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Chapter 1 

INTRODUcriCN 

1. statement of the Problem 
---___..,~..----

Budget-rnaJdng, or for that matter fiscal policy in its 

wider sense, has come to be recognised as the most potent instru-

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 twelve mon·ths and a tool for the management of· the 

nation IS fiscal affairs. 

Prior to the 'Great Depression• of the 1930s, in the a9e 

of 1 Laissez FBire•, w·hen the involvement of the government was 

considered undesirable in economic activities, the art of budget-

!'naking comprised only a few simple rules. At that· time a popular 

slogan was that the most successful Finance Minister is one who 

keeps government expenditure low and consequently keeps taxes 

light. Government borrowing or deficit financing was taken to be 

a sign of weakness and had to be avoided at any cost except in 
I 

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 a result of 

,experience gained and partly as a result of deve.lopment of thought. 

It gradually carne to be recognised t·hat everything that was done 

by the ·government by way of raising resources and spending,them 

had far-reaching implications for the economy. 



The tasks of budget-making and its working thus involve 

a clear and penetrating analysis of all the diverse effects of 

measures taken by the government. And a conscious effort is made 

to .corrbine these elements in such a manner that the budget as a 

whole serves th~ overall Objectives of economic policy like(i) 

allocation (ii) distribution and (iii) stabilization. 

In the developed capitalist C<?untries the main obj ect,i ve 

2 

of budgetary or fiscal policy has been to maintain economic stabi-

lity. Economic devel0pn1ent in these countries results mainly from 

the initiative of the priv~te sector. ·rhere is a sizeable well-

organised industrial sector as well as agricultural sector 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 pl.ace automatically. 

But for the ~ess developed countries (LDCs) of which 

Bangladesh is selected ill. our. study, the main problem is t'o fac;:e 

the 'vicious circle' of poverty and stagnation. ·rhese countries 

·I 
w~re by and large dependent territories or colonies and have 

gained independence only during the two decades following the end 

of world war II. ·rhe industrial and agricultural revolutions vlhich 

changed the pattern of social, cultural and economic life in the 

developed capitalist countries were never experienced in the LDCs. 

Moreover, Bangladesh (fonr~er East Pakistan), as a part of Pakistan 



3 

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 

Pakistan to west Pakistan
1

• 

It is generally agreed that the transformation of a stagnant 

bkckward economy like Bangladesh to the stage of self-sustaine
1

d 

growth is limited by a number of constraints of which two are 

stylized as- the saving gap {popularly known as savin9-investment 

gap) and the trade gap (popularly known as exf-ort-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 

shortage of export earning in relation to import cost causing a 

deficit in the current account balance of payment2• 

Under the above circumstances what is needed for development 

above 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 bear ly suffices to maintain current cunsumption and 

~eplacement of capital which is depreciating. There are under-

employed and unemployed human resources along with known but 

undiscovered natural reso~rces. 

Admittedly, employment of labour and discovery of natural 

resources and their productive use need some tools and implements. 

Even the employed labour can produce much more if more advanced 
: 

technology is used. This in turn requires more capital. More capital 
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can be created by larger savings of the peOple, 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 

im,Portant role through its budgetary measures. In other words, the 

immediate 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-out effort. ~vhat is needed 

above all, is that the government must play a pqsitive role in 

achieving the ideal of a better standard of living for the masses 

and the budgetary policy of' the government must reflect this effort. 

A conscious effort can be made by the governrrent in framing 

the budget to provide for investment in the public sector. What is 

essential is that the government can raise more resources by taxa-

tion, pricing of government enterprises or by borrcwing, and spend 

le:ss on current COf.!SUmptions. Economic development sustained by the 

allocation of increased domestic resources for investment and the 

better pattern of resource use can bring about a fundarr,ental change 

in the structure of the economy. 

The unde.r·developed as well as unorganised nature of. both~ 

' money and capital markets in the economies like Bangladesh makes 
! 

it necessary that the government takes an active part in the mobi-

lization of domestic savings~ In what way the Bangladesh Government 

can and does raise resources we would discuss in the forthcoming 

pages of our study. For the present, it is imiJort.c,nt to realise 
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that budgetary policy explicitly aiming at raising government 

savings assumes a crucial importance in the mobilization of dome.stiC: 

resources to finance public investment. 'l'his 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 development effort 

places certain additional burden on the administration of the country 
I ~ 

allowing some rise in what is popularly known as· • non-development• 

expenditure. More has to be spent'' for keeping accounts, auditing 

and maintaining the existing level of services including law and 

order. 

In addition, v.·here development progran:rnes create services, 

recurring expenditure rises for their maintenance. l'lhen a school 

bu:ilding & hospital is constructed,. for example, teachers or 

doctors should be employed respectively whose salaries must be 

paid out of non-development funds. Last but not the least, when 

development programmes generate upward pressure on prices, the 

government finds it necessary at some stage to adjust the salaries 

of ·government employees. 

So, it is not possible for the Finance Minister of a develop-

ing country like Bangladesh to check a rise in non-development 

expenditure without jeopardising the progress of development effort 

it;:;elf. Effort i-s 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 allowed 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 production, 

this has to be done without imparing administrative effici~ncy 

needed for running development programmes. This leaves the task of 

budget-making more or less confined to finding resources for finan-

cin9 investment. 

Resources, of course, rr:ust be found, because the only alter-. 

native is deficit financing which is undesirable. The government can 

obtain resources not only by taxation and borrowing but also by 

creating new money, almost at w~13 • But the consequences of the 

latter method are generally far from happy causing inflatioq. 

secondly, higher prices, inter alia, raise the cost pf the 

developnent progranmes being implerr;ented by the government. The I 

government thus needs more. money and may resort to more deficit 

fin;ancing r~sulting in a still higher rate of inflation. Again, 

the inflationary situation, redistributing income unfairly, dis­

courages savings and whatever savings take place are diverte.d to 

speculative channels like blacl<.-marketing, smuggling, etc. 

This is not to suggest that deficit financlng is harmful 

under all circumstances. Within limits it may play a useful part. 

In :beget-ma}.ing, therefore, the approach to deficit financing may 

have to be rather cautious. However, the considerations on which 

deficit financing 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 governnent must make a concerted effort to raise 

the level of its.revenue and capital receipts. It may, however, 
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supplement domestic resources by borrowing from abroad or 9Y 
obt?-ining outright grants. In any case, foreign assistance, while 

I 

it can provide some relie:f, would not remove the necessit.i of raising 

resources internally. 

Foreign assistance 'can at best meet the foreign exchange· 

gap1 and in some cases to some extent the savings-investment gap. 
I 

But a continual higher inflow of foreign aid in the LDCs like 
.! 

Bangladesh, as we shall see later, irrespective of their ccndi-

tionu.lity, to meet the savings gap and more seriously enoug~, 'to 

meet the deficit in the revenue budget.; is not by any logic, 

desirable. All these indicate' a considerable scope for mobil.±za]t.ion 

of· domestic resources on the part of th!e government through budgetary 

measures. 

In search of revenue, on the other hand, the guvernment of 

an underdeveloped ccuntry like Bangladesh faces some dilemma. It 

needs more resources for financing development prograi,mes. At the 

same time it finds it necessary to offer certain tax incentives 

which would encourage savings and investment in the private s~ctor. 

Moreover, the absolute poverty of the people sets a limit to the 

level of taxation whiCh can be considered practicable. It is often 

observed that the people who insist.on higher development outlay 

and better social services from government, also criticize the 

government for raising more taxes and for the new tax proposals 

without an adequate appreciation of the financing aspect. 
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Another dilemma is that while increased taxation or severe 

austerity is politically unpopular, heavy dependence on foreign 

assistance is also not palatable to the politicians. For the former 

imposes sacrifices on current consumption and the latter restricts 

the freedom of action in domestic as well as international policies. 
I 

But the objective conditions of the LDCs like Bangladesh, such as 

low level of social services, unsuitable infrastructure, ris~ng trend 

of population,etc., always demand a higher development expenditure. 

The policy makers thus are always faced wi·th·the difficult choice in 

this respect which involves a 1 wide range of complex and interrela­

ted political and economic considerations• 4 • 

As a matter of. fact, the budget can ·never be wholly satis-

fac-tory to all the segments .of the society, as it involves· p. compro-
l 

mis'e of various obje, ctives. It is inconceivable to have all the four 
' I • 

things simultaneously: more development, less taxes, reduced depen- · 

dence on foreign aid and no deficit financing. This is why it is 

necessary to view t~e budget as a whole. Viewing it in parts one 

may be led into a wholly irrational ana self-cvntradictory view. 

Bearing all these into mind, the budget and its effectiveness in 

mobilizing resources internally in a developing country like 

Bangladesh is to be evaluated. 

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 budgetar1 measures in 

the way of domestic resource mobilization from 1972 to 1985. 
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Although the working of the B·angladesh 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 is 

the most relevant task of budget-making in Bangladesh. 

This study is not to engage in a theoret·ical discussion, 

rat·her it attempts a brief analysis of the revenue receipts,. revenue 

~xpenditure, capital receipts· and capital expenditure of the. Bangla­

desh Budge·t during the period under study with the help of available· 

data. Before doing so, we like to introduce the nature and extent of 

economic exploitation before independence (Pakistan period 1947-71) 

and economic conditions of Ban.gladesh just after liberation. along 

with the system of government budgeting in practice in Bang:ladesh. 

Fi!fally, we like to view the overall budgetary posi.tion of :the ' 

Go~ernment of Bangl.adesh {GOB) and the performance of budgetary 1 

measures especially taxation towards mobilization of domestic 

resources over the years. 

It should, however, be noted here, that the beginning of 

Bangladesh was not promising enough. In 1971, she inherited a poor 

and undiversified economy, characte·rised by underdeveloped infra-
. . 

structure, stagnant agriculture, low industrial base. and a rap'idly 

growing population. She had,. as n0ted earlier, suffered from· ye9rs 

of :colonial exploitation and missed opportunities with debil:i tating 

·effects on initiative and enterprise. Superimposed on all these 

were, the effects of the war of liberation which caused serious 

damage to the physical and organisational apparatus and di.sruptioh 

in.established external tr~ding relations. 
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Throw.tng light on the economic position of Bangladesh of

1 

-~ 
that period Mr. Tazuddin Ahmed, the first Finance Minister of 

Bangladesh, in his first budget speech pointed out that the new 

Government inherited a paralysed and bankrupt· economy after a nine-
. . . . . . 

month war of liberation. The new Government had to start .almost from 

zero, for there was neither any revenue nor any foreign· exchange in 
. . . 

the coffers 5 • consideL·ing the economic cunaitivn of Bangladesh ·in 
. .. , . 

the early seventies Just Falland (world Bank) and J.R. Parkinson 

(IBRD) termed Ban'gladesh as the 'Test Case of Development' 6 • For; 

if the extremely difficult problems of Bangladesh could be solved, 

the problems of other I.DCs could also be solved. 

The starting point from which economic a eve lopmen_t of 
. . 

Bangladesh was atten,pted was not promisih<;i enough -.inc orne .per· 

he~d was estimated at us $ 70 only in 1972 7 •. ln the UN Getieral 

P.ssembly Report, 197 5, Bangladesh has been termed as· one of the· 

28 'Less Developed Countries' of the world with the follow.ing 

characteristics: 

a) predominance of backward agriculture, 

b) undeveloped industrial sectors, 

c) heavy depencence bn foreign assistance, end 

d) over-population with a very low per capita income. 

Most o£ these would not matter if Bangladesh were rich ih 

natural resources and under-populated. Koreover, she suffered from 

the almost routine-wise onslaught of natural calamities like flood, 

cyclone, droughts, etc. which unpredictably caused great damages 

to life and property every year. As has been said, 11Nature, not 

man, is in charge of the situation in Bangladesh118
• 
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The Bangladesh economy grew only at the rate of about· 6 per 

cent during the First Five~Year plan (1973-78), declining to the 

rate of about 3. 5 per cent and 3. 8 per cent during the Two-Y~ar 

Plan (1978-80) and the Second Five-Year Plan (1980-85) respectively. 

Du.tring the period between 1972-73 and '1984-85 gross ·investment and 

sa'iing on an average were about 15 per cent· and 4 per cent of the 

GDP respectively, reflecting a saving-investment gap of about 11 

per cent on an average, which, however, was to be filled up by 

foreign assistance9 • This will be easily understood from the macro-

economic changes in the economy in different plan periods as shown 

in Table 1. 

Macro 

i) 

ii) 

iii) 

iv) 

; v) 

vi) 

vii) 

Table 1 

Macro-Economic Changes in the Economy of 

Bangladesh 

{197 3-8 5) 

--- ----
Indicators First Plan Two-Year Plan 

(1973-78) (1978-80) 

GDP Growth (%) 6~1 3.5 

Expor.t Growth (%) 1.8 -3.2 

Import Growth {%) 0.5 12.3 

Foreign Aid Growth(%) -2.1 2.3 

Investn,ent as a% of 
GDP (Terminal Year) 13. 5 15.9 

Saving as a% of 
GDP (Terminal Year) 4.6 4.2 

Tax-CDP Ratio 
(Terminal Year) 7. 5 8.0 

-------

----· 
second Plan 
(1980..:85) ' 

3.8 

4.Si 

4 .• 5 

3.3 

17.3 

4.2 

8;,2 

Source: The Third Five-Year Plan (1985-:-90), Planning commission, 
GOB, Chapterl, p. 5. 

I 

.I 
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The ratio of savings to the GDP is very low .in Bangladesh. 

The savings ratio which was 4. 5% in 1972-73 improved slightly 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 Asich 

Developing Countries, the savings-GDP ratio in Bangladesh is pitiably 

low as shown in Table 2. 

Table 2 

savings. Ratios of some Asian countries 

country 

' -:-w:-
Bangladesh (1984-85) 

Pakistan 

Nepal 

Sri Lanka 

Philipines 

Burma 

Thailc.nd 

India 

---------------~ ----------~~------savings as ·Percent 
of the GDP 
---------------·~ 

4.2 

5.0 

12.0 

13.d 

13.0 

14.0 ·, 

21. 0' 

21.0 

source : world·Bank, Bangl~Eesh: Promoting Hi2her_growt~and. 
~~ Resource Development, March, 1987. 

* The· Third Five-Year Plan· (1985-90), Planning Commission, 
GOB, Chapter 1-;--p7"-"5.' 

It is thus clear that the low savin~s-GDP ratio and hence 

the saving gap has been the dominant and binding feature in Bangla-

desh, which is, however, enough to convince. one of the necessity- of 

increasing domestic resource mobilization efforts. And this renders 



13 

the present study highly significant. Furthermore, this leads us 

to the hypothesis that the Government of Bangladesh failed to 

. mobilize adequate resources in tern ally through budgetary measures · 

needed for financing development programnes and this virtu·ally made 

Bangladesh an aid-dependent nation over time. 

No doubt, the GOB attempted to raise government saving frcim 

ti~ to time11 • How to generate. resources was the key question to 

the policy makers from the beginning. Despite the fact that Bangla-

desh was a country of great poverty, she had some pockets 6£ genera-

tinog surpiLus which could be mobilized for investment. Of these, 

agricultural surplus, trading profits, and industrial profits were 

the most impoEtant potential sources of capital accumul~tiort. 

But the path was, however, not prime rose-strewn. The 

'interplay of economics and politics' and the 'competing. claims of 

divergent pressure groups' ana 'interest groups•
12 

drastic.ally 

limited the scope of generating further resources from the said 

sources. Thus as shown in Table 1 the Tax-GDP ratio wh:ich was 7.
1
5% 

at the terminal year of the First Plan improved slightly tor 8.~/o 
. I 

at the end of the ·rwo-Year Plan with a marginal positive change· at 

tne end of the second Five-Year Plan, which is low as compared to 

th~ south Asian as well as other LDCs of the war ld. 

Since liberation, the affluent farmers, traLiers, merchants, 

small scale entrepreneurs and industrial trade unions appeared at 

·the most powerful interest and pressure groups in Bangladesh. They 

played a preeminent role in the ~conomic life of the country and 

in the political process as well. The members of public seryices, 
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Bangladesh) was abolished and the collection of agricultural income 

tax was postponed for a period of two years after 1973
14 

•. In addi­

tion, the agricultural inputs were highly subsidised which m?inly 

benefited the big farmers but decreased government resources. In 

fact, the big farmers were the •vote brokers• and the 'key fl<}lures• 

in· the rural support base of the ruling as well as the opposition 

parties of 'all complexions of right and left• 15• Thus there was 

little scope to extract surplus from them through fiscal in::>tru·­

ment~ or pricing policy by the ruling authority and, in fact, the 

st.ate itself became a source of subsidy to this class. 

In the trading sector again, high profits earned by .the 

merchantitle class were not possible to tax adequately for it was 

c~ntended that higher taxes would push prices further .up. The small 

sciale industrialists, on the other hand, enjoyed the f acilitfes of 
: 
' 1 tax holidays•, tax exemptions, low tariff, etc., instead of sacri-

£icing any surplus to the government. 

Thus the big farmers', the traaers and the industrialists 
! 

guided by their vested interests were not as yet ready to accept 

aqy increase in the burden of taxation or surrender the bene£ its 

of subsidy. 
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The performance of the nationalised sector, on the other hand, 

was far from satisfactory. This sector suffered losses or earned 

very low profits for vario~s reasons, particularly for managerial 

' 16 h . d t • l and organisational deficiencies, aruong others • T e ln us r.1..a 

•t~orkers, on the other hand, did obtain high ·wages partly on the 

initiative of th~ government and partly through collective bargaining. I 

In :addition, subsidies on food-grains distributed under the" r,ationing 

system to the urban pOpulation, including all categories of public 

servants, public sector employees and industrial workers, irrespec-

tive of their incomes further compounded the difficulty of mobili-

s·ing resources internally for in~estment. 

Non-development expenditure, on the other hand, has c·onti­

nued to grow at an accelerated pace ever since 1972•73 and the. rate 

does not seem to have settled down. Bangladesh is continual suffer-

ing frcm a top-heaV'.{ bureaucratic administration. Besides·, .Bangla-

desh like other LDCs suffers from obstacles like, 'bad planning 

and bad administrati·on•, •cvnspicuous prestige expenditure• to show 
' 

the greatness of the new state in comparison with its neighbours, 

•corruption', 'lack of democracy• in its true sense, 'high popu~a­

tion growth rate• and 'disillusion and disappointment• 17 • 

Last but not the least, it is useful to note that BanglC!aesh 

never experienced political stability during the period under study. 

The years since 1971 have been a period with different styles of 

government with different ideologies. The brutal assassination of 

President Shiek Mozibur Rahman in August 14, 1975 and the subsequent 

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

NORTH ~NGAi 
University ~i{,nry 

Raja Ra.mm~l\!npu' 
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in May, 1981 the murder of President Ziaur Rahman - these are 

some instances of political instability in the counLry
18

• 'l'hese 

had grav~ and unpredictable effects on the economy. 
I 

Thus the disaster-prone economy, low per capita incume and 

pressure of various competing interest groups in favour of t?X' 
. I 

exemption along with high non-development expenditure, weak '
1
adminis- , 

trat,ion, defective policies, corruption and tax evasion. basica·llY. 

limited the scope of working of the Bangladesh Budget and the 

effectiveness of fiscal instruments in the way· of raising resources 

for financing develOpment programmes. Under these circumstances with 

no surplus available for financing investment within the prevai.ling 

sys~em, the depe·ndency on foreign aid was 1 built in to the inheri­

tance of Bangladesh 119 • J:>.nd over the years foreign assistance become 

1 an ·integral prop• of budget-making to the governnent, 1 militat;..iro·g 

20 
against any pressure to generate internal resc.urces• • 

3e A Brief Review of the Existin9 Literature and ~Import~ 

of the Prese~Study 

There is a study relating to .the Banglaoesh Budget by G. 

Hossain (1978) wherein the origin, evolu tior1 c:no develupment of the 

Ban~ladesh Budget are shown.· The studies of ~. Hossain (1982) and 

G. I(:ibria (1976) nave shown the syste1r, of national accounts,, budget-

ary procedures, methods of approval and their implications in Bpngla~ 
I 

desh. Pnother study by s.u. Patwari (1985) has shown the financial 

administration of Bangladesh. 

But these studies are concerned mainly with the theoretical 

and technical aspects of the Bangladesh Budget ana nOne of ~hem 
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viewed the budget in relation to the problem. of in.ternal ·resource 

mobilization in Bangladesh. M. Hossain {1987 ), however, apart from. 

delineating the system of government budgeting in Bangladesh has 

tried to explain the problem of resource mobilization. 

There are some excellent resea1.ch papers of which M. H.osDaih 

and O.H. Chowdhuri (1988), O.H. Chowdhuri (1986, 1988) dnd A. 

