GOB and Its
€Composition (1972-85)

Direct and Indirect Tax Yield of the
GOB with Their Composition (1372-85)

Collection of Excise . Duties by
commodities (1984-85)

Growth of Totai Revenue Expenditﬁre(

of  the GOB (1972~85)

Revenue Expenditure as Percéhtage‘.
of GDp of Bangladesh (1372-85) -

Growth Rate of Revenue Expenditure -in
bPercent Under Different Heads (1972-85)

Compound Growth Ratés 'in Percent and
Absolute Increase in Amounts of Revenue
Expenditure of the GOB Under Different
Heads (1972-85)

Percentage Share of Revenue Expenditure
Under Different Heads to the Total
Revenue Expenditure of the GOB (1972~85)

Growth Trend of the Total Revenue
Expenditure of the GOB During Different
Plan Periods.,

Growth Rates of Revenue Expenditure
Under Different Heads During Different
Plan Periods . '

Yearly Average Percentage Share of
Various Heads to the Total Revenue
Expenditure of the GOB During
Different Plan Periods

" Pages

183
155

156

160
161

163

165

170 ,
172

174

180
183

184

185

186



Table 9

Chapter 7

Table 1

10
11

12

(2]

[ )

[

(xJ

Budgetary Position of the Revenue
Budget of the GOB (1972-85)

Growth of Internal, External and Total
Capital Receipts of the GOB (1972-85)

Composition of Internal Capital Receipts
of the GOB and Their Relative Shares

to the Total Internal Capital Recelpts
(1972-85)

Growth and Composition of Capital
Receipts of the GOB During Different
Plan Periods

Trend of Growth of Total Development
Expenditure (ADPs) of the GOB (1372-85)

Annual Development Programmes of
Bangladesh (Terminal Years of
Different Plans Starting with 1973-74).

Growth of Development Expenditure
Under Different (Major) Sectors and
Percentage Shares to the Total
Development Expenditure of the GOB

' (1972-85)

Category-wise Commitment anc Disburée-
ment of Foreign Aid into Bangladesh
(1972-85)

Relatige Shares of Project, Non-Project
and Food Aid in the Total Alid Volume for
Different Years.

Measure of Aid Dependence in Bangladesh:
some Indicators (1972-85)

Dependence on Aid : Some Indicators’

Current Account Surplus or Deficit

"as a Percent of ADP and Public

Investment and Financing of Overall
Deficit in Bangladesh During the
Three Plan Periods,

Cebt Service Ljiabilities of Bangladesh
(1972-85)

Pages

188

197
139

201
202

204

206

216

219
220
222

223

227




Chapter 8°
Table 1

L 1)

[

(X1)

Development Outlay in Eangladesh
Projected for Lifferent Plan Periods

Revenue Surplus Projected for the
First Five-Year Plan (13973-78)

Public sSecbor Financing During the
First Five-Year Plan (1973-78)

Revenue Surplus Projected for the
Second FiVe-YearIPlan'(1980-85)

Tax-GDP Ratios of Bangladesh (1972-85)
Tax-GDP Ratios of Some Selected
Developing Countries.

International Compariscn of Tax
Effort (1984-85)

Estimeted Buoyancy and Elasticity of
Different Taxes in Bangladesh (1975-76
to 1984-85) .

Decomposition of Tax Elasticities

Yield From Additional Tax Measures
Projected for the First Five-Year Plan
(1973-78) :

Yield From Additional Tax Measures
Projected for the Second Five-Year
Plan (1980-85)

* k%

Pages

242
243

246

250

253"
274

274



'ADB
ADP
BADC
BB
BCIC
BESC
BFR
BFDC
BIWIC
BJMC
BPC
BsC
BFSIC
CAG
Ca0
CE
CGA
CIPCC
CPA
CPU
DPE
EEA
EPAL
FDO
FFYP
GOB
GOI
GOEP
GOP
GRP

(x11)
ABEBREV IATION
Annual Developmept Budget

Annual Development Programme , _
Bangladesh Agricultural Development Corporation

_Bangladesh Biman

Bangladesh Chemical Industries Corporation
Bangladesh Engineering and ship Buildaing Corporation
Bangladesh Financial Rule' |

Bangladesh Forest Development Corporation

Bangladesh Inland water.Transport Corporation
Bangladesh Jute Mills Corporation

Bangladesh Petroleum Corporation

Bangladesh Shiping Corporation

- Bangladesh Food and Sugar Industries Corporation

Comptroller and Accouhtant,General
Chiesf Accounts Officer

Committee of Estimates

Controller General of Account
Central Investment Promotion aﬁd Co-ordination’Committee
Committee on Public Account

Committee on Public Undertaking
Departmental Project Evaluation Committee
External Economic Assistance

East Pakistan Awami League

Financial Deligétion Order

FPirst Five-Year Plan

Government of Banglacesh.

Government of India

Government of East Pakistan‘

Government of,PaEiStan

Gross Regional Product



I(XIII)

GFR General Financial Rule

IDBP Industrial Development Bank of Pakistan
IRDP Integrated Rural Development Programme
NIT National Investment Trust -

NEC National Economic Council

ﬁP Project Proforma

PEC Project Evaluation Committee

PICIC Pakistan Industrial Credit and Investment Corporation
RPP Rules and Procedures of the Parliament
SFYP Second Five-Year Plan |
TYP Two-Year Plan

VAT Value Added Tax '



Chapter 1
INTRODUCTION

i. statément of the Problem

Budget-méking, or for that matter fiscal policy in its
wider sense, has come to be recognised as the most potentlinstru—
ment of economic policy in modern times. Generally speaking):the
annual budget serves as a barometer of the nation's financial
health, a projection of the country's income and expenditure for
the next twalve months and a tool for ihe management of the
nation's fiscal affairs. |

Prior to the 'Great Depression' of the 1930s, in the age
of 'Laissez Faire', when the involvement of the government wés
considered undesirable ih economic activities, the art of budget- .
ﬁaking comprised only a few simple rules. At that time a popular
slogan was that the most successful Finance Minister is oné who
keeps government expenditure low and consequently keeps téxes.
light. Governmen£ borrowing or deficit financing wés taken to be
a sign of weakness and‘héd to be avolded at any cost except in f
national emergencies like war or some natural calamities. To be
good, the budget had to be neutral. |
| But those days are past and changed partly as & result of
experience gainéd and partly as a result of development of thought.
It gradually came to be recognised that everything that was done' )
by the'governmenﬁ by way of raising resources and spending them

had far-reaching implications for the economy .



The tasks of budget-making and its working ﬁhuslinvolve
a clear and penetrating analysis of all the diverse effects of
measures taken by the government. and a conscious effort is made
to combine these elements in such a manner that the budget as 3
whﬁle serves the overall objectives of economic policy like(i)
allocation (ii) distribution and (iii) stabilization.

In the developed cépitalist.cquntries the main objective
of budgetary or fiscal policy has been to maintain economic stabi-
lity. Economic developnent in these countries results mainly from
the initiative of the private sector. There is a sizeable well-
organised indusfrial sector as well as agricultural sectér which
has a built-in-system of saving and investment for growth and
expansion and is responsive to market incentives with highly
deVeloped infrastructure. A large number of institutions have
evolved which channel savings of the people to the productive
sectors of the economy and income being high, high savings and
investment take place automatically.

But for the less developed countries (LDCs) of which
Bangladesh is selected in our study, the main problem is,ﬁb fage
the ‘vicious circle' of poverty and stagnation..These couritries
wére by ‘and large dependent territories or colonies and have !
>géined independence only during the two decades following the end
of world war II. The industrial and agricultural revOlutiOns whiCh'
1changed the pattern of sociel, cultﬁral and eccnomic life in the
developed capitalist countries were never experienced in the LDCs.

Moreover, Bangladesh (former East Pakistan), as a part of Pakistan




freed from the British colonial administration in 1947, had to
pass another 25 years under the colonial exploitation of West
pakistan till independence in 1971. In actual, the whole period of
united Pakistan was based on the transfer of resources from East
~Pakis£an to West Pakistanl, . | ,

It is generally agreed that the transformation of a sﬁagnant
bgckward economy iike Bangladesh to the stage of self—suStaineb
growth is limited by a number of constraints of which two are
stylized as-the saving gap (popularly known as saving—in?estment
gap) and the trade gap (popularly known as export-import gap). The
former relates to the inadequacy of domestic saving in relation to-
the required volume of investment and the'Latter relates to the
sbortage of export earning in relation to import cost causing a
deficit in ﬁhe current account balance of paymentz.

| Under the above circumstances what is needed for development

ébove everything else, is the speeding up of the rate of capital
formation in the economy. The main reason for stagnation in-the
economy is that the capital stock is just sufficient to produce an
income which bearly suffices to maintain current ccnsumption and
#ep;acement of capital which is depreciating. There are under-
‘employed and unemployed human resources along with known but
undiscovered natural résources.

Admittedly, employment of labour and discovery of naéural
~resources and their productive use need some tools and,impleménts.

Even the employed labour can produce much more if more advanced

technology is used. This ih turn requires more capital. More capital




can be created by larger savings of the peCple, which it may be
difficult to generate for a poor country like Bangladesh and other
LDCs characterized by the vicious circle of poverty.

Given the limited scope of generating private savings, it
is . in breaking this vicious circle that the government can play an
imﬁortant role through its budgetary measures. In other words, the
imﬁediate goal of economic-policy is to break the stagnation of the
economy and to set the forces of growth in motion. The-task is,
however, difficult and requires an all-ocut effort. Wwhat is needed
above all, is that the government must play a positive role in
achieving the ideal of a better standard of living for the masses
and the budgetary policy of the government nust reflect this effort.
| A conscious effort can be made by the governnent‘in framing
the budget to provide for investment in the public sector. what is
eseential is that the government can raise more resources by taxa-
tion, pricing of government enterprises or by borrowing, and spend
less on current consumptions, Economic development sustained by the
allocation of increased domestic resources for investment and the
better pattern of resource use can bring about a fundamental changel
in the structure of the economy.

The underdeveloped as well aslunofganised nature ofeboth
money and capital markets in the economies like Banglaoesh makes
it necessary that the government takes an active part in the mobl—
lization of domestic savings; in what way the Bangladesh Government
can and does raise rescurces we would discuss in the forthcoming

‘pages of our study. For the present, it is important to realise



that budgetary policy explicitly aiming at raising government
savings assumes a crucial importance in the mobilization of.dOmestic
resources to finance public investment. This should be the first
criterion on which the budget of any underdeveloped country like
Bangladesh must be judged. |

| However, the story does not end here. The develqpment effort
.places certain additional burden on the administration oflthe céunﬁry
allowing some rise in what is popularly khown as"non-deVeiOpment"'
éxpenditure. More Has to be spent’ for keeping accounts, auditiﬁg
and maintaining the existing ievel of services including law and
order,

In addition, where development progranmes create services,
recurring expenditure rises for their maintenance. when a school
building ‘& hospital 1is constructed, for example, teachers or
doCtors should be emplcyed respectively whose salaries must be
péid out of non-development funds. Last but not the least, when
de?elopment programmes generate upward pressure on prices, the
gévernment finds it necessary at some stage to adjust the salaries
of‘gOvernment'enployees.

So, it is not possible for the Finance Minister cf a develOpQ
iﬁg country like Bangladesh to check a rise in non—develOphent

expenditure without jeopardising the progress of development effort

itself. Effort is continually made to check the rise in unnecessary

current expenditure, and the principles of austerity is declared

to follow from time to time, but some increase must be allowéd in

any case., Thus in budget-making while care has to¢ be exercised to
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avoid wasteful expenditure and to economise the cost of producticn,
this has to be done without imparing administrative efficiency
needed for funning development programmes, This leaves tﬁe task of
budget-making ﬁore or less confined to finding rescurces for finan-
cing investment.

§ Resources, of course, must be found, because the only alter-
native is deficit financing whicﬁ is undesirable. The governmént can
obtain resources not only by taxation and borroWing but also<by

creating new money, almost at wﬂla. But the consequences of the’

1

latter method are genérally far from happy causing inflatiqn.

Secondly, higher prices, inter alies, raise the cost,éf thé
devélOpment progranmes being implemented by the government. Thel
govérnnent thus needs more. money ané may rescrt to more deficit
financing resulting in a still higher rate of inflation. Again,
ﬁhé inflationary situation, redistributing income unfairly, dis-
courages savings and whatever savings take place are aiverted to
speculativé éhanﬁels‘like black-marketing, smuggling, etc.

This is not tc suggest that deficit financing is harmful
under all circumstanCes.’within limits it may play a useful part.
In beget-making, therefore, the approach to deficit financing may
have to be rather cautious. However, the consideraﬁions on which
deficit finahcing may be justified are not easily justifiable and
do not lend themselves to precise measurement.

Given the limited scope for deficit financing in rational
budget-making, the government must make a concerted effort to raise

the level of its, revenue and capital receipts. It may, however,



supplement domestic resources by borroﬁing from abroad oi by
obtaining outright grants. In any case, foreign assistance, while

it éan provide some relief, would not remove the necessity bf raising
resources internally.

Fbreign assistance can at best meet the foreign exchange
gapiand in some cases to some extent the savings-investment gap.
But a continual higher inflow of foreign aid in the LDCs like
Bangladesh, as we shall see later, irrespective of their c':ondlill
tionality, to meet the savings gép'and more seriously enough, 'to
‘meet the deficit in the revenue budget, is not by any logid; |
desirable.‘All these indicate a considerable scope for mobilization
of domestic resources on the part of the government through budgetary
me&sures, , ’ ' ' |

| Inisearch of revenue, on the other hand, the government of
an underdévéloped ccuntry like Bangladesn faces some dilemma. It
needs more resources for financing development prograimes. At the
same time it finds it necessary to bffer certain tax incentives
which would encourage savings and investment in the private sector.
Moreover, the absolute poverty ¢f the people sets a limit to the
level of taxation which can be considered practicable. It is often
obéerved that the pecople who insist .on higher develoupment outlay
ané better sécial services from government, also criticize the

government for raising more taxes and for the new tax proposals‘

without an adequate appreciation of.the fihancing aspect.
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Another dilemma is that while increased taxation or seﬁere
austerity is politically unpopular, heavy dependence on foreigﬁ
assistance i1s also not palatable to the politicians. For the former
imposes saerifices on current gonsumptiog'and the latter restricts
thelfreedom of action in domestic as well as international!policiee.
But;the cbjective conditions of the LDCs.like Bangladesh, such as ‘
low level of social services, unsuitable infrastructure, rising trend
of population,etc., always demand a higher development expendituref
The policy makers thus are always faced with the difficult choice in
this respect.which involves a 'wide range of complex and interrela-
ted political and economic considerationsié.

As & matter of. fact, the budget can hever be wholiy satis-
fedtory to all the segnents.of.the SOCiety, as it involves'e qompro—‘
mise of various objectives. It is inconceiveble t0 have all’the ﬁour{

| .
things simultaneously: more development, less taxes, reduced depen-

dence on foreign aid and no deficit financing. This is why it is
necessary to view the budget as a whole. Viewing it in parts one
‘may be led into a wholly irrational anc¢ self-contradictory view.
Bearing all these into mind, the budget andxits effectiveness in

mobilizing resources internally in a develbping country like

Bangladesh is to be evaluated.

2. Purpose and Hypothesis of the Study

In the light of the above statement the main purpose of the
proposed study is to analyse the working of the Bangladesh Budget
and to evaluate the effectiveness of various budgetary; measures in

the way of domestic rescurce mcbilization from 1972 to 1985,



Although the working of the Bangladesh Budget remains the main

focus of our study, it is worth noting at the beginning that mobi-

lization of internal resources for financing public investment 1is
the most relevant task of budget-making in Bangladesh.

This study is not tolengage in a theoretical discnssion,
rather it attempts a brief analysis of the revenue receipts,'retenne(
expenditure, capital receipts-and capital expenditure Of the;éangla-
desh Budget during the period under study with the help of.available~
data. Before doing so, we-like»to introduoe the nature and extent of
eoonomic exploitation before independence kPakistanfperioda1947-7l)-
and economic conditions of Bangladesh just after liberation. along
with the system of government budgeting in practlce 1n Bangladesh.-:
Finally, we like to view the overall budgetarj pOSltlon of the
Government of Bangladesh (GOB) and the performance of budgetary‘>
me asures especially taxation tOwards mobilization of domestlc
resources over the years.

It snould, however, be noted here,lthat the beginning_of
Bangladesh was not promising enocugh. In 1971,;she inherited;a poor.
and undiversified economy, characterisea by‘underdeveloned'infra-
structure, stagnant agrioulture,‘low industrial base . and alrapidly
growing population. She had,. as noted earlier, suffered from'yearsn
of icolonial exploitation and missed opportunities with debllltatlng
- effects on initiative and enterprlse. Superlmposed on all these |
were, the effects of the war of~liberation.wbich caused serious_7
damage to the physical and organisaticnal apparatus'and disruption

in established external trading relations.
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Throwing light on the.eCOnOmiC positiOn of Bénglaaesh;of'-n
that perlod Mr. Tazuddin Ahmed, the first Finance plnlster of
Bangladesh, in his first budget speech pointed.out that the new .
Government inherited a paralysed and bahkrupt-economy-after a nine-
month war.of liberation. The new Govérnment had to start élm§S£'£rbm
zefo, for there was neither any revenue nor any foreign_éxéﬁéﬁéejin‘
thé cofferss. Considering the'eCOnomiC'condition of-Bangladesh;in 
the early seventies Just Fallénd (World Bank) and.J.R. Parkihgon
(IBRD) termed Béngladesh as the 'Test Casé of Devélopment‘6. For,
if the extremely difficult problems of Bangladesh could be solved,
the prdblems of other LDCs could also be solved. -

The starting point from which eéonOmic devélopmént'of
Banglédesh‘was attenpted was not promisihg encugh ——fiﬁc@me'éer.
heed was estimated at UsS § 70 onlY.in 19727.'Iﬁ thé'UN Geﬁe;al
Aséembiy Report, 1975, Bangladesh has been termed as~Opé'6§fthe*

28 'Less Developed Countries' of the world with the foliow.ing =

characteristics:

a) predominance of backward agriculture,
b) undeveloped industrial sectors,
c) heavy depencence on foreign assistance, and

d) over-populatiocn with a very low per.capita incémé..

Most of these would not matter if Bancladesh were'fich.ih
natural resources and under—populated.dere0ver, she suffe:ed'ffbm
the almost routine-wise onslaught of natural calamities like fldod,
cyclone, droughts, etc. which unpredictably caused great damages °
to life and property every year. As has been said, “Nature,:noﬁ

man, is in charge of the situation in Bangladesh“a.
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The.Bangladesh economy grew only at the rate of abéut'q.per
cent during the First Five-Year Plan (1973-78), declining to the
rate of.about 3.5 per cent and 3.8 per ceht during the TWo-xéaf
Plan (1978-80) and the Second Five-Year Pian (1980-85) respe¢;ively.
During the periodvbetween 1972-73 and‘l984~85 gross'inQestment énd
saving on an average were about.15 pet éent-and 4 per~cent,of the
GDP respectively, reflecting a saving-invéstment gap;of:abqut’ll
per cent on an average, which, however, was tc be fiiled_up by |
foreign assistanCeg.‘This will be easily understccd from'the macr o~

economic changes in the economy in different plan periods as shown

in Table 1.
Table 1
Macro-€conomic Changes in the Economy of
Bangladesh
 (1973-85) ,
Macro Indicators First Plan Two-Year Plan ESeCond Plan
: ‘ (1973-78) (1978-80) (1980-85)
i) GDP Growth (%) 6.1 3.5 3.8
ii) Export Growth (%) 1,8 _ -3.2 4.9
1ii) Import Growth (%) 0.5 12,2 4.5
iv) Foreign Aid Growth (%) -2.1 2.3 3.3
' v) Investment as a % of '_ . : ,
GDP (Terminal Year) 13,5 15.9 ' 17.3
vi) saving as a % of -
GDP (Terminal Year) 4,6 . 4.2 4,2
vii) T ax-GDP Ratio . o S
(Terminal Year) 7.5 8.0 8.2

Source: The Third Five-Year Plan (1985-90), Planning Commission,
GOB, Chapter 1, p. 5. -
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The ratio of savings to the GDP is very low_ih Bangledesh.
The savings ratio which was 4.5% in 1972-73 improved ;lightly_to
4,6% in the terminal year of the First Plan Period (1973;78); but.
declined to 4.2% during the Two-Year Plan (1978-80) and remained
stable by the end of the Second Plan Period (1980—85) against.the.

target of 7.4%10

. Even compared with the other low-income Asien
Developing Countries, the savings-GDP ratic in Bangladesh is pitiably

low as éhown in Table 2,

Table 2

Savings Ratios of Some Asian COuntries'

Country ] Savings as-Percent
_ cf the GDP

Bangladesh (1984-85)" | 4.2

Pakistan ' : 5.0

Nepal ' 12,0

Sri Lanka : 13;0

Philipines . _ | 4 ' 33,0

Burma - o | 14,0

Thailand o - ' 21_d= ’

India e . 21.0

Source : World Bank, Bangladesh:; Promoting Higher Growth and
Human Resocurce Levelopment, March, 1387. ’

* The: Third Five-Year Plan. (1985-90), Planning Commissicn,
. GOB, Chapter 1, Dp. 5. ’ '

It is thus clear that the low savinus-GLP ratio and hence
the saving gap has been the dominant and binding feature‘in Bangla-
desh, which is, however, enocugh to convince one of the necésSiﬁy'of

increasing domestic resource mobilization efforts. And this rencers
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the present study highly significant. Furthermore, this’leads us
. \to the hypothesis that the Government of Bangladesh falled to
-mobilize adequate rescurces intérnally through budgetary_mea;ﬁfes 
needed for financing development prdgranmes and this virﬁuallyimadé
Bangladesh an aid-dependent'nation over time; 1
. No doubt, the GOB attehpted to raise governmeht saving from

time to timetl

. How to generate resources was the key question'to
the policy makers from the beginning; Despite the fact Ehét ﬁangla-
cesh was a country of great poverty, Ehe had some pockefs Of'genera-
ting surplus which could be mobilized for investment. 6f thése,
agricultural surplus, trading profits, and industrial profits were
the most impostant potential sources of capital accumulatioﬂ;

But the path was, however, not prime rose-strewn. The
’iéterplay of economics and politics; and the"gompeting.claims of
di?ergent pressure groups' ana 'interest groups'l2'drastiCally’
limited the scope of'generating further resources from the said
sources. Thus as shown in Table 1 the Tax~-GDP ratio whiCh.wa$‘7”5%
at the terminal year of the First Plan improved élightly‘togs;O%'
at the end of the TQo—Yéar Plan.with a marginal positive changegat
the end of the Second Five-Year Pjan, which is low as compared to
thé South.Asian as well as other LDCs of the world, | |

| Since liberation, the affiueht farmers, traueré, merchénté;
small scale entrepreneurs and industrial trade unioﬁs appéé:ed at
the most powerful interest and pressure groups in Bangladesh. They
played a preéminent role in the economic life of the country and

in the political process as well. The members of public serviceé,
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including the army, the profe551onals and the 1ntelllgent1a were
almost all drawn frOm these interest groups. Naturally, the pOllthdl
-leadershlp both in power and in opposition was the representatlve of
these interest groupsla. |

3 The pressure of the affluent farmers was reflected in the
facr that land revenue on holdlngs upto 8 3 acres in size (which
was quite a~high limit considerinyg the high population pressure in
Bangladesh) was abolished and the collection of agricultural.ineome
tax was postponed for a peried of two years-after 1973l4..In*addi-
tien, the agricultural inpuﬁs were highly_subsidised which meinly
beﬁefited the big farmers but decreased government reSourees;'In
fact, the big farmers were the 'vote brokers; and the 'key figures!

in'the rural support base of the.ruling as well as the opposition
| parties of *all complexions of right and left'ls. Thgs there was
liétle scope to extract surplus from them through fiScal inetru;.
ments or pricing policy by the ruling authority and, in fact, the
state itself became a source of subsidy to this class.

In the trading sector &gain, high profits earned by.the
merchantitle class were not possible to tax adequately'fer it wae
cqntended that higher taxes would push prices further up. The small
s#ale industrialists, on the other hand, enjoyed the facilities of
'eax holidays', tax exemptions, low tariff, etc,,»insread of sacri-
ficing any surplus to the government. |

Thus the big farmers, the traders and - the industrielists
guided by their vested interests were not as.yet readyAto eccept
'aqy inerease in the burden of taxation or surrender'the benefits

of subsidy.
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The performahce of the natioﬁalised sector, on the other hand,
was far from satisfactory. This sector suffered losses or ea:ned
very low profits for various reasons, particularly for managerial
and organisational deficiencies, among_othersl6. The in@uStrial
workers, on the other hand, did obtain high- 'wages partly on_the
initiative of the government and partly thfough collective bargeihing.1
Iniaddition, subsidies on food-grains distributed under the petioning-
system to the urban pOpulatioh, including all categories of public
eervants, public sector employees and industrial wOrkere;'irrespec—
tive of their incomes further compounded the difficulty of mobi 11~
sing resources internally for investment. o

Non-development expenditure, on the other hand, has conti-
nued to grow at an accelerated pace ever since 1972-73eand.the.rate
does not seem to have settled down. Bangladesh is.coﬁtinual.suffer-

ing from a top-heavy bureaucratic administration. Besides; .Bangla-

desh like other LDCs suffers from cbstacles like, ‘bad planning

and bad administration', 'conspicubgs prestigevexpehditure'»to;show-
the greatness of the new state in comparison with 4its neighboﬁrs,
‘corruption', ‘lack ef democracy"in its true sense, 'highfpeﬁu;a—l
tion growth rate' and ‘disillusion anc disappointment'l7.

Last but noﬁ the least, it is useful tc note that Bahglaéesh o
neéer experienced political stability during the period ﬁnder study,
The years since.197l have been a period with different styies of
go&ernment'with different ideologies. The b;utal assassinationAof
PréSident Shiek Mozibur Rahman .in August 14, 1975 and the eubsequeﬁtA

coups and counter-coups on November 3 and 7 (1975) and once again

1 4 ﬂ P ,.’:“ I}
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in May, 1981 the murder of Pfesident Ziaur Rahman — these are
scme instances of political instability iﬁ the country18. These
had grave and unpredictable effects on the-econdmy;

Thus the disaster-prone economy, low per capita income §$d_
pressure of various competing interest grcups in favour of tax )
exemption along with high non—develOpmént expepditure; weak'?dmigis-f
tration, defective policies, corruptién and tax evasion basically
limited the scope of working of the Bangladesh Budget and the
efféctiveness of fiscal instruments in the way of faising resources -
for financing develoPment programmes. Under these cifcumstances with
no surplus available for financing investment within the prevéiiing‘
system, the dependency on foreign aid was ‘'built into the inheri-
tance of Bangladesh'lg. 2nd over the years foreign assistance become

'an 'integral prop' of budget-making to the dovernnent, 'militating

. ‘ . 20
against any pressure to generate internal rescurces' ,

3. A Brief Review of the Existing Literature and the Importance
of the Present Study

There is a study relating to the Bangladesn Budget by G,
Hossain (13978) wherein the origin, evoclution ené development of the .
Banéladesh Budget are shown. The studies of M. Hossainv(l§82)-aﬁd |
G. ¥ibria (1976) have shown the system of naticnal accounts,{budget—
ary procedqres, methods:of approval ahd théir implications_in:Bangla;
desh. Anocther study by S.U. Patwari (1985) hés shown the'finan;ial
administration of Bangladesh.

But these studies are concerned mainly with the theoretical

and technical aspects of the Eangladesh Budget an¢ nOne of them
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viewed the budget in relation to tﬁe problem of iﬁternal';eéou¥éé
mobilization in ﬁangladesh. M. Hossain (1387), however,‘apart'f:ém'
delineating the system of government budgeting in Bangladésh has:
tried to explain the problem of resource mobilization.

There are some excellen# reseairch papers of which M.iﬁbsdain
-and O.H. Chowdhuri (1988), O.H. Chowdhuri (1986, 198é) and A;-
Rahman (1985) are noteworthy. These works’tried'to explain the
problem of resoﬁrbe generation by pdinting out the inadequaéieé and
problems of tax and revenue- structure of the Bangladesh Budget.
Anoﬁher research work by M. Hossain, A. Rahman and M.M. AXas E1985)
sigﬁified the problem of raising additional revenue-frqm the'agri—
A cuitural sectcr. Almost all of these works are, however, polibY*
oriénted in nature, | ( o

| ~As far as our knowledge go, almost. all the sfudies viewéd,'

the;Bangladesh Budget partly, taking its tax reVenUe'receibts"por—
tion only."But viewing the budcet partly may mislead one intd‘é"
wholly irrational and self-contradictory view. In fact, without.'
considering both thé non-~development expenditure, and Capital or
deQelopment expenditure sides of the budgef, it is not wise.to'ﬁﬁrdw
any conclusion in this field. -

so, there remains an analytica; gap in this field and in.
ou% study we have'made an aftempt to £ill up this-gap_by.viéwing{
the Banglacesh Budget as a whole. We thus humbly hope that this |
-study will add sqmething new to the existing literature oﬁ the‘sﬁb—
ject. at the same time we also believe that when everything is'done

and said, there always remains a scope for further research and

study in this field,
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‘4, Methodology and Data Used in the Study

The methodology Of simple statisticai tabular form oftdata
processing is used in this study. we selected the period from 1972
t0‘1985, noﬁ because of any desirable statistical property but
because of the fact that this period covers aboat oné and a half
decades, three plan periods and more significantly this periocd
represents ideologlcally two dlfferent types of government compouno
growth rates and percentage rates are used to show the changes’and
.order of magnitude. Cther statistical tools arw also used. ‘In tﬁé-
case of different plan beriods yearly averages are ased. In some
cases, officially arranged fiscal data under major and minor heads
afe rearranged on priority basis an¢ also for the sake of analytical
simplicity.

‘This study is necessarily based on secondary data. Fiscal
data like revenue receipts, revenue expenditure, cabital recéipts
and capital expenditure are available from the Ministfy of Finaﬁce,
GOB, National Bureau of Revenue (NBR) and Planning. Comuission, GOB.
.-Other government scurces of fiscal data are Bangladesh Bureau of |

Statistics (BBs), Fiscal Statistics, Statistical Year Book (SYB),

Banglacesh Bank, etc. Computed and processed deta zre also used from
the publications of the wWorld Bank, the IMF, the Banglaadesh Insti- -
tute of Development Studies (EIDS), etc., where needed.

The annual publications of. the kcconomic Advisory Nlng,

'Flnance Division, Ministry of Finance, GOB, like Economic burvax

. ) . . | .
of Bangladesh, Econciic Analysis of Budget, Budget in Brief, 'etc., -

are mostly exploited'as data sources. The most comprehensive data
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relating to aid to Bangladesh are available in the Flow of External
Resources, an annual publication of.the *wconomic Relations Division'
(ERD), formerly known as External Resource Division, Ministry of
Finance, GOB. Beyond these basic sources of_statistical daté a -
‘&ariety of other government publications, recognised'acadeMic
joufnals, books and research findings have been d&rawn upon with due
éckhowledgement. |

Problems of working with secondary data, specially gévernment
data, may perhaps have been commonly felt by all research workers.
In Bangladesh statistics are liable to wide margins of errors.
Poor processing, incorrect and inadequate recording and laCR of
uniformity in the proCéss of data recording make it all the mére
- aifficult to work with the govérnment data.,EVen.;n aifferent pub-
lications of the same government’offiée, conflicting fiscal-figurés
areifound; We, therefore, note.that figures from differentitables
.may not be comparable if they are from different sources. fn:this
stu@y we have made a‘cautious effort to exclude all such misleéding

and unreliable figures as far as practicable,
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Chapter 2

EMERGENCE OF BANGLADESH AND ITS ECONQMY AT
THE BEGINNING

1. Introduction

The disintegration of Pakistan and the birth ofla new
sovereign state, Bangladesh, was one of the traumatic events of
19fi’in the history of the politiCal worlde The birth of Baﬂgladésh' 
wés{'unique' in the sence that it emerged out of a successful natidﬁa;
liberation movement waged against *internal colOﬂialiSm'l. | |

In 1947, the British left India, and Pakistan was creatéd'l
asAén independent state f£0llowding the 'Indian IndepeﬁdentAAct.'

1947' passed in the British Parliament. The new nation,Pakistan'was: :
coﬁposed of two.wings, west Pakistan, then centered round-Karacpi,
_ané East Pakistan (now Bangladesh) centered rounc¢ Dhaka. Since 1947,
Eaét Pakistan had passed her 25 years with the unién of-Pakistana-
But within ﬁhis 25 years there was no new radical change in the
econcmic life of the mass of the inhabitants of East Pakistan. In

| the words of Just Félland and J.R. Parkinson, “Their way of life 1

is still much as it was a century:or even two ago"z.

The Bengall ecocnomists termed this period as a ‘time 6£-.
ec?nomic exploitation, in fact, a seccond colonial era"after»
'British. The ecocnomic growth that had taken ﬁlace 1h Pakistén,
acﬁually benefitted west Pakistan at the cost of East Pakistan_ 
which becare gradually poorer in the process of development.lln

other words, West Pakistan marched two steps forward while East

Pakistan marched two steps backward during the 25 years of Pakistani:
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colonial rule. :

This chapter is so designed as to enable one to know the
nature of the evolution of the civile-military bureaucracy in the
power structure of Pakistan (Section 2), the extent of economic
exploitation of East Pakistan by west Pakistan and the transfer of
rescurces fram East,Pakistén to west Pakistan by varicus direct and
indirect methods (Section 3), which following the provincial autcno@fi
movement ultimately led to the disintegration of Pakistan angd the |
emergence of the new state of Bangladesh (Section 4). This picture
of economic expleoitation, along with the war~time damages will
enable one to understand the actual econcmic ccnditicn of ﬁangladesh

just after the liberation movement was over (Section 5),

2. Emergence of Civil-Military Bureaucratic Elite and Bengald
Participation in the State Power of Pakistan
a) Emergence of Civil-Military Bureaucreacy

The new nation of Pakistan, as viewed by the political
thinkers, was not ruled by the political leaders but by the civil-
military bureaucracy from the very beginning. The bureaucratic
elite in Pakistan had been 'in effective command of the State power*
right from the beginning. They functioned with a 'parliamentary
facade of politicians', in the early 1950s, but in 1958 they *openly-
seized power' following @ military coﬁp. which they had been exer-
cising in practice since 19473.

The fact that the bureaucratic elite played a dominant role

in the power structure of Pakistan as well as in the policy-making

agencies, was due partly to historical and partly to social dynamics.



24
History tells us that the bureaucracy was the chief instrument of
control and domination in British India. Its control over the QGVernh
‘ment and its monopoly power of decision-making was 2 prominen£ fea~
ture of the British colonial rule4. After partition, Pakistan as a
post=colonial state 'just inherited an ovér-developed state apparatus
and its institutionalised practices's. aﬁd the bureaucratic[elite
in Pakistan 1nherited the *attitude' and ‘orientations' of their

predecessors6

« According to Aungus Maddiéon, “The politicél and'
administrative system that was institubed in Pakistan was very much
similar to that which functioned in Colonial India = 'a highly
centralised and unitary system conducted by the bureaucrats® =
‘pakistan uniike India, copied the British Colonial apparatus and
not the *white Hall Democracy"'7. |
The fact that the bureaucratic elite began to dominate the
State Power, was due partly to the *oligarchic® nature of thé ﬁo;i—
tical leaders who came to power in Pakistan after partition.‘Thef
had very little pecople’S support in the society. The histor;Cal_
reason was that many of the leading poliﬁicians in Mualiﬁ Leagué
(Party in power in Pakistan after partition) had just migrated from
India, particularly from the North—Western part of Indis. As a
result, they virtually lost their earlier political constituenciés
and were reluctant to face any general election from new consti-
tuencies fo; fear of losing powere. Practically, the political'
leaders could not base their aﬁthority'on 'popular will' within a
democratic framework. |
But soon the opposition grew up against the oligarchic rule

of the central leaders fram the different regicnal leaders. This
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made them more furious and to counter oppoOsition or 'in their bia
to stay in power', the political elites framed an ‘working allia'nc‘e‘9
with the civil bureaucrats — an alliance which dominated in the
later years,. specially after 1954 till the disintegration of pakisg-
tanlo. |

Thus the slow pace of political development in the early
fears of Pakistan created opportunities for the civil arena. The
more ambitious and cunning of them took advantage of the si£uat10n
an¢ came to occupy high policy-making positions. ‘They wanted at
best, as Mian Iftekharuddin put it in the Constituent Assembly as
an ‘administratively controlled democracy' as against a 'democrati-
cally controlled administration'll._

The military officers like the civil bureaucratic elites
also became more powerful soon after partition. The necessity of
a strong defence force arose because of continued hostility with
Incia over Kashmir and a subsequent war with Incia. Besides, in
many internal affai;s. the Amy played a critical role during the
1950s, facing which the civil government failed. The Army was called
several times to tackle some extraardinary situations such as the
'Lahcre Riots' of 1953, the 'Industrial Riots® in East Pakistan of
1954 and the large-scale smuggling in East Pakistan during 1957-
58. And through their participation in day to day administfatibn,
the Army gradually ‘sensitized’ into national politics. The officers
themselves thought that they were very essential for the 'existencé |

of Paklstan' and it was felt that 'only the Army saved Pakistan

from being wiped off the map of the world'lz.
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And finally, following this path the Pakistan Army, taking
the -advantage of political instability of the country during the

13, took over state power under the leader=

mid—and %% late £ifties
snip of General Ayub kKhan (the then COnmanderbinQChief) on thq éth
October, 1958, Thus within a decade after partition, the fatevof the .
peosle of Pakistan was chained with the framewofk of a civ;l-military
bureaucratic rule, which continued upto the last'days of united
Pakistane. The character of this rule has been apﬁl}‘summarised by.
K.B. Sayeed as, 'a partnership betwean the Army and the civil

serVice’14;

b) Bengali (East Pakistani) Participatioﬁ in the C-i‘i'il'—Miiitary
| Bureaucratic Elite Groups ' |

In the power structure of the Central Goverhmént as well as
in @ther key posts of Pakistan, there were an imbalance in respect
of‘regional representation between East and West Pahistan.'Pblitid  
cally, it is useful to recall that the main leadérship of the Muelim:
ILeague at the time Qf partition was in_the hands 6f_the ncn-Bengalis.
and in the first cdecade follawing independence, Benéali particiéa- _
tion in the national politics was limitedls. The civil-military
bureaucratsfwho were the ultimate policy;makers in Pakistan, were
mosﬁly the West Pakistanis, especially the Punjabis. Coﬁsequently,_
Bengali participation in the goverﬁmental higher posts was meagrels.
A study by Ralph Braibanti, however, viewed that the poor rep.feSéxita-— '
tion of East Pakistan in the central elite service of Paki#tén was -
the result more of histrocial forces than the machinaztion oOf any |

particular regiocnal cliquel7.
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Histrocially, before partition Bengali Muslims were'generélly:’
poor peasants, ruled by the Hindu Zamindars, who never tried to
change the way of their life. Naturally, the Bengali Muslims 1n_'
East Bengal remained backward both economically ahd educatiénalﬁy.'
But the Muslims of North-Weé;ern India, on the other hand, were. |
comparatively more developed, who mosﬁly migrated to wWest 3akistan,A-
And especially the Punjabis had a long tradition of bureaucratic
participation in British Indiale. Thus &t the time of partifion;
only two of the 95 Muslim iCS-IPS (Ihdian Civil SerVice - Ihdian
pPolice Service) officers who optedAfor Pakistan, were from Ecst
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pakistan®~. About half of them came froum other parts of India and

fully one-third came frcm the former Punjab. As a result, the high
.officials in East Pakistan in the Bistricts, Diviéions, Sub-pivisith'
éndjthe Secretariat were almost all either from the former Pudjab
or froum the other parts of India who culturally and linguistically
were more‘akin to west Pakistane.

- Thus Table 1 shows that the representation in the civil
service of Pakistan from East Pakistaa was very low both in abSolute
and percentage terms. But it should be noted here that to increase

Bengali representation in the higher Civil service of Pakiétan'

(Csé), post-indGependence recruitment policy was geared through an
20

int;oduction of qﬁoﬁa system” ., AS a.result, a cénsiderablé‘inc:ease“
cf East Pakistani representation in the CSP during the late 1950s
and the whole of the 1960s, &s shcwn in Table 1 had been recorded.
But nonetheless, the initial lag resulted in a continuing gap between

the participation of the two wings.




Table 1

East-West Representation in the CSP (1948~1968)
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gast Pakistan

Year: No. of ‘wWest Pakistan
CsP Officers NO. % Of No. % of
total total
1948 18 2 11.1 16 88.9
1949 20 9 45.0 11 SSaQ
1950 11 4 36.4 7 63.6
1951 17 5 29.4 12 70,6
1952 13 3 23,0 10 77.0
1953 25 7 28,0 18- 72,0
1354 17 5 23,4 12 70.6
1955 21 11 52,4 10 47.6
1956 20 7 35.0 13 65.0
1957 24 10 41,7 14 58.3
1958 25 12 48,0 13 5240
1959 130 10 33.3 20 66,7
1960 28 11 39.2 17 60.8. .
1961 27 12 44.5 15 55:5
1962 28 13 46.5 15 53.5
1963 31 13 41.9 18 58,1
1964 33 14 42.2 17 57,8
1955 30 15 50, 0 15 50.0
1966 30 14 46.7 16 53.3
1967 20 13 65.0 7 35.0 -
1968 20 11 55.0 9 45,0

Nctes Army Officers who joined the civil service are not in this '
list and all of 14 Army Officers were frum West Pakistan.

source 3 Compiled from Establishment Division, Civil List of the
Class I Cfficers Serving Under The GOP, 1348 toO_ 1969:

Gradatlon List ot CSP.

GOP.



Cne of the most common complaints of the Bengali civil
servants was that whatever Bengaldl representaticn existed in the
central secretariat was in the lower echelons or the EBengalis weré
posted in the departments which did not influence the 'vitai-a:eas
cf national policy'. The bulk of the Bengaii representation in. the
Central Secretariat wés mainly at the Secticn Ofiicer or Deputy . |

Secretary level as shown in Table 2.

Table 2

Secretaries and Other Key'Posts in.the Central
secretariat of Pakistan (1356)

51, Rank Number East west

Ws Paxistan Paxkistan:

le " Secretary : ‘ 19 Nil 19

2. - Joint Secretary 41 3 38

3. = Deputy Secretary 133 10 123

4e - Under Secretary 548 38 © 510
Total 741 51 690

Source 3 Constituent A§§emb;y of Pékistan, Debates,
Jeanuary 1, 195, Vvol, 1, No. 52, pr. 1lE43-i4.

But the»most striking fact wasvthat the East wing had,to
wait for about 15 years for a post of Secretary in the Central
secretariat. Thus in 1564, there,weré only two Secretaries £rom
naét Pakistan at the Centre.(one in the National Assembly secre?
tariat, the other as the acting Secretary in the Plaaning Lepart-
ment). And there were only 5 Joint Secretaries from Last Pakistan
(two in Law, one in National Assembly, one in Food and one in

Heelth)ZI. In 1966, there were 4 Secretaries from East pakistan
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at the Centre (Ecucation, Law, National Assembly and. one asvactingx'
Secretary in the Planning Lepartment) and 7 Joint Secretaries
(Finance, Fooé, Law, the Naticnal Assembly, Health, Natural Résources
and Chief Controller of Import and export who was given the status
of a Central Joint Sedretary)zz.

But here again, the East Pakistanis were never posted in-the '

Key posts like Secretary of Establishment, Einanée, Home Aff;irs,
Lefence, Economic Affairs and Commerce and Industries, Likew;se, the'“
pust of Deputy Chairmen 6f the Planﬁing Commissicn with the status -
of & central minister as one of the key-decision mékers, speclally
auring the Ayub regime was never occuried by an East Palistanizs.

| It was believed that there were three types of central
policy-making institutions in Pakistan, specially iz the Ayub
regime. These were:- |

1) Commissions of Enquiry,’
1i) The Central Secretarjiat, and
iii) The Public Corporations.

Like the Central Secretariat, as we have noted earlier, so far,
Bengall participation in Enquiry Commissions and Public Corporations

was minimal. Thus out of 280 members of the thirty three (33) major

commissions of enquiry, there were only 75 from East Pakistan24,

Similarly, among the members of the boards of directors of the 13

(thirteen) central carporations, there were 87 from west Pakistan

25

. . - !
as opposed to 17 frcm East Pakistan®~. The fact that makes the

matter worst, was that of the 13 Public Corporation presidents in

26

1966, there was only one from East Pakistan® . Thus the camplaints
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of the Bengalis that they were not posted in higher posts appeared
to be justified,

Even among the Class 1 Officers of various divisions in the
Central Secretariat as shown in Table 3, the Bengali participation
was very low over the years 1963-1966. AnG this gap between the
East-West representation continued upto the last days of the Pakistan
period in some divisions, though a considerable increase of Eengali
participation (Appendix A) is recorded in some other divisions during
the late sixties,

Table 3

East-west Repreéentation among Class 1 Cfficers in
Divisions of the Central sSecretariat of Pakistan

Division : 1963 1964 1966
East Wast East west East west:

Cabinet 3 23 4 20 5 21
Establishment 8 28 9 27 10 27
planning 13 44 17 46 19 61
Economic Affairs 6 39 9 40 11 36
refence 1 38 6 35 4 38
Industry 4 22 7 19 e 14
Houme 4 32 3 30 3 26
Education S 25 ' 22 6 21
'Health 3 16 5 10 8 16
'Foreign Affairs 13 83 14 94 18 50
Finance 21 91 20 106 27 107
Finance

(Military) - - . 1 37 3 34
Ayriculture 6 S0 4 37 S 35
Coumerce 12 40 11 42 22 24

Scurces Civil List of Class I Officers Serving Uncer the GOP ,

fgggblishment Division, GaP, 1st January, 1963, 1964, .
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The story does not end heré. The situation further worsened
by the fact that in 1560, even in the Secretariat of East Pakistan,
the chief-Secretary and the Secretaries of Planning and Deve10pnkn§;'
Food and Agriculture, Works and Housing had been from west Pakistan._
And despite the adoption of a'policY'of posting East Pakistand
' civil servants in East Pakistan in 1961, the Chiébeecretary and
the Secretary of Agriculture were from west Pakistan in 1967-6828.

During the Ayub regime, however, some measures were ﬁaken to
increase the East Pakistandi repreSentation. For example, the pbst of
the Chief- Controller of Imports and Exports was held by £ast Pakis-
tanis since 1963 and the posts of,Députy Secreta;y'of Cabinét and
Establishment Division were invariébly held by East Pakistahis
after 1962. The head of Industrial Development Bank of Pakistan
(IDBP) and State Bank of Pakiﬁtan,Were also from East Pakistan, But
nonetheless, there was a common bgiief among the Bengall civil
servants as well as other '1n;elligent1aa' that these pOSts.were
granted to those who were 'acceptable' to the power dcminaﬁed by
the Wwest Pakistanis; And those who'féiled to serve the 'Authorities®
interests were 'squeezed out' or transferred to ‘penal’ posgszg.. |
Thus the remaining chosen were saﬁired as 'official show boys!
having no effective power.

In the case of Army, the Bengalis had in fact. no representa-ﬁ
tion among the decision making top-rénking military'officers.'All
the tope-ranking officers came from West pakistan. Table 4 shows

that upto 1956, there were no General, Lieutenant-General, Brigadiers
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' and Colonels from East Pakistan, except only one Major-General, .
2 Lieutenant-Colonels and 10 Majorse.
Table 4

East—west Representation in the Army Officers of
Pekistan (1956)

Rank. East Pakistan  West Pakistan
General ‘ o (Ni1) 1 (one) |
Lieutenant-General 0 (N11) . 3 (Three)
Major-General 1 (one) 20 (Twenty)
Brigadier o (Nil) 35 (Thirty five)
Colonel 0 (Nil) 50 (Fifty) "
ILieutenant-Colonel 2 (Two) 198 (One hundred

' » ninety eight)
Major | 10 (Ten) 590 (Five hundred

ninety)

Source s Constituent Assembly of Pakisten Debates,
. January 17. 1958, .
A statistical estimate as in Table.5, shows that uptd
'January 1955, out of 908 army Officers, there were only 14 from
East Pakistane. And ocut of 600 Navj ‘Offlic‘er_s énd 700 Air Force

Ufficers, there were only 7 and 60 Offi_cérs respectively fré’m Eest .
Pakistan, ' |
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Military Elite in Pakistan (1955)

Service East Pakistan West Pakistan 'rotal_ o

Army 14 894 908
Navy A 7 593 600
Air Force : 60 640 700

Source 3 Raunog Jahan. Pakistan Pailure in National Integration.
axford uUniversity Press, Banglaaesh, 1973, Table 11, 9,
P. 25,

The low representation of East Pakistani _Bengaiis in the
Armed forcaes of pPakistan was partly due to historical reascns during
the first few years after partition and mostly due to the regional
_ cliques. The Pakistan Army from the beginning after the partitton.
followed the British pol.icY of recruiting army personnel from the
so~called *Martial Races* of HWest Pakistan, speéi,ally from four
districts of the Northern Punjab -~ Rawalpindi, Compbellpur,. Jhelum
and Gujrat, and two Aistricts of the North-west Frontier Province —
Peshwar and Kohatso. This policy of recruitment had the.effect of
almost campletsly excluding the Beng’alis_from tﬁe Army. Thus even
after 18 years of partition in 1963-64, East Pakistan' reip,r'es,en:ta-y_‘
tion on the whole did not exceed on an average 10 to 15 pefc;ent of
the totel officers and other ranks as shown in Table 6, Anclthe
above lmbdance remained more or less invariable upto the last days

of Pakistan.
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Table 6

East Pakistan's Representation in the Armed
Forces of pakistan (1964)

: ™
s e T
: (percent of Total)

Ae The Army

1) officers 5,0

2) Junior Commissicned Ranks | 7.4

3) oOther Ranks 7.4
B. ' The Air Force

1) Cofficers 16,0

2) warrent Officers : 17.0

3) Other Ranks - 30,0
Ce. The Navy .

1) Officers ' . : 10.0

2) Branch Officers . 5.0

3) Chief Petty Cfficers 10,4

4) pPetty Officers _ ' 17,3 !

5) Leading Seamen and below 28,8 '

Source s Hassan Askari Rizvi, The Military and Politics in -
' Pakistan, Progressive Publishers, Lahore, 1974, p. 177.

it 18, therefore, ciear from the above analysis that a ve:y
large majority of the civilemilitary bureaucratic elite, who were
dominant in policy making and policy implementaticn, were recruited
from west pPakistan, Naturélly. they (west pakistanis) exérciséd[a
great influence both at the pelicy making and policy implementing
levels in favour of West Pakistan. Here lies the root of eccnomic

exploitation of East Pakistan by West Pakistan. For, there were
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sound reasons, examined below, as to believe that the Pakistani

civil servants were often influenced by regional c0nsiderations in

decision makinqSI. ' _ | Co

3. Exploitations of East Pakistan by west Pakistans Economic:
Disparities Between Easst and West Pakistan '

The nature and extent of economic exploitation as well as
economic disparity between the two wingé of pakistan are, howéver,_
complex andé debatable32. But there is little doubt that thé economy
of East Pakistah was relatively stagnant compared to ;hat ofvwéét
Pakistan during the whole period of united Pakistan specially ;duri'ng
the first decade of the period, All the available data indicafé that
"the initisl economic gap which existed between the two wings in
1947-48 increased substantially ovei the yearse

' Historically, inspite of many -other differences, at the time
of ﬁartition, the two wings of,Pakistan were econcmically more of
less similar, with a slightly higher per capita income in West
Paklstan. Both the wings were indﬁstriélly underdeveloped and had
been the produéé:s of agricu;tural raw goods like jute (East wiﬁg)
and cotton (West wing). Agéin. the two wings were industrially more
or less of the same size at the time of partition33.

? But the 25 years of Pakistani colonial rule. ‘based on trans—
fer of regources from East w;gg to west wing widened the initial
small gap that existed between ﬁhe two wings very tapidly.’Thus
Table 7 shows that Gross Regional Product:(GRP) cf East Pak;étéﬁﬂ
ip;reased Erom 2 12.360 milliqn in_1949-50 £O Bse 14,345 milldion
in'1959-60 and Rs, 23,119 mill;on in 1969-70, But the GRP of'West _

Pakistan, on the other hand, ircreased from 12,106 millicn in



37

194950 £o %, 16,494 millicn in 1959-60 and to E. 31,157 million

in 1969-70. The average annual growth rate in Eest Pakistan was

2.0. percent and 5.4 percent in the first and the second decade
respectively. Compared to this, the annual growth rate in- West
Pnkistan was 3,6 percent and 7.8 percent in the first and the second
decade respectivelye.

[ Table 7
Gross Regicnal Product of East and West.
pakistan (at 1959—60 Constant Factor Cost)
! | (& in million)

Region 1949-50 1959-60 1969=70  Growth Rate
_ (in per cent) '
1st decade 2nd decade .

East Pakistan 12,360 14,945 23,119 2.0 5.4
West Pakistan 12,106 16,494 31,157 ' 3.6 7.8

SOurce s 1) The Third Five~Year Plan41965-70, Planning
COMiSSion' GOP, Dpe 1ie

31i) Reports of the Advisory Panel of hconomists for the
Fourth Five~Year Plan,19/0-75,Planning Commission,
Gop, IsIamEBaﬁ; July, 1970, Vol. 134,

The level of interregional disparity ih per éapita GRP'wént
on increasing since inaepenoence. Table 8 shows thiat in 1940—5&
the level of disparity was 19%; in 1952-60 it rose to 32% and 1n
196970 to 61%. This level of disparity indicates & highly differen~
tial rate cf development inithe two wings; The level of disparity
may, however, be higher if we consicer two other things. First, the
estinate of cutput of value added in some sectors was on the high
side for East Pakistan and on the low sidé for wést Pakistaﬁs4

Secondly, the purchasing power of rupeé was lower in East Pakistan
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than in west Pakistan. Thﬁsothe cost of living woS-S% to 7% higher
on an average in East Pakistan from 1950-60 to 1366-69 than in West

Pakistén (Appendix B) and the real wages in both urkani &nd rural

35

areas were much lower in the East”™~, indicating a high Iévei_of

disoaxity in terms of real inccme.

Table 8

Rate of Interregional Per Capita Disparity
in GRP of East and west Pakistan
(At 1959~60 Prices)

Year Per Capita Per Capita GRP ' EasteWest
GRP of East . of West Pakistan Disparity
Pakistan : o o Ratio

1949-50 R 287 . ks 345 1001119

1959-60 R, 269 _{ ke 355 | 100,132/

1969=70 Ree 314 o ko 504 . 1100.161
j R

SOurce t Reports of the Advisory . Panel of Economists for the _
: " Fourth FiveeYear Plang1970-7s, Planning Commission, GOP.
: ~ Islamabad, July, 1970, p. 136. '

More significantly encugh, the East wing continued to lag
beoind‘in gtructuxal development. The contribution‘of 1ndust£y'to
the GRP was growing more and more in West Pakistan than in Laat
Pakistan. Thus in East Pakistan, industrial contributiOn rose from
7% to 10% during 1951=52 to 1959-60 and in West Pekistan it rose
from 8% to 15% at the same'time36, reflecting a shift infdirootion

of structural change in the éeconomy of the two wings.
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1t is, however, basically difficult to ascértain_brécisely-
all the factors responsible for the growing economic dispérity between
East and West Pakistan sincCe partitione. ‘I‘he‘re were several compli_ex
ecunonic and non-economic factors that widéned econcnmic disparity
between the two wings. But there is lictle doubt-that tné whbie'
periéd'of united Pakistan was based on the-transfer of resources
from East Pekistan to West Pakistan throcugh a ccmbinetioh_of direct
'andfindirect methods. Before going to details.twc>crucigl_factors
shoﬁld be borne in mincd. First, the capital of Pakis;an was locaﬁed
in ﬁESt Pakistans first in Karachi and then éxpénSively re=located
in islamabad. gecond, a bulk of entrepreneurs migrated frCm £hé.
North-Westérn part of India'to_west Paklstan and settled_theré
permanently, who played the principal rcle not only in West pakis-
tan?s industrial developrent, but also captured almost all'ﬁhg key
bus;ness houses ¢f East Pakistan, faveured by the civil bureaucréts,
oribinated frcm west Pakistan, noted earlier37. Thus the migration
of 9ntrepreneurs and the location of the capital city became-enor-:
: mouély adavantageous to WestﬁPakistan in view of tne wide ccntrol
ovei the economy ¢of the ccuntzy38. |

Directly, rescurces were diverted from East PakistanltbLWést
pakistan as evident from the revenue and develdpnraeut budgetsi(rablé'
9), Thus frem 1950 tc 1970 énly R. 45030 millicn were spent in Esst
Pakistsn ccmpared to ke 11 3340 millicn iﬁ Aest Pakistau oh’ie§énue
and development acéount;4Table‘9 shows that East Pakistan's percen-
tage'share cf total development e#penditure varied from 20%7to 35%
from 1950 to 1970 and the remaining larger share of development

expenditure went to pwest Pakistan.



Revenue and Develophent Expenditure in East .and
Wwest Pakistan from 1950 to 1970

Table 9'

(Re in million)
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I

pPeriod Revenue Develop- Outside Total Develcpment
Expendi- ment Ex- Plan (1+2+3) Expenditure
ture penditure Expendi- as percen-
ture tage of All
Pak, total
- Development
| Expenditure
1 2 3 4 5
Ee %akistan
1950-~51 to | o
1954~55 1710 1000 - - 2710 . 20
195556 to o |
. 195960 2540 2700 - 5240 26°
1960~61 to : ' o
1964-65 4340 9250 450 14040 " 32
1965-66 to _ o
1969~70 6480 16560 - 23040 - 36
To&al e
(1350-70) 15070 29510 450 45030 28
W. Pakistan
1950~51 to _ .
1954-55 7290 4000 - 112390 80
1955~56 to ) » L
1959«60 8980 7570 - 16550 74
1960-61 to . . L S
1964~65 12840 18400 2110 33550 68
1965~66 to : : o
1969~70 22230 - 261000 3600 51950 - 64
Toﬁal '
(1950-70) 51340 56070 5710 113340 72
All pakistan | o
(1950-70) 66410 85580 6160 158370 - 100

Nbtes: Percentages are in round figures.
Source: Reports of the Advisory Panel of Economists for the- Fourth

Five Year Plan,19/0-75, Planning Commission, GOP, July,

1970,

Pe

235,
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The private sector allocation in EastAPakisfan also lagged
far behind compared to wWest Pakistan, and the rate of allocativé'
disparity was more in the private sector than iq the public éectbr.
Thus Table 10 shows that the allocation of rescurces in the private
sector was almost three tiﬁes higher in west Pakistaﬁ than inyéast
Pakistan during the Second and Third Plan periods. Moreover, the
mul{ti-—million dollar expenditure for the *Indus Basin Project' in

f Table 10

Development Allocation in the Public and Private
Sectors in East and West Pakistan (1959-70)

(s in miilion)

Sector -Second Plan Third plan -

‘ | (1960-65) (1965~70)

/ East = West East - West
Public Sector - . 6,700 10,800 11,300 - 13,700
private Sector .~ 3,000 10,700 5,500 16,000

i - L

‘Total - 9,700 21,500 16,800 ..29,700
Peicentage of Total. ‘ 31 | 69 | 36 .64

1

|
Soﬁrce 3 An Outline cE the Fourth Five~Year PlagL 1970-75
‘ Planning Commission, GOP. Pe 26.

_ wést Pakistan was not included in the Third Five-Year Plan3?. Again,
tge development expenditure for the relocation of the'éapital city
fﬁom Karachi to Islamabad, which benefitted only West Pakistaé; was
aiso not included in the,:hird Five-~Year Plan. Besidés, the budget
gipenditure mostly benefitted West Pakistan since the major"portiqn :
of the budget (more than 70 percent) went to defénce and admihigtrah

tion, centered in West Pakistan. Thus East Pakistan's share was
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much lower than west Pakistan's share taking the- above points into

consideration.

A similar discriminating policy was applied in the éase‘of
distribution of foreign aid and loans. From 1947-48 to 1959—60 o

Rse 939 million out of a total foreign development ‘aid of R 5421
million and B, 1290 million out of a total U.S. commodity aid of
Rse 4090 million were allocated for East Pakistan. These accounted
for, 'as shown in Table 11, East Pakistan's share of only 17% ano
30% Fespectively. indicating_larger percentages that were allocated
to wést Pakistan.

Even in case of_Centfal Government®s sanctions of 1nVe§tméd€,
'loans and grants-in-aid to the two provinces, thefe were markcd
discrepancies. Table 12 shows that between 1947-48 and 1960-61,
;otal investment and loans sancticned for East Pakistan was Bs,. 1720

|
mill;on and R, 1840 million respectively compared to ks, 4300 million

and ks, 2240 million respectively for West Pakistan. And at the'same
period grants-in—aia sanctioned for East Pakistan was k. 760 million
compared to ks, 1010 million fox west Pakistan. In all cases, per
capita sanction to East Pakistan was very much low campared to wést
Pakistan. And from 1960 disparity of the Central Government's grants-
1n-aid allocation increased further (Appendix Cle

But the most striking fact in this regard was thafc the
"coméitted amount of project assistance was not disbursed full} by
the executive autherities to East Pakistan. Table 13 shows that
betﬁeen 1960=61 and 1965-66 $.239 million was disbursed out of a
total commitment of § 486'million'1n East Pakistan, compareé]to

$ 299 million out of a total of § 458 million committed for West
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Table 11

Foreign Aid and Loans Distributed in East and
west Pakistan from 1947-60

(ks in milliqn)..

Category _ East "~ West Centre -_iotal

Foreign Development A

Alid 938.,8 3352,2 1130,0 5421.1
| | (17) (62) (21)

U.S. Commodity 1290.0  2620.0 180.0 -~ 4090.0

Add , (30) (64) (6) {

' Source 3 Economic Disparities Between East and West Pakistan,5f
Planning Departaent, Government Of East Pakistan, Dhaka.

1961, pe. 21.
~Note ¢ Round Figures in parenthesis indicate ‘percentage of total.

Table 12
Central Government's Sanction of Investment, Loans
and Grants-in-alid to the Two Provinces
(1947-48 to 1960-61)

(R, in million)

t

Head . East ' . West _

' Total Per Capita ks, Total Per Capita Bs,, '
Investment 1720 38 | 4300 117
Loans 1840 4 - 2240 el

Grants-in-aid 760 15 1010 | 28

Source i Economic Disparities Between East ana West Pakistan.
Planning Department, Government Of East Pakistan,
Dhaka' 19610 p. 18. .
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Pakistan. Table 13 also shows that the disbursed amount was even
more than the committed amount during 1960-62 in case of West
pakistan. '
Table 13

Commitments and Disbursement of pProject Assistance
| by Executive Authorities in Pakistan

_(In milliOn collars)..

Year Commitment isbursement {

East © West East " West

196&-51 | 23 , 38 20 40.
196@-62 30 23 21 45
1962-63 84 90 36 50
1963-64 150 116 48 a7
1964-65 90 78 ' 51 - 51
1965-66 109 115+~ 63 - 63

| 5 . .

Total 486 458 239 299
Sodrce s The Mid~Plan Review of the Third FIVE-YEar Plan. 1965-70,

i Planning Commission. GOP, D. 37+
i
|

The bureaucratic elites, thus, by their allocativeibiesiin
favour of waest Pakistan. made all possible efforts to develop a .
wider system of socio-economic structure in west Pakistan, through
federal expenniture and distributing scarce rescurces like- foreign
exohange. foreign aio, etc. This allocative bias was, however;.
defended by the Central Government on the economic ground thati
there were more demands in the Western wing from the absorption -

capacity pcint of view4°
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The highly imbalanced growth is alsolfound in casc.of developf
ment of socio-economic overheads between East and West Pakistan.
‘During the period 1947-48 to 1957-58, students' enrolmeﬂt'ih pr1marY»
"schools increased by almost 300% in wWest Pakiscan but in East-?akis—\
tan it increased by about 50% only. By 1965-66, again, prlﬁéry'
schcols' enroclment idcreased'by 209% 1n-Eést Pakistan, but‘thénqit.
was 507% in West Pakistan. In cases of secondary‘schools,-cqlleges
andiuniversity enrolment, & similc: imbal anced growth wcsffcund&'
Thefsame is also true in cases of route mileage of railways, road
miléage and radio licences issued, etc-41‘

- The road mileage in West pakistan was about nine~times.
more than that in East pakistan in‘1966-67}.the route mileage in
railways was three times greater in wWest Pakistan (5,335 miles)
thah that in East Pakistan"(1 713 miles). The number of motor
vehicles was ebout five times greater in west Pakistan (259395)
than that in Esst Pakistan (56 285) and the number of radio licences
| issued in west Pakistan. was more than double the number 1ssued in
East Pakistan42. All the statist1Cal information cited above thus.
reflects the fact that the socio=-economic system of west Pakistan
developed more quickly than that in East Pakistan after partition
byian undue overbiased allocation of federal résources in favour
of:west Pakistan,

" These Geveloped socio-economic infrastructure baSicélly'-
geared up the growth of p:iva;c sector in west Pakiétan'b§'réﬂccing'v
thé ccst of production and 1ﬁproving the scope of profitability for
.‘ fu;ther investment. Thus, private invéstment in East Pakistan_that
tock place during 1963-64 to 1967-68 was only 22% of the total as

compared to 78% in West Pakistan (Table 14).
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Table 14

pPrivate Investment in Esst and west Pakistan
from 1963-64 to 196768

(ke in million)

Yeai | East west Percentage of Total
East West
1963-64 547 2091 21 79
. 1964-65 817 2614 ~ 24 76
1965-66 681 2397 _ 22 78
1966-67 819 2918 22 78
1967-68 1038 3647 ' 22 78 .
“Total 3902 13,667 22 78

-

source 3 The Mid-Plan Review of the Third Five~Year Plan,
1965=-70, Planning Commission, GCGP, p. 39. ‘

!
- A

No doubt, Wes£ Pakistan had a good starting point Qith a
1a.fr:ger‘stock of capital and relativelj deveioped socio-economic
ovérheads in the form of power, transportation and Eoﬂnmnication
'"facilities, relatively rich natural resources and a comparatively
low density of population. East P'akistan, ocn the other handA, had
a low starting point with low level of infrastructure, lack of'
entrepreneurs, poor transport and communication facilities, highly
‘dénse bopulation, etec. Logically, the rate of economic growth was
- found to be sémgwhat faster in West Pakistan than in East Pakistan.

But the main complaint against the Pakistani regime was that
no effective efforts were made after partition fér a8 'balanced
growth' of the two regions. Though a sizbstantial effort on the
part of the Central Government was demanded by East Pakistan to

improve its socio-economic conditions, it was never realised. (n
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the contrary, the policy-makers of #he Central Government a;ted
in such a way that ‘the initial imbalance between the two wingé of
. Pakistan intensified further during the whole period of united
~Pakistan43. |
It 1s found that between 1950-51 and 1957-58, the import

~ liéences that were 1ssuedyto importers of East Pakistan valued.only B
o 35% of the total on an average, And bétween 1957-58 and 1964=65,
East Pskistan constituted only 31% of the total actual import§44.
There were so ﬁany barrjers in respect of'industrial'sanctiéns and
thus, sanctions for industrial schemes were not passed in due time
and many of the applied projects were rejected by the bureahcrats.

A study reveals that from 1960-61 to 1966-67 only 260 cases of
industrial sanctions were given by the Central Investmentfbfpmotion
'and Co-ordination Committee (CIPCC) in East Pakistan as .compared -to
682 in west pakistan?>, Thus for East Pakistan, it was Qniy'27;6%
oflthe total sancﬁion. |

In case of distribugion of loans, the Central Govgrnhent
cfedit-giving agencies also showed a similar stratégy of dlsparitj
to the private investors of East Pakistan. From 1960-61 to. 1966-67,
‘the Incustrial Development Bank cf pakistan (ILBP) distributed
.Bq 676 million as loans for East Pakistén, compared to E;’?fl
‘million for West Pakistaﬁ (Appendix D).
| From 1960-61 to 1965~66, Pakistan IncGustrial Credit and

Investment Corporation (PICIC) distributed R. 198,93 mili;on '
and R 697,21 million as loans to East and West Pakistan réSpeétively;
which ccnstituted East Pakisten's share of 22% of the tota;' | -

(Appendix E). And by 1968~689, 32.6% of the PICIC loans went 'to East
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Pakistan46. A similar disparity was shown in case of distribution
- of Natlonal Investment Trust (NIT) loans by regionse During 1962-
67, NIT investment amount to Rse 27.93 million and k. 46. 45 million
for East and West Pakistan respectively47 |

f Apart from these biased allocations, the Central Government,
_'par%icularly in the first decade, tqok the policy of industrialisa-
tian through the private sector by ext£EC£ing.surplus'fr0m aériéulé
tu.r;e and then re-channelling it to the private incdustrial sector.
This policy gravitated further the imbalance and differential growth
in, the two regions. For, East Pakistan with a8 larger share of export
Cr§ble 15) f£rom agricultural produuts, spec1ally ‘Jute” d 'Tea’,
than West Pakistan was affected sevérély by ;his pclicy;‘In.fégt;
the transfer of surplus from agriculture to industry meant a trans-
Sei of 'surplus of the agriculture of East Pakistan to the ;ﬁ&ustries
'offWest Pakistan, as the maximum import liCence-holders;:noted’
ea%lier. were west Pakistanis.

Table 15 3

Export Earnings of East and West Pakistan
from 1960=61 to 1966=67 -

(Bse in million) = .
Year East ' West: Share of East Pakistan

| | _ _ In Total (In peercent)
1960~61 1259 540 70
1961-62 1301 543 70
1962~63 1249 398 ' 55
' 1963-64 1224 1070 54
1964=65 1268 | 1140 53
1965-66 | 1514 | 1204 55
1966-67 1660 1325 . 56

-

SOurcez The Mid~Plan Review of the Third Five-Year Plan, 1965=70,
| Planning Commission, GQOP, p. 31.
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But the most effective direct method of transfer of resources
| from East Pzkistan to West Pakistan worked through the balance of
 payments. A greater amcunt of East Pakistan's foreign exchange
earnings was diverted to west Pakistan through a surplus 1n‘1hter-
national trade and a deficit in inter-regional trade. East Pakistan'
.had always & surplus in foreign balance (Appendix F), except 1n |
.1962-63 and 1963-64, but a continuous deficit in inter=wing balance
(regional trade), indicating a net transfer of rescurces £xom éast
- Pakistan to West Pakistan. West Pakistan, on the other hand, had
en overall deficit in foreign balance which was financed partly By
East Pakistan's_export earnings and partly by foreign aid, whefe
East pPakistan had also equél share.

| An estimate showed that such tréusfer may have amcUnted to
ns; 210 million per year £rom 1950 to 1955 and k. 100 millicn per
year from 1956 to 1960%8 .« The extent of deprivsticn is, however,
. difficult to measure with any precision. A ‘Panel of Economists’,
however, estimated.a_net transfer of'rescurces amocunting to

Ree 31,120 million at the rate of R, 1556 million per year»f;om
1947»48 to 1968-6949. In other words, the economic g£0wth.that had
taken plasce in West Pakistan was at the cost of East Pakistan.

f The economic exploitation by the extraction of surplus from
East Pakistan done directly through the deVQIOpment budget and other
oiaéed policiles of the GOP- and through the expropriation of foreign
exchange earnings and internai resocurce inflow to west Pakiséan was
‘élso accompanied by cther indirect methods ofvexploitation. Iud;rectlx

it was achieved by acquiring control over the modern capitalistic
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seétOr of the East Pakistan's eccnomy, through domination and ?ontrol‘
. of private industry as well as trade and finance by non-Bengali
;businessmen as a privileged group.

Historically, at the time and before partition the GCOnomy
_of East Pakistan (former East Bengal under British rule) had been
'~ dominated not by the Béngali Muslims but by the British merChantile'
'cépﬂtalists together with the Hindu and Marwari businessmen. Natu-
raliy, after partition when the Hindu and the Marwari businessmen
migfated to India; the vacuum was f£illed up by the non-~Bengali

Muslim migrant entrepreneUrsso

. The displacement of the Hindﬁland-
_the'Marwari businessmen was almost completed during the Indénpak'
wWaxr in 1965, when the Government of PakiStén passed an Ordinence
namely “Enemy Property Ordinance“SI. Besides, the West Pakisténi o
capitalists were also footing into the economy of East Pakistan at
the'very beginning. The land of East Pakistan was ccnsidered by
them as @ market for its exportable surplus and a scurce of raw—.
materials to feed their industries in West Pakistansz.

The Central Govergment's policies were also in favour of
the ncn-EBengali entrepreneurs that initiated them to come forward
in the business £ield of East Pakistan. Thus, it was estimated Fhaﬁ '
29% of the loans advanced by IDBP and 37% of the loans advanced'by.
PICIC sgainst East Pakistan upto 1971, went to the nen-Bengali |
ehtrepreneurs who wexe a very small minority in Eastgpakist$n53.
Following the Centrél Government'’s biassed policy, the non-Bengaﬂi
bhsinessmen, however, gradually captured almost all the key business
houses of baniting, insurance, trade, inland water transporﬁ, foreign

54

‘trade and copstruction™ s A study showad that 45.1% of total assets




'~ tan was regarded as internal trade without any fiscal restraints

| , | I !

|
of privately controlled £ims in East Pakistan was controlled by

some 43 families where there was only one Bengald conglOmerate.
55

i

._ placed as 29th in the list graded by siae of wealth™", Another study
showed that 14 non-Bengali companies frcm the aforesaid 43 families
conkrolled 75.6% of all insurance assets held by Pakistani companies

i .

whd owned 90% of total insurance business in East Pakistan.s6

.‘And
‘the non-Bengali~owned banks accounted for 70% of the total deposit
on;the eve of banking nationalisation in East Pakistan which was
mainly used to finance their manufactnring and trading Operationss7
‘ It is interesting to note here that most of the headquarters
of the non-Bengall firms were located in West Pakistan,. Naturally,
.lthe profits earned by these firms were diverted to West pPakistan,
indicating a net trensfer of resources from East Pakistan to West
‘ Paiistan. The business houses — foOr example, Adamjees, Bawanis

|
and Amins « used their profits from investment in East Pakistan to

expand investment in wWest Pakistanse.

; The transfer of resources from East Pakistan to West Pakis-
tan and econOmic exploitation of East Pakistan by West Pakistan was
o mainly possible because Qf the integrated-nature.of the two wings,
Tﬁe Central Government, as we have seen‘earlier, had theioverall
edonomic control in the f£ield of policy-making and impiementation
aﬁd there were virtually 'no roon for independent action' by the
East Pakistan Government. Along with theﬁbiased allocation of

rescurces against East Pakistan, trade between East and West Pakis-
59
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Moreover, the use of common currency and a8 freedom of move-
ment of money from one wing to_another.»enabled the West'Pakistani
businessmen to divert their profits from East Pakistan that-could-
be reinvested in West Pakistan. All these were defended by the
Central Government in the name of ‘one-econcmy® and on the so-called
meconomic grounds” that there were greater demande in the western
wiﬂg. And regional balence was never regarded as an feeonomic_
‘objeCtive" by the Central Government of Pekistan. |

4.;Movement Against Exploitation Autonomy Movement and Road to
f Bangladesh ’

It was quite natural for the Bengalis, politically the most
sensitized people of the sub-continent, to be dissatisfied with the
'one-economy policy to the Central Government, based on coldnial
‘exgloitetion. The lack of adequate representation in the central
sgrvices and Army personnel created e‘feeling of discontent in East
Pekistan from the very begihning. In the words of Begum Shaista
Ikramulla, 1y S feeling is growing among the East Pakistanis that
Eastern Pakistan 1is being neglected and treated merely as a 'coleny
‘of Wwest Pakistan®®9, |

This discontent was further hightened by the declaration
oé '‘urdu* alcne as the state language of Pakistan, and took an all-
| embracing shape after the firing on the students demonstrating 1n
fevour of Bengali in Dhaka on 21st February, 1952. This language
controversy together with the issue of economic exploitation geared7
up the strong regicnal feeling, that took the shape¥of a sﬁtogg!A 3

!

regional autonomy movenment in East Pakistan.
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t

The demand for full provincial autonomy was put forth as
early as 1950, which intensified after 1954, with the dismissal of
the United Front ministry by the imposition of Governor's rule in

6‘1. Though economic imbalance between East and west

Easﬁ'Pakistan
Pak#stan dates from 1947, it was not, however, a fulledown éontrc~
vqr;y‘until 1955. By the mid=50s eccnomic disparity became the focal
poiﬁt of ccntréversy between *the Centre and East Pakistan', when .
the East Pakistﬁn Awami lLeague (the largest Qppbsition party in the
thep East Pakistan) published a pamphlet called “wWhy Autoﬁomyﬁ'
showing the economic reascns for proﬁinéial autonamy. By this time
a‘séphisticated economic analysis by the Bengali economists focuss-'

! .
Iwa‘s also

.'ingf the economic disparity bétweén_ the East and west wings.l
published. In 1956, the Bengali economists formulasted an alternative
strfategg of economic development, mostly popularised as the ".two-
'ecolsrwmy thesis! égainst the Aone-ecorlxomy policonf the Cenﬁrél
GQermmtsz. |

The two-eccnomy theory gained momentous support from the
various strata of the Bengalli sociei:y like businessmen, industria-
liéts, urban workers and salaried middle class group, rural peé‘sants,
stt.%idents and even from the Bengalil bureaucrats and Army 0ffiCB’F8!630
Anq this ultimately strengthéx;ed the hands of the autonomists.‘
'Haw:r;lng material support from the two-economy theory, the autonomy
mo{rement took the full shape, barticularly after the Indo=pak War:
in ,11965 and mostly after the announcement of *'Six Pointé PrOgréxmtlé"
in’ 1366 by shiek szibur Rahman (the then leader of East P‘a’kistan

Awami League) as a 'Charter of Survival® for East Pakistan64.
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Finally, the path of autonomy movement, peocplek. uprise
in 1969, National Assembly Elcction in 1970 and at last, the crisis
of 1971 led to the final disintegration of pakistan®>, And Bangla-
'desh emerged &@s an independent state in December 16, 1971,.after
having witnessed & nine-month old'tragic and bloody libera;;dn
66

war .

5. Bangladesh Economy at -the Beginning

Falland and Parkinson expresseda the post—liberation economic
situation in Bangladesh thuss

®“In 1972, for the second time in twenty-five years, the

pecple of East Bengal (Bangladésh) were faced with the

necessity of adjusting their economy to & new ecohomic

order“67. '

During the 25 years of Pakistani rule, as we have seen.
no:attempt was made to develcp the socio-economic infrastructure
. of'this lande The partition of India in 1947, left East Bengal with
a structure of communications system unsuited for eéqnomic develop=~
ment and there was no ramarkéble structural change of the land
during the Pakistani period, |

And f£inally, @ nine-month ©0ld war of liberatibn in 1971,
.destroyed almost all that were achieved upto 1970. A survey of the
United Nations Relief Qperation showed that the material damage'
caused by the war in 1971 amounted to § 1200 million®®, Loss of
agricultural output amcunted tO some $ 300 million, damage of |
housing to § 200 million, and transport facjlities to § 130 mi{iigg.

Along with these, damgge of agripultural potentials, losgss of ahima131

1
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: and fishing equipments, damage to the postal services and tele--
communications, damage to sea ports and industries, etc. —-:a;l
these had bad effects on the economy of the newly born countrye.

The destruction of the economy during the liberation war
was made in three stages. In the first s;age of the liberation war,
‘heavy gun-power waé used by the Pakistani army, which meant massive
ci§ilian casualties and loss Of property. | | |

In the second stage of the literation war; the Mukti(Bahini :
(Freedom Fighters) took the tactic of guerilla war-fare. As & part
of the guerilla war policy, communication lines and transpott
systems were destroyed in order toOisturb the Pakistandi army'ﬁ
supply lines in the occupied area. Rail roads were for the most
part made out of order, river and road-transport were disrupted.
Atkenpts were also made to disrupt the economy by sabctaging jute
aﬁd tea exports, .

| Finally, in the thiid phase, when the Pakistani Army camé to

know that they had po surrénder. they took the *‘scorchede-earth
‘ policy' of destroying the rest of the economy7°¢

Throwing light on the economic position of that period,
Mr, Tazuddin ahmed, the Fiist Finance Minister of Bangiadesh in
his budget speech pointed out that the new government inherited a
pgralysed and bankrupt eccnomy after & nine-month ©ld war of libera-
tion, high ways and railways were completely disconnected; sea
ports and airports were ocut Of order; industries were partiélly.
and in manyicases campletely destroyed71. Besides, production in

the industrial sectors could not be started due to tne scarcity of

raw materials and machineries. Separation from Pakistan also needed
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new markets to be found for‘exports72.

In addition to these, new scurces of supply Of industrial
raw materials and machineries had to be found and the management
gap caused by the f£light of non-BengaliS, had to be filled up. The
goverﬁment had to rearrange its different organs, agencies and
boéiea. Besides, just aftér liberation, shortage of-essential
commodi ties, insufficient food supply and severe unémployhent creatéd
a very difficult situation. above all, millions Of destitude refugees
coming back from India, disabled freedom fighters, orphans anq
widows needed immediate relief and‘rehabilitation73. |

Even without the war damage of 1971,‘Bangladeéh would have
- been an intolerably poor and 0ver-pbpu1ated land with negligible
natural rescurces and literacy rate as low as 20%. The per capita
anﬁual inccme was only Tk-450 in 1969—7074. And in 1974, only cne -
cduntry in the world (Rwanda) was recorded to have smaller per |
capits income than Bangladesh’>, In the first year of independence
(1@72-73) the GDP of Bangladesh was wéll below that of 196370 as
may be seen in Table 16, |
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Table 16

GDP and its Components of Bangladesh at 1972-73 Prices

(Tk. in millicn)

sl. Sector: ' 1969-70 1972-7;
No. ’
1. Agriculture, Livestock, S » ,
Forestry and Fisherxy : 28830 24070
2. Manuf acturing o 5200 3580
3. Ccnstruction o 1840 © 1710
4, Power and Gas _ 150 150 E
5. Housing 2360 2360
6. Trade, Transport and ) ' \
Uther Services _ ' , 11650 11070
Total | 50030 42940

* The last noxmal year before the war of liberation.