Rahman (1985) are noteworthy. These works· tried to explain the 

problem of resource generation by pointing out the inadequacies and 

problems of tax and revenue- structure of the Bangladesh Budget. 

Another research work by M. Hossain, A. Rahman and H.M. A){as (1985) 

signified the problem of raising additional revenue frum the ·2gri-

cultural sector. Almost all of these works are, hm·Jever, policy...:. 

oriented in nature • 

. As far as our know ledge go, a.lrr:ost. all the st·udies viewed 

the Bangladesh .Budget partly, taking its tax revenue receipts por­

tion only. But viewing the budget partly may mislead one intb a 

wholly irrational and self-contradictory view. In fact, without 

considering both the non-development expenditure, and capital or 

development expenditure sides of the bu<iget, it is not wise .to throw 

any conclusion in this field. 

so, there remains an analytical g.aP in this f,ield and in 

' 
our study we have made an attempt to fill up this. gap by viewing 

I 

the Banglac'.:esh Budc;et as a whole. we thus humbly hope that .this 1 

study will add something new to the existing literature on the sub­

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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The methodology of simple statistical tabular form of ·aata 

processing is used in this study. we selected the period frc:m 1972 

to ),985, not because of any desirable statistical property but 

because of the fact that this period covers about one and a half 

decades, three plan perioos and mo.te significantly this period 

rep~esents ideologically tvJO different types of gove.rnmertt. ,coffip.ound· 
' 

growth rates and percentage rates are used to show the chan~es · and 

.. order of magnitude. Other statistical tools a:n~ also used. In tfue 

case of different plan periods yearly averages are used. In some 

cases, officially arranged fiscal data unC.er major and minor heaas 

are rearranged on priority basis anc also for the sake of analytical 

simplicity. 

This study is necessarily based on secondary data:. Fiscal 

data like revenue receipts, revenue expenditure, capital receipts 

and capital expenditure are available from the Ninistry of Finance, 

GOB, National Bureau of Revenue (NBR) and Planning cormdssicin, GOB. 

Other government sources of fiscal data are Bangladesh Bureau of 

statistics (BBS), Fiscal Stat~ics, stati~ti£~ Yea~~ook (SYB)~ 

Bangladesh Bank,etc. computed and processed data are also used from 

the publications of the world Bank, the ll'"F, the Bahglaciesh rn·sti-

tute of Development Studies (BIDS), etc., where needed. 

The annual publications of.the ~conomic Advisory ~ing, 

Finance Division, Ministry of Finance, GOB, like Economi~~~~ 
I 

'etc., 

arc mostly exploited as data sources. The most comprehensive data 

.I 

I 

I 
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relating to aid to Banglaaesh are· available in the Flow_:...of_Ext~££al. 

Resources, an annual publication of the • Economic Relations Division 1 ---- . 

(ERD), formerly known. as External Resource Division, l'linist.ry pf' 

Finance, GOB. Beyond these basic sources of statistical data a 

yariety of other government publications, recognised -ac adernic 

journals, books and research findings have been drawn upon with due 

ackriow ledgernent. 

Problems of working with seconcJary data, specially government 

data, may perhaps have been commonl.t felt by all research workers. 

In Bangladesh s~atistics are liable to wide margins of errors. 

poor processing, incorrect and inadequate recording and lack of 

uniformity in the proeess of data recordinSJ make it all the m<Dre 

difficult to work with the government data •. Even in different pub-

lications of the same government office, conflicting fiscal figures 

are found. We, therefore, note that figures from different tables 

I 

may not be comparable if they are from. different S·Ources. In this 

stu,dy we have made a cautious effort to exclude all such misleading 

and unreliable figures as far as practicable. 
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Chapter 2 

EMERGENCE OF BANGLADESH AND ITS ECCNCMY AT. 
TJiE BEGINNING 

1. Introduction 

The disintegration of Pakistan and the birth of a new 

sovereign state, Bangladesh, was one of the traumatic events of 
. ' 

197~ in the history of the political world. 'Ihe birth of Bangladesh 

l 

was 'unique• in the sence that it emerged out of a successf-ul national 

liberation movement waged against 'internal colonialism•
1

• 

In 1947, the British left India# and Pakistan was created 

as an independent state followd.nq the • Indian Independent Act, 

194.7 1 passed in the British Parliament. The new nation. Pakistan was. 

composed of two wings, west Pakistan, then centered round· Karacl;li, 

and East Pakistan (now Bangladesh) centered rounc Dhaka. Since 1947 • 

East Pakistan had passed her 25 years with the union of· Pakistan. 

But within this 25 years there was no new radical change in the 

economic life of the mass of the inhabitants of East Pakistan. Ii1 

the words of Just Fallana and J.R. Parkinson; MThei~· way of life 

is. still much as it was a century or even two ago112 • 

The Bengali economists termed this period as a • time of· 

economic exploitation, in fact, a second colonial era• after 
l 

I 

British. The economic growth that had taken place in Pakistan, 

actually benefitted west Pakistan at the cost of East Pakistan 

\"hich becarre gradually poorer in the process of aevelopment. In 

other words, west Pakistan marched ·two steps forward while East 

Pakistan marched two steps backward durmg 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 civil-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 

resources fran East Pakistan to west Pakistan by various direct and 

indirect methods (section 3), which following the provincial autonomy 

' 
movement ultimately led to the· disintegration of Pakistan and the 

emergence of the new state of Bangladesh (Section 4). This picture 

of econorrdc exploitation_ along with the war-time damages will 

enable one to understanq the actual econorr:ic ccnditicn of B3."'lgladesh 

just after the li.beration movement was over (section 5). 

2. Emergence of Civil-Military Bureaucratic Elite and Bengali 

Participation ·in the St·ate PC>wer of Pakistan 

a) Emergence of Civ.il-Mil.itary Bureaucracy 

The new nat.ion 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 p·ower• 

right from the beginning. They functioned with a 'parliamentary 

facade of politicians•, in the early 1950s, but in 1958 they • openly· 

seized power• following a military coup, 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 ~olicy-making 

agencies, wa:s due partly to h.istorical and partly to social dynamics~ 
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History tella us that the bureaucracy wa& the chief ~nstrument of 

control and domination in BritiSh India. Its control over the gaveril'­

ment and its monopoly power of decision-making was a praninent fea-

4 . i ture of the British colonial rule • After partition, Pak stan as a 

post-colonial state 'just inherited an over-developed state apparatus 

and its institutionalised practices• 5 , and the bureaucratic elite 

in Pakistan inherited the • attitude' and • orientaticms' of their 

predecessors6• ACCOrding to Aungus Maddison, •The political and 

administrative system that was instituted in Pakistan was very much 

similar to that which functioned in Colonial India - 'a highly 

centralised and unitary system conducted by the bureaucrats• 

PW"-istan unlike India, copied the British colonial apparatus and 

not the 'White Hall Democracy' . • 7 • 

The fact that the bureaucratic elite began to dominate the 
I 

State Power, was .due partly to the 'oligarchic' nature of the po~i-

tical leaders who c~ to p~wer in Pakistan after partition. They 

had very little people"~S 3Upport in the society. The historical 

re3son was that many of the leading politicians in MUslim League 

(Party in power in Pakistan after partition) had just migrated fran 

India, particularly from the North-western part of Iildia. As a 

result, they virtually lost their earlier political constituencies 

and were reluctant. to face any general election from new consti­

tuencies for fear of losing pawer8 • Practically, the political 

leaders could not base their authority on 'popular will' within a 

democratic framework. 

But soon the opposition grew up against the oligarchic rule 

of the central leaders frcm the different regional leaders. This 
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made them mare furious and to counter opposition or 'in the~r bid 

to stay .in power•,. the political e~.i tea framed an •working all.iahce• 9 

with the civil bureaucrats - an alliance which dominated in the 

lateJ"" years,. specially after 1954 till the disintegration o£ Pakis­

tan10 • 

Thus the slow pace of political development in the early 

years of Pakistan created Opportunities for the civil arena. The 

more ambitious and cunning of them took advantage of the situation 

ana came to cx:cupy high policy-making positions. '.l'hey wanted at 

best, as Mian Ifte~haruddin put it in the Constituent Assembly as 

an • administratively controlled democracy• as against a • democrati­

cally controlled administration• 11• 

The military officers like the civil bureaucratic elites 

also became more powerful. soon after partition. Xhe necessity of 

a strong defence force arose becauoe of continued hostility 'l.ifth 

India over Kashmir and a subsequent \lar with India. Besides, in 

many internal affairs, the Army played a critical role during the 

1950s. facing which the civil government failed. The Army was' called 

several times to tackle some extraordinary situations such as the 

'Lahore Riots• of 1953,. the • Industrial Riots• in East Pakistan of 

1954 and the large-scale smuggling in East Pakistan during 1957-

sa. And through their participation in day to day administration,. 

the Army gradually • sensitized' into national politics. The officers 
. , I 

themselves thought that they were very essential for· the 1 existence 

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

from being wiped off the map of the world• 12• 



26 

And finally, following this path the PakistEm Army; taking 

the advantage of political instability of the country during the 

rnio-and :f~-J_:\ late fifties13, took over state power under the leader­

snip of General Ayub Khan (the then conltlander-in-chief) on the Bth 

October, 1958. Thus within a d9cade after partition, the fate of the 

people of Pakistan was chained with the framework of a civil-military' 

bureaucratic rule, which continued upto the last days of united 

Pakistan. The character of this rule has been aptly surrroarised by 

K.B. Sayeed as, • a pa,rtnership betwean the Army and the civil 

service• 14 -. 

b) Bengali (East Pakistani) Participation in the Ci*il-Military 

Bureaucratic Elite Groups 

In the power structure of the central Government as weil as 

in other key posts of Pakistan, there were an imbalance in respect 

of regional representation between East and ~'lest Pakistan. Pcbliti- · 

cally, it is useful to recall that the main leadership of the Muslim 

League at the tiir.e of partition was in the hands of .the ncn..;.Bengalis. 

And in the first decade following independence., .Bengali participa-

15 tion in the national politics was limited • 'I'he .civil-military 

bureaucrats ·who were the ultimate policy- makers in Pakistan, ·.;.,ere 

mos~ly the west Pakistanis. especially the P~~jabis. consequently, 

Bengali participation in the governmental higher posts was meagre16• 

A study by R~ph Braibanti. however,- viewed the.t the poor representao.. 

tion of East Pakistat! in the centr·al elite service of Pakistan was 

the result more of h.,i.strocial forces than the machinc..tion o£ any 

- p a~ticular .tegional clique17• 
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Histrocia.lly, before partition Beng·ali Mus11ins were· generally·· 

poor peasant~, ruled by the Hindu Zarnindars, who never tried to 

change the way of their life. Naturally, the Bengali. tv•uslirns in · 

EC!St Bengal remained backward both economically and educationally. 

But :the Muslims of North-western India. on the other hand, were 

comp,aratively more developed, who mostly migrated to west .Pakis·tan. 

And e$pecially the Punjabis had a long· tradition Of bureaucratic 

participation in British India 18 
it Thus at the tine of partition, 

only two of the 95 Husl.im ICS-IPS (Indian Civil tiervice - Ih<iian 

Police Se:..:vice) officers who opted for ~ak.istan, were from E<::·l:lt 

Pal.;.istan19• About half of them came frum other parts of India ana 

fully one-third came frcm the former Punjab. As a result, the high 
I 

. officials in East Pakistan in the llistL·icts., Divisions, Sub-Divisions 

ana. the ~ecretariat were almost all either from- the former Punjab 

or from the other parts of India who culturally and lin~}lis't.ically 

"'ere more akin to west Pakistan. 

Thus Table 1 snows that the representation· in the civJ..l 

s~rvlca of Pakistan from East Pakistan was very low both in aDsolute 

and per·centage te.rms. But i-c. should be noted here that ·to increase 

Bengali representation in the higher Civil service of Pakistan. 

(C!.iP). pcst-in6.epenclence recru·itment policy was geared through an 
. 20 

introduction of quota system • As a result, a consiO.erable j_ncrease 

of East Pakistani representation in the CSP curine.; the late 1950s 

e:md the whole o£ the 1960s, as shown in 'l'able 1 had been recorded. 

But nonetheless. the initial lag resulted in a continuing gap between 

the· participation of the two wings. 

./ 
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'Xable 1 --
East-west Representation in the CSP (1946-1968) 

Year~" No. of East P~istan ·west Pakistan 
CSP Officers No. %of No. %Of 

total total 

1948 18 2 11.1 16 88.9 

1949 20 9 4s.·o 11 55.;0" 

1950 ll 4 36.4 7 63.6 

1951 17 s 29.4 12 70.61 

1952 13 3 23.0 10 77.0 

1953 25 7 2B.O lB 7Z.O 

1954 17 5 29.4 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 52.0 

1~59 30 10 33.3 20 66.7 

1960 28 11 39-.2 17 6o.e. 
1961 27 12. 44.5 15 ·55.5 

1962 28 13 46".5 15 .:>J.·s 
19.63 31 13 41.9 18 58.1 

1964 33 14 42.2 17 57.8 

19S5 30 15 so. 0 15. so.o 
1966 30 14 46.7 16 53.3 

1967 20 13 65.0 7 35~0 

1968 20 11 ss.o 9 45.0 

-- ----Note a Army Officers who joined the civil service are not in this 
list. and all of 14 Army Officers were frvm west Pakistan. .I 

so,Jrce I con~iled from Establishment Division, civil List of. the 
Class I Officers serving Under The Ggf, 1948 to 1~69.a 

. --
G~adation List ot CSP. 

.• • • -- ~--".... :-............ __ ! • 
GOP. 



One of the most common complaints of the Bengali civil 

servants was that whatever Bengali repr.esentaticn existed in· the 

29-

cei:&tral secretariat was in the lower echelons or the Bengalis were 

posted in tl1e departments which did not in£ luence the 'vital areas 

of national policy'. The bulk o£ che Bengali repre-sentation in the 

Central Secretariat was mainly at the section Ofiicer or Deputy . 

secretary level as shown in Table 2. 

l. 

2. 

3. 

4. 

Table 2 
.. 

secretaries_ and D;.her Key Posts in. the Central 
secretariat of Pakistan (1356) 

Ran}~ Number East /lest 
PaJ<..istan Pal< is tan 

--
secretary 19 Nil 19 

Joint secretary 41 3 38 

Deputy Secretary 133 10 123 

Under secretary 548 38 510 

'£o-cal 741 51 690 

source ~ constituent .AssenU:>ly of Pakistan, Debates; 
Jenuary 1, 1956, Vol. 1, No. 52, p~. 1843-44. 

But the most striking fact was that the East Wing had. to 

wait for about 15 years for a post of secre~ary in· the Central 

;;)racretariat. '!'hus in l964, there were only two Secretaries from 

~ast Pakistan at the Centre {one in "Che National ASSembly Secx-e-

tariat, the other as the acting Secretary in the Planning Dep·art­

ment). /..nd there were only 5 joint Secretaries frc.m East Pakistan 

(two in Law, one in Nativnal Assembly• one in :t'ooo and one in 

He.slth)
21

• In 1966, there were 4 secretaries from .East Paki2tan 
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at the centre (Eoucation, Law, National Assembly end. one as acting 

secretary in the Planning Department) and 7 Joint secretaries· 

(Finance, Fooe, Law, the National Assembly, Health, Natural. Resources 

and Chief C0ntroller of Im~ort and Export who w~s given the status 

of a central Joint Secretary) 22 • 

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

r.:-ey posts like secretary c·f Establishment, F incnce, Heme Aff t.irs, · 

Lefence, Economic Affairs a~d Con~rce and In6ustries. Likewise, the 

post of Deputy ChairmCJ.n of the Planrdny Ccmnis::;icr... with t.he st·atus 

of a central ·minist~r as one of the key-decision m~ers. specially 

. . 23 
auring the J..,yub regime "-was never occupied by an East Pa} . .ist.ani • 

It was believec1 that there 'A•ez:e three types of central 

policy-maX!n;J institutions in J?uki.stm, speCially i:-~ the Ayub 

regime. These were:-

i) Commissions o£ Enquiry,· 

ii) 'l'he Central secretariat, and 

iiiJ ~he Public Corporations. 

Like the Central Secretariat, as we have noted earlie.z:·, so far, 

Bengali participation in Enquiry COlm!issions 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 memb~rs of the boards of directors of .the 13 

(th.irteen) central· corporations, there were 87 from -west PWstan 

as opposed to 17 £rem East Pakistan25• 'l'he fact that makes ~l:}e 
matoer worst, was that of the ~3 PUblic Corporation Presidents in 
1966, there was only one from East Pakistan26• Thus the complaints 

. ! 



of the Bengalis that they were not posted in higher posts appeared 

to be justified. 

Even among the Class I Officers of various divisions in the 

central secretariat as shown in '!'able 3,. the Bengali participation 

was very lCM over the years 1963-1966. And this gap between the 

31 

East-west representation continued upto the last days of the Pakistan 

perioQ. in some divisions,. though a considerable increase of Bengali 

participation (Appendix A) is recorded in some other divisions puting 

the late sixties. 

Table 3 

East-;.'/est .Representation J>Jllvng Class I Officars in 
Divisions of the Ceo u al secretariat of Pakistan 

Division 1963 1964 1966 
East west lj:ast west East west 

Cabinet 3 23 4 20 5 21 

Establishment 8 28 9 27 10 27 

.t-'lanninc;~ 13 44 17 46 19 61 

Economic Affairs 6 39 9 40 11 36 

r:efence 1 38 6 35 4 38 

Industry 4 22 7 19 8 14 

H0llle 4 32 3 30 3 26 

Education 5 25 6 22 6 21 
Health 3 16 5 10 8 16 

·Foreign Affairs 13 83 14 94 18 50 

Finance 21 91 ~0 106 27 107 
~inar.oce 
(l-1ilitary) 1 31 3 34 
Ayriculture 6 !jO 4 37 5 35 
C ornr.aa rce 1,2 -'0 11 42 22 34 

sc-urcea Civil List o£ Class I Officers Servin~ Uncer the GOP 
" Establishment Division,. GOP,. .1st January,. 1963,. 1964, 

1966. 
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'Xhe story does not end here. 'l'he situation furth~r worsened 

by the fact that in 1960, even in the Secretariat of East Pakistan,· 

the Chief-secretary anci the. ~ecretaries .Jf Planning and Development, 
27 

Food and Agriculture, works and Housing had been frc.m west PaJ:.,istan. 

And des pita the adoption of a policy ·of postin(iJ East Pakis·tani 

civil servants in East Pak.ist·an in 1961, the Chief•secretary and 

the Secre.tar:y of Agriculture were fran west Pakistan in 1967-68
28

• 

During the Ayub regime, however, some measures were taken to 

increase the East Pakistani representation. For example, the post 6£ 

the Chief-Controller of Imports and EXports w~ held by East Pakis­

tanis since 1963 and the posts of. Deputy secretary· of Cabinet and 

Establishment Division were invariably held by East Pakistanis 

after 1962. 'l'he head of Industrial. Develepment Bank of .Pakis~an 

(IDBP) and. State Bcnk of Pakistan were also from East Pakistan. But 

nonetheless, there was a common belief among the Bengali civil 

servants as well as other 1 1nte111gentias' that these posts were 

gra11ted to those who were • acceptable' to the power dcminated by 

the West Pakistanis. And those who failed to serve the 'Authorities• 

interests were 'squeezed out• or transferred to 'penal' posts29 •. 

'l'hus the remaining chosen were satired as 'official. show boys' 

having no effective pQier. 

In the case of Army. the Bengalis had i~ fact. no represeilta- ' 

tion among the decision making top-ranking military officers.· ~11 

the top-ranking offi~ers came from west Pakistan. Table 4 shciws 
' . 

that upto 1956, there were no General~ Lieutenant-General#: arigad.i~rs 
• ' , I 

. I 
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and colcnels from East P~istan. except only one Major-General •. 

2 Lieutenant-colonels and 10 Majors. 

Table 4 

East-west Representation in the Army _Officers of 
paJdstan (1956) 

Rank. East Pakistan west Pakistan 

General 0 (Uil) 1 (cne) 

Lieutenant-General 0 CNil) 3· (Three) 

Major-General 1 Cone) 20 (Twenty) 
Brigadier 0 CNil) 35 (Thirt;y five ) 
Colonel 0 (Nil) 50 Witty) 

I 

Lieutenant-Colonel 2 (Two) 198 (One hundred , I 

ninety eight.) 
Hajor 10 (Ten) 590 (F .lve hundred 

ninety) 

source • Constituent Assembly of Pakistan Debates. 
Jallu;ary 17. 1956. 