SOurce s The First Five-Year Plan, 1973-78, Planning Commission,

In 1972-73, production in both agriculture end industry. failed
to reach the level achieved in 1969-70. Rice producﬁion andﬁindubtrial
output in 1972-73 was about 15% and 30% lower than that of i969770
Irespective1y76. In addition, there were shortfalls in exports and

imports, a sharp increase in money supply causing rise in the price

le§e1 and an alarming increase in the cost of living index. The cost

of ' 1iving index was about 50% higher in 1972-73 then that of 1969-
70. From the base of 100 in 1969—70 the cost of living index of an
industrial worker rose to 200.31 at the end of 197277. At~th§t
critical stage, naturally, revenue collection of the government

lagged behind and it failed toO cover even the current expenditure
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of the government78.'1n practice, Bangladesh was to.survive'an

international sympathy and she was looked upon by many as an “inter-
national basket case"79.

1

Though the struggle Sgainst Pakistani-exploitation aﬁdvthe
war of liberation réised high expectations of rapid economic~gr$wth-
among the people, the prevailing poveity was overwhelming and the
scércity of .regsources was acute. Clearly the government was in great
dilemma. It needed much rescurces for development bﬁt found virtually
no pockets for extracting any surplus internally. The situation can

best be understood from the abservation of the Planning Commission:

“"Bangladesh inherited & poor, undiversified economy,
characterised by an underdeveloped infra-struccure, '
stagnant agriculture, &nd a rapidly growing popula-
tion. She had suffered frcocm years of colonial ex-
ploitation and missed opportunities, with debéli-
tating effects on initiatives and enterprise.
Superimposed on all these were the war of libera-
tion, which caused seriocus damége to rhysical infra;‘
structure, dislocation in managerial and organisa-
tional apparatus and disruption in established

external trading relationship"ao.

| However, the GOB started its budgeting from 1972-73 guided
by‘the principrle of self-reliant growth with an aim in mobiliéing
more rescurces internally through various fiscal measures which we

shall discus in the following chapters.
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APPENLIX A

East-West Representation in Class I Officers in

Sume Divisions (1968-1969)
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. Division. 1968 1969 :
East West ‘East Wiest
No. No. No. No.
Econ. Affairs 16 - 28 20 29
; (36) (64) (44) (56)
Commexce 19 33 20 41
-(38) (62) (33) (67)
Finance 10 27 12 30
(29) (71) (30) (70)
Agriculture 4 26 6 28
| (13) (87) (17) (83)
Incdustries 9 23 10 21
{28) (72) (32) (68)
Cabinet 3 21 4 22
' (13) (87) (16) (84)
Establishment 12 25 11 25
S (32) (68) (30) (70)
Planning 21 51 28 67
} (30) (70) (29) (71)
Labour and social ' | '
welf are 4 10 5 io
| (28) (72) (33) (67)
Infprmation and 5 15 6 17
Broadcasting (25) (75) (26) (74)
Defence ‘ 4 35 5 31
(10) (S0) (13) (87)

l

Note s Percentages in

round figures are within brackets.
) |N3
sovrces Civil List of Class I cificers Serving uUnder.GOP,

Establishment Division,

& 1 .

98%.




Appgndix B

Regional Differences in Cost of Living of
East and wWest Pakistan, 1959-67

(1959-60 = 100)

Year ‘ East Pakistan West Pakistan
1939~60 ' 100, 0 100, 0
1960-61 102.8 104.8
1961-62 106.8  104.7
196263 106. 2 : 102, 9
1963-64 102.6 106.4
1964=65 111,3 113.6

| 1965-66 122.3 - 112,0
11966-67 141.4 124,5

Source 3 Twenty Years of Pakistan in Statistics, 1947-67,
: Central Statistical Oftice, Ministry of Economic .
Affairs, GOP, p. 198,




Appendix ¢

Central Government's Grants-in-aid to the Two
Provinces, 1960=-68 (Budget Estimates)
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(R in million)

Year East Pékistant wWest Pekisten
1959-60 3.4 ' 31.2
1960-61 4.1 2347
1961-62 1.0 241.2
1962-63 21.5 222,3
1963~64 42,6 219.2
1964-65 51.6 222.8
1965-66 36.1 192.9
1966-67 44,5 161.3
1967-68 3.7 148, 4

Source 3 Twenty Years of Pakistan in Statisgécs; 1947-67,
Central Statistical Office. Mindistry of EcOnomiq,

Affairs, GOP, pp. 287=95,
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Appendix D -

Distribution of IDBP Loans in Million Rupees
by Regions, 1961«67

Year . East | west .
196162 - 87 81 |
! (52) (48)
1962-63 110 69
. (62) ~ (38)
1963~-64 ' 195 149
' (57) (43)
1964-65 ' 86 150
(36) ' (64)
1965-66 - 47 149
(34) (74)
1966-67 151 173
' (47) (53) :
Total 676 771
(47) (53)

Note 3 Percentages in round figures are within brackets

Sources:s The Mid-Plan Review of the Third Five-Yezar Plan 1965=70,
Planning Commission, GOP, p. 41.




App endix E

Distribution of PICIC Loans in Million Rupees

by Regions, 1961-66
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Ye aT:' East wést
196162 29.01 95,39
} (23.32) (76.68)
1962-63 47.02 102,99
; (31.35) (68, 65) |
1963-64 9,06 131.87
| (6.43) - (93.57)
1964-65 38.21 227.06
f (14.44) (85.56)
1965~66 7563 139,90
(35.09) (64.91)
Total 198,93 697,21

(22.20)

(77.80)

)

Note $ Percentages are w:l.thin brackets.

Source s The Mid-Plan Review Of the Third Five-Year Plan, 1965—7@.
PIlann] Ing Commission, GOP, p. .




Trade Balance for Bast and West Pakistan, 1948~1967.

Appendix F

(Re in million)
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Inter wing

Year Foreign Balance _ Ooverall Balance
‘ East we Internzl Balance Eas wes
(west-East) - _
1948-49 146.8 ~648,3 120,5 26.3 -527,8
1949-50 244.1 -347.0 185,1 5940  «161.9
1950-51  758.2 +175. 4 208, 5 749.7 +383.9
1951-52  323.1 ~552,0 - 187.7 135.4 '=364.3
1952-53  276.1  =144,9 69, 2 206.9 | =807
1953-54¢  351.9 -183.3 235.0 116.9 +5147
1954-55  411.4  =-291,6 106.8 304.6. -184.8
1955-56  680.6 -222.1 95,5 585.1 -126.6
1956=57  '90.9 -817.8 197.7 -106.8 -520.1
1957-58  252,5  ~880.7 432,9 -180.4 ~447.8
1958-59  327.2 -580, 2 397.1 -59.3 -183.1
1959-60  424.3 . -1042.6 201.0 223.3 ~841.6
1960-61  244.8  =1633.0 455.4 -210.6  =1177.6
1961-62  427.8  =1693.0 450.9 -23,1  =1242,5
1962-63  230,6  =1802.0 484.4 -253.8  =1317.6
1963-64 =224.4  ~1906.6 384.0 -608.4  =1522.6
1964~65 =433,7 =2526.3 337.4 -771.1  =2188.7
1965-66 186,1 ~1676.7 cee cow ces
1966-67  100,4  -1267.6 ces ces ces

l

Scurce : M. Anisur Rahman, East and West Pakistan 3 A Praoblem

in_the Political Economy of Regional Planning,

Centre for International Affairs, Harvard University,f



Chapter 3

EVOLUTIGN OF THE BANGILADESH BUDGET

1. ;ntr6q§cticn

Bangladesh as a parf of united Pakistan and Pakistan as a
part of the Indo-pak subecontinent, as noted earlier in Chapter 2,
was‘under the control of British administrative and financial
pélicies upto l4th August, 1947; when India was partitioned into
two sovereign stétes‘ i.e. India and-Pakistan. so, 'the genesis of
the system of government‘budgeﬁing and the financial administration
of Bangladesh caﬁ be traced back to the year 1860, when Sir James
- Wilson, the First Financé Mémbér of the Viceroy's Executive Cguncil
 of India introduced India's first budget*?,

The system of go&ernment budgeting which developed in that
period in Bngland was accepted és a8 guide line and its pfocedure
wasff0110wed by the then Goverhment of India. The system of financial
management, howévef, has cbanged over time in view of the grbwing
and changing demands of the ecﬁnoﬁy. particularly after the parti-
tion of India and subsequghtly after the creation of Bahgladéshz.

: Afte_x pertition in 1947, Pakistan just inherited the British
Ind#an system of budgeting and thus Bangladesh, after its emergence
as é sovereign state, also inhgritedlthe British system of govern=
'men# budgeting3.

Thus the budgetaxy heritage and legal provisions for its
formulation and approval in Bangladesh can be viewed from three

stages of evolution. namely o
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a) British period, ,
- b) pakistan period, &nd
c) Bangladesh pericd, _

'

In this chapter we like t6 draw a picture of the evolution and
con%titutional heritage of the Bangladesh Budgef. Accordingly,
-’sec%ion 2 of this chqpterlaﬁa;yses the development of budgeting in
the%British period and Section 3 and 4 deal with the Pakiétan period

and?the Bangladesh period of bﬁdgetary evolution respectively. -

2, ﬁritish Perjod

© Though the £irst budget of British India was introduced in
186@, the process had actually been initiated in.18334. whép.the
60v§rnment of India Act, 1833 'made it cbligatory for East Iﬂdiaz
COmpany to place the bhdget of the British Indian Empire to the
British Parliament by stating. | '

“eoe all the rights and interests to or in the (said)
territory and all their territorial and cammercial,
real and personal assets and property whatsocever,
shall, subject to the debts and liabilities now
effacting the same, be placad at the disposal of
the Parliament®
A few years-later, following the Government of India Act,
'185$, the management of th_é a‘npire was taken over by Her Majesty,
thé?oueen of England. According to the Act of 1858, the Secretary
of State for India was responsible for placing the *Annual Financial
Accounts of India' before the Parliament of Englands. Though some
financial reorganisations were followed, no innovation in this

regard was attempted for some time. "The local'budgets“, remarked

R. Knight even in 1871, “"are simply a snare and delusioNeeceee
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'Insiead of serving any good purpose, these budgets cesee simply
prc;xnote Jjealousy and étr‘ife'7.

| The India Act, 1919, however, made it mandatory for the
rSeéretary of Statevto cbtain the ccnsent of the majority of
coqncillors (created according to the India Act.1909) of India to
‘ plece the budget before‘theLBritish Parliamenta. Accerding to the
Go&ernment of Incdia aAct, 1919, all_prqposals of finahcial matters
| haé to be placed before ﬁhe Indian Legislature only cn recommenda~
tien of the Governor-Generalg. But the appropriation of revenue for
heads mentioned below yere'not required to be submitted to the vote
 of ' the Legislative'Asseublyloz

i) Interest and Sinking Fund charges and loans;
ii) Expenditure of which the amount is prescribed by or
under any law:

i1ii) salaries and pensions of persons appoinued by or with
the approval of Her Majesty or by the Secretary of State;

iv) salaries of Chief Commissicners and Judicial Commissionersy
and
v) Expenditure classified by the order of the Governor-
General in Council for s w
, a) Ecclesiastical,
b) Political, and
c) Defence.

Other items of apperriation,ﬁhan mentioned ebove were; however,
reauired to be submitted to the vote of the lLegislative Assembly'
in the form of demand for grants, which the Assembly could discuss
and accord assent or refuse or could suggest reduction of whole or

any part, though all~perosals for appropriation were finally
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decided by the GoVernor-Genefal. In addition, the Governor-General
'could authorise such expenditure without reference to the Assembly,

' which in his opinion were considered for safety and tranquiliﬂy of

.Briﬁish India or any part thereofll,

But it is the India Act, 1935, which broucht some important

chaﬁges in the procedure for financial matters as followslz;

!

i) The Governor-General shall, in respect of every year
cause to be laid béfore both the chambers of the
Federal legislature of the Federation for that year,
in this part of Act referred to as the Annual
Financial statement. _

ii) The estimates of expenditure embodied in the
financial statement shall show separately:
a) the sums required to meet expenditure
described in this Act as expenditure charged
upcn the revenues of the Federation, and

b) the'sums:reQuiréd to méet expenditﬁre proposed'.
toc be made from the revenuus of the Federationl
and shall distinguish expenditure on revenue
éccount.from other expenditure.

1ii) The following expenditure shall be expenditure
charged upon the revenues of the Federationg
a) the salary and allowances of the Governor Genral
_f ' and other expenditure relating to his office for
‘ which provision is made by or under the Third
Schedule to this Act;

b) debt charges for which the Federation is 11abié;
including interest, sinking fund charges and
redemption charges and other redemption of debt;

c) the salaries and allowances of Ministers, of
the Advocate-General and Chief Conmissionersg



a)

e)

£)

9)

h)

i)
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the salaries, allowances and pensions payable
to or in respect of judges of the Federal COurt

and the pensions payable to or in respect of .
Judges of any High Court;

expenditure-for-the purpcse of the discharge by

the Governor-General of his functions with respect
to deferice and ecclesiastical affairs, his func-

tions with respect to external affairs in so far
as he is by or uncer this Act required in the
exercise thereof to act in his discretion, his
functions in or in relation to the tribal areas,
and his functions in relation to the administra-
tion of eny territory in the direction and control
of which he is under this Act required to act in
his discretion provided that the sums so charged
in any year in respect of expenditure on ecclesias-
tical affairs shall not exceed forty two lakhs of
rupees (k, 4,2 milliom), exclusive of pension
chargessy

the sums payable to His Majesty under this Act
cut of the revenues of the Federation in respect
of expenses incurred in discharging the functions
of the Crown in its relation with Indian States;

any grants for purposes connected with the
administration of any &areas in a Province which
are for the time being excluded area;

any sums required to satisfy any judgement,
decree or award of any court or arbitral
tribunal; and

any other expenditure declared by this aAct orx
any Act of the Federal Legislature to be 50
charged.
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' The main difference between the Act of 1919 ‘ané the Act of

.:193$ in respect of finaneial procedure was ;hat the aiscussion of
chaﬁged expenditure which was not allowed uncer the Actrof 1919,
Qasjpernissible under the Act of 1935 except the salary and_allow4
ances etc. of the Governor Genera113. Besides, the classification of
exp%nditure between the revenue account and other accounts was made

_forfthe first time under the Government of India Act, 1935. However,
| ' ’ o
under the Act cf 1935, the Governor-General, at his discretion used

“to decide the expenditure which should be charged or otherwise and

no demand for grant could be made except cn his recommendation®?.

|
i

3. pakistan Period

|

The bartition of India in 1547 crzated two independent states,
namely India and Pakistan. The Government of Pakistan, however,
accepted the India Act of 1935 in respect of finencial procedures
under the ‘Pakistan Provisiohal Constitutional Order of 1947°, which
coneinued till 1956 when the first Constitution of Pakistan was
promulgatedls. But the new constitution brought no significant
change in relation to financial matters as in the India Act 1935,
except the fact thet expsnditure was classified into recurring and

: non;recurring expenditure. The main features of the Constitution of

195% abcut financial procedures were as underl6z

. Article 40

| i) The presicent shall, in respect of every financial

year cause to be laid before the Natiocnal Assembly
| a statement of the estimated receipts and expendie
' ture of the Federal Govt. for that year, in this

} part referred to as the Annual Financial Statement.

ii) The Annual Financial Statement shall show separately:
a) the sums required to meet expendicure



b)
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describe by the Constitution, expenditure
charged upon the Federal cConsolidated Fundj
and

the sums required to meet other expenditure
proposed to be made from the Federal Consoli~-
dated Fund and shall distinguish expenditure
on revenue account from other expenditure.:

}111) The aAnnual Budget Statement shall also indicate, the
following headings, - the sovurce from which the estimatec
receipts will be deriveds

!

!

a)
b)
c)
a)

Exdsting taxation;

New and increased taxationyg
Borrowings; and

Other sources.

iv) In this Article 'New Expenciture' in relation to the

Annual
a)

b)

c)

a)

Budget Statement for a financial year, meant;
where expenditure for a project for that year
has previously been approved by the National
assembly in purusance of Article 42; 50 muck
of any expeﬁditure for that project for that-:
year as eXéeéds the expenditure approved for
that year by more than ten per centum of the
approved gxpenditure;

any other éxpenditure which is not recurring
expenciture;

any expenditure which is recurring expenditure
-and which is for a purpose in respect of which
no provision was made by way of recurring
expenditure in the Schedule of Authorised
ExpenditureAfor the previous financial yearr'and

so much of any expenditure which is recurring
expenditure and which is for purpose in respect
of which provision was made by way of recurring .
expenditure in the Schedule of Authorised:
Expenditure for the previous financial jear. as
exceeds-more than ten per centum of that ex-
penditure.



v) ‘YRecurring Expenditure' means expenditure of a
Kind that ordainarily recurs from year to year, but
does not incluce expenditure for which provisions
may be made under Article 42.

vi) For the purpose of definition of *New Expenaiture’
set out in clause (iv) of this Article, any schedule
; of Authorised Expenciture relasting to a Ssupplementary
Budget Statement for a financial yeax shall be regarded
as'being incorporated with the sSchnedulec of Authorised
L Expenditure that relates to the Annual Budget State-
' ment of that year. ' '

Article 41 ‘ | ,

| 1) so much of an Annﬁal’Budget Statement as it relates
“to expendituze chargea upon the Consclidated Fund
may be discussedlin. but shall nct be submitted to
the vote of the Naticnal Assembly. ‘

11) so much of an Annual Budget Statement as it relates
to other expenditure, but not being expenditure
spacified in the statement in pursuance of clause
(1) of the Article 42 in respect of any subseguent

E financial year, shall be submitted to the National

Assembly in the form of demanc tor grant.

iii) A demand for a grant in respect of a sum that is ;
shown in an Annual Budgef statenent as new expenai-
ture may be discussed in the Naticnal Assembly; but
subject to clause (iv) of this Article, the demand
shall not be submitted to the vote .of the Assembly.
anc¢ the Assembly shall deeme¢ to have assented to 1

= the demand:

a) at the expiration of fourteen cGays after -
the statement was lajid before the AsSembiy,
or ' _

b) at the commencement of the financial year
to which the statement relates, whichever

last occurs.



iv)

v)

vi)
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The National Assemblyﬁmay, with the consent Of the
President, reduce a demand for grant reierred to in

' clause (1i1i) of this article and, in that the

Assembly shall be deemed to have assented to the
demand so reduced.

The National Assembly may assent to-or refuse &
dern.and for a grant in respect of a sum that is
shown in the Annual Budget Statement as new
expenditure or may assent to the demand in respect
of such lesser sum as the Assembly may specify.

A demand for grant shall not be made except cn the
recammencation of the Presicent.

.Article 42

i)

ii)

i1i4i)

The Annual Budget Statement, or a Supplementary
Budget Statement, in respect of & financial year
may., in relation to a projzct for which estimated
expenditure for that year is specifieé in the
Statement and which wiil involve expenditure from
the Consolidated Fund in subsequent years, specify
the estimated expenditure for each of the subse=
quent years. '

The National Assemb1y may, by resolution, approve
or disapprove of the éxpenditure for any such ‘
subsequent yeasr or may approve of such lesser
expenditure for that year as is specified in the
resolution.

If at the expiration of a period of fourteen cdays
after the National Assembly has assented (either .
with or withcut reduction) to tae demsna for a grant
in respect of the expenciture specified in the Budget
Statement in relation to the project for the year to
which statement relates, the Assembly has not passed
resolutioh in pursuance of clause (ii) of this
Article in relation to the estimated expenditure for
a subsequent yeér, thé Aésembly shall, at the expirs-
tion of that period, be deemed to have approved of




the estimated expenditure for the subsequent year.

- 4v) Notwithstanding the approval of the Naticnal Assembly

| under this Article of any expenditure for a subsequent

‘ year, the estimated expenciture for that project for
that subsequent year shall (whether or not it is 'the
same as the approved expenditure for that year) be

% included in the Annual Budget Statenent £or that

! . subsequent year,

In 1962, another constitution was prowulyated in Pakdstan

and the new constitution introduced the following new classifica=
_tion of expenditurel7:
| _ a) Recurring and non~recurring expenditurej
’ b) New and cther thian new exjpenditure; and
c) Receipts classifications.

The Constitution cf 1962 also prcvided some new fesztures
' ' 18

1

which incluéed, =emcng othsrs, the'following

' Article 63
| i) The Presicent shzll, in ‘respect cf every financial
.{ ' year, cause to be 1zid before the National Assembly,
o : before the connencement ©f that year a statement
_i o (to be called the Annual Bucget ctstement) of the
| B estimated receipts intc and estimsted experciture
' £rcm, the Coasclidated Fund for that year;

ii) The Annual Budgét Statement shall éistinguish exﬁen-
diture on revenue account frem other expendituré_and
shall show separately;

a) the sums required to neet expenditure charged
upon the Consolicated Fundy; and

b) the sums iequired to meet expenditure, dis-
tinguishing recurring expenciture frcm ex-
penditu:e that is not recurring, and showing
the extent, if any, to which that other
expenditure is new expenditure.

81
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Besices, the Constitution of 1962 made the provision of

placing before the Naticnul Assembly for approval of multi-year
| ' _
development projects. It also indicated as to how the multi-year

development programme buéget shculd be carried thrcughlg.

r ' ‘ .

| But in practice the Constitution of 1956 and 1962 did not
'var&v much from the India Act of 19'3-5 in respect- of financial
‘procedures except thét the,two‘¢hambers of the Indian'Fedéral

- Legislature were replaced by one Naticnal Assembly in pakisten.

4.'?angladesh Period

| Bangladesh emerged as a sovereign state in 1971 and just
inhlerited the financial p:océdures from pakistan. In other worcs,
ABadgladesh essentially followed the British type of budgetary
sy%tem. At the same time Bangladesh also followed the cléssifica—

: tién and codificstion as emboied in the IMF system of Government
Fiﬁance Statistics, 1974, of wnich more lster?Y. However, the 1972
coﬁstitution~of the People's .Republié of Bangladesh has laid down
Soﬁe financiél'and legislative:procedures specially in respect of

coqstitutional apprdval for the Naticnal Budget, =zs under21.

Article 80
f 1) Every proposal in the Parliament for making a law
! shall be made in the form of a Bill.

' 414) when a Bill is passed by the Pasrliament it shall be

| presented to the Fresicant for assent.

©

iii) The pPresicdent, within fifteen aays after a Bill is
present2d tc him, shall assent to the Money Bill or,
in the case cf Bill .other than a money Bill, may
returm it to the Parliamznt with a3 message requesting
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that the Bill or any particular provisicns thereof

be reconsidered, and that any amerdments specified by
him in the.message be consicered; and if he fails so
to do he shall be deemed to have assented to the Bill
at the expiration of that period.

' 4v) If the President so returns the Bill the Parliament

| shall consider it together with the President's message,
f and 1if the Bill is again passed by the Parliament with
L or without amendments, it shall be presented to the
President for his assent, whereupon the President shall
assent to the Bill'within'the period of seven days éftér
it has been presented to him, and if he fails to do so,
he shall be deemed to héve assented to the Bill on the
expiration of tha; period.

v) when the President has assented br is deemed to have
assented to a Bill passed by the Parliament, it shall
become law and he called an Act of the Parliament.

|
Article 81
1) In this part "Mcney Bill" means a Bill containing oaly
provisions'dealing with all or any of the following
matters —- '
a) the imposition, regulation, alteratiocn, remission:
or repeal of apy tax; '

b) - the borrowing of money or the giving of any
guarantee by the Government, or the amendment
of any law relating to the financial obliga-
tions of the Government; ' '

c) the custody of the Consolidated Func¢, the

payment of mohey into, or the issue or appro-
priation of money from the Fundj

d) the imposition of a charge upon' the Cconsoli-
dated Fund, or the alteration or abolition of
any such charge:;



84
e) the receipt of money on account of the
Consolidated Fund and the Public Account of
the Republic, or the custoay or issue of such
money or the audit or the accounts of the
Government; and

£) any subordinate matcer incidental to any Of
of the matters specified in the foregoigg:
subeclauses.

ii) Every Money Bill shall, when it is presented to the
President for his'assent, bear a certificate under
the hand of the speaker that it is a Mcney Bill, and
such certificate shall be conclusive for all purpose
and shall not be questioned in any court.
Article 82 |
No Money Bill, nor any bill which involves expendie
ture from public money, shall be introduced into the
Parliament except cm the recommendation of the President.

Provided that no recommendation shall be required
under this article for the moving Of an amendment making
- provision for the reduction or abolition of any tax.

article 83

No tax shall be levied or collected except by.Or
| under the Iauthority of an Act ©f the Parliament.
Article 84 |
} i) All revenues received by the Government, all loahs
J raised by the Govt., and all moneys received by it
in repayment cf any loan, shall form part of cne fund

to be known as the Consclidated Fund.

i1) All other public moneys received by or on behalf of
the Government shall be credited tc the Public Account
of the Republic.
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Article 85

The custoc¢y of public mcneys, their payment into and the
withérawal from the Consolidated Fund or, as the case may be, the
Public Account of the Republic, an¢ matters connected with the
matters aforesaid shall be regulated by Act of the Parliament, and
;until provision in that behalf is so made, by rules made by the
President.

artiicle 87
" 1) There shall be laid before the Parliament, in respect
of each financial year, a statement of the estimated
receipts and expenditure of the Government for that -

year, in this part referred to as the annual financial
statement.

ii) The annual financial statenent shall show separatelys
a) the sums required tc meet expenditure charged
by or under this Constituticn upcn the Conscli-
dated Fund, é&nd

b) the sums required to meet other expenditure
prcposed to be made frcm the Consolicated Fund.

Article &8
| The following expenditure shall be charged upcn the
consolicated Fund e | ‘
a) the remuneration payable to the Président and
other éxpenditure relating to his office;

b) the renuneratiocn payable to the Vice President
and other expenditure relating to his ocffice;

c) the remuneration payable to —
"~ 4) the sSpeaker and Deputy Speaker,
ii) the Judges of the Supreme Court,
1i1) the Comptroller and Aucitor General,
iv) ®he Election Commissicner,
v) the members of the Public Service
Cormnmission.
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d) the administrative expenses of, including
renuneration to, officers and servants of
the Parliament, the Supreme Ccurt, the
Comptroller and Auditor General, the Election
Commissicner anc the Public Service conmissicn.

e) all debt charges for which the Government is
liable, including interest, sinking fund charges,
the repayment. or amortisation of capital, and
other expenditure in connection with the raising
of loans and the service and recenption of debt;

£) any sums required to satisfy a judgement, decree
of award against the Republic by any Court or
tribunal; &nd

g) any other expenditure cnarged upon the Consoli-
dated Fund by this Constitution or by Act of the
Parliament. |

Article 89
1) so much of the Annual Financial Statement as relates
to expenditure charged upon the Consolidated Fund may

be discussed in, but shall not be submitted toc the vote
of the Parliament.

+ 1i) so much of the Annual financial Statement as relates to
other expenditure shall be submitted to the Parliament
in the form of demancés for grants, and the Parliament
shall have power to assent to or to refuse to assent
to any deménd, or to assent to it subject to a reduc-
tion of the amount specified therein.

1ii) No demand for grant shall be mace except on the récommen-
dation of the Presidnet.

Article 90
i) As soon as may be after the grants under Article 89
have been made by the Parliament there shall be intro-
duced in the Parliament a Bill to provice for appropria-

tion out of the Consolidated Fund of all money required
to meet 3
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a) the grants so made by the Parliament, and
b) the expenditure charged cn the Consolicated
Fund but for exceeclno in any case the amount
shown in the_Annual Financial Statement laid
before the Pa:liament.
ii) No amendment shall be proposed in the Parliament to
any such Bill which has the effect of varying the amcunt
of any grant so made or altering the purpose to which
it is to be applied, or of charged cn the Consolidated
Fund.
11i) Subject to the provisions of tais Constitution no money
shall be withdrawn from the Consolidated Func except
under appropristion made by law passed in accordance
with the provisions of this article.

"article 91 ,
In respect of any financial year, if it is found ——

a) that the amount authorised to be expénded for
particulér ServiCe for the current financial
year is insufficient or that a need has arisen
for expenditure_updn scme new serve not incluced
in the Annual Financial Statement tor that year,
and '

‘ b) that any mcney has beer spent on a service during
' a financial year in excess of thé smount granted
for that year.

The Presicent shall ﬁave tiie power to authorise expenciture
frbm the Consolicated Func¢ whetner or not it is Charged by or under
thé Constitution upon that Fund and shall cause to be laid before |
thé Parliament as supplémentary financial statement setting cut
the estimated amount oif the expenditure cor, as the case may be,

an excess financial statement setting out the amcunt of the excess,




and the provisions of Article 87 to 90 shall (with the necessary
aéapfations) apply in relation to those statements as they apply

in relation to the Annual Finarncial Statement.

Article 92
| i) Notwithstancing anything in the ftoregoing provisionsa
of this chapter, the Parliament shall have the power
a) to make any grant in advance in respect of
the estimated expenditure Hor a part of any
financial year pencinyg the completion of the
procedure brescribed in Article 892 for the
vcting of. such grant and the passing cf &
law in acccocrdance wit:n: the prcvisicns of

Article 20 in relation tou that expenditure:

b) to meke a grant for meeting an unexpected
demand upon the rescurce of the Republic when
on accouthqf the magnitude or the indefinite
Ccharacter of »the service, the demand cannoct
be specified witn the details ordinarily given
in an annual Financial Staterent;

c) to make an excepticnal grant which forms no
part of the current service of any financial
year; and

d) to authorise by law the withdrawal of moneys

from the consclidated Fund for the purpose fdr ‘
which such grants are made. L

ii) The provisions of Article 89 to 90 shall have effect
in relastion to the making of any g¢rant under clause (1)
of tnis article and to any law tc be made under that
clause, as they have effect in relation to the méking
of a grant with regard to any expendituré mentioned
in the Annual Financial Statement and to the law to
be made for the authorisaticn of apprOpriatiCn of
moneys out of the Consclidated Fund to meet such
expenciture,

88
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. article 93 : -
This article relates to the Ordinance making power of. the

President of the Republic in relation to financial matters when
the Parliament is not in session or stands dissolved otherwise.
The clauses ares;

1) At any time when the Parliament is not in session, if
the President is satisfied that circumstances exist
which render immediate action necessary, he may make
and promulgate such an Ordinance as the circumstance
appears to him to require, and any Ordinance so made
shall, as from its promulgation have the like force of
law as an Act oi the Parliament; provided that no
Ordinance under this clause shall make any provision =

a) which would not lawfully be made under this
Constitution by Aét.of the Parliament.

b) for appealing or altering any provisions of '
this Constitution; or

c) containing in force any provision of an Ordiriance
previocusly made.

ii) An Ordinance made under clause (i) (a) of this article,
shall be laid before the Parliament at its first meeting
following the promulgation of the Orainance and shall,

-unless it'is earlier repealed, cease to have effect at
the expiration of thirty days after it is so laica or,
if a resclution disapproving Of the Ordinance is passed
by the pParliauent before such expiraticn, upcn the
passing of the resoluticne

iii) At any time when the pParliament stands dissclved ﬁhe
President may, if he 1s satisfiec that circumstances
exist wnich rencuer such action necessary, made and
promulgate an Ordinance authorising expenditure from
the Consolidated Fuhd. wnhether the expenciture is charged
by the Constituticn upoun that Fund or not, and any
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Ordinance so made shall, as from its promulgation,

have the like force of law as an Act of the Parl-iam‘en‘tv.’
iv) Every Ordimmnce Promuléated under clause (iii) of this
article, shall be laid before the Parliament as soon as
may be and the provisions of Articles 87, 89 ana 390
shall, with necessary adaptation, be compiled within
thirty days of the reconstruction ot the Parlis=ment,
Thus the»system of government budgeting, developed in
England from 1833, was'adapﬁed by the then British India under
the Inaia aActsof 1858, 1909, 1919 and 1935 =nd subsequently after
. the partition of India in 1847, Pakistan ailso inciuced the British
system of budgeting under the ‘Pakistan pProvisional Constitutiocn
Oorcer of 1947, Constitutions of 1958 &nd 1962. In 1971, EangladeSh
being freed from united Pzkistan zlsc inherited tﬁe British system
of ?udgeting from pakistane. Iﬁ addition, Bangladesh also followed
thegclassification and coaificaticn as elibcdied in the IMF's system
of éovernment Finance Statistics, 1974. However, the system of
government budgeting has clianged over time in view cf the growing
and changing needs 5f the economy, especially che Constitution
of the People’s Republic of Bangladesh 1972, has laid down some
fin@ncial and legislative precedures in respect cf constitutional

approval of the National Budget.
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; : Chapter 4

BANGLADESH BUDGET IN PRACTICE

1. Introduction

in Cbapter 3 we explained.the évolution and legal/constitu-
tional heritage of government budgeting in BanQIadesh. In this chapter
én aﬁtempt is made to explain the Bangladesh Budget in practicel
eSpeéially its struCtdre, preparation, procedure, approval andtimplé-
méntgtion. Accordingly, section 2 deals with the structure, égctién 3
.wiﬁh‘the preparation, procedure and approval, and section_4 withi the

implémentation of the Bangladesh Budget.

It should, however, be noted here that the Constitution of
_Bang%adesh (1972)Ad6es not use the term *Budget', rather it refers
to t#e 'Annual Financial Statement' (Article 87), showing_the esti-
mate% receipts and expenditurés‘of the gdvernment for a particular

\

fiscél year. However, it is the term 'Budget' that can be given, as

a single name, to the 'Annual Financial statement’.

2. Structure of the Bangladesh Budget

The GOB, as noted earlier, follows the British system of

{

budgét&ng along with the system of classifications of government
i A

reveﬁues i.e., tax and non-tax revenues (Appencaix A), classifications
of gbvérnment expendi tures i,e;,fﬁnctional and economic (Appendix B)

and &inancing of afgovernmeﬁt deficit (Appendix C) as embodied in the
IMF'S Manual on Government Finance Statistics (GFS), 1974,

Like many other developing countries of the world, the GOB -

|
maidtains separate current and capital budgets, of which more laterl.

]
’t
i

j
i
!
i
|
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Here, let us first draw a picture of the structure of the Bangladesh
Budgét at a glance, showing receipt and expenditure on each side of
the current and capital budget as shown in the Table 1 below. We

Table 1
Structure of the Bangladesh Budget

; Current Budget

Rév@nues : Expenditures

‘Tax Revenue . Current Government Consump-
, ' tion :

Non-T aXx Revenue Subsidies, Grants and

Transfer Payments
Interest Payments !

Other Current Expenditures

Révenues — Expenditures = Net Current Surplus or Deficit .
, .

Net Saving or Dissaving

Capital Budget

!

- Receipts cutlays
Internal RésourCes " Physical Investment
External Resources - _ ' Purchase of Existing Assets

J Net Lending
’ | ' Other Capital Expenditures
R?ceipts — Outlays = Change in Cash Balances
7 ‘ = Overall Budget Sﬁrplus or Deficit
| _
Source : Drawn on the basis of Budget Summa{x,btatements,
‘ Ministry of Finance, GOB.

like to note here, that this structure is a rearrangement of items
from Appendix A and B.
| In compliance with Article 84 of the Constitution of the

Reéublic (1972), cifed earlier, there are two constituent parts
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of the ‘Annual Financial Statement' or the Budget of the GOB. These
are 3

a) The Consolidated Fund; and
b) The Public Account of the Republic.

These two are, however, not separate physical entities with separate
» E .

casﬁ balances but grouped distinctly showing the difference between

>the;nature of their receipts and disbursements, their treatment in

accounts and the modes of approval of their disbursements.

Receipts side of the Consblidéted'Fund:
On the receipts side, ﬁhe Consolidated Fund of the GOB
inciudeszz
i) Tax Revenue,
ii) Non-Tax Revenue,

' i4ii) Grants; o
~ iv) public Debt and Advances.
i) fax Revenue includes:
a) Taxes on Income and Profits;
b) Taxes on Property and Capital Transfer;
c) Taxes on Domestic Goods. and Services; and

d) Taxes on Foreign Trade and Transaction.

ii) Non-Tax Revenue inclucess

a) Interest, Dividend and Profits from Nationalised !
sectors; '

b).General Administration and Services;
c) social and Community Services;

d) Economic Services; ,

e) Agriculture and Allied Services:

£) Industry and Mining;s

g) Water and Energy:

h) Transport and Conmuniations;
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i) Other Non-Tax Revenues; and

~ j) capital Revenue.
(Details of revenue structure are explained_in Chapter 5)

iii) Grants include;
a) Foreign Aid Grants

iv) Public Debt and Advances 1nclude:
a) Domestic Debt (Permanent);
' b) Foreign Debt ( " )2
c) Floating Debt; and
d) Loans and Advances ‘
(Detailed analysis of grants, loans and advances is taken up

. in Chapter 7).

Lisbursement Side of the Consolidated Fundg:

Oon the disbursement side, the Consolicated Fund of the GOB

is cetegorised intoB.

|
i

i) Revenue Expenditure
(Current non-development expenditure); and

ii) capital Expenditﬁre‘(deVelOpment expenditure);-
:(Chapter 6 and 7 deal with revenue expenditure and>capital
' expenditure in details respectively). ‘

According to che procedure laid down in the preparation_of
the Bangladesh Budget all income and expenditures are grouped uncer'
'budget heads called 'Major Heads'. These are again divided into
Sub%Heads, Minor Heads and Detailed,Heads4.

g' Again, the entire recelpts_and expenditure including loans
and advances are a;ranged with ﬁnique 'coce' numbers and fdescrip-
' tive' numbers for the convenience of idehtificetion by source of

income and direction of expenditures. The code list of major heads
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]
which is now followed in Bangladesh, however, was revised in 19836,
with' effect from 1st July, following the analytical framework of
'Government Transactions' as evolved in the International Monetary

Fund's (IMF) Draft Manual on Government Finance Statistics within

the framework of U.N's 'System of National Accoﬁnts' classification7

: In Bangladesh all transactions of the government are grouped

1
'

,intq six sections, with defined activity/function having specific

coce numbers (two digits for teceipts and three digits for expendi-

ture). Details are given belowe.

Activity/Function Range of Code Numbers}:
A, Receigts: ' |

Section I | Revenue and Grants : 1 to 73

Tax Revenue 1 to 19

Non-tax Revenue 20 to 66
| Capitai Revenue 67 to 70
‘ Grants 71 to 73»{
Section II S Capital Receipts 74 to 99

Pub;ié Debt and Advances 74 to 79

Public Account (Receipts) 80 to 99

|
B. Expenditure

Section III Revenue Expenditure .100 to 179

} .
Section v Capital Expenditure 180 to 1950
Public Debt.and Advances | 191 to 139
(Repayment) :
Section V Development Expenditure. ZOO'to 299
Section VI Public Acount 300 to 320

(Expenditure)
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PubliE Account:

The Public Account is that part of the exchequer'of the
Republic which contains receipts other than those of the Consolidated.
Fund; The Public Account mainly relates to the transactions éuch as,
Gove#nment Employees' Provident Fund (State Provident Fund), Poét
Offiée Savings Bank Deposits, proceeds of Savings Schemes and various .
otheﬁ deposit accounts (viz. judicial deposit, foreign aidvdepo;it,
local funds, etc.). Iﬁ also includes depreciation funds of govern=
ment ‘commercial departments} various adjusting heads of accdunts.
(susﬁense and remittance), etc. Its expenditure comprises those dis;-

9

burs?ments which are set off against its receipts”. In respect of

all éhese transactions the GOB acts as the banker or custodian of
thesg funds.

é It should be noted here that some of the items of the Public:
Accognt represent real cash flows from and into the exchequer,
whilé other items represent only book-keeping transactions. But as_‘ 
a part of the total Annual Financial Statement, the Public Account
of the Republic is so construct that the difference between its
'total receipts and total expenditure always represents a net accre-=
tion;to or depletion of cash rescurces in the economy. This is also .
know% as the net domestic capital receipts (plus or minué) and is
included in the Consolidated Fund receipts for government spendinglo,
Inte?estingly enough, both receibts and expenditure of the Puﬁiic |
Account bear the‘same name but the identification code numbers -are-

different%1

|
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!

3. Preparation of the Bangladesh Budget

(a) Principles of Preparation

In Bangladesh the budget is prepared for a twelve~-month
period which begins on July 1, and ends on June 30.of two successive
calendar years. The time frame is called a fiscal or financial_year.i
! I .

(Fdr-example, 1984-85 budget period = lst July, '84 to 30th June,

'85).

The overall budget preparation needs to have a defined'
ti@e horizon known as budget calendar. The budget calendar of the
Go¢ernnent of the PeOpléS _Repubiic of Bangladesh is shown in
Apﬁendix Dg Budgétary measures are adcpted on the basis of certain -
fuﬁdamental ocbjectives of economic and financial policies of a

coﬁntry. These objectives are, havever, subject tc change and

t

influenced by many internal and external factors which are invariably

taken into account in formulatihg the budgetary policies of the

| _ e
government. The distinct policy objectives for budgetary operations’ -

and policies in general are;

i) alloccative objective i.e., allocation of resources
between the public and private sectors as well as.within
these sectors for promoting income, employment and output
of the nation; ' ' '

| ii) distribution function, i.e., distribution of income and
: wealth in conformity with the society's preference pattern;
' and ‘ |
iii) stabilization function i.e., maximising enployment
consistent with reasonable price stability and a'satis—

; factory rate of growthlz.
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In Bangladesh the bﬁdgetary preparation involves every
1
year_Bz
i) formulation of pfoposals and decisions of running the
finances of the government,

'ii) an authorisation for raising the revenue and to incur
expenditure,

| 1i1) a forecast of the results expected in order to formulate
' future budgetary policy;

iv) some criteria to determine the relative impact of items
under the revenue or the expenditure for attaining the
pre-determined objectives during a year. '

In Bangladesh following the theoretical policy gude—lineé,

thej'Annual Budget' is prepared on the counsideratiocon of 14:,

i) Expenditure Objectives; and
. 1ii) Policy Content.
i) ﬁxpenditure Objectives:
| According to the expenditure objectives the GOB prepéreé

two types of budget =

a) Revenue Budget or Current Budget
(Non-Deve lopment Budget); and

: b) Capital Budget or Development Budget.

The}Revenue budget contains the revenue receipts from various tax
and' non-tax sources of receipts as noted in the earlier section,
for meeting the current expenditures. Current expenditures are
meant for normal running of the various goverﬁment departments and

sérvices like the follOWingl5 3

i
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i) General Services:

a) Genersl Administration
b) Law and Order -
c) Defence
d) other General services,
ii) Fiscal Services; |
iii) Foreign Affairs;
iv) Social and Community Services;
v) Economilc Services:
vi) Subsidies, Grants-in-Aid, Contributions;
vii) Interest Payments and Transfer Payments:
viii) Other Unexpected, Unallocable Expenditures.

In general, the expenditure which does noﬁ create any asset
is treated as revenue expenditure. In addition, all grants to
institutions and other organisations are alaso treated as current
'expénditure. The 'Revenue Surplus' or (deficit) in any particﬁlar
: fiséal year is the differenéel(positiQe or negative) between revenue
recéipts and revenue expenditure.

In the capital budget or development budget <of the GOB, the
receipts by which tﬁe devélOpment activities are financed include; —

i) Total Internal Resources Comprising ——

a) Revenue surplus from the revenue budget on the
basis of existing taxes and duties,

b) New tax measures,

c) Net domestic capital receipts,

d) Extra budgetary rescurces,

e) Net cutcome of the food budget,

£) Recoveries of loans granted@ to autocnomous
bodies, and

> g) Sale of government property, treasury billé. etc,
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' ii) Total Foreign Assistance Comprising —

a) Project -aid, A

b) Non—project-aid (counterpart funds of commodity
aid) and '

c) Others.

Capital payments which mainly include development expehditure
are designed for the purp0se.of creating capital assets, which add f
to tﬁe existing economic potential and generate investment activity
in tﬁe economy. The main feature of expenciture in this budgetary
account is that these must-involve development of infrastrucfure or
acquisition of permanent assets Of public utility like irrigation,

industrial projects, etc., purchases of land and intarnigible assets,

capital transfer, etc.

The capital transactions are often termed as 'Collective

|

Inveftment' whereas the current expenditures are termed asl'Coilec-3

tivefConsumption'. The former not only change the form but also

!

increases the volume of the gross assets of the government whilé
the latter reduces the gross assets of the government. In identi-

fying the capital éxpenditure, however, the criteria like life

I

expectancy, revenue producing, depreciation, amortization and capital

|

| .
form?tiOn are also considered;7.
§ ii) Policy contents

t

-According to the policy cohtent, budgetary preparation in

|
i

i
Bangladesh involves:

a) proposals for mobilization of resources both

internal and external,

: b) Proposals of revenue expenditure for éarrying out
basic functions of the gouvernment,
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c) Proposals of expenditure for development

work i.e., ADP,

d) credit and liquidity programme, i.e., mcney
budget; and .

e) Authorisation for implementation of budgetary
policies’®,

(b)ypreparation of the Revenue Budget |
Budgel preparation is a.two-way process of reacning decisions
on #he size and composition of expenditures and revenues.

The process of budget formulation in Bangladesh is lnitiated'
by the Ministry of Finance of the GOB, by issuing budget circulars
and directives indicating the principles to be followed in project-
ing the expenditure and for estimating government incamelg. Circuvlars
and directives are issued to the officers in charge of the adminis-

traFive units where expenditure and collection of receipts will,

take place. It should be noted here that both estimates of revenues
: and\expenditures should take account of forecasts of economic,

demographic, and other conditions of the economy. In a prlmaryn
prdducing country like Bangladesh, economic forecasts are, however,,
surject to wide ranges of error, but forecasts of some kind cannot
beiavoided in making budget estimates and budget circulars and -
directives are made accordingly as far as practicable.

In Bangladesh the circulars and directives are made: accord-

!

ing to the constitutional provisions and their statutory rules,
orders and instructions llkezo —_—
a) General Financial Rules (GFR),

b) Bangaldesh Financial Rules (BFR),
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c) Treasury Rules (TR), and

" d) Financial Delegation Orders (FDO),

In addition to these, there are defined authorities (known
as 'Estimating Authority') responsible for estimating income by
" areas of'actiVity and watching the progress_of'collection. Again,
therg are assigned authorities (knowh as 'Controlling Authorit?h)
responsible for control over expenditure in each demand for grént.
‘The list of authorities are also published by the Ministry of Finance
of the GOBZl.

According to the prescribed rules, the original estimates are
. framed in greater details by the Agencies and Departments (Adminis-i
trative Units) keeping in view the trends of past sctuals, current
trenas and future expectaticns and commitments. The es£imating
offiLers of the reSpectiVe administrative units send their estimates
tc their '*Controlling Authofity (Administrative Ministries orIDivi-
sioné). The latter examine and pass them on to the 'Controlléf.
General of Accounts' (CGA) and the Ministry of.Finance with their
recommendations. The revised estimates for the current yéar and the
budget estimates for the cominé year are accordingly madée‘Meanwhilé
the bGA forwards the estimates received by him after some re-process-

!

ing and adding to them the figures of actuals for the previous

22
year

« A set of budget documents showing overall budgetary‘informaf
tion of the Bangladesh Budget is placed in Appendix E.
The estimates ag recorded by the controlling officers are

further scrutinised, checked and balanced in details by the Ministry
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of FPinance in accordance with the specified forms meant for. the
estimates in question. On completion of the scrutiny of budget
estimates, the Ministry of Finance indicates in a brief note, the
basis of judgement about the estimates to be adopted, along with

a statement of the supporting reasons, and send it to the ‘'Controll-
ing Authority' concerned. At a later stage, a series of discussions
are held between the representatives of the Finance Division apd,the
Controlling Officers of concerned Ministries and Divisions. And
‘finally, at these discussions, the latest figures of actuals and the
estimates are finalised and accepted for inclusion in the 'National

Budget'23.

(c) Preparation of the Development Budget

~ In Bangladesh. 'Development Budget' or Annual Levelopment
Programme (ADP).aS it is comhonly known, is an integral part of the
Annual Budget which relates.mostly to investment within the frame-
work of the Five-Year Plan. It is the link between the Annualiplan,
as prepared by the Planning Commission of Bangladesh and'the Annual
Budget prepared by the Mlnlstry of Finance of Banglaaegh.,Annual
Plan is a disaggregated outlook w1th1n the Five-Year Plan framework.
Following the aAnnual Plan the Annual Development Plan (ADP) or
Annual Development Budget is drawn24.

The processvof preparation of the Annual DevelOpment'Budget
(ADB) thus, involves a close and continuous collaboration between
the Planning Commission and the Ministry of Finance. The ADP is,
however, primarily formulated by the Planning Commission in consul-

. . [
tation with the different Ministries/Divisions and Agencies in
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ter$s of sectoral priorities and programmes to fit into the overall
outlay as decided by thelMihist;y of Finance/Planning Commission.
when the totalloutlay of the ADP along with sectoral alloca-
tions are decided, this is made known by the Planniny Commiséiqn to
the different Ministries/Divisions and Agencies who prepare their
respective development.projects/schemes in the prescribed proforma
givén by the Planning Commission known as 'Project Profdrma' (PP)

for inclusion in the ADP25

. Project schemes are classified irmnto
three categories as sh0wn'below on the basis of their processing,
costing and approval.
Category 'A' : All Projects/Schemes costing upto
Tk. 20 million

u 'B' : All Préjects/Schemes costingy over

Tk, 20 million and upto Tk, 50 million
'CY ; All Projects/Schemes costing more than
Tk. 50 million. '
This categorisation of projects/schemes with cost limitations,
however, is flexible and changes over time with the changing needs
of the economy. In general, the NatiOnai Economic Council (NEC)
is_the highest authority for approval of projects/schemes of any
cost range. Besides and below it, there are:
a) the Bxecutive Committee of the NEC;

b) the Project Evaluation Committee (PEC) for every

sector in the Planning Commission; and

c) the Departmental Project Evaluation Committee (DPEC)
for every Ministry/Division.
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The éuthority component to approve the projects/schémes are as
undex:

Category 'A! Minister-in-charge of the councerned

.

Ministry on the recommendation of DPEC:

o0

Category ‘B! Minister-in-charge of Planning on the
recommendation of the Planning Commission's.

PEC; and |

Executive Committee of the NEC on the
recommendation of the PEC of the Planning

e

Category 'C'

Commiésion and the Ministef—in-chargeiof the
Ministry of Planning. '

The Planning Commission of Bangladesh sets general rules/
principles following which the schemes/projects are included in
the ADP, Accordingly, after the development programmes of various
Ministries/Divisions and Agencies are finalised and decided upon;
the ?lanning commission éompiles the ADP and submits the same to
the ﬁEC/Cabinet for approval. After the NEC has approved the ADP,
the blanning Commission sends them to the Ministry of Finance for
reflection in appropriate form in the budget. The Finance Ministry
accepts the account of development prograrme as prepared by the

|
Planﬁing Comhission and puts it in the accounting framework of its
annuél budget in the name of 'Demand for Grants and aAppropriations'

(DevélOpment)zs.

4, Approval Procedure

L 4

According 'to the constitutional prereguisite, the procedure
of approval of the 'Annual Financial Statement' in Bangladesh can

be viewed from three distinct points:

i) when the Parliament is in Session,

ii) when the Parliament is not in Session, and
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iii) when the Parliament stands dissolved.
(i) when the Parliament is in Session
It is important to note here that a budget presented folthe
Parliament is preceeded by a discussion and approval of‘the Cabinet
.althaugh the Finance Minister is responsible for its preparation ahd_
presentation. Proposed eXpenditufe from the Consolidated Fund is
submﬂtted to the vote of the Parliament in the form of 'Deménd for
Granfs', commonly referred to as 'thed' expenditure, governed by
the provision of Article 89(ii) of the Constitution of the Republic
cited earlier. |
In accordance with Article 87 of the Constitution of Eangla—
desh, cited earlier, discussiops on budget take placeAin three
stages, namely?’ s

| (a) a general discussion on the budget as a whole;

| .

i (b) discussion on the demand for grants and appro-

| priations in respect of charged expenditure; and

(c) discussion and voting, if reguired, on the demand
for grants and appropriations relating to other

expenditure.
(a) At the first stage, members of the Parliament éan discuss
the ﬁudget as a whole or a part thereof or can raise any question
of p;inciple involved therein. At this stage, the Finance Minister

repliles to the various questions, but neither a motion is allowed

to be moved nor it is. allowed to the vote of the House / article

89 (i) /. | o - | l
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(b) After the general discussion, discussions on !'Demand
for Grents Relating to Charged Expenditure' start, but in accordance
with Article 89(i) they are neither submitted to the vote in the

Parliament nor any motion can be moved for its reduction.

(c) Finally, according to the provisions of Article 89(i)
of the Constitution, pro§05ed expenditure from the Consolidated
Fund ocutside the category of charged expenditure is submitted to
the ‘vote' of the Parliament in the form of 'Demand for Grants'.

This is commonly referred to as 'Cther Expenditure* as
distinct from 'Charged Expenditure'ze. Ordinarily, each Ministry
proposes demand for grants séparately but in cases where Ministr&—
wise’classification‘can not be made readily, the Finance Migistqr
can include in one demand for grants containings

a) a statement of total grants proposed; and',
" b) a statement of detailed estimate under each

| grant divided into items.

At this stage motions are allowed to be moved on such grants to‘
reduce a demand for'grants but not to increase a grant or to alter
the destination or purpose of the grants29.

! A member of the Parliament, under such motion, for reducfion
of aidemand, can raise questions on a specific policy.and suggest
-an alternative, known as 'Disapproval of Policy Cut', can suggest
a reéUCtion of a specified demand by a specific amount called
'Economy Cut', and can throw specific grievance within the spheres
of responsibility of the government called 'Token Cut'30.

It is important to note that the expenditure of the 'Public

AAccants' of the Republic does not require a similar treatment of
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approval as is reguiréd for Fhe 'Cénsolidated Fund'.vbecaugéviﬁs;
ekpehditurea are sét off against its'receipts31. S : |
After the Parliament has discussed the ‘Charged Expenditure'
and froted on the *Demand for Grants®, the two are embodied in an
*Appropriation Bill' introduced in the parliament under'thé provi-

sion of Article 90 of the Constitution, cited earlier32

o When the
‘ Billiis passed in the Parliament it then becOmes an 'Apperfiation
" Act' which forms the basis for all withdrawal from the Consolidated
 Fund. Thereafter, the Bill is sent to the Head of the State for his
‘formal signature following which the budget becomes operationa;33.
The same Parliamentary,procedhre is also applicable to the

.‘Supplementary Budget' as well as to the *Excess Budget'., The
‘supplementary Budget® takes into account additional needs whiéh
may'%aye arisen during the year and the ‘Excéss Budget' embodiés '
addﬂtional expendi ture that may subsequently be fcundé to have taken
plac? after the close of the year in excess of the demand granted
by thé Farliamenb through the Annual and Supplementary Budgets for
a p%rticular year34. ‘ |

é Again, when the full procedure leading to the enactmehﬁ of
'_the%ApprqPriation Bill has not been completed before the commence-
mentl of a financial year, the Parliamént has ﬁhe power to make,
pending the completion of procedure, an advance grant in respect .
of %stimated expenditure fo: a part of the financial year khown as
A'voted Account', which, however, is subsequently merged in the

amodnt granted for the whole financial year35.




110

(iii when the Parliament is not in Session |

At any £ime when the Parliament is not in session, i1f the
Preéident is satisfied that Circumstances exist 'which render |
Mmdaemumnmmmw%hemym&emdmmﬂmméwhm
Ordinance as the circumstance appears to him to require, and any
Ordinance s0 made shall, as from its promulgatibn. have the like
foréé of law as an Act of the Parliament'36. Again, an Ordinénce
so hadé, is to be laid befbre the Parliament at its first meeting
 followiny the promulgation of the Ordinance, '*and shall, unless
it is eerlier repealed, cease to have effect st the expiration 6f
“thirty days after it is 80 leid or, if a resolution disapproving
of the Ordinance is passed'by the Parliament before such expiration,

upon the passing of the resolution'37.

(iii) wWhen the Parliament Stahdé Dissolved

At any time when the pParliament stands dissolved and the
situation that exist ‘which renéer such action necessary', the-
President may °*make and promulgate an Ordinance authérising expendi-
ture from the Consolidated Fund' which 'have the like force of law
as ?n Act of the Parliament'38. Here adgain, the Ordinance s0 made,
*shall be laid before the Parliament as soon as may be and the pro-
visions of Articles 87, 89 anc 90 shall, with necessary adoption,
be compiled within thirty days of the reccnstruction of the Parlia-

3P

ment'™ ™, However, the method of preparation of budget remains the

samé as they are when the Parliament is in existence,
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S. Bhdget Implementation
Budget implementation or execution is an administrative

process which delineates the function between the Ministry of Finance,
GOB, and the spending agenciee. After the budget has been passed by
the Parliament, its implementation rests with the executive Ministries
along with their attached and subordinate office. It is thus the
responsibility of the spending authorities to ensure that the funas
allotted to them are actually spent on the purposes specified in _
the budget. In other words, the'preperation as well as implementation
‘authprity should be guided by the fact that a budget implies denial

of mény requests for funds but allocation to most deserving few.

| However, the main responsibility lies with the Ministry of Finance,
GOB,ito see that the approved budget is working on the basis of |
'_guid#d purposes. In other words, the Finance Division of the Ministry =
of Fﬁnance, GOB, is responsible for coordinating the overall disci-

.pline in the implementation process of the budgetary proposals and

decieions4°

The implementation of the budget is also regaroed as 'a part
of the budget procedure involving balancing of gyovernment income
and expenditure. The administrative process involving assessment,
‘ collectien, enforced cellection. legal consequences from incividuals,
etc. form part cf the budget procedure. These together with day to
day implementation of the structures of taxes and duties affect the
quantum and direction of expenditure involving transfer of resources
among different sectors and these, in turn, affect the economic

acti?ities during the f£iscal year.
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Thus the primary concern of the implementation authorities
of éhe budget is to ensure the fulfilment of the financial and eco-
nOmic aspects O0f outlays. The finaneial aspects include spending
' the‘moneys for purposes specified, maximising government sa&ingw
minimising misusesand avaiding lapses or a rush of expenditure towards
the ehd of a fiscal year. The economic task, on the other hand.
coneists of ensuring that the physical targets of programmes have -
been achieved.

Under the above circumstances, budget implementation process
1nvélves the following interrelated phases:

a) an allocation system under which expenditure is
controlled by release of funds;

b) acquisition and supervision of funds;

c) an accounting system that records the government
transactions and provides a framework for an analysis
of their implementationy and

d) a reporting system that permits of a periouical appraisal
of actual implementation of policies41

In ﬂangladesh» for nudgetary control and implementation, there is a.

'Deiegation of Financial Powersi. patterned by the Ministry of

Fin%nce. This delegation has the_ﬁower to issue, or refuse to issue,

expénditure sanctions within the limit set by the budget4?. Under the

delegated authority of financial powers. administrative Ministries,

- DivﬂsiOns and Heads of the Departments are empowered to re-appropriate

funds between budget provisions on certain items within the same

demahd for grants. The Miniefry of Finance, however, retains eome

power, beyond the delegated authority of financial powers. But
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‘rehp%rOpriation from one Demand/Grant to another Demand/Grant is

'not admissible under statutory rules as these are voted by the parlia-

ment or assented by the<President.lAgain. re=appropriation is not

admissible from a ‘charged' head to a ‘voted® head as the voted

grant can not be increased exeept by the Parliament43.

However, it 1is the accounting system of Bangladesn which acts
as.the central controlling 6rganisation for the implementation of
budget. The accounting 5ystem-hes been designed to ensure the finan-
~cial control and accountability for the safeguarding of public funds
and ;or the regularity and propriety of expenditure of these funds.
No abtempt is, however, made here to explain the accounting system
of Bangladesh in details but in brief44. |

In Bangladesh for the regularity and prOpriety of each
indrvidual transactidn under1the'vote4 the provision of Principal
Accobnting Officer (PAC) has been made which is related to a.MiniStry
or a Division and the Secretary or secretary-in-charge of a Ministry/
Division acts as the PAD of the vote/votes of -aecount under it with
functions and responsibilities assigned by the Ministry of Finance
in 1983%°,

In addition, under each Ministry/Division there may be one
or more heads of departments and under head of department, there
may be a number of Drawing and»Disbursing Officers with prescribed‘
authbrit¥~by the existing Financial and Treasury Rules tbfincur
petty expenditures, Again, there is the Chief Accounts.Officer (ca0)
i.e.;head of accounts office, with assigned responsibilities, who
provides accounting support to the PAOs and ensure propriety,

regularity and accuracy of transactions46. In short, after the
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budg%t estimates are approved by the Parliament, the responsibility
for the control and use of the budget rests with the PAO, who dise
charées his duties with the aséistagce from the heads of department
undaé his control on the one hand and CAOs on the other. This is
_knowx;x as the departmentalisation of accounts47.

However, on thebéccounting side, the main responsibility of
preparation and consolication of the accounts of the Republic lies
with the Controller General of Accounts (CGA), who receives and
'consQlidates the accounts from the ofiices of the CAOs, as well as
of tﬁe Regional, District and Upasila Accounts Officers. In adaition,
the gudit siﬁe is taken care of by the Directors ¢of Auait and the
entire accounting and auditing responsibility of the kepublic lies

with! the Comptroller and Auditor General of Bangladesh (C &nd AG)

6. Budget Evaluation
! —
|

| In Bangladesh there are three standing committees, constituted

by the parliament, in respect of financial matters of the government
. 4

1.e.§the budget and its proper implementation 9- These are:
- (1) Committee on Public Accounts (CPA),
- (i1) Committee on Estimates (CE), end

(11i) Committee on Public Undertakings (CPU).

(i) The CPA or the Public Accounts Committee (PAC), as it 1s‘

commenly known, is re5ponsible for examination of the annuai audited

accounts of the public expenditure and consists of not more than 15
members of the Parliament other'than Minister, with some assigned

respon51bilities and functions as laid cown by the Rules of Procedure

- of t?e Parliament (RPP). quoted belowso

!
i
i
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“There shall be a Committee on Public Accounts for

the

examination of accounts showing the appropriation

of sums granted by the House for the expenditure of

the

government, the annual finance accounts of the

government and such other accounts lald before the
House as the Committee may think £it*,

“In scrutinising the appropriation accounts of the government

and the report or the Comptroller and Auditor General thereon, it

shall be the duty of the Committee to satisfy itself —

(2)

(b)

(c)

.It
(a)

()

that the moneys shown in the accounts as having been
disbursed were legally available for, and applicable
to, the service orrpurpOse'to whicn they have been
applied or charged;

that the expenaiture contorms to the authority which
governs it; and

that every re-appropriation has been made in accordance
with the provisions made in this behalf under rules
framed by competent authority®.

shall also be the duty of the Committee —

to examine the statement of accounts showing the income
and expenditure of state corporations, trading and manu=
facturing schemes, and projects together with the balance
sheets and statements of profit and loss accounts which
the presicent may have required to be prepared or are
prepared under the provisions of the statutory rules
regulating the financing of a particular corporation;
tradind orx manufacturing scheme or concern or‘projects

and the report of the Comptroller and Auditor-General
thereon; : : ;

to examine the statement of accounts showing the'incoﬁe
and expenditure of autonomous and semi-autonomous bodies,
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the audit of which may be conducted by the Comptroller
and Auditor~General of Bangladesh either under the
directions of the President or by a statute of the
Parlisment; and

(c) to consicer the report of the Comptroller and Auditor-
General in cases where the President may have required
him to conduct an audit of any receipts or to examine
the accounts of stores and stocks.

If any money has been spent on any service during a financial

year in excess of the amount granted by the House for that purpose,
t . ' L
the Committee shall examine with reference to the facts of each case
‘the circumstances leading to such an excess and make such chommenda—

" tion as it may deem fit®, ' . !

- (1i) The Committee of Estimates (CE) which is composed of not
mo;e;than 10 members of the Parliament other than Minister,'ia
empo@ered to judge Qhetﬁer the estimates presented before the
'Parlﬁament are prepated with maximum possible efficiency and economy.

The functions and responsibilities or the CE as laid down in the

RPP 31851 3

“(a) to report what economies, improvements in organisation,
‘ efficiency or_adm;nistrative reform, consistent with
the policy underlying the estimates may be effected;
(b) to suggest alternative polices in order to bring about
efficiency and economy in administration;

(c) to examine whether the money is well laid out within
the limits of the policy implied in the estimatesy and

(@) to suggest the form in which the estimates shall be
presented to the House® .
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(iii) For the examination of the working of the public under-
takings a Committee on Public Undertaking is constituted by the
‘ Parliament which consists of nbt_more than 10 members of the Parlia-

ment other than Minister. The main functions of this Committee
specified by the RPP areszz
"a) to examine che feports and accounts of the public
undertakingss;

b) to examine the reports, if any, of the Comptroller
and Auditor-General on the Public Undertakingss;

c) to examine, in the context of the autonomy any deficiency
of the public uncertakings, whether the affairs of the
public undertakings are being ‘managed in accordance with
sound business principles and prudent commercial prace-
ticesys. and

d) to exercise such other functions vested in the Committee
on Public Accounts and the Committee on Estimates in -
relation to the public undertakings not covered by \

" clauses (a), (b) and (c) abova(and as may be allotted ‘~
to the Committee by the Speaker from time to times .

Provided that the Committee shall not examine and investigate any
of the following, namely =

i) matters of major government policy &s distinct from
business or commercial functions of the public under-
takings:v

ii) matters of day to day adaministration; and
iii) matters for the consideration of which machinery is
established by any special statute under which a parti-
cular public undertaking is established®,

From the above discussion we may conclude that the Bangladesh'

Budget in practice is a continuous process of preparation, approval,
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" implementation and evaluation. However, all these four stages, are
not water-tight compartments == they a8re interlinked. ¥For example,
a proper preparation of the budget requires a proper evaluation of

the past budget and approval depends on the nature of pregaration,

and SO One.
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A Classification of Government Revenues
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Tax Revenue

Non-Tax Revenue

7e

Taxes on Net Income and 1.
Profits (corporate, company., '
or enterprise, indiviauals

and other)

$ocial security _ 2
contributions 3
Employers Pay Roll 4

Taxes on Property

Domestic Taxes on Gooas 5.
and services (sales,

axcises, turnover, value

added, license taxes and

others) '

' Taxes on International Trade

and Transactions (import cuties,
export duties and others)

‘Miscellaneous Taxes (Poll

taxes, stamp taxes and others)

Total Revenues (Tax + Non-=Tax)

Income from Public
Enterprises

Administrative Fees
Fines and Forfeits

Salés of Government
Property

Others

Source 3 Adoptéd from IMF, A Manual on Government Finance

Statistics, Draft, washington L.C., 1374, pp.:159-61.'
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Appencix B
The Classiflications of Government Expenditures

Functional Classification  Economic Classification

1, General Public Services 1, Current expenditures
a) Defence a) Expenditures on Goods and
b) seucation - Ssryices: wsges and saleriess
c) Health o and sServices
d) social security and - b) Interest Payments
Welfare c) Subsidies and Other
e) Housing and Community Current Transfers:
Amenities To Public Enterprises;
£) Others . To Other levels of
2. Economic Services: : Government;
a) agriculture - - "To Household
b) Mining To Other Resident
c) Manufacturing ' Transters Abroaé
d) Electricity ‘ 2, Capital Expenditures:
e) Roads a) Acqudsition of New and
f) wWater Transport iﬁ:gt:ng Fixed Capital
9) Railways b) purchases of Stocks
h) Communications (inventories)
i) Others c) pPurchases of l.and and

Intangible Assets
3. Unallocable and \ ;
Other PUrpOSeSs d) Capital Transfer

a) Interest on the
Pyblic Debt

b) Other Unallocable

Total Expenditures Total Expenditures

source s Adopted from IMF, A _Manual on Government Finance sStatistics,
Draft, Washington L.C,, 1374, pp. 191-93, 208-09, !
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Appendix C
Financing of Government Deficit

1, Domestic Financings
a) From the Central Bank or Other Monetary Authority (new

borrowing less amortization, change in deposits®, change
in currency holdings38)

b) From Oother Banks (new borrowing less amortization and
change in deposits and other liquid claims®)

c) From other lLenders (net)

24 Financiqg_from‘Abroadx
a) From International Development Institutions (net loans
and grantsb) |

b) From Other Lencers (net short-term and long-terﬁ cebt)
¢) Change in Deposits, Negotiable Securities, and
- other Liguid Assets®

;TotallFinancing

Source 3 Adopted from IMF, A Manual on Government Finance
statisties, LCratt, Washington, D.C., pp. 229-30,

a, A reduction is a source of financing and an increase.
is & negative item. '

b, Grants are classified as an imtem reducing the deficit
rather than a means of financing in the IMF, A Manual
on Government Finance Statistics, 1974, See R. Goode,
Government Finance in Developing Countries, Tata
McGraw-Hill Pyblishing Company Ltd., New Delhi, 1988,
Tables 2-3, p. '18.
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Appendix D

Budget Calendar
Particulars
Printing and Departmental Estimates.

Printing and DListribution of Budget
forms (Estipating Officers' forms and
controlling Officers' Forms)

Preparation, Printing and Supply of
Budget form to the Accounts Officer
concerned

submission of Estimates by the
Estimating Officers

Receipt of estimate in the Accounts
Office and Mjinistry of Finance from
the Controlling Officers with 3 months
actuals

Receipt of Consolidated Estimates in the
Ministry of Finance with 3 months actuals
from the Accounts Office-

Completion of Examination of Budget
Estimate in the Mindstry of Finance

Receipt of sSchedule of New Expenditure
in the Ministry of Finance

|
Receipt of 6 months* actuals from the
Accounts Office '

Completion of review of the estimates
on the basis of 6 months' actuals in
the Ministry of Finance

Preparation and cespatch to press of
the 1st Edition of the Budget and
Schedule of New Expenditure

Receipt back of the 1st Edition of the
Budget from Press and despatch to
Ministries/Divisions

Forecast of Foreign Assistance for
development progranme
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Last Date
31st July

31lst august

30th september -

10th October

3lst October

25th November .
20th January
22nd January

15th february
28th rebruary N
1st Harch

10th March
l14th March

|
contd, .




- 14,

15,

16.

17«

is.
19,
20,

21,

Agggnéix D (Contde.)

Completion of discussions of the
Estimates with Administrative
Ministries/Divisions '

Receipt of Final Development
Programme from Ministry of Planning

Presentation of the Budget Estimates
to the Cabinet _

Presentation and Printing of Civil
Budget Estimate, Details of Receipts

-and Expenditure, Supplementary

Estimate, Finance Minister's Speech
and Budget at a glance

Presentation of Supplementé:y
Estimates to the Parliament '

Presentation of, the Budget
Estimates to the Parliament

Authentication of Supplementary
Estimates :

Authentication of Budget

‘Estimates

126

28th March
28th March

7th April

May

May

1st week of
June

1st week of
June

i

ist July !

sSource i Secreta;iét.Instructiéns. 1976, Instruction 260(a),

Cabinet sSecretariat, GOB.
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Appendix E
Budget Doéuments

The following statements constitute the main set of budget
documents of the Government of the Peoples’™ Republic of Bangladeshs

1. Budget Estimate (The Annual Financial Statement)x

It shows the Consolidated Fund and Public Account-wise
receipts and disbursement separately for “Charged® and "Other than
Charged® expenditure by major heads of account and subsequently
total 'Demand for Grants'.

2, Budget summary Statements

This document shows the estimated revenue receipts and
expenditure as well as capital receipts and expenditure along with
. proposed transactions of loans and Advances and sectoral allocation
of ADP and its financing.

3, Detailed Estimates of Revenue and Receipts:

~ This document contains the detailed estimates of revenue
and receipts from the major and minor heads in broad categories
like Actuals of the last year, Revised Estimates of the current
year and Budget Estimates of the coming year.

4, The Demand for Grants and Appropriationss

It is in two volumes (Dé&elopment and Non-Levelopment)
containing estimates of expenditure on revenue'ahd‘capital accounts
proposed to be made from the Consolidated Fund. The Non-Development
one .indicates detailed head-wise break-up of expenditure while the
Development one indicates Project/Scheme-wise estimates aldng with
foreign-aided Projects by Ministry/Divisions/Agencies.

5. Detailed Estimates of Grants (Non-Development)

6, Budget Speech Part I
It shows the objectives of the budget along with
‘performance of the last year in broad outline.

Contd,. .
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Agggndix B (Cbntd.-)
7. Budget Speech Part II:
Contains details with new tax measures for the coming
fiscal year.

8. Supplementary Estimatess’ , .
This document contains the estimates of additional needs
- for the current year.

9. Other documents associated with the budget:
a, Revised Annual Developments Programme (RADP) for the
current year prepared by the Planning Commission .(PC);

b. Annual Development Programme (ADP) for the coming year,
prepared by the Planning Commission. )

c. Budget Estimates of the Autonomous Bodies, showing
detailed break-up of receipts and expenditures of the
public sector undertakings; and

d. Economic Ssurvey, for the evaluation of the performance
of the economy in the last year.

Source : Budget Wing, Finance Division, Ministry of Financé’, G_OB'.




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.




146

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.




163

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,



Chapter 6

REVENUE EXPENDITURE OF THE GOVERNMENT OF BANGLADESH

1., Introduction

This chapter 1s an attempt tb briefly look at the expenditure
side of the revenue budge£ of the Government of Bangladesh over the‘l»
period under stqdy. Revenue expenditure is.often called current or
non-deQelopment expenditure, Accordiﬁg to the Ministry of Finance of
the GOB, the expenditure which is made for normal running of the
various governﬁent departments and organs and does no# Create any.
"asset and in fact redpces government'gaving for de#elopment purpose$
in the form of ‘collective ¢onsumption' is treaﬁed'as revenue ekpéndi-x

tur 61 .

The broad categorieé of :evenﬁe~expenditure under different
heads are the fodlowindzs

A. Wages and salaries; .

B. Purchases of Commodities and Services; and

C. Transfer Payments,

The bulk of the expénditure on revenue account is made for
wages and salaries paid'to the government employees, personal
allowances, and medical and other coﬁpensations. it also includes
dearness allowances and other allowances paid to the government
:employeesa. | | .

A considerable amount is Speht bn the pufchases of commodities
and services for the purpose of'curfent use of the government.
Travelling and daily allowances are also incluced in this category.

Service charges, such as postal and telephone charges, fent and taxes,
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etc, are included in this head. Expenditure on contribution to
the international agencies, iike U.N. etc. has been treated_as
purchase of serﬁices except for I.B.R.D.., I.M;F. and A.D.B., which 4
is in the nature of financial ihvestmeg£4;

Transfer payments do not involve directly a demand on-goodsA
and services. The itéms which éfe included in current transfer pay-
ments are interesgt payménta,(dbmestic and external), grants (paid
to educational institutions, local bOdies, corporations and other
organisations), subsidies, penSions, scholarships, relief.paymehtsh
etcs. o . _ |

In an underdeveloped COuntry like Bangladesh, where the bﬁlki
| of capital expenditure is finanbed by foreign aid/éssistance. non=-
development current expenﬁiture deserves.a special scrutihy.'ro;.
the excess of revenue receipts over fevenue expenditure-(revenue
surplus) deﬁotes the savings”dflthe gdve;nmént wﬁicb.is made avail- -
able for financing Gevelopment progfammes. In othei words, the extent
of domestic resourcé_mobiliZation greatly depends on the size of
revenue expenditure. The higher the rethue expenditure,.thé‘lower'
the revenue surplus anc¢ the ﬁore dEpehdénconh fdreign did. Here .

. lies the importance of the anaiysis.of tne revehce'eXpenditure of
‘the GOB., ._

In this context, it should be noted here tnat one of the majof:'
problems for any appropriate analysis of revenue expénéiﬁure under
different heads is the occasidnal changes in the accounting system
as well as the transfer of certain 1teﬁs from one head to another.
The more important problem is, théver. the peculiar arréngement of .
minor heads as ciﬁed in budget estimates and other documents of the .

Bangladesh Budget.



169

Problem is also asSociatéd‘with the fact that it is not
always possible tb know the exact nature of expenditure) how the
money is actually spent, the extent of real benéfit derived out df_.
it, the amount of wastage and so on. Thus though it is essentialftovl
éxplain revenue expenditure from the perspective of all these
aifferent angles, it will not be possible to do so due mainly to
the lack of available data. Taking all these limitations into consi-
deration let us try to give a brief account of the revenue expendif

ture of the GOB as far as practicable over the period under study.

2, Growth Pattern of Revenue Expenditure

The total revenue expenditure éf the GOB has increased
considerably over the years. Acé_ording to the fiscal data availabl"el
from the Ministry of Finance of_the GOB, it is found (Table 1).that‘3
total revenue expenditure increased from Tke 2131 million~1n 1972~
73 to Tk. 29300 million in 1984-85. In other words, total revenue-‘ 
éxpenditure of the GOB has indreased at a compound rate of ébout
- 24.4% pér annum during the‘whole period under sﬁudy. T;ble 1 sh$w§
that the growth rate of total revéhue.expenditure was very high in
1973-74 (62:45%) and 1974=75 (63.35%) and very low in 1975;76_- |
(12.47%) and 1980-81 (10.40%). However, the overall growth trend of
revenue expenditure was declining in nature. |

It was quite natural fot the first two yéars of the newly

emerged Bangladesh after liberation that the growth rate of revenue :

- expenditure was very highe. After liberation, the Government had to

rearrange its various unorganised departments, organs, bodies and
agencies caused by war damage, Moreover, the Government had to face

the unprecedented problem of giving relief and rehabilitation to the
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refugees who had fled the ébuntry during the liberation period.
Besides, the Government had to spend a huge amount of money’
' to meet many unforeseen ciréum#tances during the first few years
of the regime. In 1972-73, Béngladésh experienced a country-wide |
drought ané a devastating flood4in 1974, facing which the Government_f

Table 1

Growth of Total Revenue Expenditure of the GOB
from 1372«73 to 1984-85

(Tke in_millioni;‘f

Fiscal Year Total Revenue ' Growth Rate
. Expenditure Per Annum
_ - - ~ in Percent

1972-73 - 2131 C eee

1973-74 3462 | 62.4
1974~75 5655 . 63,3
1975-76 6360 ‘ 12,5
1976~77 - 7693 : 2049
1977~-78 9406 B 22.3
1978~79 110876 15,6
1979~80 13419 . 23.4
1980~81 , . 14816 © 10.4
1981-82 18497 : © 24.8
1982~-83 : 21477 © 1641

© 1983-84 25030 16.5
198485 - - 29300 17.0

Sources Calculated on the basis of Bangladesh £conomic survey,
1989~-30, Statistical Appendix, Ministry of Finance, GOB.

had to spend a huge amount of money in the form of non-development
expenditure, Mr. Tazuddin Ahmed, the first Finance Minister of

Bangladesh thus pointed out in his first budget speech that the

budget of 1972-73 was not at all development-oriented rather it was
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relief, rehabilitation and reconstfuction-orignted in natures.

However, leaving these two higher growth rates of 1973-74
and 1974-75, the growth rates of revenue expenditure were qpita'_
moderate varying between the low of 10,41% and the high oOf 23.31%.
aAgain, the growth rate was not uniform but flﬁctuat;ng in nature.
Another notable feature is that the growth rate of revenue
expenditure fell down from 63,31% in 1974-75 to 12.41% in 1975-76,
and the trend of growth never exceed the limit of 25% upto 1984-85,
' This was Gue mainly to the fact that the Government after meeting
.the problems of relief, rehabi;itation. reconstruction and adminis-
trative reorﬁanisation so far, todk the policy of austerity through -
curtailing unnecessary or lowei-ériority expenditure from 1975-76/.
' But we 1like to note that the absolute amounts of ‘revenue expenditure

increased considerably over the years. -

The relatively higher levels of total revenue expenGiture

in absolute term were in general due tb 8

a) enhancement of basic salary, medical allowances, dearness
and other allowances caused by the revision of pay scales
after regular interbals ancé sanction of compensatory
allowances to the government employees;

b) £illing up of the vacant posts and creation of new posts
from time to time in different departmnents;
c) enhancement of contingency charges like purchases of goods

and services for the government offices cve to price
inflation; N

d) increase in the rate of grants and subsidies to the
different government bodies and agencies;

e) rise in the rate of interest, both internal and
externals and
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£) meeting the unexpected problems -caused by natural
calamities like floods, droughts, cyclones, etce.