A statistical estimate as in Table. s. shows that upto 

January 1955, out of 90S Army Officers, there were only 14 frcm 

Ee>st Pakistan. And out of 600 Navy Officers and 700 Air Force 

Cif.tice.rs, there were only 7 and 60 Officers respectively from Eest 

Pakistan. 



service 

Navy 

Air Force 

'J:able 5 

Military Elite in Pak~stan (1955) 

East Pakistan 

14 

7 

60 

west Pakistan 

894 

593 

640 

Total 

908 

600 

700 

34 

source 1 Raunoq Jahan, Pakistan 1 .Failure in National Integration, 
Oxford University ~ress,. Bangladesh, 1973, Table 11. 9, 
p. 25. 

The loR representation of East Pakistani Bengalis in the 

Armed forces of Pakistan was partly due to historical reasons during 

the first few years after partition and mostly due to the regional 

cliques. The Pakistan Army from the begi'nning after the partit:ton.' 

~allowed the British policy of recruiting ar~ personnel from the 

ao-calle<l 'Martial Races• of ~"lest Pakistan, specially fran fOUr 

districts of the Northern Punjab - Rawalpindi, Compbell,pur, Jhelum 

and Gujrat, and two districts of the uorth-west Frontier Province -

Peshwar and Kohat30• This policy of recruitment had the effect of 

almost ccmpletely excluding the Beng'alis from the Army. Thus even 

after 18 years of parUtion in 1963-64, EaSt Pakistan• s repres~nta-' 

t!on on the whole did not exceed on an average 10 to 15 percent bf 

the tote.! officers anCl other ranks as shown in 1'ab1e 6. Anc the 
1 

above imbalance remained more or less invariable \lpto the last days 

of Pakistan. 
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(Ranks) 

A. 
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~able 6 

East Pakistan's Representation in the Ar.med 
Forces of Pakistan (1964) 

~he Army 

1) Officers 

2) Junior Commissioned Ranks 

3) other Ranks 

East Pakistan •s 
Representation 
(percent of Total) 

s. 0 

7.4 

7.4 

B. The Air Force 

c. 

1) Officers 

2) warrent Officers 

3 ) Other Ranks 

The Navy 

1) Officers 

2) Branch Officers 

3) Chie£ Petty Officers 

4) Petty Officers 

5) Leading seamen and below 

16.0 

17.0 

30.0 

10.0 

s.o 
l0.4 

17e3 
28.8 

source 1 Hassan Askari Rizvi~ The Military and Pc·litics in 
Pakistan. Progressive PUblishers, Lahore, 1974, p. 177• 

It is. therefore. clear from the above analyE>is that a very 

lcu::·ge majority of the civil-military bureaucratic elite, who were· 

durninant in policy making' and policy implementation, were re·cruited 

from west Pakistan. Naturally. they (west Pakistanis) exercised a 

gn~at influence both at the policy malr..ing and pcl.icy in1plementing 

le~ls 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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soond reasons, examined below, as to believe that. the Pakistani 

civil servants were often influenced by regional considerations in 
31 

decision making • 

3 • .EXploitations of East Pakistan by we,st Pakistan& Economic: 

Disparities Between East and west Pakistan 

The nature and extent of economic exploitation as well as 
economic disparity between the two wings of Pakistan are, however, 

comp'lex anc debatable32• But there is lit t.le doubt that the ecooomy 

of East Pakistan was relatively stagnant canpared ·to that of we_st 

Pakistan during the whole period of united Pakistan specially during 

the first decade of the period. All th~ ·available data indicate that 

the initial economic gap which existed between the two wings in 

1947-48 increased substantially over the years. 

Historically, inspite of many other differences, at the time 

of partition, the two wings of Pakistan were econclnically more of 

less similar, with a slightly higher per capita income in west 

Pakistan. Both the wings were industrially underdeveloped and had 

been the producers of agricultural raw goods like jute (East wing} 

and cotton (West wing). Again, the two wings were industrially mare 

or' less of the same size at the time of parti tion33 • 

.But the 25 years of Pakistani. colonial rule, .based on trans­

fer of resources from East wing to west wing widened the initial 

small gap that existed between the two ~ings very rapidly. 'Thus 

Table 7 shows that Gross Regional Product (GRP) of East Pakistan. 

increased £~om~ 12.360 million in 1949-50 to~. 14,945.millibn 

in 1359-60 and R.s. 23,119 million in 1969-70. But the GRP of west 

P¥istan, on the other hand, increased from 12,106 million in 
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1949-50 to ~. 16,494 million in 1959-60 a~d to ~ 31,157 million 

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

2.0.percent and 5.4 percent in the first ano the second decade 

resr-ectively. comp&ed to this,. the annual grtX~Tth rate in· west 

palJ.stan was 3. 6 percent and 7.8 percent in the first and the second 

decade respectively. 

Table 7 

Gross Regiunal Product of East and west· 
Pakistan (at 1959-60 ConEtant Factor cost) 

1949-50 1959-60 1969-70 

(is in .milliOn) 
I. 

Growth Rate 
(in per cent) 

1st decade 2nd decade 

EaSt Pakistan 12,360 14, 945 

west Pakistan 12,106 16,494 

23,119 

31,157 

2.0 

3.6 

5.4. 

.7.8· 

Source I 1) 

11) 

The Third Five-Year Plan,1965-70,. Planning 
Conmlssion, GOP, p. ll. 
Reports of the Advisory Panel of .Econom'ists f.or th-; 
Fourth Five•Year Plan ,197o-7S,Planning corrmission, 
GOP, Islamabad; JUly, 1970, Vol. 134. · 

' 
The level of interregional disparity in per Ca!Ji ta (;iRP ·went 

onj increasing since independence. Table 8 shOVIS that in 1949-501 

th~ level of disparity was l~t; in !959-60 it rose to 32% ana in 

1969-70 to 61%. This level of disparity indicates a highly· differen­

t1:al rate cf development in the two wings. 'I'he level of disparity 

rr.ay, howeve~, be higher if we ccnEJioer t~1c ot.her thingf'. First. the 

e~·tiri-.nte of cutput of value added .in f;.Om= sectors wa.s on the high 
. . . 34 

side £or East Pakistan and on the lCM sid~ for west Pakistan • 
' 

Secondly. the purchasing power o£ rupee was 101.·rer in East Pakistan 
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than i.n west Pakistan. 'rhus the cost of living was·~ to 7% higher 

on an average i.n East Pakist.all from 195Q-60 to 1~66-69 than in west 
' 

P~istan (Appendix B) and the real wages in b(Jth ur.bani _and rural 

areas were much lower in the East35• indicating a hi.gh level of 

disJ?arity in terms of recl inccme. 

Year· 
I 

Table a 
Rate of Interregional Per·Capita Disparity 
in GRP of East and west Pakistan 

{At 1959-60 Prices} 

Per Capita 
GRP of )::ast 
Pakistan 

Per Capita GRP 
of ~ie st Pakistan 

East-west 
. Disparity 

Rati·o · 

-----------------~----·--------------~------·------~------1949-50 

1959-60 
' 

1969-70 

Rs. 287 

Rs. "269 

R:;. 314 

Rs. 345 

&. 355 

Bs. 504 

100iJ119 

100.1321· 

.lciO.l61 

I 
----------------------------------------------~~---._~--------------
Source & Reports of the Advisary.Panel of Economists for ~e 

[ Fou.r.th Five-Year P!an, l97D-7~. Planning Corumi.o:ision, GOP, 
! Islamabad, July, 1970, p. 136. 

More significantly enough. the East \'ling continued to lag 
' 

bel)ind in atructur,al development. The contribution o·f industry to 

the GRP was growing more and more in west Pakist·an than in Eaat 

Pakist~ne Thus in East Pakistan, ind.ustrial contribution rose; from 

7%! to 100" during 1951-52 to .1959-60 and in west. Pekistan it rose 
' 36 . 

fr~m &-" to 15'>"' at the same time , reflecting a ·shift in direction 

of' structural change in the economy of the t\i'O \·dngs. 
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It is_, however,- basically difficult to ascertain precisely 

all the factors ref:iponsl.ble for the growing economic disparity between 

East Nld west Pakistan since partition. There were ~everal complex 

ecunomic and non-economic factors chat widened economic di.sparity 

betwet:n the two winys. But there is little doubt that the whole·· 

pe.riod of united Pakistan was baseci on the transfer of .resou.rces 

frC~ri East Pakistan to west Pakistan through a ccmbinction of direct 

·and 'indirect methoas. Before going to details two cruci~,l factors 

shoulC. be Lorn«= in •nine. First, the capital of Pakistan ~~as iocated 

in ~iest Pakistani first. in Karachi and then expellsively .t·e.;,;located 

in IslamabaCI. second, a bulk of entrepreneurs migrated frcirn the 

North-western part of India to west Pakistan and settled there 

pennanently, '.'lhO played the principal role riot only iri west Pakis­

tan:' s industrial development, but also captmred almost all the key 
i 

business he-uses of East Pakistan, favuured by the civil bureaucr·ats, 

' . 37 . 
originated frcm vJest Pakistan, noted earlier • 'l·hus the migration 

of ~ntrepreneurs and the locat·ion of the capital city beccime enor­

mously a<ivantageous to west Pakistan in view of tne wi.de ccntrol 

38 over the econo.my of the ccuntry • 

Diractly • resources were Oive.rted from East Pc.k.i.stcn to· west 

Pa)(istan as evident frc.m the revenue and de ve loprr.eut bud<;ets (~fable 

9). Thus frcm 1950 tc 1970 cnly Rs. 45030 rnillicn were s~::-ent in East 

Pakistan cc-rr,pared to It.,. 11. 3340 rr.illion in Nest Pakistcls oh revenue 

ano development account~ Tak;)·le · 9 shows that East PaY.istan• s percen­

t?>ge share of total development expenditure varied from 20% to 36% 

from 1950 to 1970 and the remaining larger share of development 

expenditure went to west Pakistan. 



Table 9 

Revenue and Development E.xpendi ture in East and 
west Pakistan frcm 1950 to 1970 
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(Rs. in millio!V_ · 

Period 

E. Pakistan 

195b-s1 to 
195~-55 

I 

1955-56 to 
. 1959-60 

1960-61 to 
1964-65 

196;5-66 to 
196~9-70 

Total 
(1~50-70) 

w. Pakistan 

195o-51 to 
1954-55 

I 

1955-56 to 
1959-60 

1960-61 to 

Revenue 
Expendi­
ture 

1 

1710 

2540 

4340 

6480 

15070 

7290· 

8980 

1964-65 12840 

1965-66 to 
1969-70 22230 

Total 
(1950-70) 51340 

All Pakistan 
(1950-70) 66410 

Develop­
ment EX­
penditure 

2 

1000 

2700 

9250 

16560 

29510 

4000 

7570 

Outside 
Plan 

EXpendi­
ture 

3 

-
450 

450 

18400 2110 

. 261000 3600 

56070 . 5710 

85580 6160 

Note 1 Percentages are in round figur.es. 

Total 
(1+2+3) 

4 

2710 

5240 

14040 

23040 

45030 

11290 

16550 

33550 

51950 

113340 

158370 

Development 
Expenditure 
as percen­
tage of All 
Pak. total 
Development 

· Expenditure 

5 

. 2o 

26 

. 32 

36 

28 

so 
I·: 

74 

68 

64 

72 

:100 

sourcea Reports of the Adviso;: Panel of Economists for the Fourth 
Five Year Plan,1970:7 • Planning commission. GOP. July, --
1970. p~ 25. 
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The private sector allocation in East Pakistan also lagged 

far behind compared to west Pakistan, and the rate of allocative· 

disparity was mo~e in the ~rivate sector than in the public sector. 

'l'hus Table 10 shOW's that the allocation of resources in the private 

sector was almost three times higher in west Paldstan than inr East 

Pakistan during the second and Third Plan periods. Moreover, th~ 

mu1ti-rnillion dollar expenditure for the • Inous Basin Project• in 
i 

I 
! 'table 10 . 1 

Development Allocation in the Public and Private 
sectors in East and west Pakistan (1959-70) 

(Rs in millicu) 

sector 

I 
I 

Public sector 

Private Sector 

; 'l'otal 

Percentage of Total 

: 

·second Plan 
(1960-65) 

East west 

6,700 10,800 . 

3, 000' 10,700 

9, 700 21,500 

31 69 

Third Plan· 
(1965-70) 

East west 

11,300 13,700 

5,500 16; 000 

16,800 ':29~700' 

36 .64 

Sofrce J An OUtline c£ .the Fourth Five-Year Pl~L l97Q-75, 
Planning Commission, GOP, p. 26. 

.. 

we:st Pakist·an was not included .in the Third Five-Year P1ao39• Again, 
j 

the development expenditure for the relocation of the capital city 

f.tom Karaehi to Islamabad, which benefitted only west Pakistan; was 

a~so not included in the .Third Five-Year Plan. Besides, the budget 

~xpenditure mostly benefitted west Pakistan since the major po·rtion 

of the budget (more than 70 percent) went to def.ence and administra-

tion, centered in west Pakistan. Thus East Pakistan's share was 

I 
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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 case. of 

distribution of foreign aid and loans. From 1947-46 to 195.9-60 

Rs. 9319 million out of a totai foreign develOpment 'aid of R:.. 5421 
I 

million and Rs. 1290 million out of a total u.s. commodity aid of 
' 

Rs. 4090 million were allocated for East Pakistan. These accounted 
i 

for. 1 as shown in Table 11. East Pakistan's share of only 17'>j. ano 

30% respectively. indicating larger percentages that were allocated 
I 
i 

to West Pakistan. 

Even in case of Central Government's sanctions of investment, 

·loans and grants-in-aid to the two provinces, there were marked 

disc~epancies. Table 12 shows that between 1947-46 and 196o-6i,~ 

tota;l investment and loans sanctioned for East Pakistan was Rs.. 1720 
. I 
mill1ion and Rs. 1640 million respectively compared to Rs. 4300 million 

I 

and J!s. 2240 million respectively for west Pakistan. And at the s·ame 

per i'od grants-in-aid sanctioned for East Pakistan was Rs. 760 mi:llion 

comp;ared .to as. 1010 million for west Pakistan. ln all cases, per 

capita sanction to East PBldstan was very much low ccmpared to west 

PakJ:stan. And frOJO 1960 disparity of the Central Government• s grants-
i 

in-~d allocation increased f-urther (Appendix C). 

But tl'e most striking fact in this regard was that the I 

comn
1
Iitted amount of project assistance was not disbursed fully by 

the .:executive authorities to East Pakistan. Table 13 shows. that · 

between 1960-61 and 1965-66 $ 2~9 million was disbursed out of a 
I 

total conmitment of $ 486 million 'i.n East Pakistan. compared to 

$ 299 million out of a total of $ 458 million committed for west 



'!'able 11 

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

43. 

(Rs in mi·llion) 

category East west Centre 'l'otal 

For~.ign Development 
Aid. 938.8 3352.2 1130.0 5421.1 

(17) (62) (21) 

u.s~ Conmodity 1290.0 2620.0 180.0 4090.0 
Ad.d (30) (64) (6) 

source 1 Economic Disparities Between East and west Pakistan, · 
! · Planning"Depart.ii;nt, Government of East Pa.kistan, Dh~a, 

1961, p. 21. 

Note 1 Round Figures in parenthesis indicate ·percentage of total. 

Head 

Inv~stment 

LO~s 

Table 12 

Central Government's sanction of Investment, Loans 
and Grants-in-aid to the Two Provinces 

(194 7-48 to 196Q-61 ) 

(~ in million) 

East west 
Total Per capita Rs. 'l'otal Per capita Rs., · 

1720 38 4300 117 
I 

1840 40 2240 61 

Gr apts•in-aid 760 15 1010 28 

source a Economic Disparities Between East ana west Pakistan, 
Planning Department, Government of East Pakistan, , 
Dhaka, 1961, p. 18. 



Pak~stan. Table 13 · also shows that the disbursed amount was even 

more than the committed amount durin9 1960-62 in case of west 

pak.tstan. 

i Year 

I 
i 

1960-61 
i 

196.1.-62 
i 

196i2-63 

196~-64 

196!4-65 
I 

196:5-66 
I 

i 
Total 

I_ 

Table 13 

Commitments and Disbursement of Project Ass.istance 
by EXecutive Authorities in Pak.istan 

(:tn million coilars}. 

Comm.itment Disbursement 
East west East west 

23 38 20 40. 

30 23 21 45 

84 90 36 so 
I 

150 116 48 47· 

~0 76 Sl 51 

109 115 63 63 

486 458 239 299 
I • . 

so~rce 1 'l'he Mid-Plan Review of the Third Five-Year Plan 1 1965-70, 
I Planning commission, GoP, p. 37. 
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'l'he bureaucrat.ic elites, thus, by their allocative· bias in 
! 

favour of west Pakistan, made all possible efforts to develop a 
I 

wider system of socio-economic structure in 
I . 
I ' 

i . . 
fe~eral expen6iture and distributing scarce 

! 

west Pakistan., thr~gh 
I 

resour:ces like ·foreign 

eXChange, fOre.ign BiO, etc. 'J.'hiS allOCatiVe biaS WaS, hOWeVer; . I 

de~ended by the Central Government on the economic gr<:>und that 
. T • •. 

there were more demands .in the western Wing from the absorption· 

capacity point of view40• 



. 45 .: 

The highly imbalanced growth _is also found in case. of develop­

ment of socio-economic overheads between EaSt and west Pakistan • 

. During the period 1947-48 to 1957-58, students• enrolment in primarY 

schools increased by almost 30~~ in west Pakistan but in East. Pakis-· 

. tan it increased by about 50% only. By 1965-66, again, pr~ary · 

schools' enrolment increased by 209% in. East Pakistan, but then it 
. ·I 

was' 507% in west Pakistan. In cases of secondary schools, c,olleges 

and[ university enrolment,- 8 similar imbalanced growth was foun61 
•. 

I 

'l'he: same is also true in cases of route mileage of railways, road 

mil~age and, radio licences issued, etc.
41 

•. 

The road mileage in ~lest Pakistan was about nine times 

more than that in East Pakistan in 1966-67; the route mileage in 

railways •..ras three times greater in west .Pakistan (5,335 miles) 

th~n that in East Pakistan {1, 713 miles). The number of motor 

vehicles was about five times greater in west Pakistan (2593.95)' 

than that in Eest Pakistan (5~,285) and the number of radio licences 
. . . 

issiued in west Pakistan, was more than double the number issued in 
' . . . 42 

East Pakistan • All the statistical information cited above thus, 

reflects the fact that the soci~economic. system of west J?a}l.istan 

deV"eloped more quickly than that in East Palr-.istan after partition 
; 

by an undue overbiased allOcation of federal resources in favour 

of :west Pakistan. 

·These developed socio-economic infrastructure basically 

geared up the growth of priva~ sector in west Pakistan· .by re(iucing 

the cost of production and improving the scope of.profitabilitY for 

further investment. Thus, private investment in East Pakistan that 

took place during 1963-64 .to 1.967-68 was only 22% of the total as 

compared to 78% 1n West Pakistan (Table 14). 

I . : 



Table 14 

p.rivate Investment in Ec.st and west Pakistan 
from 1963-64 to 1967•68 

(Rs. in million) 

Year 

196·3-64 
i 

1964-65 
f 

19~5-66 

1966-67 

19~7-68 

. Total 

East 

547 

817 

681 

819 

1038 

3902 

west Percentage 
East 

2091 21 

2614 24 

2397 22 

2918 22 

3647 22 

13,667 22 

.source 1 The Mid-Plan Review of the Third Five-Year Plan, 
1965-70, Planning Commission, GOP, p. 39. 

of .Total 
west 

79 

76 

78 

78 

76 

.78 

No doubt, west Pakistan had a good starting point with a 

laFger,stock of ca~ital and relatively developed socio-economic 

overheads in the form of power, transportation and conmunication 

facilities, relatiyely rich natural resources and a comparatively 

low density of pOpulation. East Pakistan, on the other hand, .had 

46 

a low starting point with low level of infrastructure, lack of 

entrepreneurs, poor transport and communication facilities, highly 

· d~nse population, etc. Logically, the rate of economic growth was 
i 

found to be somewhat 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 for a 'balanced 

growth' of the two regions. ~hough a substantial effort on the 

part of the Central Government was demanded by East Pakistan to 

!~prove its socio-economic· conditions, it was never realised. On 

, I 
i 
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the contrary, the policy-makers of the Central Government acted 

in such a way that·the initial imbalance between the two wings of 

Pakistan intensified further during the whole period of United 

· · Pald.stan 43 • 

It is found that between 1950-51 and 1957-58, the import· 

licences that were issued to importers of East Pald.stan valued only 

35% of the total on an average. AnC:i between 1957-58 and 1964-65, 

East· Pakistan constituted only 31.% of the total actual imports44 • 

There were so many barriers in respect of industrial sanctions and 

thus, sanctions for industrial schenes were not passed in due time . 

and many of the applie4 projects were rejected by the bureaucrats. 

A study reveals that from 1960-61 to 1966-67 only 260 cases of 

industrial sanctions were given .by tia Central I.nvestnient ·promotion 

. ana co-ordination Comnittee ·(CIPCC) in E~st Pakistan as .canpared .to 

68~ in west Pakistan45• Thus for East Pakistan, it was only 27.6% 

of the total sanction. 

In case of distribu)ion of loans, the Central G-oVernment 
. . 

credit-giving agencies also showed 8 similar strategy of disparity 

to the private investors of East Pakistan. ~'rom 196D-61 to 1966-67, 

. the Incustrial Development Bank of Pakistan (n;np) ciistributed. 

Rs.· 676 mi1Uon as loans for East Pakistan, compared to Rs. · 771 

million for west Pakistan (Appendix D). 

From 1960-61 to 1965-66, Pakistan Industrial Credit and 

Investment Corporation (PlCIC) diat;ibutea. Rs. 198.93 mill~on 

I . 

and Rs. 697.21 million as loans to East and west Pakistan respeetively, 

which constituted East Pakistan• s share· of 22% of the tota;l· 

(Appendix E). And by 1968-69, 32. 6",.<. of the PICIC loaas went :to ·East 
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Pakistan46 • A similaJ:" disparity was shown in case of d1stribut1cn 

· of National :Investment Txust (Nr.r) loans by region:3. During 1962-
! 

67, · NI'l' investment amount to Rs. 27.93 million and Rs. 46.45 million 
I 

for; East and west Pakistan respectiveiy
47

• 
' 

Apart from these biased allocations, the Central Govemment, 

par
1

ticularly in the first dec·ade, took the policy of iildust·rialisa­

t.i~n through the private sector by extracting surplus from agricul-
' I 

t·ure and then re-channelling it to the private industrial sector. 

This policy gravitated further the ini::>alance and differential growth 

in .the two regions. For, East Pakistan with a largE'!r share of export 

(Table 15) from agricultural products. specially 'Ju.te'. and 'Tea', 

than ~'lest Pllkistan was affected severely by this policy. In fact; 

th~ transfer of surplus from agriculture to industry meant a trans-
, 

eer of . surplus of the agriculture of 'East Paki-stan to the i~dustries 

of i ~Jest Pakistan, as the maximum import licence holders, . noted 

e~lier, were west Pakistanis. 

Xable 15 

Export Earnings of East and west Pakistan 
from l96D-61 to 1966-67 

-- (Rs. in inilli~1) · 

East west· Share of I::ast· Pakistan 
In Total (In peercent) 

I 

1960-61 

1~61-62 
' 

1962-63 

1963-64 
1~64-65 
1965-;66 

1~66-67 

1259 

1301 
1249 

1224 
1268 

1514 

1660 

540 

543 
;ga 

. 1070 

1140 
1204. 

1325 

70 

70 
55 

54 

53 

55 

56 

' s9urceJ The Mid-Plan Review of the 'l'h.ird Five-Year Plan, 1965--~o .. 
Planning Commission. GOP, p. 31. 

. ' 
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But the most.effective direct method of transfer of resources 

from East Pe:kistan to west Pakistan worked through the balance of 

payments. A greater amount of East Pakistan's foreign exchange 

earnings was diverted to west Pakistan through a surplus in in·~r­

national trade and a .deficit in inter-regional trade. East Pakistan· 

had always a surplus in foreign balance (Appendix F }, exce~t. in, 

19,62-63 and 1963-64, but a continuous deficit in inter-wincj b·alance 
. I 

(.r:egional trade), .:t.ndicating a net transfer of rescurces fro1,1 E·ast 

Pakistan to west Pakistan. west Pakistan, on the other hcnd, had 

ell overall deficit in fo:.:eign balance which was financed partly by 

East Pakistan• s export earnings and partly by foreign aid, where 

East Pakistan had also equal share. 

An estimate showed that such transfer may have arncunted to 

~~ 210 million per year from 1950 to 1955 and ~. 100 million per 

year from 1956 to 196048• The extent of deprivaticn is, howE:=ver, 

difficult to measure with any precision. A • Panel of ECon·omists•, · 

h.owever, estimated a net tranafer of resources amounting to 

P.s. 31,120 million at the rate o:f R:i. 1556 million per year from 

1:947-48 to 1968-6949 • In other words, the economic growth that had 

~aken place in west Pakistan "Vras at the cost of East Pakistan. 

·: The economic exploitation by the extraction of surplus fr9ID 

East Pakistan dcine directly through the develOpment budget .and other 

biased policies of the GOP· and through the expropriation of .f~reign 
I 

exchange earnings and internal resuurce inf lw. to west Pakistan was 

also accompanied by ether indirect· methods of eXploitation. Indirectl 

it was achieved by acquiring control over the modern capitalistic 
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sector of the East Pakistan• s economy, through domination and control 
I 

of private ~ndustry as well as trade and finance by non-Bengali 

·businessmen as a priv~leged group. 

Historically, at the time and before partition the economy 

of East Pakistan (former East Bengal under British rule} had been 

oominated not by the Bengali Muslims but by the Brj_tish merchc:ntile 

capitalists together with the.Hindu and Marwari businessmen. Natu­

rally, after partition when the Hindu ano the Ma.rwari buSinessmen 

migrated to India, the vacuum was filled up by the non-Benga:li 

Muslim migrant entrepreneurs 5°. The displacement of the Hindu 
1 
and 

the Marwari businessmen was almost completed during the Inc!o-p~ · 

wcr in 1965, when the Government of Pakistan passed a.-. ordinance 

namely "Enemy Property Ordin,ance11 Sl • Besides, the. L'v'est Pakistani 

capitalists were also ·footing into the econorr:y of East Paki'stan at 

the :very beginning. The iand of East Pakistan was ccnsidarP.d by 

them as a market for itD exportable surplus and a source of raw­

materials to feed their industries in west Pakist~52• 

The Central Governrrent• s policies were also in favour of 

the non-Bengali entrep.reneurs that initiated them to come forw-a.l:d 

in the business field of East Pakistan. ~hus, it was estimated that 

2~,-e of the loans advanced by WBP and 37"..<. of the loans advanced by 
I 

PICIC against East Pakistan upto 197l,. went tg the non-Ben~ali 

entrepreneurs who were a very small minority in East Pakist~53 • 
Following the Central Government• s biased policy, the non-BengaJ.!i 

businessmen, however, gradually captured almost all the key business 

houses of banking. insurance. trade, inland ~ater transport, foreign 

trade ond COflStructica54• "A study showed the1t 45.1% of total assets 

I 
! 
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i ! 

of privately controlled f.iJ:rns in East Pak.istan was c::ontrolled by 
i 

some 43 families where there was only one Bengali ccnglomerate, 
I 

plaped as 29th in the list graded by siae of wealth55• AnOth~r study. 
I 

sh~ed that 14 non-Bengali companies from the aforesaid 43 families 
i 

con:trolled 75. Eft, of all insurance assets held by Pakistan·i canpanies 
I 
I ~ . 

whq owned 90'-' of total insurance business· in East Pakistan. • And 
i 

the non-Bengali-owned banks accounted for 70X. of the total depGsit 
. ' 

on :the eve of banking nati·onalisa~ion in East Paki·stan which wu 
I , 

m~nly used to finance their manufacturing and tradin9 oper.~t~ons57 • 
I 

It is inter~sting to note here that most of the headquarters 
I 

of the non-Bengali firms were located in West Pakistan. Naturally, 

the profits earned by these firms were diverted to west Pakistan, 

indicating a net transfer of resources from East Pakistan to west 

Pakistan. 'l'he business houses - for example, Adamjees, Bawanis 
I 

and Amins- used their profits from investment in.East Pakistan to 
I , 

! 58 
expand investment in west Pakistan • 

'l'he transfer of resources from East Pakistan to west Pakis­

tan and economic exploitation of East Pakistan by west Pakistan was 

m~ly possible because of the integrated. nature of the two wings. 
I 

'l'he Central Government, as we have seen earlier, had the overall 
! 

eGonomic control in the field o£ policy-making arid implementation 
I 

~d there were virtually •no room for independent action' by the 

East Paldstan Government. A1cn9 with the biased allocation of 

resources against East Pakistan, traae between East and west Pakis­

tan was regarded as internal trade without any fiscal restr·aints59• 
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Moreover, the use of common currency and a freedom of moVe­

ment of money from one wing to another, enabled the west Pakistani 

l::lusinessmen to dJ.vert their profits from East Pakistan that could · 

be reinvested in west Pakistan. All these were defended by the ·. · 

central Government in the n~ of • one-econany'' and on the so-called 

' "economic grounds" that there were ·greater demands in the western 

wing. And regional balance was never regarded as an •econolitic 
; 

objective" by the Central Government of pakistan. 

4. :Movement Against EXploitation a Autonomy Movement and .Road. to 

Bangladesh 

It was qu.j.te 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 colonial 

exploitation. The lack of adequate representation in the central 

se'rvices and Army personnel· created a feelin9 of discontent in East 
I 

Pakistan from the very beginning. In the words of Begum Shaista 
I 

Ikraruulla, "A feeling is growing 'among the East Pakistanis that 

Eastern Pakistan is being neglected and treated merel¥' as a 'colony• 

of west Pakistan• 60• 

This discontent was further hightened by the declaration 

o:f •urdu' alone as the state language o£ Pakistan, and took ail all-
' 

e~racing shape after the firing on the students demonstrating in 

favour of Bengali in Dhaka on 21st February, 1952. This language 

controversy together .with the issue of economic exploitation geared·. 
, , , I 

up the strong regional feeling, that topk the shape of a s·t;.ron9! 

regional autcnomy movement in East Pa.ki.stan. 
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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 r,ule in 

E·ast. Pakistan 61 • Though economic imbalance between East and west 
I 

Pakistan dates from 1947, it was not, .however, a full-do..m contro-
' i 

vere·y- until 1955. By the mid-50s economic disparity became the focal 
I 

point of controversy between • the centre and East Pakistan:• • when 
I 

the East Pakistan Awami Le~e (the largest opposition party in the 

thefl East Pakistan) published a pamphlet called •why Autonomy". 
I 

shc:Ming the economic reasons for provincial autonany. By this time 

a sophisticated econofidc analysis by the. Bengali eCO[lOmiStl!l '.fOC::uss-· 
I 

ing: the economic disparity between the East and west wings, I was also 
' , I 

pub1lished. In 1956, 'the Bengali econcmists formulated an ·alternative 
! 

sti;atew of economic development. mostly popularised as the • two-

ecdnomy thesis• against the one-economy policy of the Central 

G~rnment 62• 

The two-economy theory gained momentous support from the 

various strata of the Bengali society like businessmen, industria­

lists, urban workers and salaried middle class group, rural peasants, 

sttidents and even from the Bengali bureaucrats and Army Officers~63 • 
i i 

And this ultimately strengthened the hands of the autonomists. 
! ' 
I 

Having material support from the two-econcmy theory, the autc:nomy 
I . 

mo~ement took the full shape, particularly after the Indoo-Pak war· 

in. 1965 and mostly after the announcement of 'Six Points Programme• 

in· 1966 by Shiek Mozibur Rahman (the then leader of East Pakistan 

Awami League) as a 'Charter of survival' for East Pakistan64• 
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Finally, the path of autonomy movement, peeple"s:- up~ise 

in 1969, National Assembly Election in 1970 and at last, the c.x:isis 

of 1971 led to the f~nal dis~~tegrat~on of Pakistan
65

• And Bangla­

desh emerged as an indepemdent state in December 16, 1971, after 

having·witnesaed a nine-month old tra~ic and bloody liberatiOn· 

66 war • 

s. '!L_angladesh Economy at ·the Beginnin<a 

Falland and Parkinson expressed the post-liberation economic 

situation in Bangladesh thusa 

•rn 1972, for the seconCl time in twenty-f'ive years, the 

people of East Bengal (Bangladesh) were faced with the 

necessity of adjusting their economy to a new economic 

ordertt67• 

During the 25 years of Pakistani rule, as we have seen., 

-no: attempt was made to develop the socio-economic in£rastruct1:Ji'e 

of this land. The partition of India in 1947, left East Bengal with 

a structure of communications system unsuited for economic develop­

ment and there was no remarkable structural change of the land 

during the Pakistani period. 

And finally, a nine-month old war of liberati'on in 1971~ 

. destroyed almost all that were achieved upto 1970. A sur-Vey of the 

Onited Nations Relief c:peration showed that the material damage 
: . . . 

caused by the war in 1971 amounted to$ 1200 millicn66• Loss of 

agricultl.lral output amounted to some $ 300 million, damage of 
69 

housing to $ 200 million, and transport facilities to $ 130 mi.l;liat. ' 

Along with these, dam~ge of agricl.lltura1 potentials. loss ,of animals 



and fishing equ.:lpments, damage to the postal services and te·le­

comnunications, damage to sea ports and industries, etc. - ·all 

these had bad effects on the economy of the newly born country. 

The destruction of the economy during the liberation war 
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was made in three st·a~es. In the first stage of the liberation war. 

·heavy gun-power was used by the Pakistani army, which meant massive 

civilian casualties and loss of· property. 

In the second stage of the literation wari the MukU~ Bahini 

(Freedom Fighters} took the tactic of guerilla war-fare. As a p\art 

of the g~erilla war policy, communication lines and transport 

systems werca destroyed in order to oisturb the Pakistani amy's 

supply lines in tho occupied area. Rail roads were for the most 

part made out of order, river and road transport were disrupted. 

At'ten.pts were also maae to disrupt the economy by sabota·ging jute 

and tea exports. 

Finally, in the third phase, when the Pakistani Army came to 

know that they had to surrencl~r, they took the • scorched-earth 

policy• of destroying the rest of the economy70• 

Throwing light on the economic position of that periOd, 

Mr. Tazuadin Ahmed, the First Finance Minister of Bangladesh in 

his budget speech pointed out that the new government inherited a 

p~ralysed and bankrupt economy after a nine-month old war of libera­

tion, high ways ~d railways were completely disconnected, sea 

ports and airports were out of order 1 inoustr ies were partially, 

and in many cases completely 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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riew markets to be found for exports • 

56. 

In addition to these. new sources of supply of industrial 

raw materials and machineries had to be found and the management 

gap caused l:>Y the flight of non-Bengalis, had to be filled· up •. The 

goVernment had to rearrange its different organs, agencies arid 

bodies. Besides, just after liberation, shortage of essential 
I 

' . 

co~odi ties, insufficient food supply and severe unemployment cnated 

a very dif~icult situation. Above all, millions of destitude refugees 

coming back from India, disabled freedOIQ fighters, orphans and 
: 

widows needed inm::!diate relle£ and· rehabilitation73• 

Even without. the war damage of 1971, ·sangladesh would have 

been an intolerably poor and over-populated land with negligible 

natural resuurces and literacy rate as low as 20%. The per capita 

an,nual income was only 'rk· 450 in 1969-7074• And in 1974, only one 
I 

co.untry in the world (Rwanda) was recorded to have smaller per 

CB;Pita income th~ Bangladesh75• In the first yeaL of independence 

(1972-73) the GDP of Bangladesh was well belo..t that of 196;-70 as 

may be seen in 'r able 16. 
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Table 16 

GDP and its Components of Bangladesh at 1972-73 Prices 

(Tk. in million) 

sl. 
No. 

sector; 

1. Agriculture, Livestock, 
Forestry and Fishery 

2. Manufacturing 

3. construction 

4. Power ana Gas 

5. Housing 

6. 'rrade, Transport ana 
other services 

TOtcU 

1969-70 

28.830 

5,200 

1840 
I 

150 

2.360 

11650 
I 

-
50,030 

• The last nor.mal year before the war of liberation. 

1972-73· 
I 

24970 

3.580 

1,710 

ISO 

2,360 

11p70 

42,940 

source s The First Five-Year Plan, 1973-78, Planning comnission, 
GOP, Chapter 1, p. 15, Table 11-2. 

In 1972-73, production in b.oth, agriculture and industry .. failed 

to reach the level achieved in 1969-70. Rice production and, industrial, 

output in 1972-7.3 was about 19% and 300..<. lbwer than that of. 19691'70 

respectively76• In addition, there were short£ alls in exports and 

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

level aria an alarming increase in the cost of living index. The cost 
i 

of~ living index was about 50"" higher in 1972-73 than that of 1969 ... 

70. From the base of 100 in 1969-70 the cost of living index of an 

industrial \'iOrker rose to 200.31 at the end of 197277 • At that 

critical stage, naturally, revenue collection of the government 

lagged behind and it failed to cover evert the current expenditure 
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of the government78 •. In practice, Bangladesh was to survive on 
. . l 

international sympathy and she was looked upon by many as .an "inter-

. 79 
national basket case• • 

Though the struggle against Pakistani-exploitation ~d the 
. . I 

war Of liberation raised high expectations of rapid economic· grOWth 

among the people, the prevailing poverty was overwhelming and the 

sc~rcity of .resources was acute. Clearly the government was in great 

dilemma. It needed much resources for development bu~ found virtually 

no .pockets for extracting any surplus internally. The situation can 

best be understood from the observation of the Planning Commission& 

11 Bangladesh inherited a poor, undiversified economy, 

characterised by an underdeveloped infra-structure, 

stagnant agriculture, and a rapidly grvwing popula­

tion. she had suffered from years of colonial ex­

ploitation and missed opportunitie·:S,. with debeli­

tating effects on initiatives and enterprise. 

Superimposed on all these were the war of libera­

tion, which caused serious damage to physical infra­

structure, dislocation in managerial and. organisa­

tional apparatus and disruption in established 
ao external ~rading relationshipA • 

However, the GOB started its budgeting fran 1972-73 guided 

by' the principle of self-reliant growth with an aim in mobilizing 

moi:e resources internally through various fiscal measures which we 

shall discus in the following chapters. 
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.A'WENLIX A 
-· -.>.'--· ·· .• -t.~·-

East-west Representation in Class I Officers in 
some Divisions (1968-1969) 

Division. l968 1969 
East west East 
No. No. No. 

Econ. Affairs 1,6 28 20 
(36} (64} (44) 

I 
Commerce 19 33 20 

(38} (62) (33) 

Finance 10 27 12 
(29) (71) (30) 

Agriculture 4 26 6 
(13) (87) (17) 

Industries 9 23 10 
1(28) . (72) (32) 

Cabinet 3 21 4 
(13.) (87) (16) 

Esti3l>lishnent 12 25 11 
I 

(32) (68) (30) 

Plalming 21 51 28 
(.30} (70) (29} 

I 
Labour and SociU 
wel~are 4 10 5 

(28) (72) (33.) 

Inf prm ati on and 5 15 6 
Bro~dc asting (25) (7 5) (26) 

Def~nce 4 35 5 
(10) (90) (13) 

i 

vlest 
No. 

29 
(56} 

I 

41 
(67) 

30 
(70) 

28 
(83) 

21 
(68) 

22 
(84) 

25 
(70) 

67 
.. (71) 

10 
(67) . 

17 
(74) 

31 
(87) 

Not.b 
--

1 Percencages in round figures .are within brackets. 

SOl1.ircea Civil List of Class. I Officers Serving under~,"GOP, 
I 

Establishment Division, 1968 & 1969. 
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Year 

/'tP~~dix B 
Regional Differences in cost of Living ·of 

East and west Pakistan, 1959-67 

(1959-60 • 100) 

Eaat Pakistan west Pakistan 

67 

~--------------------------·-------------------------~--~--~----~ 
1959-60 

1960-61 

1961-62 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 

100.0 

102.8 

106.8 

106.2 

102.6 

111.3 

122 •. 3 

141 •. 4 

100.0 

104.8 

104.7 

.102. 9 

106.4 

113.6 

112.0 

124.5 

source a Twenty Years of Pakistan in Statistic!t_ 194'7-67, 

Central statistical Of:tice, Mi.ni.stry of Economic. 

Affairs, GOP, p. 198. 



Year 

1959-60 

1960..61 

1961-62 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 
I 

1~67-68 

· A;t?Pendix C 

central Government• s Grants-in-aid to the 'l'wo 
Provinces, 1960-68 (Budget Estimates) 

(IC;. in mil·lion) 

East Pakistant west :PakistC~.n 

3.4 . 31.2 

4.1 23.7 

1.0 241.2 

21.5 222.3 

42.6 219.2 

51.6 222.8 

36•1 192.9 

44.5 161.3 

3.7 148.4 

Source a Xwenty Years of Pakistan in Statistics, 1947-67• 

Central statistical Office, Ministry of EcOnomic 

Affairs, GoP, PP• 287-95. 
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Appendix D 

Distribution of IDBP Loans in Million Rupees 

by Regions, 1961-67 

Year 

196'1-62 
! 