In Bangladesh a'considerablé amount of GDP isigpent on
current revenue expenditure in each‘and every year;_Tabie-2 shows
that the share of revenue expenditure in GDP of Banglaﬁesh varied
between 4.5% and 7.%. As it stands, the share of revenue expénditur9‘ 
seems to have a tendency to. fluctuate. H0wevet.-itfcannot be cate-

. gorically stated that the increaseé of non-develOphent éXpendiﬁure-ﬁ

:was all unnecessarye. Again.‘the analysis of the'totalffevenue expendi-
ture is too cruce to give any real idea about the nature of government
expenditure. At this stage iﬁlis, therefore. pertinént to examine the
. different heads of revenue e#penditure. | o

Table 2

Revenue Expenditure as Percentage of GDP of
Bangladesh (1972-85)

(Tko in million)

Year . GDP at Current Revenue Revene Expenditure
Factor Cost Expenditure - as % of GDp
(1) (2) . _ (3)
1972-73 42837 2131 T 5,0
1973=74 68977 - 3462 o 540
197475 123949 | 5655 . 4.5
1975-76 103198 6360 662
197677 ' 99874 7693 7.7
1977-78 139204 19406 ' 6.7
1978-79 163909 10875 6.6
1979-80 ' 197633 | 13419 | 6.8
1980-81 219799 14815 - 6.7
1981-82 251320 18496 7.3
1982-83 272953 21477 7.3
198384 331068 25030 7.5
1984=85 395168 29300 - 7ed

Sources Col, (1) sStatistical Year Book of Bang_adesh, Various Issues,
Bangladesh Bureau of Statistics, GOB; and the rest from
Bangladesh Econonic Survey, 1389-30, Statistical Appendix,

stry ofnfinance, GOB.
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3. Revenue Expenditure Uncer Different Heads

In this connection it is to be mentioned here that changes
in accounting classification from time to time._as noted earlier, ”
make very difficult or rather impossible any apéropfiate analysis in-_
this regard. More seriously enough, the classificatioh of'majof heaas
of revenue expenditure, as mentioned in chapterv4;7was no£ often B
maintained in the fiscal data suppliéd byvthe Finance Division, |
- Ministry of Finance of Bangiadesh. For énalyticaI.Simplicity, however,
in accordance with Bangladesh Economic Survey, 1989-30, Statistical
Appendix we have rearranged the heéds of revenue expenditure as unaer;

a) Administration including Fiscal Services and
Foreign Affaire;

b) Debt services;

c) Education and Health;

d) civil works;

e) Defence;

£) Rallways; and

g) Miscellaneous.

Table 3 shows that the total revenue expenciture has increased.
under all heads over the years with some exdeption. The notable
feature is that under all heads except 'Debt Services', the growth'..
rates were higher for the first_two or three yea;s aftervliberation-,

for obvious reasons which gave the'budgets of the first two or three

years a non-developmental character.

Administration:
Uncer the head of ‘Administration', the total revenue
expenditure has increased from a meagre Tk, 860 million in 1972-73

to Tk. 628C million in 1984-85. The compoind rate of growth of revenue
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expenditure under this head was about 18% per annum over the period.-
However, the annual growth rates were more Q:‘less uniform though
not steady from the late seventles to the early eighties, ekcept' '

1982-83. The main reasons for the growth of revenue expenditure under

this head were, among others, the follOWLndgx

Table 3

Growth Rate of Revenue Expenditure -in Percent
under Different Heads from 1972-73 to 1984-85

(Tk. in million) .

Year Administration : 'Debt services = Education and

- Health L

Total Growth Total Growth Total Growth

1972-73 860 ces 134 cen 562 cee
1973-74 1254  45.8 163 " 3645 792 . 40.9
1974-75 1462 16.6 313 71.0 996 25.7
1975-76 1557 6.5 407 30,0 . 1095 9.9
197677 1998 28,3 - 877 115.4 1285 17.4
1977-78 2327 16,5 686 -21,7 1687 31.3
1978-79 2703 16,1 - 1087 58,4 2210 - 31,0
1979-80 3296 21,9 . 1041 ~ -4.2 2388 8.0
1980-81 3978  20.7 1163 11,7 2883 20,7
1981-82 4651 - 16.9 2172 86.7 3168 10.8
1982-83 4618 - .1 2254 3.7 3960  24.2
1983-84 5346 15,8 2743 - 21,7 4940 24.7
198485 6280 17,5 3183 16.0 6524 32.0

contd. . -
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Table 3 (Contde.s) ’

———

Year Defence Civil works Railway Miscellaneous

Total Growth Total Growth Total Growth Total Growth
1972-73 202 .. 4 .. ee  es 329 .
1973-74 420 107.9 215  388,0 279 ee 318  =3.4
' 1974-75 . 708  68.6 520  141.8 380  36.2° 1275 . 301.0
1975-76 1109  56.6 346  =33.6 541  42.3. 1305 2.3
1976-77 1514  36.5 73  -87.8 617  13.9 1330 2.0
1977-78 1442  -4.7° 392  436,5 703  14.0 2170 63.0
1978-79 1485 3.0 476 21,3 800  13.8 2116 -2.5
1979-80 2427  63.4 519 9.2 953  13.2 2794 - 32,1
1980-81 2742 13,0 563 8.3 1237  29.7 2250 . -19.5 -
198182 3475  29.7 617 9.6 1389 12,3 3003  33.4
1982-83 4184 20.4 701 13,6 1681 21,0 4069 - 35.5
1983-84 4270 2.1 774 10.4 1700 1.1 5257 29,2

1984-85 4927  15.4 862 11.3 .. .o 7522 43.1

Source 3 Calcﬁlated on the basis of Bangladesh Economic Survey,
' 1989-90, statistical Appendix, Ministry of Finance, GOB.

a) enhancement of medical and conveyamce allowances and
sanction of compensatory allowances, dearness allowances,
etc; ' ' |

b) £illing up of the vacant posts in Gifferent offices;

c) creation of new districts, upazilas, circles and
metropolitan magistracy for Dhaka, Chittagong, thlna'.
and Razshahi cities; |

é) recruitment of more police personnel, raising of the
Ansar Battalion and raising of the companies of
Bangladesh Rifle (BDR); ‘

e) increase in the rate of contribution to U.N..
Commonwealth Secretariat and Islamic Conference, etc;
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f) opening of new Missions abroad and purchases of
" building etc., for the Bangladesh Missions; and

g) increase in the prices of fuel and other articles, etc,

Debt Services:

The total revenue exéenditure‘under the head of 'Debt
services' has increased from Tk. 134 million in 1972-73 to Tk. 3183
million in 1984-85, The compound‘raté of growth,6£greVenue‘gxpeqd1é
ture under this head was about 30% per annum over ﬁhenyears. The
. growth rate of revenue expenditure undér this head was tha‘hiéhest
in 1976-77 (115.41%) while there were negative growth rates in the
yéars 1977-78 (=21,.7%) and 1979-80 (-4.2%), Table 3 also shows that
the annual growth of revenue expehditure under this head was neither
uniform nor steady — it was rather'fluctuating. The growing amounté
under this head from year to year were, aﬁong other$; cue to the
followinglo t

a) repayment of larger treasury bills;

b) more demand for prize money of Prize Bonds;

c) payment of larger amounts of interest on foreign
loans; and

d) payment of bills to Secuiity Printing Press on acc0ﬁnt
of printing_of savings certificates and savings stamps,
. etce

Education and Health:

In case of 'Education ané Health' the total revenue expendi-
ture has increased from Tk. 562 million in 1972-73 to Tk. 6524

million in 1984-85. The compound rate of growth of revenue expendi-
ture under this head was about 23% per annum over the period. However,

the annual growth rates were not uniform but fluctuating in nature
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wnich varied between the highest 40.9% to the lowest B8.0%. The
higher amounts uncer this head from year to yéar were, among‘others,

due to the followinglla

a) enhancement of medical and conveyance'allowances:and
sanction Oof compensatory allowancess

b) additional fund to continue thie supply of text books at.
subsidized rates by the school Text Book Boards

c) increasing affiliation of more and more private schools
and colleges caused more demanc on government fund;

d) increasing the grants (recurring and non-recurringl) to
different institutions and cultural organizations;

e) taking up new schemes/programmes iike adult education
programme, population education programme, integrated
national vaccination programme, etc. for expanding
education and health facilities to the mass; and

£) increasing allowances to the employees‘of private
schools and colleges and nationalisation. of new schools
and colleges, etc.

Defences

Uncer the head of ?'Defence’ the total revenue expenditure
has increased from Tk, 202 million in 1972-73'to Tke. 4927 million .
in 1984-85, The compound growth rate under this head was aboﬁt‘3q%
per annum over the years. However, the yearly grbwth rates wére
neither steady nor uniform but fluctuating in nature with the highest
grbwth rate of 108,0 % in 1973-74 and a negativsjgiowth rate in
1977=-78. Additional fund frbm'year to year was necessary for tﬁe

following12 3
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a) maintenance and purchases of stores and equipmentss

b) construction of accommodation for defence personnelj

c) new recruitment in the Army, Navy and Air Force at
regular intervals; and S

d) increasing the basic salary and other allowances, etc.'

‘Civil workss

Under 'Civil works® the total revenue'éxpénditure~regiéteréd
an increase from Tk. 44 million in 1972-73 to Tk. 862 million in
1984-85, The compound rate of growth uncer thiﬁ’head was abdui 28%
per annum for the said period. Table 3 shows tﬁat ¢uiing'theAfi:st
two f£iscal years (1972-73 and 1973-74) after liberation, the growth
" rate was too high (388,2% and 141,.8% reSpectiveiy) under this head.
It was, however, not unreasonable that. a acamaged eéonomy like_
Bangladesh, caused by the use 6f7heavy gun-fire ddr1ng the libera-
tion war, Gemanded a high expenditure under this head. |

The higher amounts of revenue expenditure frpm year'to year
uncer this‘head were in general mainly cue tol3'z

a) maintenance and repalr of government buildingé arid
construction of new builéings;

b) repair of roads, bridges and culverts, etc., and
construction of new roads and bridges, etc:

c) increasing the numbers of the staff, enhancement of
medical and conveyance allowances and sanction of
compensatory allowances, etc. o

Railwayss
Uncer the head of 'Rzilways' the total revenue expenditure
has increased from Tke. 279 million in 1972-73 to Tke 1700 million

in 1984-85, The compound growth rate of revenue expenditure tunder
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this head was about 20% per annum over tne petioc. However, the
yearly growth rates were more or less stable 6uring the l;té’seven-
ties anc fluctuating during the early eighties. The_growthAof revenue
expenditure under this head ftom year to year was, .in general,.among
others, due tol4s_

a) reconstruction ana repairing of rail roads, briéges}
railway communication, etcy

b) recruitment of new staff anc technicians;
c) purchases of new engines anad bogies from abroad; and
d) enhancement of medical, conveyance and other compensatory
allowances and of basic salary caused by the revision of
pay scales, etc. » ' -
Miscellaneouss
Miscellaneous. i.e., other non-develoyment expenditure:
registered an inctease from Tk. 329 million in 1972-73 to Tk. 7522
million in 1984-85. The compouna growth rate uhdet this head was
about 30% per annum over the years. Higher amounts uncer this head

from year to year were, in general, among others, due mainly to15

a) increase in the number of pension and gratuity cases;
b) larger amount of subsidy due to the sale of food items
at concessional rate; and '

c) meeting unforeseen expenses caused by natural calamities
like droughts, £ loods, cyclones, etc. '

One should. however, be very cautious to draw any conclusion
merely ftrom the trends of respective growth rates of revenue expendi-.
ture uncer different heads without consicering the'amounts of absolute
change. Table 4 shows the necessary informetion that demanés‘a close

attention.
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Table 4

Compound Growth Rates in Percent and Absolute
Increase of Revenue Expenditure of the GOB
under Different Heads from 1972-73 to 1984-85

(Tk.»in million)

Head Compound : Absolute

‘ .Growth Rates Increase
1. Administration ‘ 18,0 A 5420
2. Debt services ' -30.0 3047
3. kducation and Health 22.6 ' 5962
4. Defence ) 30.5 - 4725
Se¢ Civil works 28.0 . : 818
6. Railways ‘ 19.8 - 1421
7. liscellaneous 29.7 7193

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

From the above table it is found that the févenue expenditure
of the GOB under the -head of 'rCefence’, ‘'Lebt services' -and
‘*Miscellaneous’ took»the ist, 2nd and 3rdé positioﬁ respectively‘

“from the point of view of compound growth rates in percent oVér the
years. But they took the 4th, 5th and 1lst position respeéﬁively from
the point of view of absolute increase. Interestingly enough, the
head 'Education and Health' and ?Administration' took the Sth- and
7th position respectively from the compound growth-rates»poiht of
view. But they took the 2nd anc¢ 3rd position respectively i;om the
absolute increase point of view, Similarly, the poéition of"Civil_
Wworks' was 4th in consiceration of compound grthh rates bu£ its
positidn fell down to the bottom (7th) from the point of view of

absolute increase.
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Again mere growth rates anc absolute increase - are not:suffi-
cient to give us a ciear picture about the trena of revenue‘éXpendi—'
ture of the GOB under different heads over the years. It is now
‘necessary to have an idea about the relative importance or perceﬂtage
share of c¢ifferent heads to the total revenue expenéiture of the GOB
over the yeare, |

Table 5 shows that, with some exceptionS} the relative impere
tance of different heads under revenue expenciture reﬁained‘the'séme,
since indepencence. Thus 'Administration' took the'ist positien'for
all the fiscal years after liberation except 1984-ES. On'en.average.e
this heaa constituted 26.4% df the total revenuve expenditure over the
yearse. On the baslis of yearly averasge, 'Education and Health', |
'Miscellaneous! and 3Lefence';took the 2na, 3:& and 4th position
resﬁectively. _ |

It is striking to note that from the early seventieé to the
mid-seventies, the share of revenue expenditure under ’Edueation
and Health' decreased while the share of ‘Lefence' increased. And
in some fiscal years the share of 'Cefence’ exééeced the shafe'of
'Education and Health'., However, during the eighties. an iﬂcreasing
share of *'Ecucation ana Health' is recorded.,

In respect of 'Debt sServices' it is obserwvec that though its
percentage share decreased in the early se#enties, from the mic-
seventies to the early eighgies it registered an increased.bereep-
Aﬁage share of revenue expenaiture. and ﬁhroughout the-eighties the
share of revenue exbenditure under *'Debt Services' remainedSalmest

invariable.
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The percentege share'of ‘Miscellaneous' to the total revenue
expenditure was fluctuating over the years and in some fiscal years
this head took the 2nd position from the 3ra superseeding 'Education
and Health'. And in 1964-85 this head took the lsﬁ position. This is -
an indication of the fact that the GOB had to faee many unfo£e~seen
ané unexpected situations in each and every year, the ekpedditure of
which could not be categorically forecaseed in the budget. |

The percentage share of °'Civil Works' toAthe total revenue
expenditure though registered an increase in the early seventiee,
from the mid-seventies its importance was gradually diminishingd'And
on the basis of yearly average it took the lowest position (4.1%).
Similarly, the percentage share of 'Railways' to the total revervue.
expenditure was very poor and its share remained more or less invari-
able throughout the whole period uncer stﬁdy.

From the above analysis'one may - ascertain some interesting
features regarding the growth and pattern of revenue expenditﬁre of
the GOB during the period under -study: |

1) The total revenue expenditure of the GOB has increased
over the years and constituted on an average about T%
ﬁtMGW(MMeNsmummwemdmmimuwmm
of the Government in economic activity.

2) The highest compound growth rates were registered under
the heads of 'Defence’, ‘Debt servicds' and 'Miscellaneous’
(fable 3). But the highest absolute, increases were
registered uncer ‘Niscellaneous', *Education and Health®
and 'Administration' (Table 4). '

3) 'Administration' recorced the highest percentage share
to the total revenue expenditure of the GOB throughout
the whole period under study (Table 5). This reflects the
fact that the GOB had to spend a huge amount of money for



Table 5

Percentage share of Revenue Expenditure under Different Heads
to the Total Revenue Expenditure of the GOB from 1972-73 to 1984-85

183

Head 72-73 73-74 74=75 75-76 76-77 77-78 78-79 79-80 80-81 81-82 82-83 83-84 B4-85 Yearly
' Average

A 40.3 3642 25,9 2445 26,0 24.7  24.8 24.6 2649 25,1 21,5 21,4 21.4 26.4
B 643 5.3 5,5 6.4 1144 7.3  10.0 7.8 7.8 11,8 10,5 11.0° 10.8 8.6
c 26,4 22,9 17,6 1742 16,7 17.9  20.3 17.8 19,5 17.2 18.5 19,7 22,3 19,5
D 9.5 12,1 12,5 17.4  19.7 15.3 13,7 18,0 18.5 18,8 19,5 17,1 16,8 16,1
E 2,10 6.2 942 5.4 . 49 4.2 4.4 3.9 3,8 3.3 3,3 3,1 2.9 4.1
F ce Bl 6.7 BuS 8.0 75 Tsé  Tul 0 Be3 7.5 7.8 8.8 6.8 6.4
G 15,4 9,2 22,6 20.5 17.3 23.1 19.4 20.8 15,2 16,2 18,9 21,0 25.7 18.9
Total 100,0 100,0 100.0 100,0 100,0 10040 100.0 100,0 100.0 100,0 100.0 100,0 100.0 1000

Note 3 A = Administration, B = Debt Services, C = Education and Health, D = Defence, E = Civil works,

F = Rallways and G = Miscellaneous

source i1 Calculated on the basis of Table 1 and 3 of this chapter.
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the normal running of the government leaving thereby
very little as government saving.

'4) The percentage share of revenue expenciture under ‘Defence’
to the total revenue expenditure of the GOB has increased
markedly showing the overwhelming priority of this field
since the mid-seventies. '

4, Revenue Expenditure of the GOB dﬁr;gg Different Plan Periods

let us now view the revenue expenditure of tﬂe’ GOB taking
different plan periods into consideration. iable 6 shows thét the
total revenue expenditure of the GOB in absolute term has ;nctéased
on an average by Tk. 1455 million per annum during the-FFYP and by
Tk. 2006 million and Tk, 3176 million on an average per annum during
the TYP and the SFYP respectively. The growth rates of revenue

expenditure, however, showed a dec;ining tendency over the plan

periods.
Table 6
Growth Trend of the Total Revenue Expenditure
of the GOB during Different Plan Periods
Period Absolute Increase . Growth Rate
(Tk. in million) (In Percent)
FFYP o : '
(1974-78) 1455 : 34.6
TYP ,
(1978~80) 2006 19.4
SFYP .
(1980-85) 3176 - 16.9

A Source 3 Calculated on the basis of Table 1 of this chapter.
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Table 7 Shbws the growth rates of revenue expendituré undér‘
Gifferent heads duting the plan péribdé.'lt ié founé that under all
headé-the growth rates showed a declining tendency dgring the plaﬂ
periods‘excgpt the fact that the groQﬁh ratés of"Débt Serviées',
'Education and Health' and 'Miécellaheéus' showed an increasing
tencency ftom the TYP to the SFYP. The notable feéture is that'for'

all hea&s,_the gfowth rates were too high curing the FFYP for obvious

reasons.
A Table 7 i
Growth Rates of Revenue Expenditure under
Different Heads During Different Plan Periods.
| (In percent)
Head FFYP . TXP ' SFYP
- (1373-78) (1978-80) __ (1380-85)
1. administration 22.0 19,0 13,8
2. Debt services 38.6 23,2 . 25,0
3. Education and ' ' . : L
4. Defence 48.1 - 29,7 15,2
5, Civil works - 54,9 - 15,1 - 1067
7. Miscellaneous 45.8 13,5 . 21.9

Source 3 Calculated on the basis of Table 3 of this.chaptex{

In case of percentage share of revenue expenditure under
various heads to the total revenue expehditure Table 8 shows that
,thevhighést share went to the head of ‘Acministration' over the
Plan périods. The notable feaﬁure is that while the share. of
'‘Administration' to the total revenﬁe expenditure started decreasing

graduaily. thé share of 'Debt services' and 'Defence' started
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increasing sharply from the FFYP to the TYP and the SFYP respectivelye.

Table 8

Yearly Average Percentage Share of Various
Heads to the Total Revenue prenciture of
the GOB during the Plan Periods,

Head _ FFYP - TYP . SFYP

(1973-78) (1976-80) (1380-85)
1, Administration 2705 247 23,2
2., Debt services 762 9.0 10.4
3, Education and Health 18.5 19.1  19.4
4. Defence 15.4 16,0 18,0
S Clvil works 5.2 4.1 3.3
6. Railways 7.7 7.2 | 7.6

- 7. Miscellaneous 18.5 - - 20.1 . 139.4

Sources Calculated on the basis of Table S of this chapter.

S. Review of the Revenue Budget of the GOB

Revenue budget consists of revenue receiptsvahd revenue
expenditure, In Chapter 5 we have explained the receipt's side of’
the reveaue budget and in the foregoing sections of the present
chapter we have explained the expenciture side of the revenue bucget
of the GUB. Let us now have an overall view of the budgetaryfposition
of the revenue budgeﬁ of the GOB during the per;od under stu&y.

As we know, the excess of revenue receipts over revenue
expenditure denotes government saving which is adced to the comestic
regources available for financing investment écﬁivities. it is said
_that_government receipts, especially-taxation is a form of cbmpul—_
sory saving and is desirable. But it must be realised that taxation

by itself only leads to a transfer of funds from the private to the



187

public coffers, Its effectiveness in prémdting capital formulaﬁion 7
is limited by the extent to which the increased revenues are used
for 1nVestment'purposes. If they are ébsorbed by'an'indrease in
administrative non-development expenditure; the cépital is Virtuélly .
lost to the economy. In other words, non-develbpméht-expend£ture
shrinks government savings iéading to a rise in the saving-investment
gap thereby raising more dependency on foreign §id. _
Table 9 shows the budgetary position of the revenue budget

of the GOB from 1972-73 to 1984-85. It is found that both the reverve:
expenditure and ﬁhe GDP of Bangladesn have incrgaSed sﬁead;iy over -
the years. In other words, there is aldirect relaiionahip between a
| rise in the GDP and a rising share of revenuve expenditure in.the.

GDP. This relationship can best be expressed by what is known as the:
'law of increasing state activities and expenditures' prOpbugéed by
Adléph wagnerl6 which generali;es a gradual~inc:ea3e in the ratio

of government revénue expenditure to the nationalvincome. In other

words, income elasticity17

of goverhment‘revenue expenditure is
positive.

Table 9 shows that the income elasticity of revenue expendi-
ture (measured as‘fhe ratio of percentage change in governmentv
revenue expenditure with reSpect‘to percentage'chahge in GDP),varied
between 0.5 and 7.7. And on an averége the income,elaéticity~o£ |
_revenue expenditure (1.8) was not only positive>but greater than
one for the whole period uncer study. This cleatly reflecﬁs the fact

that revenue expenditure increases faster than the GDP and confirms

Wwagner's hypothesis in Bangladesh.
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. Table 9 :
Budgetary Position of the Revenue Budget,of.fhe GOB from 1972-73 to 1984-85

(Tk. in million)

Fiscal Revenue Revenu_e’ Revenue 4 as GDP at Current 4 as Income Elasticity
year Receipts Expenciture Surplus % of 2 Factor Cost- : % of 6 . of Revenue Expen-
diture
1 2 3 4 5 6 | 7 8
1972-73 - 2302 2131 1T 74 42837 0.4 .o
1973-7¢ 3724 3462 262 7.0 68977 0.4 1.0
1974~175 6240 5655 585 9.4 123949 0.5 .8
1975-76 8841 6360 2481 28,0 103198 2.4 4.2
1976=77 9337 7693 1644 17.6 99874 1.6 7.7
1977-78 11761 9406 2355 20.0 139204 1.7 o5
1978-79 14517 10876 3641 25.1 163909 2.2 .9
1979-80 16805 13419 3386 20,1 197633 | 1.7 1.1
1980-81 ' 22568 - 14816 3752 . - 16.6 ' 2197939 . : 1.7 -
1981-82 23570 18497 5073 - 21,5 . - = 251320 - 2.0 1.7
1982-83 24845 21477 3368 13,5 | 272953 _ 1.2 1,9
1983-84 28126 25030 3096 11,0 331068 0.9. .8
1984-85 35767 29300 6467 18.1 - 395168 . 1.6 -

Source 3 Col. (2) from Table 1 of Chapter 5, col. (3) from Table 1 of _Chaptér 6. Col, (6) statistical
: Year Book of Bangladesh,; Various Issues, Bangladesh Bureau of Statistics, GOB. . .
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In Bangladesh the total revenue expenditure increases.by‘
24.4% annually while the GDP increases by 20.3% annually Guring the
.period uncer study. Thus the demand fdr government revenue expendi-
ture rose faster than the GDP from 1972-73 to 1984-85 thereby justiQ
fying wagner®'s generalization in Bangladeshls. This finding isgalso‘
supported by & world Bank report which shows that in most of fhe
developing countries (data relate to 1960-70 and 1970-80) government
conéumption was increasing more rapidly than Gopt®. '

Again, Table 9 shows that the revenue surplus which iS«BGGEG
to the government sa&ing c6n§t1tuted on an average only 16.5%'6f
the revenue receiﬁts over the years. In other words,‘on'an average
more than 83% of the total revenue receipts were absorbed by the
government revenue expenditure during the pe:ioé»ﬁnder study. Thus a {
major portion of collected revenue ieqeipts hés gohe to meét the |
growing revenue expenditure rather than to increase the level of
government savings to a highéf level. '

The above finding leads us to concl'uc':e that the "pPlease
Effectzo" seems to be in operation in Bangladesh. According to this
view governmental revenue expenditure is a Girect function of the
availability of revenue. In 1DCs where collection of revenue is
difficult, public expenditures stand at a low level. Bﬁt as more
and more revenues are collected with the évailability of m§re and
more séurces of revenue their governmental curreht outaly-incréaées.
As é result, adéitional revenue is associated with an increase ln

current spending, not with an increase in budget surplus. As Stanely

Please states, “The disappointing behaviour of public saving in the
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less developed cquntrigs in spite of impressive recorcs o£ tax
performance is due to the'growth of government current gxpenditure“zl.

In Bangladesh, with ﬁime, transfer payments like old age
pensions, grants to local bodies and so forth have been greatly
enlarged, Public health énd sanjitation programmes have been expahded;_
Education also claimed a larger share of public expenditure. Salaries
of the government employees have increased from time to time and so
on. In addition, clamours of political parties for concessiohs and
benefits, and so on have combined to increase public expenditure. As
Stanely Please asks, “"Is it possible to resist political pressure or
popular clamour for increaséd defence expenditure, salary inéréases

. for public officials, and so on when it is known that the money is

in the kittyz3%*

Whatever may be the cause, non-development expeﬁdituré of the
GOB which increased at an accelerated pace evér since 1972-?3 can
néver be justified on any ground. For, during thé'FFYP, revenue
expenditure increased sharply by more than 30% (Table 6)jannualiy '
as against the projécted target of 10%23. Dﬁring”the'SFYP; annual
rate of growth of revenue expenditure was projected to be f.B%. but
it actually increased by about 17%. More significant, however, was
the fact that revenue expenditure increased at the rate of‘21% per
annum between 1975=76 and 1978-79, even after the policy of fiscal
austerity in various Ministries, Divisions and‘Pubiic Corporations
was introduced in 1975-762%. This s an indication of the fact that
.'whétever economy was achieved through reorganisation and other
measures was more than offset by an increase in other heads of

expenditure'zs.
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In this connection, it may be_mentioned here that large
amounts of subsidies to fertilizer, seeds, pesticides ahd<i#rig§£10n
water in support of agricultural development programmes were'paid out
of the development budget and ‘'if ihcluded in the-revenue budget'{
as evaluateq by the Planning Commission, ‘'the surplus in thelreVenue
budget would have turned negative in many Years‘zs.

We, therefore, conclude that-whiie in a new country,viﬁ was
not unnatural for the current expenditure of the governmept to
increase at a'high rate during the early seventies, such @ high rate
of increase in the late seventies_és well as in the eighties, was
neither warraﬁted nor natural, ptécticélly when-the ptincipie'of
‘f£iscal austerity was introduced and subsidies in many areas were
almost withdrawn. This contributed not only to misuse of resources

but also to diversion of development resources away from the produc-

tive sectors.
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Chapter 7

CAPITAL BUDGET OF THE GOB AND DEPENDENCY ON
FOREIGN ECONOMIC ASS ISTANCE

1. Introduction

Like many other deveioping'countries of the world, as noted
in Chapter 4, the GOB formulates'twofﬁypes 6f budget namelf._féVenue :
budget and capital budget.'These t&o,budgéts are commonly kn¢wh as

- non=-development and development:budgeﬁ ;éSpectively. In thg précee--
ding two chapﬁers we have explainéd thé teéeipts and expenditure -
sices of the révenue budget of the GOB respectively. The present
chapter is an attempt.to expléin b:iefiy the receipts and exﬁendi-
: ture'sides of the deve10pmedt budget of the GOB:during the period
under study, Finally, an attempt-is'a;so.méde to show the_éepehéency
of the Bangladesh Budget (espécially'deveiopmgh; budget) on foieign
aid for the said period. | |
| According to the budgéﬁ doéument},-capital receiptsiﬁre:
divided into two parts. namely s
i) iInternal Capital Receipts, and
ii) External Capital Receipts. =
Internal Capital Receipts iﬁcludéj:

a) Loans and Advances: (net),
'b) pPublic Accounts 3 |

i) Unfunded Debt'(nét),'and A

i) other deposits and Advances (net)
c) Permanent Debt (net domestic); and
d) Floating LCebt (net) i.e., Promisory Notes and

2 ,
Treasury Bills .
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External capital receipts, on‘the otheruhend, include foreign loans
and grants in the form of3 3

a) Project Aids;
b) Non-Project Aid (counterpart fund from commodity aid; and
c) Food Aid (counterpart fund from food transactions).

According to the budget oocument capital expenditure of the
\GOB comprises sector-wise deve10pment expenciture uncer Annual '
Development Programme (ADP), non-deveJ.Opment expenditure within the
capital budget, expenditure on food budget and non-ADP projects.
However, we are mainly interested with the analysis of sector-wise
development expenditure uncer ADP which constitutes more than 80%
of the total capital expenditure of the GOB4. 4

Accordingly, this chapter is organised in the following way.
Section 2 deals with the growth and cgmposition of the total capital
receipts of the GOB during th'e period between 1972-73 and 1984-85, |

Note that the analysis of the composition of external capital _
receipts of the GOB is not incluced in this section. This is inclu-

ded in Section 4 where an attempt is made to show the depencency
of the Bangladesh Budget on foreign aid, Section 3 deals with the

sector-wise development expenditure of the GOB over theiyeérs;

2. Growth and Composition of Capital Receipts of the GOB

The total capital receipts of the-GOB, as Srnewn in Table i,‘
haue increased from Tk, 4621 million in 1972-73 to Tk. 35518 million
in 1984-85. In other words, the total capital receipts of the GOB
‘have increased at a compound rate ‘o‘fl 18. 5% per annum over tne years,
The year to year trend of growth of the total capital receipts was,

however, fluctuating in nature with a high of 126.1% in 1975-76 and
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a low of 145 in 1372-73.

The total internal'capital'receipts of the GOB, as shown in
Table 1, have increased from Tk. 933 million in 1972-73 to Tk. 2448
million in 1984-85, The compound rate of gfowth-of.internal capital
receipts was 8.4% per annum over the years. The year to year growth |
rates of internal capital receipts were, however, nbt steady'but
fluctuating in nature with a high .of 290.4% in 1975476-and a low of
119.3% in 1974-75. | B |

The total external capital receipts of the Goé. as shown in
Table 1, have increased from Tk. 3688 million in 1372-73 to Tk. 33670
million in 1984-85. In other words, the totsl external éapitél
receipts have increased at'a compound rate of 20.0% per‘annqm over
the.yeérs. The year to yeai grbwth trena was; however, not sfeady
but ‘oscilliating in nature with a high~of'123.1% in 197475 and a
low .of 36.% in 1973-74. |

Despite the vafying naéure‘bf the growth rates of bg;h
internal anc externgl capitél receipts over the years, theif relative
shares to the total'capiﬁal receipts remained almost invariable’
throughout the whole period under study. Table 1 shows that the
external capital receipts constituted on an average more than 90%
.of #he total capitgl raceipts fér the whole period under'study and
about less than 10% of the total capital receipts were shared by the
internal capital receipts, Thus the dependencj of the capital budget
of the GOB on foreign assistanceifor the whole period under stucy

1s easily understood,

* * *
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: Table 1
Growth of Internal,External and Total Capital Receipts of the GOB (1972-65) -
| " ___(Tk. in milldon

Year . Total Grodth Internal Growth External Growth 4 as % 6 as %
Capital = Rates Capitel Rates Capdital Rates of 2 of 2
Receipts Receipts Receipts - : .

1 2 3 . 4 5 6 7 8 9
1972-73 4621 - ' 933 e- 3688 - 20,2 79.8
1973-74 3951 - =14.5 . 1625 74.2 2326 -36,9 41,1 58,9
1974=75 5550 °  40.5 360 - =77.8 5190 123.1 6.5 93,5
1975-76 11021 9846 - - 598 290.4 10423  100.8 5.4 94,6
1976-77 8734 -20.7 530 11,4 8204 -21,3 641 - 93.9
1977-78 11760 34,6 493 . =T7.0 11267 . - 37.3 4.2 95,8
1978-79 - 13538 15,1 563 14,2 12975 15.1 4,2 95,8
1979-80 19379 43.1 644 14.4 18735 44.4 3.3 . 9647
1980-81 19194 -0.9 1037 37,9 18157 -3.1 5.4 94,6
1981-82 23166 20,7 1306 25,9 21860 20.4 5.6 94,4
1982-83 30179 30.3 1259 -3.6 28920 . 32.3 4,2 95,8
1983-84 38731 28.3 3897  209.5 34834 20.4 10.1 8.9
1984-85 35518 -8.3 2448 \ -37.2 33070 =5,1 6.9 93.1

Sources Col., 2,4 ané 6 from The Budget 1n Brief (1989-90). Statistical Appencix Table IV -and vV,
Ministry of Finance, GOB. -
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Internal capital receipﬁs. as noted earlier, comprise léans 
. and adévances, public account (unfunded debt, and other CepoSitS anév
advances), permanent cebt and float;hg debt. Table 2 shows that
except for the first two yearé atter liberation, the publié account
constituted the highest percentage share to the total internal
capital receipts of the GOB. over the yeais. On.an average, this head
constituted about 50% of the totallintefnal capital receipts during
the period»under study. Table 2 8lso shows that the two con@onénﬁs
of public account i.e., unfunded debt and cther deposits and advances
contributed on an average aimost'equal share (about 25%) to the total
internal capital receipts over tﬁe years.

During the early seventies,though_permanent Gebt conStituted
the highest percentage share, from 1975=76 as shown in Table 2, its
share declined gradually and on an average constituted 23,0% of the
total internal capital receipts. Sihilérly, a consicerable percentage
of internal éapital receipts wés shared by floating debt for the |
first two years. But after 1974-75, the share of floating Cebt
declined and on an avéfage this head contributed §;3% of the total
capita; receipts over the years. The share of loans and adﬁanceé
was very low during the early seventies but increased considerably
vduring the eighties and on an average»this head contributed 17.8%

of the total internal capital receipts over the years.
4 ® . *
Now taking the different plan periocs into consigeration

Table 3 shows that the rate of growth of the total capital receipts

of the GOB though increased from 20,5 during the FFYP to 28.4%
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- Composition of Internal Capital Receipts of the GOB from 1972-73 to 19€4-85

and Their Relative shares to the Total Internal Capital Receipts
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72-73 73=-74

(100)

Head 74-75 75-76 76=77 77=78 78«79
l. Loans and Advances «61,0 20,7 87.5 244.0 57.2 - -

2, Public Account 107.0 105.1 163.7 328,99 455.2 282,5 420, 9

h (11.4) (6.5) (4545) (55.0) (85.,8)  (57.2) (74.8)

(a) Unfunded Debt 67¢3 35,7 84,0 141.6  221,5 162,5 . 245,0

(7.3)  (2.2)  (23.3)  (23.7)  (41,7) (32.9)  (43.5)

(b) Other Deposits and 39,7  69.4 79,7 187.3 233,7 120, 0 1 175.9

Advances (401) (4.3) (22.2) (31.3) (44.1) (24.3) (31.3)

3, pPermanent Debt 637.4 813.3  155,0 “7ed  —- 99,2 564 6

(Don'lestiC) (68.3) (50.4) (43.1) ('1.1) - (20.2) (10.1)

4. Floating Debt 2500 68040 45,7 32.1 18.1 111,2 85,6

' . (26.8) (41.8) (=12.8) (5.3) (3.4) (22.6) (15.1)

Total 933.4 1625.1 360, 5 537.6 530.5° 492,93 563,1

(100) (100) (100) (100)‘ (100) - (100)

Note s Figures in parenthesis indicat;e percentages; slight discrepancies are due_ t0 rounding
Source: The Budget in Brief, 1989-90, Ministry of Finance, GO'B‘, Statistical Appendix, Table IV,
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79=80

1100)

Head: 80-81 8182 82-83 8384 8485
1, Loans and Advances — T 413,1 458,0 327.9 322.4 830.6
| | -- (39.8) - (35.1) (2641) (843) (33.9)
2., Public Account '465,9 - 571,7 829, 7 730.,0 16700 1480,0
A (72.4) {55.1) (63.5) (62.7).  (42,9) (60.4)
(a) unfunded Debt '265,0 300.,0 355.0 - 340.0 595,00 700, 0
o : _ (41.2)  (28,9) - (27.2) (27.0) (15.3) (28.6)
(b) Other Deposits and 200, 9 271,7 474,7 . 45040 1075,0 780.,0
, - Advances (4.1) - (4.3). (22.2) (31.3) (44.1) - (24.3)
3., Permanent Debt 126,2 — «6040 13,9 1814.5 - 37,3
' (Comestic) (19.7) == (=4.6) (1,6) (46.5) (1.6)
4. Floating Debt - 51,5 52.0 78.5 121,1 3043 99,7
(7.9) (5.1) (6.0) (9.6) (303) (4.1)
Total 643,6 103740 130642 1258.9  3897.2 2447.6
© (100) (100) . (100) : (100)

(100) -
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Table 3

Growth and Composition of Capital Receipts of the
GOB during Different Plan Periods

(In pefcenf)

Head FFYP . TYP '~ SFYP

(1973-78)  (1978-80) (1380-85)

1, Total Capital 20,5 - 2804 12,9
recelpts _ -

2. lInternal Capital - -12.0 14,3  30.6
Receipts . . o

3. External Capital 250 - 28,9 12.1
Receipts : , I !

4, (2) as % of (1) . 12.7 : 3.8 6.4

5. (3) as % of 1 8743 : 96.2 - 93.6

Source 3 Calculated on the basis of Table 1.

during the TYP, decreased upto 12.3%.during the SFYP, The-gquth
rate of internal.capital receipts increased frcm the negative
~12,0% . Buring the FFYP to the positive 14.3% and 30.& during
EYP and the SFYP respectiveiy.~EXternal capital receipts, on the

other hand, though increased at a conppound rate of 25.@% and 28,9%
cduring the FFYP &nd the TYP respectively. its grqwth rate declined
to 12.1% during the SFYP. _ _ ‘ |

on the basis of yearly averages, as shown in Table 3, internal’

capital receipts constituted 12.7% of the total capital receipts
during the FFYP and 3.8% and‘6.4% during the TYP and the SFYP
respectively. External capital receipts on the other hand, consti=-
tuted 87.,3% of the total capital recéipts during tne FFYP ahd 96.2%

and 393.6% during the TYP and the SFYP respectively reflecting the
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fact that the capital budgets of the GOB were almost entirely

dominated by foreign economic assistance, of which more later.