196,2-63 

1963-64 

1964-65 

196.5-66 

1966-67 

. To-tal 

East 

87 
(52) 

110 
(62) 

195 
(57) 

86 
(36) 

'47 
(34) 

151 
(47) 

676 
(47 J 

wa·st 

81 
(48) 

69 
(38) 

149 
(43) 

150 
(64) 

149 
(74) 

173 
(53} 

771 
(53) 

Note a Percentages ;in round figures are within brackets 

source a The Mid-Plan Review of the Third !,!ye-Yea:r Plan, 1965o-70,, 
Planning Commission, GOP. p~ 41. 
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Appen.d.ix E . -
Distribution of PICIC Loans in Million Rupees 

by Regions. 1961-66 

Ye~ 
I 

I 
1961-62 

I 
I 

196~-63 

1963-64 
I 

I 

196:4-65 
I 

' 
196:5-66 

~o~al 
I 

I 
I 

East 

29~~01 
(23.32) 

47.02 
(31.35) 

9.06 
(6. 43) . 

38.21 
(14.44) 

75.63 
(35.09) 

198;.93 
.(22.20) 

I 
Note a percentages are within brackets. 

west 

95.39 
(76.68) 

102.99 
(68. 65) 

131.87 
(93. 57) 

227.06 
cas. 56> 

139•90 
(64. 91) 

697.21 
(77. 80) 

70 

-----

I , 
So\,lrce a 'l'he Mid-Plan Review of the Thirci 

Planning Commission, GOPcr p. 
F ~ve-Year Plan ,1965-70, 
• 

! 



Appendix F 

Trade Balance for East and west Pakistan, 1948-1967. 

Year 

19~8-49 

19~9-50 

19~o-Sl 

1,9s1-s2 
' 

19~2-53 

19~3-54 

1954-55 

19~5-56 

1956-57 

1Sl57-58 
' 

1958-59 
i 

1959-60 
i 

1990-61 

1961-62 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 
' 

(Rs. in million) 

Foreign Balance. Inter Wing OVerall Balance 
East weS£ Internal Balance East west 

(west-East) 

146.8 

244.1 

758.2 
323.1 

276.1 

351.9 

411 .. 4 

680.6 

. 90.9 

252.5 

327.2 

424.3 
244.8 

427.8 

230.6 

-224.4 

-433.7 
186.1 

100.4 

-648.3 

-347.0 

+175. 4 

-552.0. 

-144.9 

-183.3 

-291.6 

-222.1 

-817.8 

-a·8o. 7 
-580.2 

-1042.6 

-1633.0 

-1693.0 

-l80;l.O 

-1906.6 

·-2526.3 

-1676.7 

-1267.6 

120.5 

185.1 

208.5 

187.7 

69.2 

235.0 

106.8 

95.5 

1'J7.7 

432.9 

397.1 

201.0 

455.4 

450.9 

484.4 

384.0 

337.4 

•• • 
••• 

26.3 

59.0 

749.7 

135.4 

206.9 

116. g 

304.6. 

585.1 

-106.8 

-180.4 

-6~.9 

223.3 

-210.6 

-23.1 

-253.8 

-608.4 

-771.1 

•• • 
• •• 

-52? .. 8 

-161.9 

+38-3.9 

'.-364.'3 

'-80.7 

+51~7 

-184.8 

-126.6 

-520.1 

-447.8 

-183.1 

-841.6 

•1177.6 

-1242.5 

-1317.6 

-1522.6 

-2188.7 

••• 

••• 
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Source : M. Anisur Rahman, East and west Pakistan 1 A Problem 

!,n the Political Econany of .BeSlional~-!-.!Ilrling, 

centre for International Affairs, Harvard uni.versi.~y, · 

1968, P• 12. 



Chapter 3 

EVOLUTICN OF THE BANGLADESH B'UDGE-I'. 

1. :introducticn 

Bangladesh as a part of united Pakistan and Pakistan as a 

part of the Indo-Pak sub-continent, as noted earlier in chapter 2, 

was under the control of British administrative and financial 

' policies upto 14th August, 1947, when India was partitioned into 

two sovereign states. i.e., India and Pakistan. so, 'the genesis of 

the system of government budgeting and the financial administration 

of Bangladesh can be traced baek to the year 1860, when Sir James 

Wilson, the First Finance Member of the Viceroy• s EXecutive C9Uncil 

of India introduced India's fi,rst budget• 1 • 

The system of government budgeting which developed in that 

period in Sngland was accept;ed as a guide line and its procedure 

was. followed by the then Government of India. 'l'he system of financial 

man~gement, however, has changed over time in view o£ the growing 

and changing demandS of the ec·onomy, particularly after ~ parti­

tion of India and subseqUently a£ter the creation of Bang1a~sh2• 

After partition in 1947, ·Pakistan just inherited the British 

Indian system of budgeting and thus Bangladesh, after its emergence 

aS a sove~eign state, also inherited the British system of govern-
' i 3 

·ment budgeting • 
I 

Thus the budgetary heritage and legal provisions f9r its 

formulation and approval ~n Bangladesh can be viewed, from three 

stages of evolution, namely -



a) British period, 

· b) Pakistan period,. and 

c) Bangladesh period. 

In this chapter we like to draw a picture of the evolution and 

con~ticutional heritage of the Bangladesh Budget. Accordingly, 
i 

73 

secfion 2 of this chapter· analyses the development of budgeting in 

the! British period and section 3 and 4 deal with the Pakistan period 
I 

' 
and/ the Bangladesh period of bUdgetary evolution respectively. 

2. British Period 

Though the first budget of British .India was introduced in 
4 . ' 

1860,. the process h~ actually been initiated in .1833, when.the 
I I 

Government of India· Act, 1833 ·made it obliga"Cory £or East I.r'ldia, 
I 

com~any to place the budget of the British Indian Empire to the 

British Parliament by stating,. 

' 

"• •• all the rights and interests to or in the (said} 

territory and all their territorial. anQ. ccinmercial,. 

real and personal assets and property whatsoever,. 

shall,. subject to the debts and liabilities n~ 

effecting the same,. be placed at the disposal of 

the Par li'ament" 5• 

A few years later, following the Government of India Act, 

·185~., the management of the empire was taken over by Her Majesty, 
. ; 

the: Queen of Englat'\d. ACcording to the Act of 1858, the Sfit.c.;-etary 

of State for India was responsible for placing the 'Annual Financial 

Accounts of India' before the Parliament of England6 • Though sane 

financial reorganisations were followed, no innovation in this 

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

R. Knight even in 1871,. aare simply a snare and delusion ••••• 
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' 
Ins1tead of serving any good p\lrpose, these budgets • •••. s±mply 

prcmote jealousy and strife• 7 • 
! 

The India Act, 1919, how_ever, made it mandatory for the 

sedretary of State to obtain the ccnsent of the majority of 

councillors (created accordinQ to the India ACt.190g) of India to 
I . . . 
i .· 8 

place the budget before the .British Parliament • According to the 
! 

Government of .India Act, 1919., all proposals of financial matters 

had to be placed before the Indian Legislature only on recommenda­

tion of the Governor- Gener a19• But the appropriation of revenue for 

heads mentioned below were not required to be submitted to the· vote 
· 10 

of:the Legislative Assembly a 

i) Interest and Sinking Fund charges . and loans1 

ii) Expenditure of which the amount is prescribed by or 

under any law1 

iii) Salaries and pensions of persons appointed by or with 
I 

the approval of Her· Majesty or by the secretary of state1 

iv) Salaries of Chief Conmissioners and Judicial Conmissicoers) 

and 

v) EXpenditure classified by the order of the Governor-

General in council for . a 
a) Eccle si as tical, 

b) Political., and 

c: ) Defence. 

Other items of appropriation than mentioned above were, h~ever, 

required to be submitted to the vote of the Legislative 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- proposals for appropriation were fin.ally 
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deci~d by the Governor-General. In addition, the Governor-G~eral 

· coul~ authorise, such expenditure without reference to the Assembly, 

whicp in his opinion were considered for safety and tranquili~y of 

British India or any part thereo£11• 

But it is the India Act,1935, which brou~ht some important 
' . 12 

chariges in the procedu.J:e for financial matters as follows .a 
! 

iJ The Governor-General shall, in respect of every year 

cause to be 1 aid be£ ore both the chambers of the 

Federal legislature of the Federation for that yeaX,, 

in this part of Act . referred to as the Annual 

Financial Statement. 

ii) The estimates of expend! ture embodied in the 
financial statement shall show separately& 

a) the sums required to meet expenditure 

described in this Act as expend! ture charged 

upon the ·revenues of the Federation, and 

b) the· sums. requJ.red to meet expenditurl! proposed· 

to be D;lade from the revenues of the Federation 

and shall distinguish expenditure on reven~e 

account. from other expenditure. 

iii) The follOIIiing expenditure shall be expenditure 

charged upon the revenues of the Federation& 

a) the salary anci allo..rances of the Governor Geilral 

and other expendibu:e relating to his office for 

which provision is made by or under the Third 

Schedule to this ACt1 
·' 

b) debt charges for which the Federation is liable, 

including interest, sinking fund charges and 

redemption charges and other redemption o£-debt1 

c) the salaries and allowances of Ministers, of 

the Advocate-General and Chief Commissioners, 



d) the salaries, alloWances and pensions payable 

to or in respect of judges of the Federal Court 

and th~ pensions payable to or in respect of . 
judges of any High court1 

e) expend! ture for the purpose of the discharge by 

the Governor-General of his functions with respect 
to defence and eccle·siastical affairs, his func-

tions with respect to external affairs in so far 

as he is by or unoer this Act required in the 

exercise thereof t·o act in his discretion, his 

functions in or in relation to the tribal areas, 
and his functions in relation to the administra­

tion of any territory in the direction and cootrC?l· 

of which he is under this Act re·quired to aet in 

his discretion provided that the sums so eharged 

in any year in respect of expenditure en ecclesias­

tical affairs shall not excet:1d forty two lakhs of 

rupees (Rs. 4·. 2 million), exclusive .of pensicn 

charges, 

f) the sums payable to His Majesty under this ACt 

out of the revenues of the Federation in respect 

of E;lxpenses · incurred in 6ischarging the functions 

of the· Crown in its relation with Indian states; 

g) any grants for purposes connected with the 

administration of any areas in a Province which 

are for the time being excluded area, 

h) any sums required to satisfy any judgement, 

decree or awarc:l of any court or arb! tral 

tri.b\lnal1 and 

1) any oth~r expenoiture oeclared by thJ.s ACt or 

any Act of the Fedsral Legislature to be so. 

charged. 

76 



77 

The main difference between the ACt of 1919 ana the Act of 
I 

·193 5' in respect of financia·l procedure was that the ciiscussion of 
I 

char!gea expenditure which was not alloweo unaer the ACt of 1919, 
I 

was ,pern.issible under the ACt of 1935 except the salary and allow-
' ' . 13 

anc~s etc. of the Governor General • Besides, the classification of 

exp~nditure between the revenu.e account and other accounts was made 
I 

. for ;the first time under the Governrr.ent of Ind~a Act, 193 5. HQwever, 
i 

un~er the Act ~f 1935, the Governor-General, at his discretion· used 

· to qeci<ie the expenditure which should be charged or othe~ise and 

14 no cl.emand for grant could be made except en his rei::onunemdation · • 

3. Eakistan f!:tiod 
, 

The ·partition of India in 1947 created two inde.P3ndent states, 

namt;ly India and Pakistan. The Government of Pakistan, however, 

accJpted the India Act of 1935 in respect of financial procedures 
,, 

under the • Pakistan provisional Constitutional Order of 1947 •, which 
i 

continued till 1956 when the first Constitution of Pakistan was 
I • • 

1 prortrulgated15• But thS new constitUtion brouyht no significant 

cha~ge in relation to financial matters as in the India Act 1935, 

except the fact that. expendit.llre was classified into recurring and 

non~recurring expenditure. The main features of the constitution of 

195~ about financial procedures were as un6.er16~ 
I 

Art~cle 40 

1) The Presi<ient shall, in respect of every f.inancial 

year.cause to be laid before the National Assembly 

a statement of the estimatea receipts and expendi­

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 re~ired to meet expendicure 



describe by the Constitution, expenditure 

charged upon the Federal consolidated Fund1 

and 

b) the sums required to neet other expenditure 

proposed to be made from the Federal Consoli­

dated Fund and shall distinguish expenditure 

on revenue account' from other expenditure. 

! iii) The Annual Budget Statement shall also indicate, the 

following heaaings, the suurce from which the estimated 

receipts will be deriveda 

a) .Existing taxatien; 

b) New and increased taxation, 

c) :Borror,Tings; and 

d) Other soUrc~s. 

iv) In this Article 'New EXpenditure• in relation to the 

Annual Budget statement for a financial year, meant1 

a) where expenditure for a project for that year 

has previously. been approved by the National 

Assembly in purusance of Article 42; so mucp 

of any expenditure for that project for that 

year as exceeds the expenditure approved for 

that year by more than ten per centum of the 

approved expenditure; 

b) any othP.r ·expenditure which is not recurring 

expenditure' 
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c) 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 

EXpenditu·re for the previous financial year; and 

d) so rouch o£ an:~ .exp.::nditur:e 'Nhich is recurring 

expenditure and which is for purpose in .respect 

of which pirovision was made b.f way of recUrring 

expenditure in the Schedule of Authorised· 

Expenditure for the previous financial .1.aar as 

exceeds more than ten per centum· Of that ex­

penditure. 



\. 

v) 'Recurri.n~ expenaiture• means expenaiture of a 

KJ.nd that orainarily re~::urs frorn yeax. to :f'd<JX, but 

does not incluce expenditure for whiCh provision& 

may be made under AJ:ticle 42. 

vi) For the purpo_se of aefini cion of 'New E.xpenO.itUre• 

set out in clause (.iv) of this .i\rticle, any schedule 
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of Author1sed Expenciture relating to a ~upplementary 

Budget Statement for a fina:1cial yeax shall be regarded 

as bein~ incorporated with the ~ch~aule~ of Aut:.horised 

E.Xf,-t!ndi ture that. rel «~tes t.o t.J1u t.nnual ()ud<;;t3t statFt­

ment of that year.· 

Article 41 

i) So much of an Annual Budget statement as it relates 

to expendituze char~eo upon the Consclidateo Fund 
I 

may be discussed in, but shall net be submitted to 

the vote of the. Naticn:al Assembly. 

ii) so much of an Annual Budget Statem~nt as it relates 

to other expenditure, but not being expenO.iture 

specified in the· statement in pursuance of clause· 

(i) of the Article 42 in respect of any subsequent 

financial year, shall be submitted to the National 

Assenbly in the form of oemano tor grant. 

iii) A demand .for a ~rant in respect of a sum that is 

shO'.·m in an Annual Budget staten ent as new expenc5.i­

ture may be discussed in the N at.i c•nal Assembly, put 

subject to claus~ (ivJ of this Article,. the demard. 

shall not be submitted to tne vote .of 'the Assemb~y 

anc the Asserrbly 5hall deemec5. to have assented to 

the demanda 

a) at the expiration of fourteen cays a£ter . · 
, 

the statement was laid before the AsSembly, 

or 

b) at the commencement of the financial year 

to which the statement relates, whichever 

last occurs. 



iv) 'l'he National Assembly may, with the consent of the 

Presioent. reduce a demand for grant referred to in 

clause (iii) of this Article and, in that the 

Assembly shall be deemed· to have assented to the 

demand so reduced~ 

v) The National ASsembly may assent to·or refuse a 

den;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. 

vi) A demand for grant shall not be made except on the 

reccmrnencation of the President • 

. Article: 42 

1) The Annual Budget Statement., or a supplementary 

Budget statement, in respect of a financial year 

may. in relation to a proj~ct. for which estimated. 

expenditure for that yeax· is specifiec in the 

statement and which will involve expenditure fran 

the Consolidateci li'Und .i.u bUb::Jequent years, specify 

the estimated expenaiture .for each of the subse­

q\lent years. 

ii) 'l'he National Assembly _may, by resolution, apt:>rove 

or disapprove of the expenciiture for any such 

subsequent year or may approve of such lesser 

expenoiture for.that year as is speci£ieci. in the 

resolution. 

iii) If at the expiration of a period of fourteen days 

after the National Asserr~ly has assented (either . 
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1od th or wi thc..u t . reduction) to the oemano for a grant 

in respect o£ the· expenditure specified in the Budget 

Statement in relation to the project for the year to 

which statement relates, the Asseinbly has not passed 

r~solution in puLsuance of clause (ii) uf this 

Article in relation to the. estirnatea ex~noiture for 

a subsequent year, the Assembly shall; at the expira­

tion of that period. be deemed to have approved of 



, I 
I 

the estimate6 eJ.:penditure for the subsequent year. 

iv) Notwi thstancling the approval of the N ationa1 Ass~ly 

under this Article of any expenditure for a subsequent 

year, the estimated eXpenditure 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 for that 

subsequent year. 

In 1962, aaoth~.z. coust..itotiwn was firou,ulyatecl in .Pakistan 

ana the new constitution introduced the fOllowiny new classliica­

tion of expenditUre17 : 

a) Recurring and non•recurring expenditure, 

b) Ne\v ana ether tl.an n~w ex~nCJ. ture; an C. 

c) Receipts classifications. 

The consti tutior. of 1962 also pr-cvic1ed .some new fec.tures 
' 18 

which included, e:mcng others, the· follo-.ving : 

Ar~icle 63 

i) The .President shall, in respect of every financial 

year, cause to be le:id before the National Assembly·, 

before the con~t encement of that year a statement 

(to be cal.leG. tr.e Annu.-:.1 Bucget t;;to.te...-.-:~nt) of the 

estimc.tcd receipts into and ectirr.a.t~d expcr.C.iture 

from, the consclidated Fund for that year; 

ii) The Annual Budget statement shall distin~ish expen­

diture on revenue account. fr~m other expend.i ture ~nd 

shall sl",OW' separately, 

a) the swns requi~·E::o to ne~t expenciiture chargee 

upon the consolicated Fund1 and 

b) the sums required to meet expenditure, dis­

tinguishing recurring expenciture frcrn ex­

penditure that is not recurring, and showing 

the extent, if any. to which that other 

expenditure is new expenditure. 

81 
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Besides, the c6nst.ituti_on of 1962. made the provision of 

placing before the Nationul Assembly for approval of multi-year 
I 

dev71opment projects. It also indicated as to how the multi-year 
I 

6ev~lopment programme budget should be carried thrcugh19• 

But in practice the Constitution of 1956 and 1962 did not 

v.ar¥ much from the India Act of 19.35 in respect· of financial 

prQ9edures except that the two chambers of the Inoia:n Federal 
I . . 

Leg;islature were replaced .by one Natic.mal Assembly in Pakistc.n. 
i 

4. Bangladesh Pe~£22 

Bangladesh em-erged as a sovereign st·ate in 1971 and .Just 

inh1erited the financial procedures from Pakistan. In other woras, 
I 

Ban;gladesh essentially followed the Bri t.ish type of budgetary 
! 

sy$ten,. At the same time Bangladesh also followed t.'1e classifica-. 
I 

' . 
tion and codification as emboeied in the: lMF s.tst~m of Goveri:unent 

I 

Finance statistics, 1974, of· which more lc.ter~w. Howeveri the 1972 
I 

Coristitut·ion ·of the People's Republic of Bangladesh has laid dcwil 

so1~e financial and l~gislative .procedures specially in respect of 

21 constitutional cpproval far the Naticnal Budget, as under • 

Article 80 

.1) Every proposal in the Parliament fer making a law 

shall be made in the form of a Bill. 

ii) ~'t'hen a Bill is passf::l'd by_ too Par liam~nt it shall be 

f're.sented to the Prasic::mt. fer .:::.s.::;ent. 

iii) The p:reaicent, ·fll.ithin fiftaen O.ays after a Bill is 

presented tc him, sha.ll assertt to the Honey Bill or, 

in the case of Bill .other than a money Bill, may 

ret\.i m it to the Parliament with a message requesting 



that the Bill or any particular provisions thereof 

be reconsidered, ·and that any amendments specified by 

him in the message be consi<iered; and if he fails so 

to do he shall be deemed to have assented to the Bill 

at the expiration of that perioo. 
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iv) :If the President so returns the Bill the Parliament 

shall consider it together with the President• s message, 

and if the Bill is again passed by the .Parliament with 

or without amendments, it shall be presented to tpe 

President for his assent, whereupon the President shail 

assent to the Bi4-l within the period of seven days after 

it has been presented to him, and if he fails to do so, 

he shall be deemed to have assented to the Bill on the 

expiration of that period. 

v) When the President has assented or is deemed to have 

assented to a Bill passed by the Parliament, it shall 

become law arid he called an ACt of the Parliament. 