3. Capital Expenditure of_ the GOB _ |

| Capital or cevelopment expenditure generally denotes physical
investment under different secto:s of the economy within the frame-
work of Aannual Development Progre@me (ADP). Table 4 shows that the
the total deVeloement expenditure of Bangladesh has increased
steadily over theiyears. In 1972-73, total development expenditure

Table 4

Trend of Growth of Total Development Expenditure
(ADP) of the GOB (1972-85)

(Tk, in million)

Year Total Development Growth GDP (at 2 as %
: Expenditure (ADP) Rates (%) current - of 4
' - : - factor cost) _
T _ p) = 3 —4 Ly
1972-73 2139.5 coe 42837 5.0
1373-74 4648.2 . - 116.9 88977 6.7
1974=75 5250.0 13,2 123949 . 4e2
1975-76 9650, 0 . B83.8 103196 9.3
1976-77 10037.1 4.2 99874 10.0
1977-78 12026, 4 19.6 139204 8.6
1978-79 16028.3 33.2 163909 ' 9,8
1979-80 22597.6 45,3 1197633 11.4
1980~81 23683.9 1.2 213739 10.8
1981-82 27152.5 14.6 251320 10.8
1982-83 2976042 3.6 272353 10.9
1963-84 34326.8 ' 15.3 331068 4
1984-85 35084.2 2.2 395168 8.9
FFYP(1973-78) | . 1.2 7.6
TYP(1978-80) o 37,1 110.6
SFYP (1980-85) § 9.2 10.4

Sources: Col. (2) frem The Budget in Brie£L1989—90, Ministry of
Finance, GOB, Statistical Appendix, ppe 42-45. Col (4)
from various issues of the Bangladesh Bureau of statistics,
GOB.
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of the GOB was Tk. 2139.5 mi_l‘iion ‘while-:in 1984-85, it amo'un.ted
to Tk. 35084.2 million. In 6ther'wprds.,total deve lopment expendi~ |
ture increased at a éompound réte of 26,2% per annum oyet théﬂyears;
The }ear to year trend of growth rates; hQWever. showed'sge-saﬁ
fluctuations varying between a low of 1.2% in 1981-82 and a high
of 116.9% in 1973-74. | |

Taking different plan périods into considerati6n; Table 4
shows that during the FFYP (1973-78) tptél céveIOpment expénditure
incréased at a co@pound rate of 41.3% per annum, Du:ing the TYPV
(1978-80) and'the'SFYP (1980=-85) the rate of growth degiined_
marginally to 37.1%'pér annum and sharply to 9.,20% pex anpum.reaf
pectively. | ' '

On the basis of yearly aveiages; during the FFYpP, total '
¢evelopment expenditure constituted 7,&%_qf the GDP..Du:ing.the
TYP and the SFYP, total development expenditure constitufedvlo.&%
and 10.4% of the GDP respectivély; Table 4 snows that the share of
éevelopment expencditure to the GDP fluctuates considerably_during
the initial years but stabilisés latéf on. The periodic évérages
for the late seventies (1378~80) and for the early to thefhid4
eighties (1980-85) show that the share:of,dévelOpment-expenditﬁré
to the GDP stabilises around 10x reflect;ﬂg'rather a little change

in the structure of deveIOpment'expenditurefof Banglédeéh-fér'the
saild period. ‘

We know that the level of government expenditure is usUally :
taken as a measure of governuent involvement in economic activity
of a country. But development expenditure of the GOB amounting to

only 10% ot the GDP, no doubt, reflects a poor involvement in the
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development activities of thé countrye. A U.N. report-ndted.;hat the
involvement of the GOB in its economic activities was véry lbw com-
pared to that of other developing countries of the region surround-
| ing Bangladeshe. In fu»t, amongst 17 developmng countries. Bangladesh
was at the bottom of the list®.

Calculations based on constant 1972-73 prices (wholesale price
deflator) as shown in Table 5, may prbﬁide'us with a better idéa
'abou£ the development expendiﬁure of the GOB over the plah periods.'
At i972~73 prices the size of the first ADP of 1373=74 waska. 3320
million, by the end of the FFYP it wes fk..5280 miliion and rose
to Tk. €310 million in 1979-80 and declined to Tk. 7180 million in
1984-85. At constant (1972-73) prices the size of the ADP»grew at
a ccmpound rate Or 7,3% per annum. The raté of growth, hoﬁeye:,
varied significanily from plan.to plane During the FFYP, at constant .
prices, ADP grew at 12,3%, during the’TfP‘it grew 2t the'rate‘of
~ 25.6% (constant prices) but in tie terminal year of the SFYP. it
declined in real terms. | |

Table S
Annual Development Programmes ,
' (Tk. in million)

Year - ADP "ADP
(at current Prices)(at 1972-73
A prices)
1973-74 (starting Year) 4640 T 3320
1977-78 (Terminal Year of the FFYP) . 12030 5280
1979-80 (Terminal Year of the TYP) = 23300 ‘8310
1984-85 (Terminal Year of the SFYP) 34980 7180

Note : Leflator used is WPI (kholesale Price Indices) with ‘
1372=73 as base.

Source: The Third Five_.Year Plan (1985-90). Planning COmmission,
GOB, Chapter 1, p.—i‘t
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For better'understanding. however, it is necessary to explain
the growth and pattern of cdévelopment eipepditure under va:iogs
(major) sectors of the economy: Such an'aﬁtémpt is made in Table 6
where for the shske of analytical simpiic1ty. différent’gectors.
as recorded.in the budget doFﬁménts, éré.réarranéeds Héads which
serve almost the same prupose and_are-telazed to_éachidtheﬁ are
joined together. Again, we like to ndté_tﬁaﬁ no attempt is niade here
to explain project-wise allocation oif funds uncer different sectors
but only & general disqussion to show the trend and nature of

cevelopment expenditure over the years is attempted.

Bangladesh is predominéntly an agridultural'country. This
sector (comprising crOp proauctlon, :1shery. rorestry and livestock)
contrirutes sbout 55% to the GDP -and ébout 85% of the total o
po;ulation are directly and indirectly related to ‘this sector for
enployment. During the pre-liberation'perioC. agricultuie in~Ba;glé—
desh was almost premitive in nature and output per acre was Qne.of
the-lowest in the world, .80, from the-#ér} beginning. the GOB has
been giving alle-out effort to imprcve this sector especially to |
actain the objective of self-sufficiency in the procuction of food-
grains by ensuring the supply of agricultural 1nputs anc¢ other ser=-
vices to the door-step of the farmers at subsidisec raﬁés. |

Table 6 shows that cevelopment expenGiture under this head

-has increased steadily rfrom Tk. 340& million in 1972«73 to Tk.3141.2
million in 1984-85, in other words. development expenditure under
this head grew at a compound raﬁe of 20.3% per annum over the years.,

~

Table 6 also shows that on an average about 14% of the total



Table 6

Growth of DevelopPment kxpenditure uncer Different (Major) sectors and Theirx
Percentage Shares to the Total Development Expenditure of the GOB (1572-~85)
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(Tk. in million)

Sector 1972-73 1973-74 1374-75 1975-76 1976-77 1977-78 1978-89
1. Agriculture 340,1 575.8 638,68  1301,8 1529,0 1541,4  2345.1
- . - (15.9) (1244) (12,2) (13,5) (5.2) (12.8) (14.6)
2. Flood Control and Weter 270.0 ' 696.6 860,0  1340,7 1129,1  1427,4  1725.3
Resources o (12,6)  (15.0) (16.3)  (13.9) (12z.0) (11.9) (10.8)
3. Industries 16,9  525,1 650,0 116642 1436,2 1901.2  3040.2.
o , o - (e8) . (11a3) . (22.4) (12,1) (14.2) (15.8)  (19,0)
4. Power and Natural Resources 126,8  496,7 780,8  1370,0 . 1271.4 1628,1 2316,4
5. Transport and Communication 256,4 1096.7 998,3 1796.3  2270,1 2264,6  2565,4
. (12.0) (23.6) (19.0)  (1646) (22.6) (18.8) (16.0)
6. Rurél Development 262,7  286.3 273.,0  659,6 540.0 755,9  1089.1
. . (12,3)  (6.1) (5.2) (6.8) (5.4) (643) (6.8)
7. Education, Health and 16,8 46440 562,8  1125.9  589.,3  1320.1 1625.6
. Family Planning (7.6) (10.0) (11,1) - (11.7)  (9,8) (11.0) (10.1)
8, Physical Planning and Housing 102,9  233,5 340.0 690,0  630,2 808, 9 966.0
9, Others 601.9.  273.5 126.3 199.5  177.8 377.8 355,2
~ - (2841) = (5.8) (2.4) (2.1) (1.8) (3.1) (2.2)
Total, 2139.5 4648.2 9650.0  10037.1

5250.0

12026.4 1602843
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Table € (Contdes)

Sector © 1973-80 1980-81  1981-82 . .1982-83 198384 1984-85 Yearly
: ‘ : - Averages
1, Agriculture '2338,2  3227.5 3698.4 - 4721.,2 4757,7 3141,2
(13,0) - (13.6) (13,6) (15,9}  (13,9) (8.9) (13.5)
2. Flood Control and water 2971,6 3571,8 3991,7 3684,1 4695,8 5146,5
Resources ' (1302) (1501) (140 7) (12. 3) ) (130 7) (140 7) (130 7)
3, Industries | : . 562742  3367.0 - 3676,9 3145,1- 3325,5 2397,9 '
' ‘ | (15,1) . (14,2)  (13,5) (10.6) (S.7)  (6.8) (12,0)
4, Power &nd Neturasl Resources .3728,5 3530,3 4085,5 5370.8 7939,5 839z,.3 :
(1645)  (14,.3) (15,1)  (20.1)  (23.1) (23.9; (15.4)
5. Transport and Communication 4120.3 . 4463,5  4405.8 5652,0 3406,5 28 76.7
) - . ; - (18,2)  (18.8)  (16,2) (19,0}  (2,9)  (8.2) (17.1)
6. Rural Development ~ o - 1043,3 1033,6  1126,8 - 1159,6 1057,3  1102.1 -
o _ (4.6) (4.4) (4e2) ~ (342} - (3.1) (3,1) (S¢9)
7. Education, Health and © 2005,6  2324,5 2675,8 275CG.9 3203,6 3390,4
Family Planning 4 (8s2)  (39.8) (9eg) - (342) (9.3) (9.7) (9.9)
8. Physical Flanning and Heousing 1446,2 1467.4 1774.4  14356,0 1471,6 1081,.7 '
] | , (604)  (6u2)  (6,5) (5,0)  (4.3) (3.1) (5.7)
9., Others 694,3  704.1 1714.2 1179,5  4470.0 7555.,4
| . (3,1) (3,0) (6o3) _ (4.0)  (13,0)  (21.5) . (6,7)
qotel o | 22597,6 _23683.9  27152,5 23760.2 34326,8 35064,2 (100)

Note: Figures in- parenthesis inclcate perceutages to. »he total: s;ight discrepancies are cue to 1oundin9.

Source : Cal¢ufated on the basis of statistics from the Bugget in Brief 198920, riﬁistry of Finance,
GOB, statistical Appendix, Pp. 42-45, o _
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development expenditure was shared by'this sector over the:yeaﬁs.
The fact that the share of agriculpure to the total‘develdpmen; '
expenditure declined shérply 1n-1984-85‘was primarily the r¢sult.of 
ﬁhe reduction and/or withdréyal of subsicies from the agriculturel

v _ ' .8
inputs following the World Bank's prescription .

Flood Control and wsater Regéuxcesa
Flooé control &nd water resources development is an essentiél
pre~-requisite for the overall economic development of Béngladesh.f
specially, the development of agriculture is largely dhpeﬁdent on
the optimum utilisation of the available water resources; both
surface and ground, and on the proteciion from f£lood that cccurs
in Bangladesh almost in each and every year causing serious damage
- to crops and properties. ExpehditureéAuncér tals head are.mainiy
made for providiné irrigation, f£lood prevention, construction of .
dams, canals, etc. o
Table 6 shows that_develo;uent.expenditpxé of the'éoé under -
this head has increased steadily from Tk. 270,0 million in 1972-73 .
to Tk. 5146,5 million in 1984-85 or it grew at a compound rate of
27.8% per annum over the years. And on ah'average 14% of the ﬁotal
cdevelorment expenditure was shared by this sector during the.said

period,

industriess

Bangladesh does not possest a soun¢ industrial base. The
pre-~liberation union with Pakistan was, as noted earlier, a pe:iod'
of deprivation, especially in the f£ield of industrial deveIOpment;
Thus in 1972-73 (just after liberation) the share of 1nd'u$tries

ccnstituted only 7.3% of the GDPQ, Moreover, this secto: has
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experienced severe damage during the war of 1iberation in 1971,
A provisional estimate by the Planning Commission showed the replace-
ment cost of damaged industrial assets and properties at Tk, 291,5
million of which 77 was 4in the'pubiic sector anc theAregt in the |
private sectorlo. |
After liberation, on march 26. 1972, the GOB took over about
544 abandoned industrial enterprises of the Pakistanis and absentee
owners and brought under public ownership about 250 inéustriel |
| enterprises with 89% of industrial fiXediassets. Public eorﬁoretiOns'
were aestablished in various‘industries'iike jute, textile):sugat;
'steel. etc,, which wete egain reorganised and rationalised. after
the fall of the Muzib regime in 1975
with a view to accelrating the industrial investment in the
country. due importance has been given by tne successive governments
since liberation. Table 6 shows that eevelo;:me_nt. e.cpenaiture unaer
this sector has increased from kK. 15.2 million in 1372-73 to .
Tk. 2397.9 million in 1964=-85. Over the years, tnls sector shared
on an average 12 of the total deveiopment expenditure. Tbe noéable_
feature 1is that duriﬁg the seventiee..development expehditure‘undef
this head increased steadily but from the early eignties its shere
to the total developmeat expenditure started declining. This was:
‘mainly due to the fact that the GOB started implenenting the policy
of Zenationalisation of losing industrial units '_é_e_xpeciany from
.198()-8111. Another striking feature is that though the industrial

sector contributed about 8% share in the GLP (yearly average of

1972 and 1985) it got almost equal share in development expenditure
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particularly during the sevent;es with.the agricultural sector.
having on an average 55¢ share in the GDP during tﬁe said period.
This reflects the fact that more attention was paid to industries
than to agriculture in the successive ADPB during the peziod under -

studye

Power and Natural ResourCesa

The development of industry and agriculture is lazgely
depenvent on the optimum utilisation of the available power and!

natural resources of the country. Regarding this twin basic infra-

structure, Bangladesh is not, howevér, rich enough. So, irvm the

very beginning, this sector, eSpecial;y power, continued to receivé_

higher attention in the development Programmes in view of its cruciél

Learing on agriculture and industrial progress. V
T'éeble 6 shows tnat development expenditure unoér power and:

natural resources taken togethei has ;ncreasedISteadily from

lTk. i20,6 million in 1972-73 ;o Tke 8392,3 million in:1984;85 or

at a compound rate of about 40% over the years. On an average power

and natural resources shared about 16 oﬁ the total development

expenditure over the yearse.

Transport and Communication:

After 1hdependence. Bangladesh inherited a completely
shattered and disrupted transport ané communication system. This

sector continued to shaxe a higher_amount of cevelppnent exbenditﬁre
.since liberation. Table 6 Qhows that development expehditure'uhder
transport and comnmunication systemé taken together has,increased
from Tke 256.4 million in 1972-73 to Tk, 2876,7 million in 1984-85,

In other words, allocations under this sector grew at a. compound

1
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rate of 22% per annum OVexr the years. and on an average, this secpor
shared 17% of the total development éXpenditufe of the GOB over the
yeaxs. |
Rural Developments |

In connection ﬁith the égricuiturai development. th; GOB .
after liberation launched a separate programme, namely, Rural
Deve lopment Prograrme which comprises the Integrated'Rural'Develop-
ment Programme (IRDP). shawnianI (self-Relient) Movemgnt and
Food for wWorks Pfogrenue;z. Table 6 shows that ﬁhis hegd constituted
on an average & of thé total Development expenditure of ghe GOB

over the y=ars,

gducation, Haalth and Family Plannings _

Education is the backbone of & nation. It is & pre—requisite
for the successful. implementation of national develOpment programmes.
Unfortunately, in Bangledesh education could not =s jwt ke spread
to the masses. The percentage of literacy in pr e-liberation Banqla- f
desh was below the 20% level.

The heelth facilities in Bzngledesh, as a besic infrastruc-
ture, were inadeguate both ‘in "uality and ngntitj. The pre~libera-
tion hezlth care system was mostly urben-based and extremely limited
in terms of medical and nursing personnel, hospital beds, medicine
and equipments. The situation‘aggfavated further due to the dese
truction of many of the hospital builcings and damaqe’of prbperties
relating to health Guring the war of liberation in 1971, !

. ‘aAbove all, the population explosion in the couvntry was a
serious challenge to all development effortg of the GOE, Bangladesh

is the eighth largest country of the world in respect of size of
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population, but she poseessee oﬁiy an area of 55,598 equere'miles.
.In 1951 the total population of Bangladesh was 42,0 millibn; whilst
in_1972=73 it increased upto 74.3 million -~ near. about double within
a preriod of 20 years only. Here again, little attention was paid to
this serious problem in the pre-liberation. days to-keep.the size of
population at a reasonable level so that the bas;c needs qf human
life such as food, education, shelter, medicesl facilities and
nployment coulé be oroJided.

Naturally, wore and more attention was expected to oe paid
by the government to ensure better education and health‘;aciﬂitiea
to tﬁe masses anc te arrest pOpUIat;on’growth in the ceuniry. But
.surprisingly enough, education, health and fanily plannipgbﬁakeu
together as shown in Table 6 constituted less than 10%}05 the total
devalooment expenditure over the‘years;_ln other words, oﬁer the
vears succesgive government ofTBangladesh‘paid little attehtion-to

thié vital aspect of development-

Physical Plamning and Housings

ilhe physical planning end housing sector consists of sub—
.sectors like housing, governmeht'oifices and iﬁstitutionel buiidings,
metropolitan development agencies, tourism, ware-=houses anc cowmunity
services all of which were under severe damage durlng the liberation
war. Basically, Bangladesn is a land of rivers and as notec earlier
its population density is ome of tne hiyhest (1900 per sg. mile)
in the world, Along with these there exists an ever-increasing
trend of migratioh of population from the rural to the urban areas .

causing serious congestion in the cities and towms. It is, therefore,

evicdent that the progremme for vhysical -rla2naing and hotaingrdeserved
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.a high priority in the national Gevelopment  programme and Table 6

shows that on an average this sector constituted about 6% of the
total development expenditure over the yearse.
:.otheras

Other development expenditure eoﬁbrising mainly the
reconstruction/rehabilitation works (for the first two years after
liberation), and development of Upazila infrastructure (from 1983~
84) constituted on an average about 7% of the total development
expenditure over the years, Note that in 1972a73 1 1983-84 and
1584-85 other deveIOpment expenoiture recorded extremely higher
~percentage shares. This was due to the fact that just after
liberation (1972-73) huge amounts were being allocated for the cause
of rapid reconstruction and rehabilitation and were included in the
development budget. Again frOm 1983-84 a considerable amount was
allocated for the Gevelopment of the infrastnicture of the<newly
established Upazila Parishad (construction of office building and

i

staff quarters mainly).

4. Dependency of the Bangladesh Budget on Foreign Economiej'
Assistance (1972-8S)

- In a deveIOpind country like Bangladesh, economic growth
is generally known to be heavily depencent on foreign aid. since.
domestic savings are not sufficient for attaining the desired!’ |
- rate of growth and foreign exchange earnings are inadequate, to

meet the import requirements, as noted in Chapter 1, external
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economic assistance played an essential role in the economy of .

Bangladesh by meeting both the savings gap and the trade gap.

In this connection it should be noted here that foreign
aid in Bangladesh covers so wide areas of analysis and discussions
that thés topic itself deserves a separate study and a number of

excellent atudie513

are available in this field, However, we are
maihly concerned here to meaSure the depencency of the Bangladesh
Budget (especially capital budget) on foreign economic aSsistance

during the period uncer study.

According to the budget documents, foieign assistaﬁce in
Bangladesh comprises foreign loans and grants in the fOrm5‘§f~foodj
aid, non-project aid (commodity aid) énd projeét,aid. In the aid
figures prepéred b} the External Resource Division (ERD) Minié@ry_
of Finance, food aid covers only foodgrains. The edible oils,
usually programmed by the U.S.A. and Canada as part of food aid,
is classified under non-project aid. Project aié relates to
physically identifiable projects incorporated into the annual
Development Programme (ADP). The non~project aid; by definiﬁion,
includes funds for all other items not covered by food and project'

aiatd.

Let us first draw a picture of the volume of foreign aid
inflow into Bangladesh during the period between 1972-73 and 1984-
85, In 1971, the country was born as a debt~free nation. éut’soon
thé country incurred external debt when she agreed to acéept the

pre-literation liabilities of US § 636 million in 1974 in the
15

interest of maintaining harmonious relationship with the donors
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Table 7 shows that in Bangladesh totel commitment of foreign aid
during the said period amounted to § 17119.8 million of which $8816.6
million was project aid and § 4997.7 million ané § 3305.5 million
were non-project and fooa aid respectively._Of the total commitment
of foreign aid of $ 17119.8 million, § 7496,8 million and § 9623.1
Amillien were in the shape of grants and loans respectively?®.

other words, over the years, grants ené loans constituted 43.8%

and 56,2% of the total commitment of foreign aid respectively.

Of the total commitment of foreign aid of § 17113.8 million,
total disbursement of foreign aid stood at $ 12434.7 million which
constituted 72.6% of the totel commitment. of tﬁe total disburse-
ment of § 12434.7 million, $§ 4508.1 million was in the form of
project aid, and § 4767.4 million and $ 3161.2 million were in the
form of non-project and food aid respectively. Of the total dis-
bursement of foreign aid of § 12434.7 million, § 6384.0 million
ané § 6050,7 million were in the.shape of granﬁs and loans-feSpec-
tively17.‘In other words, over the years, grants and loans consti-
tuted 51.1% and 48.3% of the total disbursement of foreign aio
respectively. Note that in the initial years. Bangladesn received
foreign aid mostly in the form of grants and concessionary loens.
But the situation uncerwent recognizable changes as years-went by.
And over the years, loans have assumed greater proportionlin_the
total aid packet particulaily in the laﬁe seveni;ies and - early

, eighties.
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Category-wise Commitment and Disbursement of Foreign Aid into Bangladesh
(1972-73 to 1984-85)
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(In US é mij 11101\)

SR Commitment _ Disbursement 8 as %
year Project Non-Project  Food Total Project Non-Project F ota of 4

Aid Aid Ald Ald aid aid

) 2 3 3 3 6 k2 ]
1972=73 317.5 302,1 258,8 878.4 80.0 288,9 182,6 551.5 . 62,9
1973-74 223.9 176.0 158.1 555,1 124.4 108.1 228,7 461,2 83,1
1974=75 390,5 415,1 461,1 1266,7 . 143.0 375.,7 382,3 901.0 71.1
1975-76 357.3 360,9 240,7 958, 9 125.,5 361,5 313,5 800.5 83.5
1976=-77 279,7 304.1- 1431,1 72649 158,5 254,6 121,6 534.7 73.5
1977=-78 582,9 426,1 138.8 1147,8 275, 6 380.4 177.8 833.8 72,6
1978=79 855.1 604.4 300.7 1760,2 368,4 482,6 173.0 1030,0 5845
1979-80 597.9 285,3 270.0 1153,2 469,9 378,5 374.4 1223,1 106.1
1380-81 1001,5 - 354.9 202,9 1559,3. 559,9 392,5 194,1 1146.5 73.5
1981-82 1189,3 513,0 220,6 1922,9 589,3 419,8 230,5 1239,6 64.5
1982~83 739,8 474,.4 248.3  1522,5 463.9 452.0 255,5 1177.4 T7.3
1983-84 881,7 528,.2 285.2 1695,1 552.8 439,2 276,4 1268.4 74.8
15984-85 1339,6 253,1 380,2 1972,9 5390.9 431,6 244,5 1267.0 64.2
Grand Total 8816,6 4397.7 3305.5 17119,8 4508,1 4767.4 3161.2 12434.7 72,6

Notes slight discrepancies are due to rounding
Source s Flow of External Rescurcesinto Bangladesh (As of June 30, 1987) External Resource Division,

TT—_‘?—'—_"‘_————_"L—

Mindistry o Pinance. GOB,
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‘of ‘the components of the total aid. In acdition to project aid,
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Lespite the fact that there were ups and downs inbtheryear
to year disbursement of foreign aid, the total volume of disbursed
foreign aid in Bangladesh has increased to a great extent over the-
years. Table 7 shows tnat the total disbursed foreign aid has

increased from § 551.5 million in 1972-73 to § 1267.0 million in

. 1984-85 or at a compound rate'of about 8% per annum over the years.

The notable feature is that the project aid alone increased a
compound rate of about 19% per annum while the non-project ana food
alid increased at the compound rates of about 4% and 3% per annum

respectively over the years,

It should, however, be noted here tbat in the budget documents
of Bangladesh only the project aild is recorded in the Demand for
Grants which is allocated to finance project expenditure menqibned.
in the ADP. Over time dependehcy of development budget on project-
aid was only increasing. For,.in the early seventies, project aid
financed only about 33% of the total development expenditufé but in
1983-84, tor exanple, this has risen to the level of 51.1%18. During
the period between 1979=80 an¢ 198283, the numter of foreign-alded
projects has been in the region of 27, 5%/ 36,6% of the totalanmber
of'projects. On an average about 66% of the total allocétioﬁ was for
foreign-aided projects, and project aid constitutea on an average

about 35¢ of the total allocationlg.

But one should note that the project aid forms ohly_one

non~project and food aid, as noted earlier, are also beingfrecsived

by the GOB, The GOB generates counterpart funds by utilisiﬁg non-
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project and food aid within the economy. These funds are then
channelised to finance the GOB-funded projects included in the

ADon.

Therefore.'only the ratio of éroject aid to total project .
expenditure as recorded in the budget documents Goes not fully
reflect the dependency of development budget of Bangladesh on,

- foreign alc. The extent of depénéency of development budget on
foreign aid must be understocod from the total aid point 6f view.

In other words, the volume of non-projeét aid ané food aid that hés
actually entered into the GOS-funded Projects of the develdément'

- budget must be taken into consideration, despite the fact that tﬁe

counterpart funds disbursed can not be aifferentiated easily.:

According to a world Bank estimate, in 1983-84, for example,
the‘share,of total aid in the ADP was 92,%: whereas the share of
project aid came to 44%. Theréfore, the share of non-project and-
food aid through counterpart funds gegeiated by sale of_éidéd_v
imports of commodities and the su:plus:from the food budget aqcouh;ed

21

for 48.6% of the ADP“'. And over the years, as Table 8 shows,relative

shares of non-project and food aid taken together even with the
!

declining trend, in 1984-85 for example, constituted about 53% of

the total aid flow into Bangladesh.

However, merely the total volume of foreign aid inflow is
not sufficient to corment on the hature of aid dependepcy of an
underdeveloped economy like Bangladesh. In Table 9 we have attempted
to measure aid dependence in relation to a number of critical

indices of the economy like GDP, investment, dgvelopment expend4tur0._
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TébleVB

Relative Shares of Project, Non-Project and
Food Aid in the Total Aid Volume of Bangladesh

(In US $ million)

"Non-Project Food

Year Total Add = Project

Disbursed Aid - Add aAida

(%) T (%) )

1972+73 551.5  14.5 52,4 33.1
1973~74 461,2 " 27.0 | 23,4 49.6
1974-75 801.0 15,9 41.7 42.4
1975-76 800.5 15,5 ‘ 45,7 38.8
1976-77 53447 29,7 47.5 22,8 °
1977-78 833.8 33.4 45.2 21.4
1978=79  1030,0 35.8 46,8 1744
1979-80  1223.1 3844 30,9 30.7
1980-81  1146.5 48.8 34.3 1649
1981-82  1239.6 47.3 34,1 18.6
1982-83  1177.4 47.4 33.6 19.0
1983-84  1268.4 48,7 33.8 17.5
1984-85 = 1257.0 46.6 34,1 19.3

Source 3 Our calculation is based on the statistics of Flow of
gxternal Resources into Bangladesh (As of June 30, 1387),
ERD, Ministry of Finance, GOB.

etc. It is found that disbursed foreign aid was on an average
about 90% of the development expenditure which constituted on an

average more than 9% of the GDP over the years.

Out of 13 years from 1972-73 to 1384-85, the share of
disbursed aid in 7 ycars exceeded the ADP &and financed part of

the revenue budget, ané in other_6'years the share of disbursed



. Table 9

Measure of Aid Dependence in Bangladesh 3 Some Indicators (1372-85)
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(In US § million)

Year Disbursed GDP 1 as % Levelopment 1 as Ald &8 % of Ald as % of

aid (Current) of 2 . Budget % of 4 financing Invectment

: Dev. Budget

I 2 3 4 5 6 7
1972-73 581,5 '5717,2 9.6 593,0 93,0 Ne Ae 126,1
1973-74 461,2 8978.,0 5.1 587.0 78,6 67.9 65,6
1974=75 901,0 13855.0 645 552.0 163.2 Ne Ao 78.5
1975=~76 800,5 7162, 0 11,0 556, 0 14:.4 8l.4 107.5
1976=77 534.7 7177.0 Te5 653.0 881,9 62,6 777
1977-78 833,8 8803, 0 9.4 799.0 104,3 65, 4 75.8
1978~79 1030.,0 103239,0 10,0 355,0 107.8 6243 2.3
1973=80 1223,1 11754,0 10.4 1387.0 88,2 61,7 64,9
1980-81 1146, 5 12836,0 8.9 1446,7 79%.2 633 55,6
1981=82 1233,6 - 11870.0 10,6 1132,86 103,95 61,4 64.9
1982-83 " 1177.4 . 11274,0 10,4 1123.7 104,.8 NA NA
1983=-84 . 1268.4 12557,0 10,2 11204,.,8 105,3 NA NA
1984-85 1267,0 13469,0 10,0 1351,5 23,8 NA NA

Source: Col, 1, 2 and 4 from The Flow of External Resources into _Bangladesh, 1987, ERD Ministry

“World Bank, March,

of Finance, GOB, Table 2,16 anc 2,20,
6 and 7 from B

gladesh Recent Economic DeveIOpment and Selected Econonric Issues,



221
aid had been in the region of 78/93%. A World Bank eétiméte also
showed that out of 10, years from 1972-73 to 1981-82, the share of
disbursed aid in 5 yearé of the first 6 years after liberation
exceeded the ADP andlfinanced part of the revenuve budget, and in- "
the last 4 yeérs the share of aid had been in the region oi 78/!97%n .

Also it is found in Table 2 that between the period from
1972-73 to 1981-82, ‘aid as percent of total investment of the
country had been in the region of 55/126% . And the share of foreign
ai¢ and loan financing development budget had been in the region

of 61/81% for the said perioce.

In Table 10 dependebcy on external economic assisﬁance,
is measured'from&a somewhat different angle. On the basis of yearly
averages it is found that the net external economic. assistance
(EEA) in Bangladesh increased steadily over the three plan periods, 
EEA as a percent of total investment, however, declined £rom more |
than 80% during the FFYP (1973-78) to about 69% and 67% during
the TYP (1978-80) and the first four years (1980—84):of the SFYP
(1980-85) respectively. But this apparent decline of EEA as a
percent of total investment does not mean the declin;hg tendency
of cependency on foreign aid over the years, For, the net.factor
serxrvice income from abroad as.a percent of inVes;ment;had been
increasing from 4.5¢ during the FFYP plén'periéd to ll;Q%'and
22.6% during the TYP (1978-80) ané the firsﬁ four years (1380-84)
©of the SFYP (19680-85) respectively, If this particular flow of
external assistance was not available, Bangladesn wdgld have been

23

borrowing an additional amount of Tk, 10 billion per year during
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Table 10

Dependence on‘Aid ¢ Some Indicators

Indicator 1972-73 1978-79  1980=81""
1977-78 197980  1983~84

l. Net External Economic o
Assistance (EEA) (billion taka) 7.74 16.48 25.49 .
2. EEA as a % of Total Investment 80,80 68, 60 67.20

3. Net Factor Service income as _
a % of Investment 4450 11,00 22,60 -

4, Percentage of EEA , A
Received as Grants 46,20 - 50,90 54,20

Source 3 qugladésh 3 _Economic Development and Social Defélopment-'
Prospects, Vol., IV, Statistical Appendix, Report No. 5¢09.
World Bank, April 12, 1385. '

the said perio¢ and then EEA as a percent of total investment

woulé have increased rather-than decreased.

From the very beginning, though a major part of’finéncing. :
public expenditure (guiced by the principle of self réliant{grthh)l_
was expected to be borne by revenue surplﬁs from-the revenue budget;
available evidence points to the contrary. Table 11 shows that. |
the revenue surplus, though increased over the three(plan periodé, 
constituted only 14% and 15,5 of the ALP and public'invéstméntA.
respectively during the FFYP, During TYP, revenue surplus accounted
for»21;9% and 31.2% of the ADP and public investment resbéctively;J'

During the SFYP, revenue surplus constituted 22.7% and 34.,4% of '



Table 11

Current Account sSurplus or Deficit as Percent of ADP
and Pyblic Investment and Financing of Overall Beficit
in Bangladesh during the Three Plan periods

(Tk., in billion)

223

Head FFYP TYP SFYP
(1973-78)  (1978-80)  (1980-85)
Aver age Average 'Ayerage_
1, a) Revenue Receipts 737 16,65 28, 26
b) Revenue Expenditure 6.40 12.35 21,47
c) Surplus(+)/Deficit(-) 0.97 4,3 6475
2. Annual Development
Progr amme 6.92 13.67 29,39
. 3« Public Investment 5440 13,80 19,11
4. 1(c) as % of 2 14.00 '21.90 22,70
5. 1(c) as % of 3 15.5 31.20 34.40
6. Overall Deficit Pinanced '
by (%)
a) Capital Receipts and '
- Deficit Financing 12,90 0.70 5,60
b) Foreign Grants and , _ :
Loans _ 79.10 75.80 92,90
c) Transfer £rom Food - '
d) Others Nil 13.00 Nil '

De 28,

source : A. Rahman, "Domestic Resource Mobilization 3 A Macro
' Analysig®, Bangladesh Development Dailogue, SID, 1985,!

the ADP and public investment respectively. The net result was

that the share of internal capital receipts and deficit f£inancing

in financing overall ceficit constituted only 12,9% during the FFYP
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and 0.7% and 5,6% during the TYP and the SFYP respectively. But
foreign grants and loans, on the other hand, finahced'79.1% of
the overall deficit during the FFYP, 75.8% and 92.9% during the

TYP and the SFYP respectivelye. |

Table 11 also 'shows that the share of transfer from food
budget constituted 8%, 10.5% ancd 1 5% in financing the overall
deficit during the three plan periods respectively. But as we have.
noted, the transfer from food budget is nothing but the counter-
part funé generated by the govermment by utilising food aidbwithin
the economf. Thus the share of foreign aia (addingft:apsfer from
food budget) stooc at about 90% in financing overall deficit du;in§
the three plan periods. All these indicate how the devéIOpment
budget as well as investment activities of Banglacesh were foreign

ald éependent.
*h '1\* "k

This was not all. The dependency of Banglaceéh Budgett‘
becomes more obvious if we take into account the fact that even
the revenue budgets of the GOB were heavily dependent on foreign
aid for the whole period uncer sttdy. In Chapter 5, QeAhave
obséxved that on an average more than-SO%24 of the total tax
collections were contributed by import duty and sales tax on
imports. We have also observed that foreign aided imports céntri-
buted about 45% of the total import duty ana saleé tax on 1mp6rt25
during the period between 1372-73 and 1984—85;~And‘with the fact

that in all these years more than half of the annual import bills



225

of Bangladesh were paid for by foreign aid26, it beco@es’more o

evident how £ar even the‘revenue budget, especially the;ipternal-
resource mobilization efforts of the GOB were dependent on foreign.

aid.

Now if we take into account the fact that aid financed
imports contribute to the manufacturing of domestic output of such
items like cloths, petroleum, etc., and this output contributes to
government revenues througn excise duties and direct contributions
to the government fund by the nationalised enterprises. the contri-
bution of foreign aid flows would appear to be wider in the revenu
“budgets of the GOB than noted,

Under the above scenario, a2 fall in foreign aid, working
through a f£all in imports, weuldehave a airect impact on inpernal‘
revenue collections es well &s develOpment,expenditure; For example,
when aid aisbursements fell much short of what had been - programmed
into the cdevelcpment budgets, revenue collections of the eos Eeme
down. This together with the lack of adequate aid td;fihanee the
development expenditure compelled the GOE to cut down the size of

the ADP by 14.4% in 1980-81 an¢ to trim it again in 1981-82%7,

Thus over the years, not only the development budget but
also.the revenue budget ot the GOB'was.guided by the eveilabilitx
of foreign aid. 1In other words, foreign aid, in the one hand,
financed development expenditure, and on the other haﬁd; contri-'
5uted largely to the internal revenue collectiohs of the GOB by
footing the import bill which constituted a greater share to the

tax revenue,



 ﬂf2z5  .

In this connection it may be metnioned here that conéréry
to the rise in foreign aid over the years, the level of domestic ‘.
savings has not increased. In fact, éaving/CDP rétio as notedlin‘
‘Chapter 1, has declined from 4.6% in the terminal year of. the
FFYP (1973=-78) to 4.2% in the terminal year of the SFYP (1980—85).
This-reflects the fact that foreign aid financed.development fa; '
£rom encouraging self-reliance, contributed to a concurrent decline
in tﬁe capacity to mobilize domestic savings'in Bangladeshza. Under f
the above scenario, for self-reliant growth the essentiality of |
robilizing an increased volume of domestic rescurces on the part “

of the GOB can hardly be over emphasised,

% wk 3

Moreover, as a result of growing 1nfiow of foréign aid, the':
turden of debt sérv;cing had also been increasing wh;éh had shrinked
revenue surplus in the revenue budget by increasing revenue éxpendi4
ture over the years since debt service paymehts'constifuté a cbnsié
derable amount of revenue expenditure of the GOB. Tablg'iz poihts )
out the fact that annual debt repayment of Banglacesh increaséd _
from's 17.5 million in 1973-74 to $ 170 million in 1984-85. But
noneéheless, the net disbursement (difference between the totalAr
disbursement and debt repagment) to Bangladesh was oﬁly inCréaSihg'-
over the years. .In 1973-74 net disbursement was § 225,2 million
whilst in 1981=-82 it was as high as § 494.3 million. Thus debt
repayments were fér behind the new injection of loan into the

eccnomy whicn may be contrasted' to the wofld_Bank‘s predicament .
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Lebt service Liabilities of Bangladesh (1972-85)

(In US § million)
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Year Total loan Lebt Repaymenta Net loan Total GDP 4 as % Total Debt
Disbursed (Interest+Prin, ) Disbursed outstanding of 5 Export Service
Debt Earnings Ratio
1 2 3 (1-2) 4 5 6 7 8
1972-73 65.0 - — - - — - -
1973=74 242,7 - 1749 225.2 501.4 8978.,0 5.6 373.0 4.7
1978-75 526.1 70.8 455.3 973.,4 138554,0 7.0 355,0 20,0
1975-76 56647 55.6 S11.1 1575,3 7162,0 22,0 367.0 15,1
1976=77 2732 50.0 229, 2 1827.3 7177.0 25,5 406,0 12.3
1977=78 441,0 65.0 37640 2284,0 8803.0 25.5 535.0 12,1
1978,79 528,1 89.0 439,1 2733.9 10329,0 26,5 598,0 14,9
1979=80 572,5 108.0 464,5 3361, 4 11754.0 28,6 .743.0 14,5
1980-81 552,.8 85.1 467,7 4383,3 12836,0 34.1 741,0 11,5
1381-82 585,8 91.5 494,3 4559.4 11870,0 41,8 652,0 14.0
1982-83 589,9 136.,1 453,8 5451, 6 11274,0 48,3 719,0 8.9
1583-84 534,6 12843 406,3 -+ 594045 12557.,0 47.3 822.,0 15,6
1984685 - 170.0 396.2 .'6280.9 . 13469,0 " 971.0 17.5

| 56642

46,5

.Notes a) In¢ludes payments in respect of medium cﬂd long-term loans only excxucing -transactions. with
IMF and other short-term borrowings.- ‘

' b) Merchandise Export only.

Source: Flow of External Resources into Bangladesh, 1387, External Resource Division, ‘Ministry of a
_ F-‘-Inange, GOB, Table 2. 4, 2. and 2 Colas 1 and 2,16 (COlo 2. ,Sand 7). ) )
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that debt service payments of a number of developing countries on
that period exceeded current flow of loanszg.

The net result was that the total outstanding foreign deb 30

of Bangladesh as shown in Table 12 was only increasing over time.- 
in 1973=74 the total outstanding debt of Bangladesh émounteﬁ

$ '501.4 million which constituted 5.6% of the GDP. But in 1984-85
it stood at § 6280.,9 million which constitﬁted 46, 5% of thé’GDP.'
This exerted a heavy pressure both on the présent ancAthe-fUture

generation of Bangladesh to come31

. Table 12 also shows that the
- debt service ratio ofABangladesh._defined'as'thé repayﬁént 0€ debt -
as a percentage of the total merchandise export earnings in a
particular year, was 4.7% in 1973-74 and rose upto 17.5% in '19!84-:‘
85. Thus about one doller out of every five dollars earned through
exports was to belpaid as interest ana repéyment ofrpfincipal!~
indicating a potential constraint on the debt sérvicing:Capécipy
of the country. Note that Table 12 does not incluce ény payﬁénts
on account of I;M.F. ané short-term borrowings for food and crude.
oil., If the debt servicing of I.M.F. and short-term borrowings

are included, the country has already crossed the safe limit of

bqrrowing32.

In this connection it may be mentioﬁgd here‘ihat the'débt
service ratio of Bangladesh projected by thelWOrld Bénk. esbecially'
for the second half of the eighties and for the ea:ly‘nineties;
ranges between 15 and 17%%. This was about eQual to the averagei
ior the low income economies (14,4%) and below the'averageAfor thé.'

midcle income economies (18.1%)33. Thus Bangladesh's deb; service
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ratio of 15 or 17% does not appear to be unusually onerous by:

the prevailing standards of the less ceveloped countries.