Article 81 

i) In this part •Money Bill" means a Bill containing only 
provisions dealing with all or any of the followiilg 

matters-

a) the imposition, regulation, alteration,. remissioo 

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 Governmentz 

c) the custody of the Consolidated Func, the 

payment of money into, or the issue or apprt>­

priation of money from the Fundz 

d) the imposition of a charge upon· the Consoli­

dated Fund, or the alteration or aboiition of 

any such chargez 



e) the rece·ipt of money on account of tihe 

Consolidated Fund and the Public ACcount o£ 

the Re}:.lublic, or the custoay or i·ssue of such 
money or the audit or the accounts of the 

G overnmeri.t; and 

f) any subordinate matt:er incidental to any of 
of the matters specified· in the forego~g 

'sub-clauses. 
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ii) Every Money Bill shall, when it is presented to the 

President for his assent, bear a certi.fica:te under 
the hand of the Speaker that it is a Money Bill, and 

such certificate. shall be conclusive for all purpose 

and shall not be questioned in any court. 

Article 83 

Atticle·84 

No Money Bill, n-or any bill which involves expendi­

ture from public money, shall be introduced in_to the 

Parliament except OD the reconmendation of the PresidEmt-. 

Provided that no recommendation shall be required 

under this article for tre moving o·t an anendment malCing . 
provision for the reduction o:r abolition of any ta:x. 

No tax shall be levied or collected except by or 
under the authority of an Act of the Parlial'nent. 

i) All revenues received by the Government, all loans 

raised by the Govt., and all moneys received by it 

in repayment of any loan, shall form part of one fund 

to be knoi.tn as the Consoliciated .F·und. 

i-i) All other public mone:ys received by or on behalf of 

the Government shall be crecli ted to the PUblic Account 

of the Republic. 
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Article 85 

The eustacy of public m6neys, their payment into and the 

w.ithorawal from the consolidated Fund or, as the case may be, the 

Public Account of the Republic, . anc 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. 

Arti:cle 87 

i) There shall be laid before the Parliarrent, in respect 

of each financial year, a s·tatement of the estimated 

receipts and expenditure of the Government fOr that 

year, in this part referred to as the annual financial· 

st;atement. 

ii) The annual financial statenent shall shaw separately a 

Article 88 

a) the sums required to meet expenditure charged 

by or under this. Constitution up en the Cons eli­

dated Fund, and 

b) . the sums required to meet other expenditure 

preposed to be made frc-m the Consolidated Fund .. 

The following expenditure shall be charged upon the 

consolioated Fund --

a) the .remunerat~on payable to the President and 

other expenditure relating to his office; 

b) the ren.uneration payable to the Vice President 

and other expenditure relating to his office, 

c) the remuneration payable to -

1) the Speaker and Defiuty Speaker, 

ii) the Judges of the supreme C0urt, 

i11) the Comptroller and Auai tor General., 

iv) ~e Election Commissicner, 

v) the members of the Public Service 

Comrr.1ss 1 on. 



Artiple 89 

d) the administrative ex.r:;enses of; including 

ren.uneration to, officers and servants of 

86 

the Parliament; the supreme court, the 

Comptroller and .Auditor General, the Election 

corrmissioner Cl'lc .the Publ.ic service conmission. 

e) all debt charges for which the Government is 

liable, including interest, sinking fund charg·es·, 

the repa.tm.;;nt or amortisation of capital, and 

other expenditure in connection with the raising 

of loans and the service and reaernption of debt, 

f) any sums required co satisfy a j udgerrent, decree 

of award against the Republic by any court or 

tr ibun all and 

g) any other ~xpenditure cnarged upon the Consoli­

dated Fund by . this const.i tu ti on or by ACt of the 

Parliament. 

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 to the vote 

of the Parl~ament. 

ii) so much of the Annual Financial statement as relate·s to 
other expenditure shall be submitted to the Parliament 

in the form of demarios for grants, and the Parliament 

shall have p0..1er to assent to or to ref~se to assent 

to any demana, or to assent to it subject to a reduc­

tion of the amount specified therein. 

iii) No demand for grant shall be made except on the recoiTimen­

dation of the Presidnet. 

Article 90 

i) As soon as ma.t be after the grants under Article 89 

have been made by the Parlian.ent there shall be in cro­

duced in the Parlian.ent a Bill to provic..e ±or apPropria­

tion out of the Consolidated Fund of all money required 

to meet a 



a) the grants so made by the Parliament, and 

b) the ex.:penditure charged en the Consolidated 

Fund but for exceeoing in any case the amount 

shown in the Annual Financial Statement laid 

before the Par.lia:ment. 
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ii) No amenament shall be prOpobeo in the Par liawent to 

any such Bill which has the effect of varying the amount 
of any grant so made or altering the purpose to which 

it is to be applied,· or of charged en the consolidated 

Fund. 

iii) Subject to the provisions of this constituticn no money 

shall -be withdrawn from the consoliaated :F'unc except 

under appropriation made by law passed in accordance 

with the provisions of this article. 

·Article 9l 

In respect of any financial year, if it is found ......_ 

a) th·at the amount authorised to be expended for 

pc.rtiCt:lar service for the current financial 

year is insufficient or that a need has arisen 

for expenditure upon scme new serve not . inclucied 

in the Annual Financial statement .tor that year, 
and 

b) that any money has been spent en a service during 

a financial year in excess of the crnount g.tanted 

for that year. 

The presiaen t shall have tii€ pow~::n: to authorise expenditure 

fr·om the Consolicated ~ ... unc whether or nut it is charged by or under 

th~ constitution upon that Fund and sh3.ll cause to be laid before 

the Parliame-nt as supplerrentary financial statement setting out 

the estimated. amount oi the expenditure or, as the case may be, 

an· excess f-inancial statement setting out the amc;unt of the excess, 
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and ~he provisions of Article 87 to 90 shall (with the necessary 

adaptations) apply in relation to those statements as they apply 
'· 

in relation to the Annual Financial Statement. 

Article 92 
i) Notwithstan<.~ing anything in the tore·going provisions 

of this chapter, the parliament shall have the power 

a) to make any g~ao't in advance in respect of 

the estimated expenditure ~or a part of any 

financial year pencing the completion of the 

procedure prescribed ir.1 Article 89 for the 

vcting of. such ~r~1t and the passing 6£ £A 

law in accc.rdonce witn tn.e prcvisiuns of 

Article 90 in relation to that exyenaitur~l 

b) to mcke a grant for meeting an unexr:;ected 

demand upon the resource of the Republic when 

on acc0unt. of the magnitude or the indefinite 

character of the seJ:vice, the demand cannot 

be specified witn the details ordinarily given 

i~ an Annual F inencial Staterr.ent, 

c) to ma};e an exc~pticnal s;z:·an·t which forms no 

part of the curJ;"ent service of any financ.fal 

~·ear; and 

d) to authorise by law the withdrawal of m9neys 

from the consolidated Fund for the purpose for 

which such grants are made. 

ii) The provisions of Article 89 to 90 shall have effect 

in relation to the making o£ any grant under clause (i) 

of this article and to any 1~ to be made under that 

clause, as they have effect in relation to the makin9 

of a grant with regard to any expenditure mentioned 

in the A.rulual Financial Statement and to the law to 

be made for the authorisation of appropriaticn of 

moneys out of the consolidated Fund to meet suCh 

expencit\.ire. 
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Article 93 
This article relates to the Ordinance making power of. the 

President of the ReRublic in relation to financial matters when 

the Parliament is not in sess,ion or stands dissolved otherwise. 

The clauses area 

i} At any time when the Parliament is not in sesS-ion, if 

the President is sati·sfied that circumstances exist 

which render irrime<iiate action necessary, he may make 

and promulgate such an Ordinance as the cireumstance 

appears to him to require, and any Ordinance so made 

shall, as from its promulgat.ion have the like force of 
law as an Act o£ the Parliament1 provided that no 

Ordinance under this clause shall make any provision ..._ 

a) which would not lawfully be made under this 

Con.::>titution by ACt_of the Parliament. 

b) for appealing or altering any provisions o£ 

this ConstitUtiODI or 

c) containing in force any provision of an Or6.inance 

previously made. 

ii) An ·orc1.1l!ance made under clause (i) (a) of this article, 

shall be laid before the Parliament at its first meeting 

_follor,r~ing the promulgation of the Or<iinance and shall, 

· unless it is earlier re.:pealed,. cease to have effect at 

the expiration of thirty cays after it is so laid or, 

if a resolution aisapproving of the Ordinance is passed 

by the Parliau~nt betor~ such expiraticn,. 'l..-pon the 

passing of the.resoluticn. 

iii) At any time when the Parliarr.ent stands dissclved the 

President may, 1£ he is satis£iea that circumstances 

exist w.nich renoer such action n~cessary, made and 

p~-omulgate an Ordinance authorising e.x;:enai.ture from 

the ConsolidateO. .E'und, whether the expenciture is charged 

by the Conatitution upon that Fund or not, and any 



90 

Ordinance. so made shall, as from its promUlgation, 

have the like force of law as an Act of the Parliament. 

ivJ Every Ordiaence promulgated under clause (iii) of this 

article, shall be laid before the Parliament as soon as 

may be and the provisions of Articles 87, 89 and 90 

shall, with necessary adaptation, be compiled within 

thirty days of me· reconstruction oi the Parliement. 

Thus the systen: of government budgeting, developed in 

Eng~and from 1633, was adapted by the then British tnaia under 

the Inaia ACt~ of 1858, 1909, 1919 and 1935 and subsequentl.y after 

the partition of India in 1947, Pakist.:.n also incluaed the British 

·system of budgeting uncter the • Pakistan Provisionai CCilsti tution 

Orcier of 1947, constitutions of 1958 c:,nd 1962. Iil 1971, Bangladesh 

beipg freed from united Paki.stan also inherited the British systoo; 

of buageting frcm PClki~tan. In additic..n, Bangladesh also followed 

the. classification and codificaticn as eic.bcdied in the lHF' s system 

of Government Finance statistics, 1974. However, the system of 

government budgeting has changea ever time in view of the growing 

and changing needs of the economy, especially ~he Constitution 

of :the. Peoples Republic of Bangladesh 1972. has laid down some 

financial and legislative procedures in respect of constitutional 
I 

applroval of the National Budget. 
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Chapter 4 

BANGLADESH BUDGET I1'J PRACTICE 

1. Introduction -----...-.;;--. .... 
In Chapter 3 we explained the evolution and legal/constitu­

tional heritage of government budgeting in Bangladesh. In this chapter 
I 

an attempt is made to explain the Bangladesh Budget in practice 

especially its structure, preparation, procedure, approval and imple­

mentation. Accordingly, section 2 deals with tne structure, section 3 
! 

with the preparation, procedure and approval, and section 4 with1 the 

implementation of the Bangladesh Budget. 

It should, however, be noted here that the Constitution of 
I 

Bangladesh (1972) does not use the term 'Budget•, rather it refers 
. I 

. I 

to t~e 'Annual Financial Statement' (Article 87), showing the esti-

1 

mateo receipts and expenditures of the government for a particular 
I 
I 
i . 

fisc~l year. However, it is the term 'Budget• that can be given, as 

a si~gle name, to the 'Annual Financial Statement' • 

. 2. s;tructu~~!_j:he B~_!~sh Budget. 

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

budg~t'ing along with the system of classifications of government 
I 

revebues i.e., tax and non-tax revenues (Appen6ix A), classifications 

of gbvernment expenditures i.e~' functional and economic (Appendix B) 

and kinancing of a 1government deficit (Appendix C) as embodied in the 
I 

:i:MF' s Manual on Government Finance statistics (GFS), 1974. 

I 
I 
I 

Like many other developing countries of the world, the GOB 

~ ciin)tains 
I 

separate current and capital budgets, of which· more later1 • 
I 

I 

' " 



Here, let us first draw a picture of the structure of the :Bangladesh 

Budg~t 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 

--~-----
' 
I 
I 
I 

Reve:nues 
I 

·Tax Revenue 

Non-Tax Revenue 

~----------------
Current Budget 

Expendi ttires 
------ ---------

Current Government Consump-
tion · 

Subsidies, Grants and· 
Transfer Payments 

Interest Payments 

Other Current Expenditures 

Rev~nues -- Expenditures = Net Current surplus or Deficit 
I = Net saving or Dissaving 

------ ----
I 

Capital Budget 

Receipts Outlays 

--------------------------------------------------------------------Internal Resources 

External Resources 

Physical Investment 

Purchase of Existing Assets 

Net Lending 

other Capital Expenditures 

R:eceipts - OUtlays = Change in cash Balances 

~ OVerall Budget surplus or Deficit 

~L--------~-------------------------------------------~-----
Source : Drawn on the basis of ~ud_£~_§~~y S~ternents, 

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 

Republic (1972), cited earlier, there are two constituent parts 

. I 
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of the '.lmnual .Financial Statement• or the Budget of· the GOB. These 

are 1 

a) The Consolidated Fund; and 

b) The Public Account of the Republic. 

These two are, however, not separate physical entities with separate 
I 

cash balances but grouped distinctly sh.c:r~dng tre difference between 

the :nature of their receipts and disbursements, their treatment in 

accounts and the modes of approval of their disbursements. 

Rec~ipts side of the Consol.;i.d.atedFund: 

On the receipts side, the Consolidated Fund of the GOB 

: 2 
includes : 

i) 

i) Tax Revenue, 

ii) Non-Tax Revenue, 

iii) Grants; 

iv) Public Debt and Advances. 

Tax 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 Trans action. 

ii) Non-Tax Revenue incluaes: 

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; 

f) Industry and Mining; 

g) water an:d Energy; 

h) Transport and Corrmun.iations; 



i) Other Non-Tax Revenues; and 

j) Capital Revenue. 

(Details of revenue structure are explained in Chapter 5) 

iii)· Grants include a 

a) Foreign Aid Grants 

iv) Public Debt and Advances includea 

a) Domestic Debt (Permanent); 

b) Foreign :Debt ( 11 ) 1 

c) Floating Debt; and 

d) Loans and Advances 

(Detailed analysis of grants, loanp and advances is taken up 

in Chapter 7). 

i 
Lisbursernent Side of the Consolidated Fund: 

On the disbursement side, the Consoli·oated Fund of the GOB 

is categorised into3 • 
I 
' 
' 

i) Revenue Expenditure 

(Current non-development expenditure); and 
. . ' . . . 

ii) Capital Expenditure (development expenditure)~ 

(Chapter 6 and 7 deal with revenue expenditure and capital 

expenditure in details respectively). 
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According to the procedure laid down in the preparation. of 

the ;Bangladesh Budget all income and expenaitures are grouped uncer 

budQet heads called 'Major Heads'. These are again divided into 
' 

Sub~Heads,· Minor Heads and betailed.Heads 4 • 

Again, the entire re~eipts. and expenditure including loans 
I 

and .advances are arranged with unique 'code' numbers and 'descrip-

tive' numbers for the convenience of idcntific~tion by source of 

income and direction of expenditure 5• The code list of major heads 
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6 which is now follo.ved in Bangladesh, however, was revised in 1983 , 

with'effect,from 1st July, following the analytical framework of 
I 

'Government Transactions• as evolved in the International Monetary 

Fund's (IMF) Dra£t Manual on Government Finance Statistics within 
' 

the framework of U.N's •system of National Acco~nts' classification7 • 

In Bangladesh all transactions of the government are grouped 

int9 six sections, with defined activity/function having specific 

co0e' numbers (two digits for +eceipts and three digits for expendi­

ture). Details are given below8 • 

A. Receipts: 

section I 

Section II 

section III 
i 
section IV 

s.ection V 

Section VI 

_Bange of_~~e~ 

Revenue and Grants 1 to 73 

Tax Revenue 1 to 19 

Non-tax Revenue 20 to 66 

cap_ital Revenue 67 to 70 

Grants 71 to 73 

Capital Receipts 74 to 99 

Public Debt and Advances 74 to 79 

Public Account (Receipts) 80 to 99 

Revenue Expenditure 100 to 179 

Capital Expenditure 180 to 190 

l?Ublic Debt and Advances 191 to l :19 
(Repayment) 

Development Expenditure 200 to 299 

Public Acount 300 to 320 
(Expenditure) 
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Public 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 such as, 

Goveinment Employees' Provident Fund (State Proviaent Fund), Post 

Offiqe savings Bank Deposits, proceeds of savings Schemes and various', 

I 
othelf deposit accounts (viz. judicial deposit, foreign aid deposit, 

local funds, etc.). It also includes depreciation funds of govern­

ment ;commercial departments~ various adjusting heads of accqunts 

(suspense and remittance)., etc. Its expenditure comprises those ais- · 

bursements which ~e. set off against its ;receipts 9 • In respect 'of 
I , 

all these transactions the GOB acts as the banker or custodian of 

thes~ funds. 

It should be noted here that some of the items of the Public: 

Account represent real cash flows from and into the exchequer, 
! 

while other items represent only book-keeping transactions •. But as. 
I 

a part of the total Annual Financial statement, the Public Accvunt 

vf the Republic is so construct that the difference between its 

total receipts and total expenditure always represents a net accre-

tion 1 to or depletion of cash resources in the econQn.f. This is also 

knowh as the net domestic capital receipts (plus or minus) and is 
I 

included in the consolidated Fund receipts for government spending10 ~ 

Interestingly enough, both receipts and expenditure of the Public 

Account bear the same name 'but the identification code numbers are 
I 11 

different. 

··. 



98 

I 

3. Preparation of ~ Bangiadesh Budget 

(a) Principles of Preparation 

In Bangladesh the budget is prepared for a twelve-month 

per,iod 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 

(Fqr example, 1984-85 budget period = 1st July, 1 84 to 30th June,· 
I 

I 8S). 
' 

The overall budget preparation needs to have a defined 

time horizon kncwn as budget calendar. The budget calendar of the 

I f , 
Go~ernrnent o the Peoples Republic of bangladesh is shown in 

Appendix D. Budgetary measures are adopted on the basis of certain 

fundamental objectives of economic and financial policies of a 

country. These objectives are~ hcwever, subject to change and 
I 
I 

influenced by many internal and external factors which are invariably 
j 

taken into account in formulating the budgetary pol.icies of the 
I 

government. The distinct policy objectives fox: budgetary operations· 

and policies in general are; 

i) allocative objective i.e., c>.llocation 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., maximisi~g enployment · 

consistent wi.th reasonable price stability and a satis-
12 factory rate of growth • 
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In Bangladesh the budgetary preparation involves every 

i) formulation of proposals and decisions of running the 

finances of the government, 

ii) an authorisation for raising the revenue and to incur 

expenditure, 

iii) a forecast of the results expected. in order to formulate 

future budgetary policy; 

iv) so~ criteria to determine the relative impact of items 

under the revenue"or the expenditure fur attaining the· 

pre-determine¢ objectives during a year. 

In Bangladesh following :the theoretica1 policy guoe-lines, 

the : 1 Annual Budget 1· is prepared on the consideration of 14 ~ . 

i) Expenditure Objectives; and 

ii) Policy content. 

i) Expenditure 6bj ectives: 

According to the expenditure objectives the GOB prepares 

two types of budget ~ 

a) Revenue Budget or Current Budget 

(N on-Dev~ 1 opmen t Budget) ; and 

b) Capital Budget or Development Budget. 

The: Revenue budget cbntains the revenue receiptS from vari:ous tax 

and: non-tax sources of receipts as noted in the earlier section, 

for'meeting the current expenditures. Current expenditures are 

99 

meant for normal running of the various government departments and 

services like the following15 : 



i) General services: 

a) General Administration 

b) Law and Order 

c) Defence 

d) other General services. 

ii) Fiscal Services; 

iii) Foreign Affairs; 

iv) social and community Services; 

v) Economic Services; 

vi) Subsidies, Grants-in-Aid, Contributions; 

vii) Interest Payments and Transfer Payments; 

viii) other Unexpected, Unallocable Expenditures. 

100 

In general, the expenditure which aoes not create any asset 

is treated as revenue expenditure. In addition, all grants to 

institutions and other organisations are alaso treated as curre~t 

expenditure. The • Revenue surplus• or (deficit)· in any particular 

fiscal year is the difference (positive or negative) between revenue 

rec~ipts and revenue expenditure. 

In the capital budget or development budget of the GOB, the 

receipts by which the development activities are financed includel6 __ 

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 qapital receipts, 

d) Extra budgetary rese:urces, 

e) Net outcome of the food budget, 

f) Recoveries of loans granted to autonomous 

bodies, and 

g) sale of government property, treasury bill~, etc. 
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ii) Total Foreign Assistance Comprising --

a) Project -aid, 

b) Non-p.r·oj ect aid (counterpart funds of commodity 

aid) and 

c) others. 