But this does not mean that the debt service payments db,
not constitute any serious problem for Bangladesh. For a poor
country like Bangladesh a burden of 15% or 17% is likely to be much'
more critical than for a better off economy.'note that over the
years, Bangladesh was fortunate to obtain aaéy'goft texrm loahs.
and as noted earlier, more then 5@ of the total foreign aid‘ihflow
was cisbursed in the shape of grants which create no.debt liability
per unit of aid inflow, But in future, with a sudden changé,in the .
climate of international relationship, soft loén Qindgwé_of various .
lending agencies may be gradually closed. Fuithéxmqré,’intérést
anC amortisation are also likely t¢o increase as.ﬁore énd more'éid
matures for payment. And with the possibiiity'that more grant -
clerents ¢f aié may ke substituted by more ana more loan elements,f
the debt gervice payments of Bangladesh may mOVe to a critical !

34

level, 2bove the World Bank's projected estimate of -§ 196 million
) .

in 2000-~01,

In addition, external earnings of Banglédeéh beihg»relaﬁive;y
less diversified are likely to be accentuested to a‘lower rafe than
debt repayment thereby increasing the debt seiviée ratio above the
projected estimate of 15% to 17% in the coming years.;Anbiher
notable feature is that Banglacdesh is unfortunatély facing chronic
" balance of payments difficulties since her indgpenéence in 1271,
The nominal trade gap of US § 140 million in 1972-73 increased to

Us § 1,591 milli.on35 in 1982-83, The main reascns for this gap érex
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(1) Exports are not expanding proportionately with import require-
ments and (ii) deterdoration in terms of trade. Recession and
protectionism to some extent prevented primary exportable commodi-
ties of Bangladesh from making significant improvement in her export

earningse.

The sbove circumstances demand that externai-debtﬁpOIICy
of Bangladesh should be intelligently shaped from now on. Ko doubt,
in éangladesh uncer its prevailing social etructure; thelneed.for
increased quantum of foreign aid will remain for some years to come
to sustain its development programmes and indeed to meet its needs
for current consumption. Trerefore, to prevent turther deterioration
of the debt service ratio, Bangladesh will require favourable terms
and composition of aid. simultaneously, the export: expansion '
programme 1is. to be pursued vigorously both for trauitional exports
and . for diversifying ‘exports into the non-traditional areas. The .
success , however, depends how far aid on soft terms ;s actually
available and demand for Bangladesh's export items in external
markets exists. But the past evidence points to the Contrary‘.lt _'
is thus through improved domestic resource mobi;ization and an |
efficient menagement of the economy chat BanglédeSh may find the

solution to this problemn.
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‘ Chapter 8

RESOURCE MOBILIZAT JON THROUGH TAXATION

1. Introduction

This chapter is an attempt to judge the performance of the |
Bangladesh Budget in relation to the mobilization of resources |
internally tkrough taxation over the period under study, since
taxation constitutes more than 80%'of'the total government ;eﬁenne.l
in doing so, after having a brief note on fisoal strategies ﬁor
raising more revenue through taxation, we shall e#plain‘the ta;-
GDP ratio and tax effort of Bangladesh and also the elasticity and
buoyancy of the Bangladesh tax structure. In this connection
problems and policy recommendations (prospects) will also be crawn

as far as practicable.

Since independence, the public sector has.come to play a
dominant role in tne economy of Bangladesh. Its scope has been
widened by the nationalisation of major industries and by the fact .
that the private sector has been historically dependent on the
support from the public sector. So, the size and composition of
government development spending has been extremely important in the_
context of the rate of economic growth in Bangladesh.ln spite of
the increasing trend of the private sector development outlay, the
public sector in Bangladesh. as snown in Table 1, accounted for,

on an average, more than 804 of the total develoPment outlay.



235
Table 1

Development Outlay in Bangladesh
Projected for Different Plan Periods

(1973=85) | |
(Tke in million)

'Peribd ' Public Private - Total

Sector Sector Outlay
FFYP® 39520 5030 44550
1973-78 (88,7) (11.3) (100)
PP 32610 6000 ' 38610°
1378-80 (84.5) (15.5) (100)
SFYP® 201250 54730 255350
1280-85 (78.6) (21.4) ‘ (100)

Notes; Figures in parenthesis indicate percentages.

source: a) The First Five Year Plan {1973=78), GOB.
b) The Two Year Plan (1978-80), GOB.

.¢) The seconc¢ Five Year Plan (1980—85); GOB.

From the very beginning planners, policy-makers and quget—
makers of Bangladesh were aware of the shortagé_of internal'reéourCeﬁ
for financing development programmes. The First Five-Year ﬁlan |
noteé that the economic progress targeted ove}'the Plan Pericd
was constrained by the amount of oomestic resources avallable for
development, given the level of nroduction and incomel It was
also agreed that at the initial stage Bangladesh was ‘not in &

favourable position to generate sufficient surplus for devé}ppment';

However, it was hoped to'break the vicious circle and to take the
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initial significant steps towards establishing an efficient pattern

of comestic ‘capital accumulation’?,

2.-Strategx Used in Bangladesh

As bulk of thetinvestment was undertaken ;n the publié sector;
the major part of domestic resourceg would have to be gene:atéd in
that sector. Accordingly, over the period under study, straﬁégies
for augmenting resource mobilization were taken on priority.basié

and various fiscal steps and measures were proposede ' ' »

The First Five-Year Plan projecte@ a toial revenue fedeipts :
of TK. 23400 million from the existipd taxes and tax ratea'én'ché
basis of 1972-73 budget estimates and a total revenue (curxént)!
expenditure of Tk. 18030 million on the basis of 1973-74 budget
estimates. Wwith Tk, 6250 million from additional tax measures
(Appendix Aj, total revenue surplus was projectéd'io be Tk;‘ilézb _
miliion as sinown in Table 2, After 1975, more emphasis waalgiven
by the policy-makers to raise additional revenue through the system

of taxation particularly from the agricultural sectore.

~ But in sctual, total revenue surplus reached Tk. 4720 million
only or about 4%5: of the projected target was realised and‘total
‘domestic resources reached Tke 9570 million only againét the Plan
target of Tk, 22450 million (Table 3). Table 3 also shows that
cépital receipts from the °*Public Account® calculated on net basis
turned out to be negative to the extent of Tk, 760 million indica- .

ting that the payments were larger than the receipts. The expected.



Table 2

'Revenue Surplus Projected for the First .

Five=Year Pjan (1973-78) -
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in million)

(Tke
Head Amouht’
1. Total Revenue Receipts (Existing Taxes) 23400
2. Total Revenue Expenditure 18030
3, Yield from Additional Measures ’ ,
(Discretionary Measures) 6250
" 4, Total Revenue Surplus (1=2 + 3)

11620

source 3 Cawpiled from The First Five«Year Plan;jl973-78),
Planning Commission, GOB, Chépter IV, ppe. 37-41

Table 3

Public sector Financing during the First FPive-

Year Plan (1973=78)

in million)

(Tke
Item Projected Amcunt® stinated ‘
S Actual**
A. Lomestic Resourcess
i) Revenue Surplus - 11620 4720
1i) Net Capital Receipts 3500 -760
iii) Leficit Financing ’ . 6270 4810
iv) other Resources 1060 800
Sub=Total (A) 22450 9570
B, External Resourcess .
i) Project Assistance | 10180
ii) Project Agsistance { 15860
1ii) Commodity Aid )| 17070 15860
Sub-Total (B) 17070 30270
Total (A+B) . 39520 39640, . .
(A) As Percent of Total 57 24
(B) As Percent of Total _ 43 76

Rotes ¥ AE 1972-73 prices

*% At current prices

Source i3 The Two-Year Plan (1978-80), Planning COmmission,l

GOB. Chapter 1, Tsable 1.10, p. 14.
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amount from additional measures and other sou:ces.aiso did ndt_,
materialise. As a result, internal resource mobilization fell short

of expectation during the Planvperiod.,'

The net result of the, shortage of domestic-resources was the
injection of more foreign aid than projected. Table 3 shows: that the
ratio of domestic resotirce and foreign aid in financing develorment

prograrmes turned out to be 24376 as against the projected ratio of
573:43. |

The Second Five~Year Plan also noted the shortaye of intefnal
rescurces as 'z serious challenge to the implehedtation of the
investment progxanme of the Plan'; Accoraingly, °®increasing the
share of direct'taxes, expanding‘the tax base Qf ddmestic“cutﬁut;
and reducing relative dépendency on customs® particularly oﬁ iﬁport:
duties were proposed to be further ihténsifiea‘..ln this connec¢tion

a ‘crash programmé for improvement of tax sdministration was also

suggested to be undertakena. The Plan also suggésted ‘a considerable
scopa of mobilizing rescurces through bztter collection of existing

taxesd and imposition of taxes on unearned 1ncomes'4.

Accordingly, during the Second Five-Year Plan, on the basis
of 1979—80 prices, total revenue receipts and total revenﬁe e*pendi-
ture were projected to be Tk. 129600 million> and Tk. 76030 million®
respectively. And with Tk, 15850 million {from additionél fiséél
measures (Appendix B), tbtal ievenue surplus was projected to be
1ke. 69420 million as shown in Table 4 below. But in actual Tk, 32050

million or 46%. of the projected amount was realised’. and as a
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Table 4

Revenue Surplus Projected for the
Second Five-Year Plan (1980-85)

(TXe in million)

. Item A Amount

1, Total Revenue Receipts (Existing Taxes) o 123600
2., Total Revenue Expenditure | 76030
3. Additional Fiscal Measures 15850

4. Total Revenue Surplus (1«2 + 3) - 69420

Sohrcez.mhe second Five-Year Plan (1980-851,‘Plann1ng Conmission,
GOB, Chapter IV, Table 4.1, p. 3. o

result the Plan ébjective of reducing depéndency-oh.fbxéign‘assistance

was further <anpened. |
'In this connectioa, it is useful to ﬁotg tﬂatAthe ‘donor

agencies', specially the world Bahk,fwére giving mach preaSuﬁe to

the Government of Baﬁgladesh for raising more resources'internally.

They urged that the develbpment of Bangladesh shou;d.basicélly .

denend upon mobilization of the country's own résoﬁzces and thus

they demanded a daclaration of political will for increasing nétional

savings to be followed up by quick and eiffective action, L

. In 1974 the World Bank suggested a series of fiscal measuxes
to raise current government revenues with a view to extfaéting a
greater amount of resources domestically. These measures included

tne raising of the followings
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a) 1mport dﬁtieS‘(through increased rates for _

raw materials and capital goods), R S

b) excise duties (specially textile), 7

‘¢) sales taxes (with fewer exceptions), and

d) corporation taxes (to make sure that public

sector corporations pay up)®. : :

The Bank also proposed to integrate agricultural and other
incomes in the rural sector for tax purposes and to updaté land
recofds. A gradual ‘'reduction of subsidies on'agricultural’inputs;
and ultimately the imposition of modest téxés on 1tems.iikg_ferti-’
lizer, pesticides, seeds and agriculﬁu:al m’échineries" were also
f, P:eSCribgdg. In addition, regarding the case‘bf persdnal 1hcohe tax
the opinion 0f the world Bank was that tax administration should be

improved and that exemptiops. cdeductions and exclusions should be
reduced. In particular, the World Bank urged the GOB to reconsider

their decision on thé exemption of personal income tax for the civil

servantslo. , ’

From the various reports of the World Bank and the statements
of the donors, the presc;ibed strategy for domestic tasoutce

mobilization through taxation in Bangladesh may be 8ummérisedli’

ass
1) Import duties, through inéreased,xates | world Bé ] 
for raw materials and capital goods, i '
should be raised '
2) Excise dﬁties shoulé be raised - "world Bank

3) Sales taxes should be raised ' - .
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4) Corporation taxes shbuld be raised World Bank'

S) Integration of agricultural and
other incomes in the rural sector -
for tax purposes ‘
'~ 6) Agricultural inputs should be taxed Wworld Bank, -
and sﬂbsidies on inputs should be . USAID? Ve K.
reduced |

7) In the case of personal income tax, v
administration should be improved. World Bank.
Also exemptions, deductionsand - Norway
exclusions should be reduced. Higher
level of sincerity of the adminigtratién :
is required ‘ '

8) Reviasion of the tariff structure of the . world Bank
ensrgy sector by increasing the prices UK.
of power and gas
9) In the case of land tax, tax payment Sanada,
: ‘ Sweeden, .
should be borne by the lapd-owning Norway.
population . Japan

It is obvious that strategies prescribed by the dbhor
agencies to enhahce domestic resource mobilization in Bangladesh
 were designed mainly to increase the tax ratio of Bangladesh. NO
doubt, the GOB accepted and adopted most of the policies .rec'oﬁmended
by the donor agencies from time to time. But one may note that the
specific policy recommendations towards incréasing revenue fgceipts

through a revision of the tax system of Bangladesh were yet to .
show any positive improvement so far as tax-GDP ratio was concerned

during the periqd uncer study as examined below.
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3, Tax Ratio and Tax Effort

The level of tax collection or tax performance of a country .-
is customarily measured by the ratio of the tax revenue to the
gross domestic product (GDP) i.e., the tax-GDP ratio, which may be

called simply the tax ratiolz

e The tax~GDP ratio of Bangladesh from .
1972-73 to 1984-85 is calculated as shown in Table 5. It is observed
that the tax-GDP ratio of Bangladesh was as low as 4.2%7taking.yearly
averages of the eérly seventies. But during the late seventies and.
the eighties, the tax-GDP ratio increased considerably showing an

average ratio of 7.5 and 7.8% respectively.

Table 5
Tax-GDP Ratios of Bangladesh (1397273 to 1984-85)

(In Percent)

Year _ T ax~GDP Ratio

1972-73 ’ : 4.5
197374 : 4.5
1974=75 . . 4.2
Yearly Average ' 4.4
1975-76 7ed
1976=77 ' 7.9
1977=78 : 7e3
1978-79 75
13795=-80 765

Yearly Average 7e5

. Ccohtd..
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Table 5 (Contd..)

Year : - Tak-GDP Ratio
1980-81 - . 8.3
1981-82 _ 8.0 ,
1982-83 _ ' , _ Te9
1583-84 ' 763
1984-85 ' . 75

Yearly kverage 7.8

Source: Calculated on the basis of Appendix A to Chapter S
of this study.

lsb;le_é
Tax~-GLP Ratios of some Selected Developing Countries

_(In I Percent)

Country ' T ax=GDP Ratio

1. Malayasia - 24,5 ,
2. Fij4 A ‘ 22,3
3. South Korea , le6.7
4, Burma | 16,4
S5e Solomon Islands 15,6
6. Sri Lanka ' 15,1
7. Papua New Guinea 14.8
8. India (1979) 14.7
3., Pakistan A 13.6
10. Thailand ' 12,3
11. Philipines | 10.4
12, Bangladesh (1980)° 8.3
13, Nepal - 7¢3

* The year 1980 is chosen on the ground that Bangladesh registered
the highest Tax-GDP ratio in that year during the period under
StUdYQ

Sources: Economic and Social Survey of Asia and the Pecific,
United Nations, 1384,
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Table 5, however, shows two important points. First, the

. tax~GDP ratio rose #onsidérably from 1975-76 indicating the fact
that fiscal measures-did play an effective role in mobilizihg
1nterhél resources through taxation. Cne of the main reasons, among
others, for such &s increase in tax-GDP ratio might be the reintro-»
duction of land revenue in the form of Land DeVeldpment'Tax'(LDT)

3. Secondly;*a notable feature is that from 1375-76 to .

in 1976%
1984-85, the tax-GDP ratio has remained more or less invariable
indicating rather a féilure of government efforts in augmenting
additional resources through taxation, other things remaining the

same (determinants of tax structure).

The tax-GDP ratio of Bangladesh is low compared to other
less develppea countries (IDCs) of the worlda. Teble 6 ghows'that the
tax~GDP ratio in Bangladesh remained one of the lowest in some of
tne:selected developing coyntxies. In fact, among the 13 selected
devéloping countries, Bahgladesh occupied the 12th position. Only

Nepal had a lower tax~GDP ratio of 7.3% than 8,3% of Bangiadesh.

However, any judgement of tax performance based merely on
such comparison of simple ﬂax—GDP ratios may be misleading.‘since
it fails to take into account the fact that taxable capacities of
different countries may vary. So, the actual tax~-ratios mﬁst ref lect
both taxable capacity-and tax effort. *'Tax effort is the degree

to which taxable capacit} is used'14

e« ‘In the words of Richard
Cooce, "Tax effért analysis represents zn attempt to go beyond
simple comparisons of tax ratios-to a comparison that takes account

of measurable variables that significantly af fect taxable capa'city'15
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Using regfesaion technique, & number of studies at the
IMF have investigated the statistical relationship between the .
variables (noted below) affecting taxable capacity and actual tax

16. The variablea 1nclude per capita

ratios in developing countries
income, the openness of the economy (the ratio of export plus
import to GDP), and economic structure particularly the relative

17. Most of the stuéies,'hQWever;

size of agriculture and mining, etc
showed a positive .relationship between,taxable.capacity and the
shares of these variables in GDP and was statistically found signi-

ficant by customary standardse

Tait, Gratz and E;.'i.cl’xengr:ee.n"L8 have made an attempt to measure
tax effort for a sample of 63 develorping countries including
Bangladesh for the years 1372-76 by using regression-technique'7
incorporating economic variables mentioned above.'Acchdiﬁg to. the
level of tax effort, countries are grouped into high index, medium
indéx, and low incex, where Bangladesh belongs to the low 1ﬁdex§

groupl 9.

another attempt is made to measure the tax efforts for a
sample of 17 developing countries including Bangladésh’in 19584-8S .

20

by Chowdhury and Hossain““e The authors incorporated per capita

GDP énd ratio of exports plus imports to GDP as ﬁajor éxplanaiory
variable321. The result (tax effort indices of the 17 se_lectieé
developing countries) as depicted in Table 7 shows that Bangladesh
ranks 16th among.17 selected developing countries both in terms of
actual tax-GDP ratic and index of tax effort. Table 7 also shows

that the normative tax~GNP ratio of Bangladesh in 1984-85 was
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greater than Nepal, Pakistan and even India. But in case of actual

tax=-GNP ratio it was piaced only above Népalb This is an indication
of the fact that the tax administratjion of Bangladesh (other things
.remaining the same) failed to mop up the tax potentiality of the

country at its desired level.

Table 7

International Comparison of Tax Effort (1384-85)

Country ~Actual Tax=-GNP Normative . Index of

Ratio Tax~GNP Ratio Tax Effort(2/3)
(1) () 3) (4)

1. Tunisia 0.278 0,211 1,31
2. Chili ' 0.251 0.163 1.54
3. Egypt T 0.248 ' 0.212 1417
4. Morocco ' 0230 0.204 1,13
5. sri Lanka 0.211 0216 . '0.98
6. Kenya 0.195 0.181 1,08
7. Indonesia . 0.183 ' 0.163 - 1,12
8. South Korea 0,167 06255 0.66
9. Yemen . 0.165 0.145 l.11
10, Turkey 0.149 0.160 0.93
11, Thailané 00145 . 0.173 ‘0.84
12, Pakistan 0.123 0.128 - 0.96
13, India 0.112 . 0.093 1.20
14. philipines 0.103 0.151 0.68
15, Burma ~ 0.086 0.083 1.04
16, Bangladesh - 0.083 | 0.133. _ 0.62

17. Nepal - 0.076 0.129 0.59'

source i O.H. Chowdhury and M. Hossain, “Tax Structure of
Bahgladesh ¢ An Overview", The Bangladesh Development
studies, Vol, XVI, No. 4, December, 1988, BIDS,
Dhaka, p." 75. '
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However, mere low tax effort compared to other developing
countries is not sufficient to conclude precisely that the tax
performance of -Bangladesh is poor. A country may be classified as
having low or high tax effort. But it does not always indicate that
taxes should be raised»or lowered. Yet, it'pr0vides helpful informa-
tion to both politicians and policy-makers and suggests 'wheré to
begin in addressing a budget problem'zz.

Wwe, therefore, need an optimum level of tax-ratio for
developing countriésito test whether the tax ratio of Bangladesh is
below or aboﬁe the optimum level. What is the_optimum level of tax
ratio? The anéWer‘is;_however, indeterminate and debatable also.
Experience does not provide any reliable guidance as to wha£ level
of taxation is optimum forlless developed countries. No doubt, less
deve loped countries possess low tax ratio and it can be raised
through administrative and legislative efforts;_But-no doctrinaire
answexr can be given aé:to where the optimum level lies. For, the
factors affecting tax ratio diffef greatly from country to ooun‘tzry.l
Critics like Bird ané'Bolnick argue that conditions differ éo
greatly among_countries that general theorising and quantitativé
comparisons are not helpful in evaluating policies in a particular

counfry23.

.But'nonetheless. attempts have been made to visuallze a

cextain level of tax retio for IDCs. Martin-lewis model24 suggested -

a tex ratio of 20%. U.Ke. Hick325 seems to veer around this figure.

In a later study arther Lewisze sucgested that most 1LCs need to
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railse at least 1%( of GDP in taxes and other government revenues.

These are the optimum ratios in their view and the tax ratio of

Bangladesh is no doubt well below the optimum level.

Perhaps the most acceptable level of tax ratio for Bangladesh
is noted by an IMF study®’ in 1979, This study viewed that given the
structural.rigidities'of Bangladesh, the tax=GDP ratioishouid bﬁ
about 10%. But with 8.3% in 1380-81 or 7,5 in 1984-&5, the tax-

GLP ratio of Bangladesh; no doubt, showed a poor tax'perfo;mance.

In this connection, it may be noted here that'dh;ing the
FFYP and the SFYP the tax-GLP ratio of Bangladesh was taryg=ted to
- be 10%28 and 9.5%29 respectively. According to-thg Plahnipq Commi-
ssion's calculation these were the optimum levels of tax ratio for

Bangladesh which, however, was never realised.

Furthermore, Bangladesh's tax~GDP ratio is below not Just
the average for all deve10pin§ countries (17,5%) bUt’beloQ the
levels in Sub-Saharan Africa (17.6%), Asia (14.9%%) and .Latin

. : . ' 30.
America (1?.93) indicating rather a relatively poor tax performance,

The very low tax-GDP ratio means that tax re?enue collections
have not kept pace with the growth of the tax base and that the base
itseif has not grown adeqQuately. Therefore, tax revenue'cOl;ections
can be increased by broadening the tax base and by iﬁproving the

eificiency of the tax collecting authoritye.
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4, Elasticity and Buoyancy of Bangladesh Tax structure

The adequacy of a tax system as a toll for mobilizing more

:eséurcés internélly'through fiscal measures can also be judged by

its elasticity énd buoyancy values. Thé automatic growth in tax
revenue due to changes in national income 1s generally known as the
elasticity of tax system which is sometimes called bullt-in. elasticity
On the other hand, the yrowth in tax revenue caused both by the
increase in natiohal_ihcome and from discretionary measures such as
cnanges in the rate of tax structure and/or in tax base ié known as

the buoyancy of tax system.

The measure of income elasticity may be given ass

Where Te = elasticity of tax revenue,
T = tax revenue in the earlier period, and :

¥ = national income in the earlier period.

A tax system'or a particular tax is said to ba elastic if the

neasure exceeds unity and inelastic if it is less than unity.

In an adequate tax system, tax revenue must ;néieaae with
thefgrowth of the economy withdut'frequgnt rate'adjustmenig ror, it
is not politically always aﬂvantageohs and pa;étable to eﬁ#ance‘the
.rate of tax and/or tax base to increase tax effort frequenfly through
legislative measures. 5o, in an economy like bBangladesh the elasticit

of the tax system must be sufficiently high.
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But in case of Bahgladesh. as shown in Table 8, the elasticity
of the tax system was found to be rather low. The elasticity for the
whole tax system was less than unity (0.85) indicating the fact that
the growth in tax revenue was less than that of national income. .
Elasticity of indirect tax as a whole and for a;l ;ts components
other than’sales tax on import were less than uhity.'Elasticitx of
tax on foreign trade was in f£act unity; and taxes 6n domestic goods-
and services ‘were very inelastic, Direct tax as & whole as. well as
its components were also very inelastic, Thus ‘the tax revenue in
Bangladesh increased less than proportionately to overall growth

of national income without discretiocnary measurés31;

Tsble 8

‘Estimated Buoyancy and Elasticity of Different
Taxes in Bangladesh (1975-76 to 1984-85)

Tax Head v . Aver age Average Contribution
' Buoyancy Elasticity of Discre-
. tionary .
Measures '
(In percent).
-1, Direct Tax | 1.08 0.78 . 27.8
a) Income Tax 1,29 0.54 13,8
b) Other Direct Tax 1.07 0.29 72.9
2, Indirect Tax 1.02 0.87 14,7
i) Taxes oi Foreign Trace 1,09 1.01 73
a) Import Duty 1.11 - 097 12,6
b) sales Tax on Import -1.10 1,14 -3,6
ii) Tax on Domestic Goods '
and Services 0. 90 0. 61 32,2
a) Excise Duty _ 0.99 0. 06 35.9
Total Tax 1,03 0.85 175

* average buoyancy minus average elasticity as a percent of
average buoyancy -

Source 3 OeHe Chowdhuri and M. Hossain, Elasticity and Buoyancy of
Bangladesh Tax Structure.‘Research Report, Nos 80, BIDS,
Dhaka, November, 1388, rtable 3,1, p. 10,
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The buoyancy value of the tax system of Bangladesh which
combines both the automatic growth in tax collections and the effects
of oiscretionary actions. was estimated to be only 1.03. However,
Table 8 shows that'the buoyancy values vary from a low'of 0.90 'for
taxes: on domestic goods and services to a high of 1,11 for import
dutye Int'erestingl} er;ough, except for taxes on domestio goods and
services and its component excise duty, the value of buoyancy for all
the major tax h_eads was greater than 'ﬁnity. Nonetheless, the véry low - :
‘ buoyahcy value of overall tax system (1.@3) indicates why the overal'l
tax-GDP ratio of Bangladesh changed marginally from 1_:he mid-seventies'

to the mid-eighties as noted earlier.

The fact that the budyancy volue'was generally greater than
the value of elasticity, was the reflection of the positive contri-
bution of discretionary measures to the growth in tex revenue in
Eanglacashe. The contribution of discretionary actions to ‘the’ whole
tax system, as shown in Table 8, came to around 18% and its contri-~
bution to the growth in direct taxes and taxes on dom:stic goods' and
services were around 28% and 32% resplectively. strikingiyf enough;
impact of discretionary measures on taxes from foreign trade was

very little and in fact its impact nad been negative on sales tax

on import (-306).

The above finding reflects the fact that the tax :.yield from
direct taxes and téxes on domestic goods and services‘ wés-not Only
very low compared t:o that from foreign trade. it was also augmented

l _

p.L imarily by frequently .mtroducing new leglslative measures.

Clearly it was mainly the defective tax system (among other reas.'v.On"s)
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) ‘ !
that £ailed to mop up the tax potentiality of the economy. ‘In other -
words the highly positive contribution'of”discretionary measgreé_;
reflects the fact that the tax potentiality of the country wis more

than Qhat‘the'tax system actually realised without discretibnary‘

measurese.

‘;‘It'maio.howevei. be noted here that ;he'highly posiﬁive
contribution of discretionary measures to the growth in tax revenus
was due largely to the unequal distribution of income in Bangladesh
where the higher income group is not taxed adequatelgf Thus there
is the possibility of raising tax revenue by making the higher ,
’incomé'group people to pay more taxes. In other words, the disc;e-

tionary measures, which have proved to be effective in Bangladesh,

should'be incorporated into tne regular ﬁax systeéme.

| However, the estimates of elasticity and buoyancyvéhéwn in
Table:B'réflect some interestiﬁé features of the tax system of
Bangladesh. First, the elasticity of all direct taxes tﬁken together -
(0.78) was lower tpaﬂ that of all indirect taxes taken.tcgether
(0.87). But the buwoyancy value of direct tax (1.08) was greater than
that éf indirect tax (1,02). This is an incication of ﬁhq'fact,that

discretionary ‘actions played more important role in réisiné revénue -

in the case of direct taxes than in the case of indirect taxes.

Second, .the highest buoyancy value as well as elaéticity
was reported for import duty and sales tax on import (indivicually)

and the lowest was in the case of domestic goods and services. Thus

imports into Bangladesh were quite highly related to :he‘grqwth of
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income and at theﬂsamé time,'dutiable imports were more reéponSive
to the groﬁth of income than that of total imports.

A decomposition of elasticities of some of the tax heads may

provide us with some important information about the tax structure

| Table 9
Decomposition of Tax Elasticities (1375-76 to 1984-85)

Tax Head Builtein Built-in Base~to~
Income Tax-to=-Base Income
Elasticity Elasticity Elasticity

1. Direct Tax 0.78 0.71 1011
2. Income Tax 0.94 0.85 1,11
3. Import Duty " 0,97 0.85 C1.14
4. sales Tax on  Import 1,14 1,06 " 1,03

5, Excise Duty 0.66 0.62 1,03

Sources O.H, Chowdhury and M. -Hossain, Elasticity and Buoyancy
of Bangladesh Tax Structure, Research Report, No. 80,
BIDS, Dhaka, November, 1988, Table 3,2, p. 13.

of Bangladesh. Tax elasticity can be decomposed into two components.

33

i.e.,, tax=to=base and base-to-income elasticities™™, Table“Q“fevéals“

base7to-income-elastiéitieslfor the -period between 1375«76 and
1984-85, It is féund that the low elasticity of excise tax, (0,66)
was due to the very«iow tax-to~base elasticity (0.62) compared to
'a quite high base~to-income elasticity (1.03). clearly,-tax

collections failed to keep up unitormity with the tax base or in
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other words, excise duty failed to cover its base. This f£inding

supports the view thsat substantial tax evasion and inefficient tax

“administration made excise duty an inelastic source of revenue.

Again, Table 3 shows that base-toeincome elasticity of direct
taxes and its component income tax was greatér than.unity for the |
said period in Bangladesh. But tax~to-base elasticity was less than
unity. This also indicates the fact that the ineffic¢ient tax
administration of Bangladesh falled to collect sufficient reveriue
as direct tax anc thereby caused income elasticity of direct tax

to be low.

We, therefore, conclude that collectibn of_governméni revenue
in the form of Girect tax ss well as indirect tax (mainly domestic
goods and sefvicés) may be increased through improvingvthe efficiency
of tax admini;tration thereby covering successfully the bases of

such taxes,

5 Avenues for More Revenue

It is, howewver, practically very much difficult to suggést
any tax policy reform for a developing country like Bangladesh.
For, the economic systen 1s too complex to allow the design of a

formula that works adequately in all situations.

No doubt, Bangladesh is one of the poorest couniries with
low per capita ihcome in the developing world. Yet, she possesses
‘some potential pockets of generating more resources internally |
through restructuring the economic system in general and the tax

system 1in particular, as noted earlier. "No nation is so poor that
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it cannot aave 12% of‘iﬁs national income if it Qanted to¥, observed
We Pa Lawié34. ihereféré. Bangladesh as an underdeveloped country

(with'serious shortage of domestic resources) that is determined to ;
break the vicious diréle of'poverty and to avold economic stagnation,
will have to f£ind ways énd.means of raising largevand growing amount

of tax revenue,

. However, our observation is that while in the long rup‘much
will depend upon how the_planning strategy is effectively geared
up to enforce policy (structural) changes in the econbmy._a lot can
be achieved in tne short run by increasing the flexibility of the °
tax structure. by improving ﬁhe efficiency of the tax administration,

by reducing tax evasions as well as by broadening tne tax.baée.

In the light of above assumptions we suggest the following
changes in the tax structure of kBanglacesh that may help in raising

rore revenues to the GOB.

The very low contribution of direct. tax aéwa whole to the
total tax revenue was due mainly to the narrow tax base and poor
tax net (low covérage)._lh 1982. the Finanqe Minister of Bangladesh .
in his budget speech noted that roughly 75% of the total incone
tax came from taxes on companies alone., More seriousiy enough, in
1982:83, the country had only 280,000 tax payers or less than 0.05%

of the total pdpulétion_were covered in the tax net>>

In Bangladesh there are a large number of self-employed
persons engaged in small enterprises (shopkeepers, small traaers,
etc. ) both in rural ana urban areas along with urban professionals

(consiltants, designers. etc.) who have assessable income bgt do: not
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pay income taxes. They do not and even cannot maintain any proper
accouhting records required under the prevailing income tax law. -
These groups euccessfully escaped the tax net availing the weakness
of the 1ncome tax law as well as its-.administration leading to tax
evasione. Again. some businessmen do not keep adequate records and
accounting books: others maintain two or three books to evade the

payment of taxes.

It is,‘therafcre, neceseary that through an intensiee.SUrvey
these self-employed‘perSOns with assessable incone are brought within
the tax perview as far as practicable. In this connection; complica=-
tioas in reapect'of aSeessments and payments shculd be ruled out
by designing a-siméle’brocedure for,small busihess enterprises and
other self-employed perscns which would improve tax compliance'aqd
reduce ﬁhe work load of tax cfficials. In acdition, the'maréinal rate
of iacome tax may be reviewed and moderatec which is expected to
improve tax ccmpliance; Lower harginal income tax rate will also
serve as an Jincentive for stimula;ing investment and theieby genera-
ting more income which will ultimately iacreaee the total tax

revenue,

But it cemanos close attention that the broadenmg of tax
base Bhoula not be accompanied by the lowering of tax rates (except
the marginal rate) in a country like Bangladesh where tax evasion
is pervasiveas. For exarple, to ensure better tax compliance or to
make the black ﬁoney winlte, tax rates were lowered in Bangladesh
in 1976, on the ground_that-thevprevailing high tax rates made tax

evasion rather lucrative. In 1976, the Martial Law Regulation-VI
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‘(MLRdVI) gave complete amnesty from any legal,cohsequences and f£ixed
a flat rate of tax of only 30% for the declaration of untaxed incoime,
and again in 1982, MLR-V declared tax amnesty with still lower rate

of tax of only 15 for the untaxed income37.

But the response was very poor., Only Tk. 0.08 billion and
Tke 0.37 billion respectively was collected as income tax.following
the two regulations. whereas the black money.in tne economy wés |
roughly estimatedlfo.be aﬁ high as 60 billion taka in 1982 (unofficial
Planning Commission data)’®, Not only this, out of about 9000
declarants who took the'opportunity of paying the tax at the lower
rate, only about 5500 p'aid taxes in actual. Clearly the defect was
not in the highgr rate'df taxation but in the very system of taxation
and in tax administration. This leads us to conclude that the
reduction in the tax rates can not be justified under the conditioné;

prevailing in Bangladeshag.

In Bangladesh unearned incomes Gerived from speculative
transactions,_scercity renﬁs. intermediations and trace in proper-
ties were not prOpérly-focusséd by the fiscal.Sysééh ﬁﬁrotéhéuﬁnﬁhe
whole period undef_study. Againf ¢apital vains were also lightly
taxed thereby £Ewarding-a nqn—produéfrVé'clas§;

S0, the fiscal system needs to focus on all unearneﬁ incomes
cerived from the said sdurces ana should be brought uncer the income
tax perview. sSone ttansactions'such as -trade in properties can be |

captured through taxation of capital gains. The rate of cardital gains
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tax should be increased further. Again, in bangladesh where wealth
is highly concentrated, a large amount of revenue can be obtained

from a vigorously enforced tax on a few wealtuy personse.

Unlike many other deGeloping countries of the world, the

Y

practice 6f not taxing the salary income of cthe goﬁérnment emplbyees_

in Bangladesh was perhaps one of the most serious- defects of the
tax system. The departmenﬁaRemployidﬁ these employees were supposed
to pay taxes on behalf of thémito the Revenue Departnent, which
meant that the income tax paymeht within the governnent vecame a
matter of book transfer only., This was not all. In the face of
roaring inflation, as noted in Chapter %, the government not only
raised the basic salary of the emp;oyees, but élso other benefits
1ike house rent, medical allowance, etc. which dampened government
savings further. Obviously there was no economic groupd to leaﬁe

them such a tax bonanza where.there were to pay taxese

we, therefore, suggest that the ﬁractice'of taxing tﬁe} !

salary income of goVerment[employeea' should be | in’troduce!d and

no discrimination should be made between different types of inche.
A general system of income tax payable by everyone earning above one
exemption limit should be introduced. In other words, all incomes

of a person should be integrated into a'glbbal statement of incomes
for tax purposes in order that everyone will enjoy only oﬁe axemp-
tion limite This will not only increase gévernment revenue but will
‘also.have a favourable effect on savings as salaried personﬁel may

like to subscribe in insurance policles, shares and securitieé

. (savings bank cex:tificaﬁe. eté.) to avail of tax exemptions. But
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any unnecessarily high.reduction in tax for household and enter-~
prise savings should be avoided bx the tax systeme. For, such a
reduction may,ggk against the goal of collecting more tax revenue,
In acdition, the government officials who have other sourcoo ofl
income including rental income from renting their own housos ana
apartments should pay taxes on such income. But attehtiod is also
neeced that taxes should not unduly limit the capacity and willing-

ness to worke

The issue of agricultural taxation in the form of direct
tax had been the subjecﬁ_of very much debate and controversy in
Bangladesh since liberation. Although tnis sector constituted
almost 60% of the GDP, 1t could not prove itself as a significant
' source of revenue to the government for the whole period under study

.

for a variety of reasons.

It is striking enougnh ;hat while the government of'the newly
emerging Banglacesh was eXploring all the possible socurces of
revenue in the face.of'acute resource problem, the government itself
freezed an iﬁportant sou}ce like land revenue. In mid=-1372 the
GOB introduced t&o important changes in the system of land revenue
and agricultural income tax through an act genera;;y,knownwag‘ono‘

‘presidential 0rder'v964o. First, there was the oostponement of

44444

collection of agricultural income tax for two years from 1973—74:
and the second step was to abolish land revenue on land holaings

: !
upto 8,3 acres in 312941. - S :

The net effect of exemption of land revenue on land holdings
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below 8.3 acres in size was that it virtually exempted 90% of the
agricultural land and 99% of the rural people from land revenue®?,

As a result, the government lost a potential revenue of Tk. 61.5

million annually during the period upto<197643

. Clearly, these
measures were in direct. conflict with the revenue needs and the

resource mobilization efforts of the government. ' , !

These measures were, however, taken as a.step towards the
fulfilment of the commitment given by  the party in power in 1ts

election manifesto (1970). to ‘ensure social Justice and equity to
the poor peasants of the then East Pakistan (Bangladesh). But there

were sound reasons for the reintroduction of land revenue on the
owners of land'over, say, 5 acres, especially in 1374, when the
country was going through a severe eoonomic and financial crisis.

For, in the rural areas, peOple owning 5 to 8 acres of land were
well-to=-do ones, particularly due to the rise in the prices of

agricultural products as well as the rise in production with the

spread of hew technology in agriculture45. As N. Islam (the then
Deputy Chairman of. the Planning Comm1551on, GOB) observed “..L at E

least a beginning could havewbeen mace with low rates, whicb oould

have been increased over time®*®, ‘ , S

In the face.of the fall in revenue, a beginning was,.however;
made‘from'1§76 through the introduction of *Land Development Tax
(LDT )" merging‘land revenue and other taxes. The IDT consisted of
a flat rate_with a two~-tier system for agricultural land:; Tk. 3

per acre for all household owning land upto 8.3 acres and Tk. 15

per acre . for those owning land above 8.3 acres. In 1982 the
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agricultural rates were made highly progressive, with nominal ;ate
ranging from Tk. 3 per acre to a minimum rate of Tk, 145 per acre

for ‘land holdings above 25 acres47u

. | . ' '
But the result was .still'unsatisfactory due to the problems

of implementation. In,Bangladesh the farmers virtually kept no |
accounting records where‘ﬁuch of the actual tax aseessments were
based on discussion and imagination. In addition, home consumption,
various exemotions and reductions, lack of political support and
difficulty for the tax officials to reach a large number of tax
payers in the rural areas made agricultural taxation almost

: inposeible'to administer48; These together with tax evasion made
it an insignificant source of government revenue. The extent of
tax evasion was so high that in 1975-76, ‘the yield fell to 16%

only of the level reached in 1969~ 7049

Thus the share,of land revenue in the total tax earnings
was reduced from 2.2%hin‘1975-76 to cnly 1,6% in 1981-82. And in
1982-83 even after the introduction of LDT, the share of land
revenue in the total revenue fell to_a'meagre 1.1%50. Oon the
contrary,'administratlve cost of collecting agricultural tax'was
so high that in 1985-86 it reached 66% of the tax collectlons
leav1ng only 34A of LDT revenue available for government usesh

| Another tax ;elatlng to land is the stamp-duty collected
at the tlme of”land tfanéaction;rAccording to a statisticallsonrce,
the earnings from the sta@pfduty~also fell.from‘5.36%vofithe total

. 1 - ! '
tax revenue in 1980-81 to 3.% in 1985—8652;
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.In practice, it is, however, very much difficult to design
any tax poliCy.for the agricultural sector. For, it is too inflexible
to déal with the instability in agricultural incomes and with the
admiﬁistratige and political difficulties. Politidaily, the surplus:
farmers in rural‘Béngladesh proved themselves as the most powerful
pressure group inTBang;adesh's politics and limited the scope of
extracting mére revenue from rural Bangladesh. In the words of .
Re. Sobhan;"The surplus farmers had been a key figure in thg'gural
support base of not just the ruling party but ﬁhe.bpposition

’ | 53

parties of all complexions of right and left">°,
L -

Bespite the problem éf édm4nistration'apd politics, ‘however,
we believe tﬁat there élways remains a very considerable scope
of raising more and more revenues from the agricultural sector of
Bangladesh. In principle, taxation can be levied on input used by
the agriculture, on the output produced by this sectdr; on the
incomes generaﬁed,'oq_the expenditure made out of those incomes

and on the land itself (land tax).