Capital payments which mainly include development expenditure 

are designed for the purpose of creating capital assets, whdch add 

i 

to tl:le existing economic potenti aJ. and generate investment activity 

' 

in the economy. The main feature of expenciture in this budgetary 

acco\int is that these must involve development of infrastructure or 

acquisition of permanent assets_ of public utility like irrigation, 

industrial projects, etc., purchases of 1 and and intangible assets, . 

capital transfer, etc. 

The capi~al transactions are often termed as •collective 
I . 

investment• whereas the current expenditures are termed as 1 coilec.- ·. 
I 

tlve!consumption•. The former not only change the· form but also 
' I , 

increases the volume of the gross assets of the government while 

the latter reduces the gross assets of the government. In .identi­

fying the capital expenditure, however, the criteria like iife 

expe!=tancy, revenue producing, depreciation, amortiz atibn and capital 
I 

f ' ti . de" d 1 7 orma on are also cons~ re .• 
! 

' I 
I 

ii) Policy contenta 

-According to the policy content, budgetary preparation in 

Bangladesh involves: 

a) Proposals for.mobilization of resources both 

internal and external, 

b) Proposals of revenue expenditure for carrying out 

basic functions of the guvernrnent, 



c) Proposals of expenditure for development 

work i.e., ADP, 

d) Credit and liquidity programme, i.e., money 

budget; and 

e) Authorisation for implementation of budgetary 

polic'ies18• 

' (b) Preparation of the Revenue Budget 

Bt.ta,9"el:preparation is a two-way process of reaching de~isio.ps 

on fhe size and composition of expenditures and revenues. 
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The process of budget formulation in Bangladesh is initiated 

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 income19• Circulars 

and directives are issued to the officers in charge of the adminis­

trS:tive units where expenditure and collection of receipts will
1 I I 

I . 

tak 1e place. It should be noted here that both estimates of revenues 
I 

andi expenditures should take account of forecasts of economic, 
i 

demographic, and other conditions of the economy. In· a prirnary­

prdducing country like Bangladesh, economic forecasts are, however,. 

subject to wide ranges of error, but forecasts of some kind cannot 

be 1avoided in making budget estimates and budget circulars and 

I 
di~ectives are made accordingly as far as practicable. 

I 
~ 

In Bangladesh the circulars and directives are made: accord­

ing to the constitutional provisions and their statuto.z:y rules·, 
I I 

orders and instrudtions like20 -

a) General Financial Rules (GFR), · 

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

d) Financial Dele,9ation Orders (FDO). 

In addition to these, there are defined authorities (known 

as • Estimating Authority') responsible for estimating income by 

areas of activ.ity and watching the progress of· collection. Again, 

there are assigned authorities {known as •controlling Authority',) 
I 

responsible for control over expenditure in each demand for grant. 

'The list of authorities are also published by the ~unistry of Finance 

of the GOB
21

• 

According to the prescribed rules, the original estimates are 

framed in 9reater details by the Agencies and Departrrents (Adminis­

trative Units) keeping in view the trends of.past actuals, current 

trends and future expectations and commitments. The estimating 
I 

officers of the respective administrative units send their estimates 

to their 'Controlling Authority (Administrative Ministries or
1

Divi­

sion:s). The latter examine and pass them on to the 'Controller. 

General of Accounts•· (CGA) and the Ministry of Finance with their 

recommendations. The reviseq estimates for the current year and the 

budg'et estimates for the coming year are accordingly made. 'Meanwhile 

the 'CGA forwards the estimates received by him a£ter some re-px:ocess­

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

'22 
yea.r; • A set of budget documents sho.ving overall budgetary informa...; 

tion of. the Bangladesh Budget is placed in Appendix E. 

The estimates as recorded by the controlling officers are 

further scrutinised, checked and balanced in details by the Ministry ' 
I 
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of Finance in accordance with the specified forms meant for the 
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I 

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 discussi6ns 

are held between the repre·sentatives of the Finance Division and, the 
I 

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 

. 23 
Budget' • 

(c) Preparation of the Development Budget 

In Bangladesh. 'Development Budget• or Annual Levelopment 
j 

Programne (ADP) as it is commonly known, is an integral part, of the 

Annual Budget which relates.mostly to investment within the frame-
I 

work· of the Five-Year Plan. It· is the link bet~v-een the Annual Plan 

as prepared by the Planning Conunission of Bangl·adesh and the Annual 

Budget prepared by the Ministry of Finance of Bangladesh •. Annual 
I 

Plan is a disaggregated outlook within the Five-Year Plan framework. 
I 

Foll0wing the Annual Plan the Annual Development Plan (ADP) or 

Annual Development Budget is drawn 24 • 

The process of 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

tati9n with the different Ministries/Divisions and Agencies in 
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terms of sectoral priorities .and progranroes to fit into the overall 

outlay as decided by the Ministry of Finance/Planning Commission. 

when the total outlay of the ADP along with sectoral alloca-

tions are decided, this is made known by the Planning Comnissic~n to 

the· different Ministries/Divisions and Agencies who prepare their 

respective development projects/schemes in the prescribed proforma 

given by the Planning Commission known as 'Project Proforma• (PP) 

25 for inclusion in the ADP • Project schem~s are classified into 

three categories as shown below on the basis of their processing, 

costing and approval. 

Category I A' All Projects/Schemes costing up to 

Tk. 2'0 million 

II 'B' : Al1 Projects/Schemes costin(.;) over 

Tk~ 20 million and upto Th.. 50 miilion 

II • c• : All Projects/Schemes costing more than 

Tk. so 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 National Economic council (NEC) 

is .the highest authority for approval of projects/schemes of any 

cost range. Besides and below it, there are: 

a) the executive Committee of the NEC; 

b) the Project Evaluation Cormd ttee (PEC) for every 

sector in the Planning Commission; and 

c) the Departmental Project Evaluation committee (OPEC) 

for every Ministry/Division. 
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The huthority component to approve the projects/schemes are as 

under; 

Category 1 A1 : Minister-in-charge of the cuncerned 

Ministry on the recommendation of DPEC; 

category 1 B 1 : Minister-in-charge of Planning on the 

recommendation of the Planning Commission's. 

PEC; and 

category 1 c• : Executive Committee of the NEC on the 

recommendation of the PEC of the Planning 

Commission and the Minister-in-charge' of the 

Ministry of Planning. 

The Planning Commission of Bangladesh sets general rules/ 

principles ~allowing which the schemes/projects are included in 

the ADP. Accordingly, after the developmt:mt programmes of various 

Ministries/Divisions and Agencies are finalised and decided upon, 
I 

the f"llanning Commission compiles the ADP and submits the s arne to 
I 

the NEC/Cabinet for approval. After the NEC has a~proved the ADP, 
I . 

the Planning Commission sends them to the Ministry of Finance for 

reflection in appropriate form in the budget. The Finance Ministry 

accepts the account of development prograrr.me as prepared by the 

Planning Commission and puts it in the accoun t.ing framework of its 

annu
1
al budget in the name of 1 Demand for Grants and Appropriations' 

. i 26 
(Dev~lopment) • 

4. ~~val Procedure 

According 'to the constitutional prerequisite, the pr<;>cedure 

of approval of the 'Annual Financial Statement' in Bangladesh can 

be v~ewed from three distinct .points: 
I 
I 

i) When the Parliament is in Session, 

ii) when the Parliament is not in Session, and 

I 
I 

. ! 
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d.ii) Wh.en the Parliament stands dissolved. 

(i) when the Parliament is in session 

It is important to note here that a budget presented to.the 

Par li'ament is preceeded by a discussion and approval of the Cabinet 

although the Flilnance Minister is responsible for its preparation and 

prese,ntation. Proposed expenditure from the consolidated Fund is 

submi1tted to the vote of the Parliament in the forn. of 'Demand for 

Grants•, commonly referred to as •voted' 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 Bangla-

desh, cited earlier, discussions on budget take place in three 

27 stage,s, namely : 

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

(b) discussion ,on the demand for grants and appro­

priations in respect of charged expenditure; and 

(c) discussion and voting, if required, on the demand 

for grants and appropriations relating to other 

expenditure. 

(a) At the first stage, members of the Parliament can di.scuss 

the ~udget as a whole or a part thereof or can raise any question 
I 

of pr:inciple involved therein. At this stage, the Finance Minister 

repli:es to the various questions, . but neither a motion is allOHed 

to be moved nor it is. allowed to the vote of the House L Article 

89 (i)J. 
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(b) After the general discussion, discussions on 'Demand 

for Grants Relating to charged Expenditure' start, but in accordance 

with Article 89 (i) they are neither submi·tted 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 t0e constitution, proposed expenditure from the Consolidated 

Fund'outside the category of charged expenditure is submitted to 

the 'vote' of the parliament in the form of 'Demand for Grants•. 

This is comnonly referred to as 'Oth~r Expenoiture' as 

a:istinct from 'Charged Expenditure• 28 • Ordinarily, each Ministry 

proposes demand for grants separately but in cases where Mlnistry-

wise classification,can not be made readily, the Finance Minist~r 

can include in one demand for grants containing~ 

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 grants 29 • 

A member of the Parliament, under such motion, for reduction 

of a ,demand, can raise questions on a specific policy and suggest 

an alternative, known as 'Disapproval of Policy Cut', can suggest 

a reduction of a specified demand by a specific amount called 

'Economy Cut•, and caD throw specific grievance within the spheres 

of r~sponsibility of the government called 'Token cut• 30 • 

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

Accormts' of the ,Republic does not require a similar treatment of 

I ' 
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approv. a1 as is required for the • consolidated Fund • , · because, its · 
I I 

I 31 
1 

expenditures are set off against its receipts • 

After the P~liament has discussed the 'Charged Expendittire• 

and voted on the 'Demand for Grants•, the two are embodied in an 

• Appropriati.on Bill' introduced in the Parliament under the provi­

s1onr of Article 90 of the Constitution, cited earlier32• when the 

Bill! is passed 1n the Parliament 1t then becomes an • Appropriation 

Act•· which forms the bas~s for all withdrawal from the Consolidated 

. Fund. Thereafter, the Bill is sent to the Head of the State for his 

formal signature folla~ing which the budget becomes operationa+33 • 

The same Parliamentary ,procedure is also applicable to the 

•supplementary Budget• as well as to the 'EXCess Budget•. The 

•supplementary Budget• takes into account additional needs which 
I 

may !have arisen during the year and the 'Excess Budget' embodies 
; 
I 

addi~tional expenditure that may subsequently .be found to have taken· 
I 

' 
placle after the close of the year in excess of the demand granted 

! 

by the Parliament: through the Annual and supplementary Budgets for 

a particular year34• 
I 

Again, when the full procedure leading to the enactment. of 
! 

the ~APpropriation Bill has not been completed b~fore the canrrence-

ment of a financial year, th8 Parliamant has the p0o1rer to make, 
I 

pending the completion of prbcedure, an advance grant in re~pect 
i I f 

of e
1

stimated expenq:Lture for a part o.t the financial year kriown as 

'Voted Account', which, however, is subsequently merged in the 

amo$t granted for the whole financial year35• 

! 
I 
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(ii) When the Parliament is not in session 

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 

Ordinan::e so made shall, as frc.m its promul~ation, have the like 

force of law as an Act of the Parliament' 36• Again, an Ordinance 

so made, is to be laid before the Parliament at its first meeting 

followiny the promulgation of the ordinance, ·•and shall, unless 

it is earlier repealed, cease to have effect at the expiration Qf 
I 

thirty days after it .is so laid or, if a resolution disapproving 

of the Ordinance is passed by the Parliament before such expiration, 

upon the passing of the resolution• 37 • 

{iii) When the Parliament Stands Dissolved 

At any time when the Parliament stands dissolved and the 

situation that exist 'which render such action necessary', the· 

President may • make· and promulgate an ordinance authorising expendi­

ture from the Consolidated Fund' which 'have the like force of. law 

as ,an Act of the Par 1iament•38• Here again, the Ordinance so made, 
I 

··sh:all 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 reconstruction of the Parlia­

ment•39~ However, the method of preparation of budget remains the 

same as they are when the Parliament is in existence. 
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s. Budget ;mplementation 

Budget implementation or execution is an administrative 

process which delineates the function between che Ministry of Finance, 

GOB, and the spending agencies. 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 funds 
I 

allo:tted to them are actually spent on the purposes specified in 

the budget. In other words, the preparation as well as implementation 

·authprity should be guided by the fact that a budget implies denial 

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

However, the main responsibility lies with the Ministry of Finance, 

GOB,, to see that the approved budget is working on the basis of 
I 

guid~d purposes. In other words, the Finance Division of the Ministry ·· 
I 

of F~nance, GOB, is responsible for coordinating the overall disci-
i .pline in the implementation process of the budgetary proposals and 

decisions40• 

The implementation of the budget is also regarded as a part 

ot the budget procedure involving balancing of government income 

and ~xpenditure. The administrative process involving· assessment, 

collection, enforced collection, legal consequences from individuals, 

etc. form part of 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 secoors and these, in· turn, affect the economi.c 

activities during the fiscal year. 
I 
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Thus the primary concern of the implementation authorities 
: 

of the budget is to ensure the fulfilment of the financial and !eco-

nomic aspects of outl.ays. '.rhe financial aspects include spending 

the 'moneys for purposes specified, maximising government savingsr, 

min.imi.sing misuses and avoiding lapses or a rush of exiJenditure towards 
I ! 

the ,ebd of a fiscal year. '.rhe economic task, on the other hand, 

consists of ensuring that the physical targets of programmes have 
I 

been achieved. 

Under the above circumstances, budget implementation process 

involves the following interrelated phases, 
i 
I 

I 

a) an allocation system under which expenditure is 

controlled by release of fundsz 

b) acquisition and supervision of fundsz 

c) an accounting system that records the government 

transactions and provides a framework for an analysis 

of their implementation, and 

d) a reporting system that permits of a periodical appraisal 

of actual implementation of policies 41 • 

In s:angladesh. for budgetary control and implementation, there is a 

'Delegation of Financial POwers•, patterned by the Ministry of 

FinJnce. This delegation has the power to issue, or refuse to issue, 
i 
I 42 

expe;ndi ture sanctions withi'n the limit set by the budget • under the 
i 

delel~ated 

Divi!sions 

authoritt of financial powers, administrative Ministries, 

and Heads of the Departments are empowered to re-appropriate 

fund.s between budget provisions on certain items within the sane 
I 

dema;nd for grants. The Ministry of Finance, ho~ever, retai~s some 
I 

I 
powe~, beyond the delegated authority of financial powers. But 

i 
'I 
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·re-appropriation from one Demand/Grant to another Demand/Gr arit is 

not admissible under statutory rules as these are voted by the Parlia­

ment or assented by the President. Again, re-appropriation is not 

admissible from a 'charged' head to a •voted' head as tbe voted 

grant can not be increased except by the parliament43 • 
I 

However, it is the accounting system of Bangladesh which acts 

as the central controlling organisation for the implementation of 

budg~t. The accounting system has been de signe.d to ensure the , f'inan­

cial: control and accountability for. the safeguarding of public funds 

and ·for the regularity and propriety of expenditure of th.ese funds. 

No attempt is. however, made. here to explain the accounting system 

of Bangladesh in details but in brief44• 

In Bangladesh for the re~tilarity and propriety of. each 

indiviaual transaction under the vote,- the provision of Principal 
' 

Acco'unting Officer (PAC) has been made which is related to a Ministry 
i 

or ~ Divi.sion and the secretary or secretary-in-chuge of a Min.i.stry/ 

Division acts as the P~ of the vote/votes of .account under it with 

functions and responsibilities assigned by the Ministry of Finance 
I· 

in 1:983
45

• 

In addition1 under each Ministry/Division there may .be one 

or mere he ads of departments and under he ad of depar~ent# there 
' 

may be a number of Drawing and Disbursing Officers with prescribed 

authority·by the existing Financial and Treasury Rules to·incur 

petty expenditures. Again. there is the Ch.1ef ACcounts Officer (CAO) 

i.e.; head of accounts office, with assigned responsibilities, who 

provides accounting support to the PADs and ensure propriety. 
I . 

I 46 . 
regu:larity and accuracy of transactions • In short. after the 
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i 
budg~t estimates are approved by the Parliament, the responsibility 

I 

for the control and use of the budget rests with the PAO, who dis-

char~es his duties wi~h the assistance from the heads of department 

under his control on the one hand and CADs on the other. 'I'his is 

know~ as the departmentalisation of accounts47 • 

However, on the accounting side, the main responsibility of 

i 
preparation and consoliaation of the accounts of the RepUblic lies 

with·the controller General of Accounts (CGA), who receives and 

. consolidates the accounts from the oftices of the CAOs, as well as 
I 
I 

of t~e Regi.onal, District and Upasila Accounts Officers. :tn adctition, 
I 
I 

the au6it side is taken care of by the Directors of Auait and the 
I 

i 
enti~ accountin~ and auditiny responsibility of the .kepublic lies 

with !the Comptroller and Auditor General of Bangladesh (C and AG) 48• · 

i 6. Budget Evaluation 

In BangladeSh there are three standing committees, constituted 
I 

by ~e Parliament, in respect of financial matters of the government 
. 49 

·i.e. :the budget and its proper implementation • These area 

i 

(1) Committee on Public Accounts (CPA), 

(11) Committee on Estimates (CE), and 
I . 

i (iii) Committee on Public Undertakings (CPU). 
! 

I 
(i) The CPA or the Public ACcounts Committee (PAC), as it is 

I 
commqnly known, is responsible for examination of the annual audited 

l 
accoUnts of the pUblic expenditure an6 consists of not more· than 15 

members of the Parliament other than 1-IJ.inister, with some assigned 
I 

respqnsibili ties and functions· as laid oown by the Rules of Procedure 

of tJe Par liamemt (RPP), quoted below 5° a 
I 



i 

"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 laia before the 
House as the Committee may th~k fit~. 

llS 

uin scrutinising the appropriation accounts of the government 

and the report o.t the Comptroller ano Auditor Gen·eral thereon., it 

shali be the duty of the Committee to satisfy itself --

(a) that the moneys shown in the accounts as having been 

disbursed were legally available for., and applicable 
to, the service or purpose to whicc1 they have been 
applied or charged, 

(b) that the expenditure contorms to the authority which 

governs it1 and 

(c) that every re-appropriation has been made in accordance 

with the provisions made in this behalf under rules 

framed by competent authority•. 

•rt shall also be the duty of the Committee 

(a) 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 ar4:: 
prepared under the provisions of the statutory rules 

regulating the financing of a pw:;ticular corporation., 
trading or manufacturing. scheme or concern or projec,ts 
and the report of .the comptroller and Auditor-Gen~ral 
thereon1 

(b) to examine the statement of accounts showing the incothe 
and expenditure of autonomous and semi-autonomous bodies., 
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the audit of whic~ may be conducted by the Comptroller 

and Auditor-General of Bangladesh either under ~e 

directions of the President or by a statute of the 

Parliament; and 

(c) to consicier the report of the Comptroller and Auditor• 

General in cases where the President may have required 

him to conauct 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, 

the Committee shall examine with reference to the facts of each case 

the circumstances leading to· such an excess anci make such recommenda-, 

tion! as it may deem .'fit". 

(ii} The con~ittee of Estimates (CE} which is composed of not 

more· than 10. members'·of the Parli.ament other than Minister, is 
I 

I 
empowered to judge whether the est1ma1:.es presented before the 

I 

Parl!iament are prepated with maxhnum possible efficiency and economy. 

The functions and responsibilities o~ the CE as laid down in the 

RPP are51 a 

11 (a) to report what economies, improvements in organisation, 

efficiency or admini.strative reform, consistent with 

the policy underlyi.ng 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 estimates; and 

(d) to suggest the form in which the estimates shall be 

presented to the House• • 
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i 

(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 not more than 10 members of the Parlia-

ment other than Minister. The main functions of this committee 

specified by the RPP are52 a 

11 a) to examine: c.he repo.rts and acc;ounts of the public 

undertakings 1 

bJ to examine the reports, if any, of the comptroller 

and Auditor-General on the Public Undertakings·l 

c J to examine, in the context of the autonomy any de£ iciency 

of the pub lie · unoertaking s, whether the affairs of the 

public undertal~ings are being ~mana~ed in accordance with 

sound business principles and prudent commercial prac­

tices,. and 

d) to exercise such other functions vested in the com'Iii-;.tee 

on Public Accounts and the Committee on Estimates in · 

,relation tc? the public undertakings not covered .by 

clauses (a), (b) and (c) above and as may be allotted 

to the Committee by the Speaker from time to timea 

Pro:vided that the Committee shall not examine and investigate any 

of the following, namely --

i) matters of major government policj c.s distinct from 

business or commercial functions of the public under­

tarJ.ngs; 

ii) matters of day to day administration; and 

iii) matters for the consideration of \ibich machinery is 

established by any special statute under which a parti­

cular public undertak-ing is established•. 