1

In order to co}léét a higher incremental income as well
. . - ' ' : ; |

as to make the‘tax,systém more equitableulan agriculfural iﬁcome|
' ' 1 ) , : |
tax based on 'potential income' taking into account the differences
' |
in productivity of land and cropping intensity, may be introduced.

And a presumptive basis of assessing agricultural income may be

1
i

applied. !

" In view of the administrative and political problem associated
with land tax as well as agricultural income tax we accept the

suggestion that the best method of utilizing land taxation is in
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financing local governments because it would be seen as a benefit
' 54

tax or simply as a user charge for local public services™ . A

local land tax with proceeds used for local betterment may enjoy
greater acceptance in rural areas than a Central Government tax

used to finance projects in far-away places.

In many_districts of Indoneeia,_for exemble, 60% to 70%
of discretionary local revehue is provided by the land tax, despite
its low rete of only 0,1% of eesessed valuess; Country experienéee
(particularly in Latin Aamerica) also suggest tﬁe brightest future
for agricultural land taxation as .a resilent source of financing .

local government expendiﬁuress. : '

A recent survey study57 in Bangladesh also confirmed the
above view. By an opinion survey this study concluded that the rural
people are agreeable.to bear additiohal tax burden if the tax
proceeds are spent within the lqcality for development of physical
infrastructure and for provision of input subsidy. But one should

note that the local government units in Bangladesh are usually

~dominated by the'rich surblus faimers who may act against'this

policy. However, a beginning should be made and in this contextu
tax assessment should be made from the Centre. Above all, there

|
must be some political initiative in its favour.

The present tax structure of Bangladesh, as noted in
Chapter 5, ksfdominated by the share of indirect tax. The situation
is ﬁhiikely to change in the near future since the preconditions
(like monetised economy, honest and reliable accounting, large

cegree of voluntary"compliance, honest and efficient administration

i
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ei:c.)58 for thé sucdéss of direct taxes are ihadequate in Bahgladesh.
But the most notable feature is that the indirect tax structure is
dominéted‘by the fOréign trade sector parﬁicularly import duty and
sales tax on imported'goods,'financed_mostly'by foreign aid.'This
is no doubt a source qf.gncertainﬁy in revenue:coliection égd'bence::

not desirable. S | [

. . . I
S50, the heavyvrela;ivé‘dependency on the fqreign tfade
sector for tax revenﬁé is'to be gradually reduced by increased
taxation of domestic goods and servicés; bomcstic excise net is-
to be expanded to'newigoods hitherto untaxed, rates should modified
with growth‘of incdme;.énd duties should be increased on types of
goodé previbusly lightly taxed. Items still under'specific rates

should be converted into advalorem rates in the context of

administrative convenience and rising price'level.

- The tax base of domestic goods is particularly narrow
because of exemptions/reductions allowed to a large number of
items subject to excise and sales tax. Many of the exemptions/

reductions cannot be justified either on grounds of productiVity

.or social_equitysg.

Thus the yield of tax revenue may be increased substantialiy
by_w;thdrawing or reducing exenptions (taxbholidays etc.)'aqd
reductions. Rates of import. duties should be increased further
and Higher ratesrshOuld continue to be‘applied ﬁqA;uxury items L
particularly. But ;peéial incentive fqr industﬁial»production and

tax incentives for empiéiment creation may be allowed. In other
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!
3

words, the objective of both protection and revenue enhancement

-should be‘secured. In taxing commodities, however, unintended and

excessive prbtection-to domestic production should be avoided.
Again, explicit and implicit taxes on exports of primary products

may be used step by step.

Experiences suggest that for low income countries like

'Bangiadesh, very }erge revenue gains are not expected from the

broadening of bases of excise and sales taxes and therefore the

'Value Added Tax (VAT)'sO, the most important innovation of the

_second half of the twentieth century, is expected to Be the

mainstay of the reVenue-raisingﬁeffort of the government. Moreover,

the revenue enhancement61

and tax neutrélity (economic efficiency)62
arguments in favour of VAT are well documented. Recently, the GOB,

after a long debate introduced VAT replacing turnover or sales

- taxes in some selected areas which should_be broadened as far as

_ practicable.

The local government units in Bangladesh depend to a
considerable degree on grants from the C-ntral Government. 2lthough
there are proVisions for a variety of local taxes, fees, etc.

in generating resources internally, only a few are utilized§3.

we, therefore, pr0p05e that the.concept of. matchlnglgrante
to local authorlties which rewards local fiscal enterprise and !
efficiency in resource collectlon and use may be encouraged. In
order to fiqd more stable sources of income, the local government
units ma} bé asked tovidentify new soﬁrces of revenue, and
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contribution from'netionel government to each local unit may be

linked with their own efforts to mobilize local resources. “Neither
decentralization nor representative administration can be sustained
if local authorlties do not develop fiscal self-reliance and beoome

less dependent on grants ‘from the Central'Government"64.

The tax adminisfration in Bangladesh also lacked much to be
desired. Shortege_of personnel, inadequate emphasis on training,
surveys and investigations, lack of logisric support and arbitrary
assessment due torabsenoe of'commercral practices in business firms
leading to corruption were ell:weaknesses of the tax administration
as pornted out:by‘;he Planning Commission of Bangladesth. The staff
strength of tex offioes.has not been increased proportionateiy with

the increase in income and assets particularly in urbah areas, '‘All

these resulted inirempant'evssion of taxes and apoomoietioo of

arrear taxes.

.~ In 19]7-78.outstandina'arrears on account of income, sales
and urban property taxes were Tk.‘észo mil11ion®®. 1n 1973-74 total
number of famiilies with ta#able income were about 0,5 mill;on,
whereas in 1978-79'total number of income tax assesses were only-
about 0.2 millionrinGICeting the extent of tax evasion by indivi-

87, This evasion was rampant, especially in the case of

duals
self-employed persons who spr_ead far and near and whom the tax

officials could noti reach with their existing staff.

Thus improvement of tax admlnistration offers considerable
l [
scope to raise additlonal revenue from the exlstlng taxes. Short

and long term programmes for staff development should be undertaken,
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training and logistic support should be worked out and implemented
on priority basis to ﬁpgrade knowiedgé and skills of tax officials,
and modern equipménts should be provided. The twentieth century .
government needs moreirevenue for development but 'it also demands

twentieth centuryAadministratioh'es.

In addition,'tax education making people more conscious
about their tax obligétions and tax officials more honest may play
an important role in the improvementfof tax compliance by the people.
"willingness to be taxed may be affected adversely if the people
have no faith in Fhe honesty and integrity of the tax collection
3ystem"69. Thus tﬁe credibility of the ta# system needs to ke
improved. For, a stable tax'policy environment encourages tax payers

and increases voluntary tax compliance.

Last but not the léast,”aidecisive politicél as well as
administrative will needs to'be undertaken to collect revenue
through fair and effiéienf enforcement of the prevailing la;s. AsS
Lady Hicks states,. ﬁThere is no country so poor that it cannot

guickly raise additional tax revenue if it has the will to do éo?70.
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Appendix A

Yield From Additional Tax Measures Projected
for the FFYP (1973-78)

(Tk. in million)

Year - :  Amount |
1973-74 : | 250
1974~75 - . 600
1975-76 ' . : 1100 |
1976=77 B ‘ - 1750 '
1977-78 . 2250
Total 6250

\

sources The"First Five-Year Plan (1973-78), Planning Commission,
Government of Bangladesh,; Chapter 4, p. 41.

Appendix B

Yield From Additional Tax Measures Projected .
for the SFYP (1980-=85) !

(Tk. in million)

Year . . - Amount
1980-81 : ' ' 800
1981-82 : A 1850
1982-83 ' ' ' 2950
1983-84 : ' 4250
1984-85 - 6000

Total _ ' 1,5850

Source : The Second Five;Year Plan?(1980-852, Planning Commission,
GOB, Chapter IV,.Table 4.4, p. 9.

1



Chapter 9

SUMMARY AND CONCLUSION

Bangladesh emerged as anlindependent state in the year 1971
after a bloody nine-month war of.libération. Before independencé
this land was a part (East Pakistan) of the then united Pakistan .

I

that was created following the partition of 1ndia.in 1947.

Chapter 1 (Iﬂtroduction) points out the fact that at
liberétion, Bangladesh inherited a poor and undiversified economy,
characterised by the vicious circle of poverty with underdeveloped
infrastructure, stagnant agricultﬁre, very poor industrial base
and a rapidly growing population with very low per capita inccme.

In the General Asseﬁbly Report, 1975, Bangladésh has been termed
as one of the 28 IDCs of the world and more significantly enough,
thé Wworld Bank and the IBRD experts considered'it as 'the test case
of development’, for,'if the problems of‘Bangladesh coﬁld be solvedqd,

the other less difficult problems coulc also be solved.

The country also suffered from export-import gap and saving-
investment gap. Saving-investment gap was too wide for any meaningful
breakthrough. It is noted that saving~GDP ratio of Bangladesh is
pitiably low (around 4%) even compared with other low-income
Asian developing ctountries. Moreover, the war of liberation caused
serious damage to physical infrastructure and dislocation in
managerial and orghnisational set up. 2t this crit;qal jupcture,
virtually with no domestic resources and foreign exchange reserves,
the full functioning ofrﬁhe’ecdnomic system was neither possible

nor practicable,
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But the war of liberation taised high expectation for
.better standard of living through rapid economic growth among the
inhabitants of the newly born state. This required the speeding
up of the rété of capital formation especially through mobilization
of internal resources in the economy . And with the fact that both
money market and capital market in Bangladesh were unorganised and
poor, and public investment constituted more than 80% of planned
invesément, the government had to take the full responsibility of
mobilizing resources internglly'for maintaining a8 desired level of
investment and financing development programmes guiced by the'moto

of self-reliant growth.

The task was, however, very much difficult and it pushed the
| A )

government into a grave dilémma. For, it needed more resources for.
‘develOpment, but found virtually no possible pockets for extracting
sufplus thrdugh applying budgetary policies. At the same time it
found it necessary to offer certain tax incentives which could

encourage private savings and investments,

Also it is ﬁoted.that from the very beginning the budget-
makers of Bangladesh were aware of ghe objectivé conditions of
Bangladesh and aécordingly attemptedfﬁo raise public sévings b;
exploiting‘diffe;ent bossib;e surpiusféeneratiﬁg pockets like
aff luent farﬁers,t?radérs aﬂ@ nationaliéed industries. But ﬁhe
'presSure'of various!competing interest groups,w;thin and outside

the state power basically limited the scope of working of the fiscal

instruments: in the way of raising more resources for develépment.



277

In addition, high non-development expenditure, narrow tax base
and its inelasticity, weak and corrupt tax administration, etc.

further worsened the problem.

Under the above circumstances, with no real surplus available
within the prevailing social system foreign aid became an integral
pért of financing development programmes and over time Bangladeéh

became an aid-dependent nation.

However, tﬁe'new natibn of Bangladesh started its budgetiﬁg
almost from zero. Fdr in Chapter 2 we observed that apart from the
British colonial exploitation of about 200 years, this land had to
pasé'through1anbther 25 years (1947-71) under the control of the
semi-colonial West Pakistan. During this period, the economic growth
that had taken place in Pakistan, actually benefited west Pakistan
at the cost of East Pakistan which became poorer in the process ofi

deve lopment.

after partition in 1947, though a substantial effort on the
part of the Centtal.Governmentfwas demanded by East Pakistan to
improve its socio-econohic conditions, guided by the 'principle of
balancedvgrowth* of the two regions, it waé'neVer realised. On the
contrary, the policy-makers of the Centr&al Government acted in such
a way that the initisl marginal imbalance between the two regions
of Pakistan intensified further during the whble period of united

Pakistan.

In actual, the whole period of united Pakistan was based on
the transfer of resources from East Pakistan to.West.Pakistan

through a combination of direct and indirect methods particularly
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following the discriminating allocation in both capital and revenue
budgets in favour of West Pakistan. Thus East Pakistan's share of
Gevelopment expenditure varied from 17% to 364 from 1950 to 1970

and the remaining larger share went on to West Pakistan. Allocation
‘under the revenue budget also benefited West Pakistan since the

major part of revenue expenditure was shared by administration and

defence services dominated by the west Pakistanis.

An estimate showed that transfer of resources from East
pPakistan to West Pakistan amounted to k. 31,120 million at the rate

of about Rs, 1,556 million per year from 1947-48 to 1968-69.

In the case of distribution of foreign development aid and
U.S. commodity aid also East Pakistan's share was 17% and 30%
 respectively during the period between 1947-48 and 1959-60, Moreover,
it is observed that in the dase-of Central Gévgrnﬁent's sanctions
of investment, loans and grahts-in-aid to thé two wings, per capita |

. . _ !
sanction to Edst Pakistan was very much low compared to West Pakistan.

The Central Government of Pakistan macde all possible efforts
to dgvelop a wider socio-economic structure in west Pakisfan'
especially by establishing two capital cities at Islamabad and
Karachi. The developed infrastructure basically geared up the growth'r'
of the private sector in west Pakistan by reducing the cost of
production and improving the scope of profitability for fﬁrther
investment. It is alsé found that‘thelpr;Vate investors of West
Pakistan shared thé largest;bart’of lpah distributed by thé:Centéal

Government's credit-giving agencies like IDBP, PICIC and NIT. |
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In addition, by-the eariy sixties, the Central Government
took the policy of extracting surplus from agricultural and then
re-channeliing it to the private industrial sector. But East
Pakistan with a larger share of export from.agricultural products
like jute and tea, was affected severely by this policy. In fact,
the transfer of surplus from agriculture to industry meant a
transfer of surplus‘from the agriculture of East pPakistan to the
industries of West Pakistan as the majority'of the import and export .
licence—holders as well as private industriaiists were West Pak;s-
tanis. Also it is observed that a greater amount of foreign exchange
earnings was diverted to West Pakistan from East Pakistan through
a surplus in international trade and a deficit in interwregional
trade; An estimate-showed that the net transfer:of sach resources

from East Pakistan to Wwest Pakistan was estimated to be Rs, 1050

million at the rate of R, 240 milliOn per year from 195© to
1955- '

This direct method of extracting resources from East Pakistan
to West Pakistan was also accompanied by other indirect methods.
Indireotly, it was achieved through domination and'oontrol of '
private industries as well as .trade ana rinahoe by the non-Bengali
businessmen as a privileged group in East Pakistan. More signifi-
cantly enough most of the headquarters of the non-Bengali business
firms?were located in west Pakistan, Naturally, the profits earned
by these firms in East Pakistan were diverteu to West Pakistan,

indicating a net transfer of resources from East Pakistan to west

Pakistan.



280

The eéonomic'exploitation of East Pakistan‘by west Pakistan
as noted in Chapter 2, was mainly possible for the very nature of
the power structure of united Pakistan. It is observed that from
the beginning to the end, Pakistan was never ruled by democratic
government but by civil-military-bureaﬁcratié elites dominated b¥
West Pakisténis‘where participation of East Pakistani Bengalis was
limited. More significantly enough, apart from the Central Govern-
ment, the post of Chief Secretary and other key posts of the
Government of Eést Pakistan were also headed by West Pakistanis
whereas the East Pakistanis, posted in comparatively less important

posts with lower echelons, had no room for independent action. Here'
lies the root of economic exploitation of East Pakistan by West

Pakistan.

But the people of E=st Pakistan, politically the most

~sensitive people of the sub-continent did not let the above situation ’

‘unchallenged. It is observed that the laﬁguage éohtroversy of 1952,
together with the issue of e¢onomi¢ exploitation rose a strong
regional feeling among the ﬁésf Pakistani Béngalis that ultimately
took the shape of a strong regional autonomy movement in East
Pakistan. The net result was the disintegration of ﬁnited'Pakistan

and birth of a new nation Bangladesh, followihg the nine-month

war of liberation in 1971.

It was thus natural that after liberation, the starting
point of economic development of the newly born Bangladesh was
not promising enough. For, apart.f:om the economic exploitation,

heavy gun-poWer was used during the war of liberation whichx |

P
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destroyed almost all that was achieved in East Pakistan upto 1971,
- Even without the wér'damage, Béngladesh wouldhave been an intolerably
poor and over-populated land with negligible natural resources and

very low per capita income,.

However, the GOB started its budgetary operation from the
16th December 1971, In Chapﬁer 3, it is obseivea that the system
of budgeting that deveioped in England from 1833 was adopted. by the
then éritish Indian Government.under the India Acts of 1858, 1909,
1919 and 1935. Subsequently, after the partition of India in 1947,
Pakigtan also retained the British system of budgéting under the
'Pakistan Provisional Constituﬁional'Order' of 1947, Constitutions

of 1956 and 1962, ]

In 1971, Béngladesh Being freed from thglunitgd Paki%tén
inherited the British system of budgeting from Pakistan. At the |
same‘tiée Bangladesh also followed the classifiéation and cédifica-
tion 5ystem‘as embodied in the IMF's Mannualvon Government Finance
statistics, 1974. However, the system of government budgeting has
changed over time in view of the changing need of the society,
especially after the partition of India and subsequently after the
creation of Bangiadesh in 1971, Also it is observed in Chapter 3
that the Constitution of the People's Republiq éf Bangladesh, 1372,

has laid down some significant financial and legislative procedures

'in respect of constitutional/legal approval of the National Budget.

In practice, the GOB as observed in Chapter 4, prepares
separate revenue and capital budgets. The revenue budget contains

revenue receipts from various tax and non-tax sources of receipts
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for méeting the current expenditure._Capital budget on the other!
hand, -contains internal and external capltal receipts for financing

development expenditure.

According to tﬁe'Constitution of the Republic (1372), all

accounts relating to receipts and expenditure are grouped into
the Consolidated Fund and the Public Accounts of the Republic. On
the receipts side, the Consolidated Fund of the GOB includes tax
and non-tax revenues, grants, public debt and allowances. Oﬁ the,
disbursement side, the Consoligated'Fund'is categorised.into
revenue expenditure and development expenditure. The Public Account

mainly relates to fhe transactiﬁns such as State Provident Fundg,
Pbst Office Saving Bank Deposit, etc. Its expenditure comprises
those disbursement wi.ich are sét off‘against ité receipts and the

GOB acts as the custodian of the funds.

According to the procedure laid down in the preparation df
the Bangladesh Budget all incomes and expenditures are grouped
under budget heads called 'Majgr Heads', Sub-Heads, Minor Heads ._
" and 'Detailed Headé'. Again, the entire receipt§ éﬁd.eipeﬁditures
are-a%ranged with uﬁique“‘Code"humberé.and 'Deséfipﬁive' numbers

for the convenience of identification by sources of income and

direction of expenditure.

In Bangladesh the process oé budget formulation is initiated
by the Mihistry of[Finance through issuing budget circulars and
directives to the Officers-in-Charge of the administrative units
indicating the principles to be followed in projécting the expendi-

tures and for estimating government income. The 'circulars and
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difegtives are made according to the constitutional provisions and
their statutory fules. In addition; there are 'Estimating Authority!'
respbnsibie for estimaﬁing'income by areas of activity and watching
the prbgress of colléction and ‘Cbntrolling Authority"respon;ible

for control over expénditure. However, it is thefFinance Division

of the Finapce Ministfy ﬁhat‘after a series'of'discussions with'the
Contfolling Officé:s of COhéérneq Ministries and Divisions, finaiises%

the National Budget.

The ﬁrocess of preparation of the development budget or !
Annual Developmenfbplan (ADP) which relates mostly to investment
_within the framework of the Five-Year P]an, involves a close and
continuous collaboration betweeh the Planning‘Commission and the
Miniétry of Finance. It is tﬁe link'between thé Annuai Planias

prépéred by the Planning Commission and the Annual Budget, as preQ o
' l : ! : :
pared by the Ministry of Finance. The'Planning Commission sets

i
iuleé/princibles fo;léwing bhiéh thé‘échemes/projecps are fncludéd
in the ADP. fhe MiAistry of Finance by custom,lhowever, adcepts!the
accounts of development programme as prepaied by the Planning .

Commission @nd puts it into the accounting framework of its annual

budget in the name of 'Demand for Grants and Appropriations'

(Development).

The annual budget so prepared is presented by the Finance

Minister to the Parliament of the Republic for discussions and

approval. Constitutionally, 'Charged Expenditures' from the Cbnso;i-:

dated Fund are subject to a géneral'discussion but they are neither

submitted to the vote of the Parliament nor any motion can be moved -
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for its reduction. 'Other Expenditures' proposed from the Consoli=-
dated Fund is, however, submitted to the vote of the Parliament 4n“

the form of 'Demand for Grants'.. ‘ : ’ '
. | | |
After the Parliament has discussed the 'Charged Expenditure!

and vote on the 'Demand for Grants’', the two are embodied in an
'Appropriatibn Bill' which, when passed in the Parliament becomes
an !Appropriation Act'. Finally, following the formal signature

of the Head'of the State, the budget becomes operational.

The same parliamentary procedﬁre of discussions and approval
is also applicable to the 'Supplementary Budget' as well as 'Excess

|
Budget'.

But the expenaiture of the *Public Accounts' of the Republic

does not require a similar treatment_of approval as is required for .
the Consolidated Fund, because its éXpenditures are set off against

its receipts.

At any time wﬁen the Parliament.is not in session or stands
dissolved, the Pﬁesident, according to the Consﬁitution, mag make
and promulgate an ‘Ordinancé' authorising éxpénditures from tﬁé
Consoliuated Fund whibh have the.liké‘force of law as-an fActiofv
the Parliament';

In Bangladesh therg %s av‘Qelegatioh of Financial PoWers'ﬁ
patterned by the Ministry pf Finapce for bﬁdgeﬁary control and -
implementation. On the accounting sice, however, the main respon-

sibility of preparation and consolidation of the accounts of the
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Republic lies with the Controller General of Aocounts (CGa) and
the audit side is taken care of by the Directors of Audit and the
entire aocounting and auditing responsibility of the Republic lies

withithe Comptroller and Auditor General (C and AG).

In addition, for budgetary control and implementation there
are three Parliamentary‘standing Committees with some assigned'
respon51blllt1es and functions as lald down by . the Rules and
Procedures of the Parliament (RPP). These are the Committee of
PubllC Accounts (CPA) for eﬁaminatlon of the annual audited accounts
of public expenditure, the Comnittee on Estimates (CE) empowered to
Judge whether the estimates presented before the Parliament are
prepared with maximum possible efficiency and economy, and the
Committee on Public Uncdertaking (CP) for the.examination of the

working of the Public Undertakings{

The nature of the present study summarised above is, however,
introductory invnature. The actual anelysis of the working ©f the
Bangladesh Budget for the specified perioc starts from Chapter 5.

It is observed in Chapter 5 that the total revenue recelpts of the
GOB increased from Tke 2302 million in 19g2-73 to Tk 35767 mil%ion
in 1984-85 or it increased at the rate of about 26% per annum over
the years. This is, no doubt, an indicetion-of the growth of the
economy o&er4time. But the performance of revenue collections was
not promising enough from the resource mobilization point of view.

For, the reVenue-GDP ratios of Bangladesh were well below the

international standard for the whole period under study.
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‘The revenue structure in Bangladesh is_distinctly dominated
by tax revenue for the whole period uncder study. It is observed
that more than 80% of the total revenue is shared by tax revenue
and the rest less than 20% is shared by non-tax revenue. Again, |
though an increasing trend of non—tax'reVenue earni@g is recorded

by the mid-eighties, its percentage share to the total revenue
\ !
‘receipts remained quite stable over the years.

The iow contribution of non-tax revenueAto the total revenue
earnings wa; mainly due to the poor performance of some of the major
heads of ndn-tax revehue like stamp., registfation, postal depart-
ment, telegraph and telephone. More seriously enéugh, contribution
from nationalised public sector enterprises was very poor and banks
alone .contributed more than half of the total earnings from t@is
hea¢. Though industries showed a marginal improvement over time,
"other heads. contributed almosf nothing. Headé~like postal depart-

ment, telephone and telegraph have showed egyen a negative share to

the total non~tax revenue earnings over the years.

Also it 1s found thaﬁ while taxes contribute more than 80%
of the total revenue receipts of the GOB, direct taxes account for
less than 20% of the total tax collections over the years. In other
words, indirect taxes played a dominant role in the tax structure
of Bangladesh., It is found £hat though the share of income tax (as
one of thé major cbmpOnents of direct tax) to ;he £6tal tax revenue
increased almost threé-fold'over.the years, the share of direct tax

as a whole to the total téx'revenuevremained almost invariable for
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the said period., For, a rise in the percentage share of income
tax was accompanied by a fall in the percentage share of other

direct taxes comprising taxes on property, land revenue, etc.

Furthermore, it i; observed that the indirect tax structure
is dominated by the foreign trade sector comprising import duty,
export duty and sales tax on import. This sector alone contributed
more than 80% of the total indirect tax collectioné and more than
50% of the total tax céllections over the years, Taxes on dongstic
~ goods and'servicesvon the other hand, accounted for . around a quarter
of the total tax revenue ofvwhicn excise duty éldhe accounted for
élnps£ the entire tax fevenge undef this head over the years. The
notable feature is that onl;‘S'.o; 6 items accounted for about 75%
of the total excise tax yield indicating rather}é very narrow tax
base. This together with tax evasion, corruption and inefficient
tax édminist#étion, etc. pushed the share of taxes on domestic
goodé and services to the total tax yield downward compared to the

tax yield from the foreign trade sector.

In this connectién, it is obsgrved in Chapter 5 that thq
above findings confirw Due and Hinrich-Musgrave generalization
and IMF's fihding,#haf fo the earl} de&éibping stage of a céuntry,
ﬁhe major part of the éoverﬂment revénue is‘colléétad from inairect

H H 1 . I
taxes in general and from foreign trade taxes in particular.

More significantly enough, tax collection from the foreign
trade.secto} in BangladeSh was dominated by import duty and sales

tax on impdrts for the whole period under study. It is observed that
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import duty and sales:téx on impoft accoﬁnted.for almost the
entire tax réceipté under tﬁg foreign trade head 'in the form of

indirect tax. Also it is noted that more than half of the annual
import bill of Bangladesh was paid for by fpreign aié during the

period under study.

But the contribution of expoft duty under the foreign trade
sector, on the other hand,.was very inéignificant over the years
which yielded even less than 3% of the total tax revenue; ana by
the eightieé it became almost a negligible source of revenue to
the GOB. This is a reflection of the fact that the economy of
_Bangiadesh, experienced no structural changes in the field of
domestic production which might havevenhanced exports and thus

self;reliance..

Under the above circumstances we, therefore, conclude that
the eCOnomy of Bangladésh is primarily an import-oriented one and
the imports are mostly facilitated by foreign aid, not paid by
exports. And as éudh, these findings lead us tc conclude further
that even the revenue bﬁdgét_of Bangladesh especially the internal
resource mobilization effort of the GOB is dependent on the avail-

ability of foreign aid.

But while the revenue collections of the GOB showed a poor
performance from the resburce‘mobi;ization point of view, revenue
expenditure.increésed considerably ovef the years thereby reducing
revenue surplus in the revenue budget or government net savihgs

over the years. It is found in Chapter 6 that the total revenue
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expenditure of the GOB increased at a compound rate of about 25%
per annum and constituted on an average about 7% of the GDP over the

years,

In Bangladesh the percentage.shére of different heads of
revenue expenditure to the tot;l revenue expenditure remained
almost invariable over the years. Thus the highest percentage share
went to the head of 'Administration' for all the fiscal years. This
reflécts the fact thaﬁ Bangladesﬁ Suffers from a heavy bureaucratic
set up and the GOB had to pay a huge amount of money for the normal

running of the government during the period uncer study.

The striking fact is that while the share of 'Education
and Health' taken together to ﬁhe total revenue expenditure reméined
" almost invariable,.the share of the head of )Deﬁénéé}‘to the total
revenue expenditure of'the'GOB*ihcreaséd markedly'over the years
4especially since the mid-sevénties. Thus the.overwhelming priority’
of ‘'Defence!' expenditure fo the revenue expenditure of the éOB is
easily understood. Mo;é significantly enough, while the percentage
share, of revenue expenditure under the head of 'Administration’
started decreésing gradﬁally'eépecially from the'late seventies,
the share of revenue expenditure under the head of 'Lebt Services!'

and 'Defence' started increasing sharply.

The excess of revenue receipts over revenue expenditure '

denotes the governhentfsaving which is ‘added to the domestic

! .

resources for financing inv%btment activities. it{is found that in

Bangladesh on an average mo:é than 83% of the total revenue receipts

were absorbed by the government's revenue expenditure thereby adding

very little to the government saving. Also it is noted that a large
! ' ' )
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amount of subsidies in_suppdrt of ﬁhe'agricultﬁral deve lopment was
paid out of‘deve10pment budget, and if included in the revenue budget,
the surplus in revenue budget would have turned negative in many

years.

| ' The above finding leads us to conclude that the 'Flease
Effect' seems to be in operation in Bangladesh which states that
governméntél revenue expenditure is a direct function of the avail-
ability of revenue and thus additional revenue is associated with
an increase in current spending and not with an increase in.budget

surplus.

More significantly eﬁough, revénﬁe éxpend%ture in Béﬁgladésh '
increased faster than thé GDé over the yeafs. &n other words inqome
elasticity of revenue ekpenditure in Bangladesh is not only positive
but éreater than one (on an average 1.7 for thé whole period unacer
study). Thi; f inding justifiés'the ‘‘wagner's Law' in Bangladesh which
gene#alizeS'a'gradual increase in the ratio 6f government revenue
expeﬁditure to national income. Also it is supported by a World Bank
report which‘shOWS that ‘in most 6f the déveloping countries govérn—

ment consumption was inCreasing more rapidly than GDP during the .

period between 1969-70 and 1979-80.

In Bangladesh,with time, as noted in Chapter 6, transfer
payments like old age pensions, grants to locai bodies and so forth
have been-gréatly énlarged. These together with the expansion of
public health and educatjional facilities, etc. along with the
clamours of political parties for various concessions and benefits
caused governmental non-development expenc¢iture to be mounting over

time.
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Whatever may be the cause, revenue expenditure in Bangladesh
wihich increased at an accelerated pace ever since 1372-73, can never
be justified on any ground especially after 1975-76, when the policy

of austerity in various Ministries, Divisions ana Public Corporations
was introduced and subsidies in many areas were almost withdrawn

from the late seventies. This is an indication of the fact that
whatever the economy of Bangladesh achieved through reorganisation
and other measures was more than offset by an increase in other

heads of expenditure.

We, therefofe, conclude thét while in a.néwii born country
like Bangladesh it was not unnatural fo; the currént expenditure of
the government to increésé at a high rate during the early seventies
after liberétion, such a high rate of ihcrease in.the latevseventies
as well as in the eighties was neither warranted nor natural. This
contributed not only to misuse of resourceé but also to diversion
of development resources away from the broductive.sectors and posed
a serious problem to:the domestic resource mobilization effort of

the GOB.

!

Development expeﬁditure of_thé GOB, as observed in Chapﬂer 7,
also increased steadily .at the raté §f 26,2% per annum which consti-
tuted on an average about 1@% of the,éDP over the years. AlU.N.
report, however; noted that the involvement of the GOB in the egonomic

activities of the country was very 10w'comparedito that of other

1bCs of the region surrounding Bangiadesh.
!

A notable feature 1s that though agriculture and industry

constituted on an average 55% and 8% shares in the GLDP, they got
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almost equal sha£es in development expeﬁditure particularly during

the seventies. This reflects the fact that more attention was paid

to industries than to agriculture in the successivemADPs durihg‘the
period underrstudy. More significantly enough,uthé share of agri-
culture to the total develégment expenditure declined sharply during
the mid;eightieéldue primaﬁily to the reductiqn and/or withdrawal |
of subsidies to the agricultural ihputs fpllowing the world Bank's

prescriptions. _ E

Also it is observed that over the years successive goﬁernments
of Bangladesh paid comparatively little~attention to éensure better
education apd health facilities to the masses and to arrest popula-
tion growth in the country. And on an»average,.education, heal;h aﬁd,
family planning takeq together constituted less than 10% sﬁare‘of thelh

total development expenditure-over the years. '

N : ]
I 1 !

Cépitél receipts of the GOE, as observed iﬁ Chapter 7, also
increased steadily at the rate of about 18.5% pér annum over th;
years. But the mosﬁvstriking fact is that the'ekternal capital
reéeipts whhch increased at the réte df 20% per annum, alone consti-
tuted on ah average more than 90% of the total capital receipts of
the GOB over the years. This reflééts the fact, at a glance, that
the Capita; budget of the GOB was almost entirely dominated by

foreign economic assistance. t
b , .

In Bangladesh total commitment of foreign aid during the
- period under study amounted to $ 17119.8 million of which § 12434,7

million or 72,6% was disbursed. It is found that disbursed foreign
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aid'(project, noneprojeét and food aid) was on an average about |
90% of the development expeﬁditure which constituted on an average

l | |
about 10% of the GDP over the years.

More significantly enough, in most of_thé fiscal years under
study, the share of disbursed aid exceeded the ADPs and financed
part of the revenue budgets., Also it is found that foreign aid as
percentage of total investment of the country had been in the regioh
of 55/126% and the share of foreign aid in financing development
budget had been in the region of 61/81% for the period between 1972-
73 and 1981-82, All these indicate how far the preparation of the

_develépment budgets of Banglaaesh is depenéent on foreign aig.

Moreover, as a result of growing inflow of foreign aid, the
burden of debt servicing has alsb been increasing wnich shrinked
revenue surplus in the revenue budget by increasing revenue expendi-
ture over the years.-More seriously enough, debt repayments were
far behlnd the new injection of loans into the economy and as a
result, total outstandlng foreign debt of Bangladesh was only
increasing over the years. This exerted a heavy pressure both on

the present and on the future'generations of Bangladesh to come.

These were not .all. In the revenue budgets, as observed
éarlier, more than 50% of the total revénue receipts were coﬁtributed
by imporﬁ duty and sales tax on imports of which about 45%‘were
contributed,by fofeign aided imports during the period uncer study.
And with the fact that in all these jears more than half of .the

impdrt bills of Bangladesh were paid for by foreign aid, it becomes
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evident that even the preparation of the revenue budgets of the GOB

was highly dependent on foreign aid. In other words, foreign aid,

in the one hand, financed development expenditure, and on the other

hand, contributed largely to the internal revenue collections of the

GOB during the whole period under study.

We, therefore, concludé thatrforeign indebtedness in
Bangladesh has assumed_such,huge dimeﬁsioné thét iﬁ threatens
evenfually to enmésh the country into a"debt-trap'. Under the above
scenario, for éelf-reliant groch;the essentiality of mobilizing an
increased volume of domestic resources and an'efficient management'

of the economy can hardly be overemphasised.

In Bangladesh'mbbilization of domestic réséurces greatly
depends on tax revénue since taxation constitutes more than 80% of
the ﬁota; government revenue. Accordingly, as noted in Chapter 8,
straﬁegies for augmenting domestic resource mobilization through
fiscél measures espeqially.taxatiqn were taken on priority basis
during the d;fferentyﬁiscalnyears as well as Plan Périods.jBut'uhe

. | : \

projected targets were never' realised and the 'tax system of Bangla-
|

desh was yet to show any positive improvement so far as tax-GLP

ratios are concerned during the period under study.

\
In Bangladesh tax-GDP ratio changes marginally over the years

and ﬁrom the late seventies to the mid-eig¢hties, tax-GDP ratios

were almost invariable reflecting a decelaration in government's

efforts for the mobilization of domestic resources through taxation._

The ﬁwo highest tax-GDP ratios are recorded to be 8.3% in 1980-81

and 7. 5% in'1984-85 which are well beiow the average for all
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deve loping coﬁntries'of the world (17.5%), Sub~Saharan Africa
(17.6%), Asia (14.9%) and Latin America (17.%) indicating rather
a podr tax performance of the Bangladesh tax structure compared to

other 1DCs of the world. j . ‘.. E

More significantly enough, tax~-GDP ratio of ﬁangladesh is
even below the standard (10%) as suggested by the IMF study in 1973
espeaially for}Banglédesh and projected targets of Planning Commisdion
of Bangladésh duriﬁg the FFYP (10%) and the SFPP (9.5%). In dther
words, tax administration, other things remaining the same, failed
to mdp up the tax potehtiality of the economy at .the desired level

duriﬁg the period under study.

Also}it is observed that both the elasticity and the buoyancy
value of the Bangladesh tax structure aré very low. Built-in-elasticity'
-of the tax system as a whqle is found to be less than unity (0.,85)
and buoyancy value is found to be 1.03 for the period between.1975-

76 aﬂd 1984-85. Thus .tax revenue in Bangladesh increased leés than
proportionately to 6veréll growth of natiohél income without discre+

tionary measures.

Mofe significantly eﬁough, base-to-income. elasticities in
Bangladeéh for the tax system in general (except sales tax on
impoqt),-and'for direct taxes and taxes on domestic goods andzservices“
in particular, was greater than‘tax;tq—base elésticities; This
indicates the fact that Eax'coileétions.failed to cover its bases.

It isicleér; therefore, phaﬁ colléctions of cgovernment revenues in

the fbrm of direct tax as well as taxes on domestic goods and

services may be increased'throﬁgh improving the efficiency of tax



. administration thereby coverihg successfully the bases of such

taxes.

In Bangladesh as observed in Chapter 8, the very low contri-
bution of direct tax as a wnhole to the total revenue is due mainly
to the narrow tax base and poor tax net (low coverage). It is noted
that a large nunber of self-employed persons who have assessable
income do not pay»inoo@e taxes by availing the loopholes of the
income ta# law as well as of its administration leading to tax
evasion and'corruption. Also it is noted that unearned incomes
derived from speculative”transactions; scarcit§ rents and inter-
mediations, and trade‘in properties are.not properly focussed by.‘
the fiscal system througﬁout the whole period uncer study.tIn aadi-
tion, capital gains are also lightly taxes and more seriously enough,

government employees do not pay any income tax.

So, the GOB needs to makelextraordinary efforts to widen the
base of direct tax by bringing self-employed persons within the taxi
net through designing a simple procedure in respect of assessments

ad paymenta. In addition, all unearned incomeslshoulo be brought
under the income tax,purv;ew anc some transactlons such as trade 1ng
pronerties may be captured through taxatlon of capltal galns with .'ll
increased rate. Agaln, calary income of government employees shoulo
be brought uncer the scope of income tax net and a large amount of
reveﬁue'can also be obtained from a vigorously enforced tax on a

few wealthﬂ persons.

Although the agricultural sector constitutes almost 55% of

the GDP it could not prove itself as a significant source of revenue
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to the.governmeht for the whole period under study. In principie,
taxation can be levied on inputs used, on the output produCed, on
tne income generated, on the expenditure made out of those incomes
and on the land itself. In view of the administrative and political
problems associated with land tax as well as agricuitural income tax,
it is noted that the best method of utilizing land taxation is in

financing local governments.

The indirect tax structure in Bangladesh is dominated by the
foreign trade sector particularly import duty and sales tax on
importéd goods, financed mostly by foreign aié which is, no doubt,

a source of uncertainty in revenue collection and hence not . deSirable.

. Tax base of domestic goods and services is narrow particularly becauoe o

of exemptions, reductions allowed to a large number of items subject
to excise and sales tax. So,;to reduce the heavy relative dependency
on the foreign trace sector, the domestio excise net should be
broadened to new goo@s, and duties should be increased on types of
goocs previously lightly taxed. Yield of tax revenue from domestic
goods 'and serﬁices may also be increased by reducing and/or with--
drawing'exemptions and deductions., In addiﬁion,-import duties should
be increased further and higher rates should continue to be applied

to luxury items particularly.

Also‘it is noted!that as very large revenue gains are not
expected from_the‘Broadeninq of baeesvoflexcise'and eales taxes, |
the area of VAT which is‘intfoduced in Bangiadééh very J:eCevr]xt'-;ly,j
should be broadened as far as praeticable, since revenue eohancement.

and tax neutrality arguments in favour of VAT are well documented.
- P . :
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Above all, the tax administration of Bangladesh causing |
rampant evasion of taxes anc accumulation of arrear taxes should be
imprbvéd which will help to raise a considerable additional revenue
from the existing taxés. In addition, tax education making people
moreéconScious about their tax obligations and tax officials being
morelhonest‘may play an'important rolé in the'iﬁprovement of tax

coﬁpliance by the people.

Last but not the least; a decisive political as well as
administraﬁive will need to be undertaken to collect more revenues
internally thrbugh fai: and efficient enforcement of the prevailing’
laws. For economic development guiced by thé principle of sélf—
reliant growth, mobiiization of greater resources internally should

never be the second best option for the policy-makers of Bangladesh. !

. O
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