From the above .discussion we may conclude that the B~gladesh 

Budget in practice is a continuous process of preparation, approval, 

• I 

I 
I 
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implementation and evaluation. However, all these four sta~es, are 
not water-tight compartments - they are interlinked. For example, 

a proper pvsparation of the budget requires a proper evaluation of 
the ,past budget and approval cle,pencls on the nature of preparation, 

and so on. 
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Appenoix A 

A Classification of Government Revenues 

----------------~-------------------Tax Revenue 

l. '!'axes on Net Income and 
Profits (corporate. company. 
or enterprise. indiviauals 
and other) 

2. social security 
contributions 

3. Employers Pay Roll 
4. Taxes on Property 
s. Domestic Taxes on Gooas 

and services (sales, 
3XCises. turnover. value 
added. license taxes and 
others) 

6. '!'axes on International 'l'rade 
and Transactions (import duties. 
ex~ort duties and others) 

7. Miscellaneous Taxes (Poll 
taxes, stamp taxes and others) 

Non-Tax Revenue 

1. Income from Public 
Entt:.rprises 

2. Administrative Fees 
3. Fines anci Forfeits 
4. sales of Government 

Property 
5. Others 

'l'otal Revenues (Tax + Non-'l'ax) 
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! --------------------------------------------------- ·----:---
soux:ce a Adopted .from IMF. A Manual on Government Finance, 

~atis~~ Draft, ~ashiogton L.C., 1g74# PP•. 159-61. 
! 
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Appencix B 
The classifications of Government Expenditures 

functional Classification 

l. General Public services 

a) Defence 

b) Education 

c) Health 

d) social security and 
welfare 

e) Housing and community 
Amenities 

f) Others 

2. Economic services~ 

a) .Agriculture 

b) Mining 

c) Manufacturing 

d) Electricity 

e) Roads 

f) vlater Transport 

g) Railways 

h) communications 

i) Others 

3. unallocable and 
qt{!er Purposesa 

a) Interest on the 
Public Debt 

b) Other Unallocable 

Total EXpenditures 

Economic Classification 

l. £urrent expenditures 

a) Expenditures on Goods and 
Services; ·flages and Salaries; 
Other purchases of Goods 
and services 

b) Interest Payments 

c) subsidies and Other 
Current Transfersa 

To Public Enterprises; 

To Other Levels of 
Government; 

To Household 

To Other Resiaent 
Transfers Abroad 

2. Capital £Xpendituresa 

a) ACquisition of Ne~ ana 
Existing Fixed Capital 
Assets 

b) Purchases of Stocks 
(inventories) 

C) Purchases of l.and and 
Intangible Assets 

d) Capital 'l'ransfer 

Total Expenditures· 

soul:ce a Adopted from ~·, A Nanua1 on Government Finance statistics, 
IJraft, washington D.c., 1974, pp. 191-93, 208-09. -



124 

APpendix C 
Financing of Government Deficit 

1. Domestic Financing& 
a) From the central Bank or Other Monetary Authority {new 

borrowing less amortization, change in depositsa, change 
in currency holdingsa) 

b) From Other BankS (new borrowing less amortization ana 
change in 6epos1ts and other liquid claimsa) 

c) From other landers (net) 

2. Financing from Abro~a 

a) From International Developrrent Institutions (net loans 
and gran tab) 

b) From Other Lenoers (net short-term and long-term debt) 
c) Change in Deposits, Negotiable Securities, and 

. a 
other Liquid Assets 

Total Financing 

source 1 Adopted from ~. A Manual on Government Finance 

statistics# Draft, Washington, D.C., PP• 229-30. 

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

b. Grants are classified as an imtern reducing the deficit 

rather than a rnean3 of financing in the IMF, A Manual 

on Government Fin~ce statistics, 1974. see R. Goode, 
Government Finance in Developing Countries, Tata 
McGraw-Hill Publishing company Ltd.~ New De.1.hi, J. 988, 

'l'ables 2-3, p. ·le. 



Particulars 

APpendix D 

Budget Calendar 

1. Printing and Departmental Estimates 

2. Printing and.Listribution of Budget 
forms (Est~ating Officers• forms and 
controlli.ng Offi<:X2rs• Forms) 

3. Preparation, Printing and Supply of 
.eudget form to the Acco1.1nts O.ff.icc=:r 
concerned 

4. Submission of Estimates by the 
Estimating Officers 

5. Receipt of estimate in the ACcounts 
Office and Ministry of Finance from 
the Controlling Officers with 3 months 
actuals 

6. Receipt of Consolidated Estimates in the 
~inistry of Finance with 3 months actuals 
from the ACC·.Junts Office· 

7. Completion of Examination of Budget 
Estimate in the hinistry of F inar.ce 

a. Receipt of schedule of New .Expendi tu1:e 
in the Ministry of Finance 

9. Receipt of 6 months' aptuals from tne 
Accounts Office 

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

11. Preparation and despatch to press of 
the 1st Edition of the Budget and 
Schedule of New EXpenditure 

12. Receipt back of the lst Edition of the 
Budget from Press and despatch to 
Ministries/Divisions 

13. Forecast of Foreig~ Assistance for 
development progran~ 
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Last Date 

31st July 

31st August 

30th septeniber 

1Oth october 

31st October 

25th November 

20th January 

22nd January 

I 

15th Fel>n1ary 

28th February 

1st Harch 

l Oth 1-1 arc:;h 

14th l'iiarCh 

... to.' ~,.;on •• 
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14. completion of discussions of the 
Estimates with Administrative 
Ministries/Divisions 

lS. Receipt of Final Development 
Programme from Ministry of Planning 

16. Presentation of the Budget Estimates 
to the Cabinet 

17. Presentation and Printing of Civil 
Budget Estimate, Details of Receipts 
·and EXpenditure, Supplementary 
Estimate, Finance Minister's speech 
and Budget at a glance 

18. Presentation of Supplementary 
Estimates to the Parliament 

19. Presentation of~the audget 
Estimates to the Parliament 

20. Authentication of Supplementary 
Estimates 

21. Authentication of Budget. 
'Estimates 
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28th March 

28th March 

7th April 

May 

May 

1st week of 
June 

lst ~ek of 
June I 

lst July ! 

source a Secre~~~~-~t Instructions, 1976, Instruction 260 (a}, 

Cabinet secretariat, GOB. 
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Appendix E 

Budget DOCuments 

The following statements constitute the main set of .budget 

documents of· the Government of the People's 1' Republic of Bangladesha 

1. Budget Estimate (~he Annual Financial Statement) a 

It shows the Consoliaated Fund and Public ACcount-wise 

receipts and disbursement separately for "Charged" ana •other than 

Charged .. expenditure by major heads of account and subseqUently 

total • Demand for Grants • • 

2. Budget summary statementa 

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 Receiptsa 

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. ~he Demand for Grants and Appropriations a 

It is in two volumes (Development and Non-Development) 

containing estimates of expenditure on revenue and capital accounts 

proPc>sed to be made from the consolidated Fund. 'rhe Non-Development 

one :indicates detailed heaa~wise break-up of expenditure while the' 

Development one indicates Projec~scheme-wise estimates aldng with 

foreigri-aided Projects by Ministry/Divisions/Agencies. 

s. Detailed Estimates of Grants (Non-Development) 

6. Budget Speech Part I a 

It shows the objectives of the budget along with 

·performance of the last year in broad outline. 

Contd •• 

,I 

I ,, 

I 
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7~ Bud9et Speech Part XXI 
Contains details with new tax measures for the coming 

fiscal year. 

B. Supplementary Estimatesa· 
' This document contains the estiinates of additional needs 

for the current year~ 

9. Other documents associated with the budgeta 

a. Revised Annual Developments Pr<>9ramme (RADP) for the 

current year prepared by the Planning Commission , (PC) 1 

b. Annual Development Programme (ADP) for the coming year, 

prepared by the Planning Comnis sion. 

c. Budget Estimates of the Autonomous Bodies, showing 

detailed break-up of receipts ana expenditures of the 

public sector undertakings, and 

d. Economic survey, for the eval.uation of the performance 

of the economy in the last. year. 

I 

source a Budget Wing, Finance Division, Ministry .of Finance~ GOB. 
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Chapter S 

REVENUE aECEIP'XS OF 'l'HE GOVERNMENl' OF BANGLADESH 

1. Introduction 

Unlike the pre~Kenyns·ian era~ the .basic concept of mooern 

budgetary policy. as applicable to all aeveloping countries, is the 

mobilization of revenues and its allocation for maintenance of a 
I 

high level of economiC: activity and growth which postulates capital 

formation. Hence budgetary policy has a vital role .both in regard 

to the generation and mobilization of resources, ana their invest­

ment in real capital assets. 

Again, the concept of the welfare state has been universally 

accepted, and government expenditure should be allocated to the 

fulfilling of the purposes of state policy, to alleviate poverty, 

to increase employment and· soci~eeonomic welfare, to develop 

infrastructure, etc. In short, the. faster rate of growth which is 

the goal set befo.re all oeveloping countries can be attained with 

increasing participation of the government in the process of develop­

ment and this, in turn, means an expansion of the public f!ector 

necessitating large public revenue. 

A developing country like Bangladesh is· characterised by 

the •vicious circle' of poverty where both money and capital markets 

are unorganised and poor. And as noted earlier, about 80% of the 

total aevelopment, expenditure is contributed by the government. so, 

the main responsibility of raising revenues to meet the country's 

current as well as development expenditure aiming at breaking 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 budgetary 

measures from 1972-73 to 1984-65. Here we shall devote ourselves 

to the analysis of the evolution and growth of tax and non-tax 

revenue structure of Bangladesh and their composition ove~ the 

period under study taking different plan periods into consideration. 

The total revenue receipts of the GOB have increased during ' 

the period \Ulder study. This is surely an indication of the growth 

of the economy. 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 an<i Its Growth 
Rate Per Annum in Percent from 1972-73 to 1984-85 · 

(Tk. in million) 

Year Total Revenue Receipts Growth Rater 

1972-73 2302 
~--.-.. •·• 

. 1973-74 3724 61.7 

1974-75 62·40 67.5 

1975-76 8841 41.6 

1976-77 9337 5. 6 

1977-78 11761 26.0 

1978-79 14517 23.4 

1979-80 16805 15.7 

l98D-81 22568 24.3 

1981-82 23570 4.4 

1982-83 24665 5.4 

1983-84 28126. 13.2 

1984-85 35767 27.1 

source: Calculated on the basis of Appenaix A to this chapter. 
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in 1984-85 or the total revenue receipts have increased at a compouna 

rate of about 26. 0'~ per annum during the period under study. T~ 

overall growth trend was. however. not secular but cyclical in nature, 

showing its declining tendency from the early seventies to the early 

eighties and an increasing tendency in the mid~ighties • 

.&ut as regards the performance of the revenue structure of 

Bangladesh,. Table 2 shows· that the revenue-GDP ratio of Bangladesh · 

. never eq\Jal.ised the ave_rage of sonJe st:lected 14 Asian cievelo~ir~g' 

couiltrie~ including Bangladesh. :tn other words,. the rate of collec-

tion of revenue of the GOB was very poor in comparison with other 

Asian developing countries. How~ver,. as we shall see later,. mere 

growth rates of total revenue as well as revenue-GDP ratios are not 

sufficient to comment on the performance of ·the revenue structure 

of a countxy. 

Year 

1973-74 

1974-75 
1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

~able 2 

~otal Revenue as a Pe~centage of GDP of 
Bangladesh and Average Revenue-GDP 
Ratios of 14 Asian, Developing Countries 

Bangladesh Asian Average 

5.40 12.57 

s.o3 . 13.45 

a.s& 14.61 

9.34 15.00 
8.44 15.18 
a. as 15.45 

a. so 16.01 

Contcl •• 



1980-81 

1981-82 

1982-83 

1983-84 

Table 2 (Contd •• ) 

10.26 

9.37 

9.10 

a. so 

16.46 

17.25 

16.59 

l6e7S 
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source a Col. (2) is calculated on the basis of Appendix A to 
this chapter, and the rest from International Financial 
statisticsa Supblement on Government Finance statistics, 
IMF, 1986, P• 7 • , 

2. '£ax_.!nd Non-Tax Revenue a The.ir Growth and shares 

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

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

other sources (non-tax revenue). Table 3 shows that the total 

receipts from taxation have increased from Tk. 1910 million in 

1972-73 to Tk. 29675 million in 1984-65 or at a compound rate of 

about 26.~~ during the said period. 

The year to ye·ar ·growth rates of tax revenue showed ·its 

declining trend from the early seventies to the early eighties and 
I 

an increasing tenciency in 'the mid-eighties. The overall growth tre.nd · 

was, however, cyclical in nature with an exceptionally high rate 

in the early seventies and ClZ\ almost invariable rate in the late 

seventies to the early eighties. Except in 1973-74, 1974-75 and 

1975-76 the gra..,th rates of tax revenue varied between 6.2% and 

26.2% over the years. 

l 
. ' 



source z Calculated on the ba:.is of Appendix A to this c~aptel.·. 

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 'l'k. 392 million in 1972-73 
I 

to 'l'k. 6092 million in 1984-SS or at a compound rate of about 26% 

per annum over the years. But the overall growth· ·crend was declining 

in nature with see-saw fluctuations varying from the negative (-;-0.1% J 
I 

to the positive (100>~). By the mid-eighties, however,. an increasing 

growth trend of non-tax revenue is recoraed. 
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But it is interesting to note that despite the cyclical 

trend of growth of both tax and non-tax revenue receipts, the.ir 

percentage shares to the total revenue receipts o£ 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 non-tax revenue. Thus the 

absolute predominancy of the tax revenue in the revenue structure of 
I 

Bang-ladesh is di.s1;1.nctly felt for the period under study. 

let us now view the growth trend of total revenue receipts, 

tax and non-tax revenue rece,ipts and their percentage shares to the 

total revenue of the GOB taking op:ferent plan periods into consi­

deration. Table 4 shows that theyearly average gxowth rate of total 

revenue receipts of the GOB declined distinctly from 38.6% in the 

First Fiye-Year Plan (FFYP.) to 19.% and 16.3% in the Two-Year Plan 

(TYP) and the second Five-Year Plan (SFYPJ respectively. The growth 

Table 4 

Yearly Average Growth Rate of Total Revenue Receipts, 
Tax and Non..t.rax Receipts and Their Shares to the Total 
Revenue During ~ifferent ~lan PeriOO$ 

Period 

FFYP 
(1973-78J 

'l'YP 
(1978-80) 

SF~P 

(1980-85) 

Growth 
of Total· 
Revenue 

38.6 

19.5 

16.3 

Growth of Growth of 
~ax Non-Tax 

I 

Revenw;~ Revenue 

39.4 33.9 

20.6 13.1 

15.2 23.0 

(In per·cent~ 

share of shc;tre of 
Tax 

, I 
Non .... xax 

Revenue Revenue 

83.7 . 16.3 I 

86.0 14.0 

84.0 16.0 

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 periods 

also revealed the same infol.lnation. except the fact that during the 

SF~~ the non-tax revenue earnings showed an increasing trend. 

Eut the percentage shares of tax end non-tax rev~nue,earnings 
' 

to the total revenue earnings of -the GOB rernaineo 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 

shc.tre thi!ln that of non-tax revenue over the three plan perio6s indi-

eating the cominant role of tax revenue over non-tax revenue in the 

revenue structure of ~angladesh. 

Xte rather low .contribution _of non-tax revenue to the total 
' 

revenue of. Bangladesh and its see-saw fluctuations demands 14 close 

scrutiny. 

Non-~ax revenue in Bangladesh comprises profits from tho 

nationalized sectors (manufacturing inoustries. banking and_ others). 

stamp (judic~al). registration, interest (debt services), civil 

adm.inistration, mint· ~llld currency and collec·tion frOJn other autonomous 

bodieo like railways, postal services, telegraphs and telephone, etc~ 

(Appendix B) • 

Xhe fact that non-tax revenue contributed very little was due 

mainly to the poor perfoonance of some of the major heads of non-tax 

.revenue. Thus while heads like. debt services, civil administration 

and mint and cu~rency, for example. recorded an improvement in 

generating revenue over the years, forest and regif:itra.tion, for 

exalllple,. rt:rgisterttd a negligible performance. More seriously enough,. 

net- revenue earning from the postal department registered always a 
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negative figure. Similarly earning from telephone and telegraph , 

(net) was also very poor and it was even· negative during the late 

-seventies (Appendix B). 

In realising the importance of self-reliance by reducing 

the dependency of external resource·s, a considerable emphasis was 

placed on added surplus generation from nationalised public sector· 

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 
I 

in response to ch~ge in production cost, abs~nce of accountability, 

shortage of skilled personnel and managerial inefficiencies, irregular 

power supply, fiscal anomalies, labour unrest, etc1 • 
' . 

An IBRD report (1982) showed that public sector enterprises 

of Manufacturing, Energy and Transport Units basically contributed 

nothing (Table 5) to the government revenue between 1977-78 and 

1981-82. In fact, these enterprises recorded a negative contribution 

for the said period except a negligible positive addition (1.~/oJ in 

198Q-8l. 
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Table S 

I.Dsses/Profi ts of Public sector Bodies 

(Tk. in million) 

sector 1977-78 1978-79 1979-80 1980..81 1981-82 

A. Manufacturing 

1. BJMC 

2. BTMC 

3. BSFI 

4. BESC 

S. BCIC 

6. BFIDC 

B. Energy 

1. BPDB 

2. BPC 

c. Tr ~~p-~_;t 
1. BIW'l'c· 

2. BSC 

3. BB 

D. Total 

As % of Total 
Revenue 

-1081 

-949 

- sa 
13 

48 

-119 

- 6 

-221 

••• 
••• 

- s 
••• 
••• 
••• 

-1307 

-1o.s 

-489 

-sas 
224· 

16 

111. 

23 

- 18 

-317 

-391 

74 

-11 

-14 

- 2 
s 

-817 

-5.4 

876 

1842 

530 

40 

147 

-23 
1 

-1570 

-230 

-1340 

-15 

-20 

69 

-6·4 

-709 

-4.1 

Note 1 BJMC • Bangladesh Jute ~ills corporation 
BTMC • Bangladesh Textile Mills 

COrporation 

BSFI • Bangladesh sugar and Food 
Industries 

BESC • Bangladesh Engineering 
and ship building COrporation 

BCIC a Bangladesh Chemical 
Industries Corporation 

BFmc • Bangladesh Forest Industries 
Development corporation 

source a Bangla6esh Energy· Report, IBRD, 1962. 

586 

593 

-516 

390 

124 

56 

10 

-315 

-333 

520 

-62 

-41 

113 

-144 

209 

1. 0 

-904 

-1081 

-1099 

469 

-1!20 

71 

12 

105 

••;t .... 
. ... 
• •• 
• •• 

-846 

-3.3 

BPDB • Bangladesh 
Pow~x-Development 

Boara 

BPC • Bangladesh 
Petroleum 
Corporation 

BIW'.rC 11111 Bangladesh 
Inland water 
'l'ransport cor­
poration 

BSC c Bangladesh . Shiping 
Corporation 

BB m Bangladesh Biman 
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From an another report of the IBRD (1984} it would appear that 

out of 11 years (1973-74 to 1983-84}, 6 major n-ationalised manufac-. 

turing units, viZ., BJMC, BrMC, BSFIC, BESC, BCIC ana BFIDC recorded 

loss in 6 years (Table 6} amounting to 'l'k. 4011.0 million while 

profits in 5 years amounted to 'l'k. 3344. 0 million2• Table 6 also 

_.shows that the ra~o of profit to sales in many years was negative 

and did not exceed 5.3% which was by no m·eans considerable and 

source 1 Bangladesh 1 Economic Trends and Development Adrriinistration,~ 
ZBRD, Report No. 4822, February 24, 1984. ! 

* statisti.cal Year-Book of Bang.laclesh, 1987, BangladE:Ish 
Bureau of Statistics, GOB. . 
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The low contribution of non-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 highly fluctua~d and often nationalisation was 

followed by denationalization or privatization of nationalised enter­

prises. The policy of denationalisation 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 - about 47% of them being denationa­

lised during the last years o·f the said period3• 'Thus the trenQ of 

non-tax revenue earxU:ngs may fall even in the face of an improved 

economic performance by sta~ enterprises, if disinvestmen~ of pUblic ' 

enterprises reduce~ the size of this sector4 • 
I 

However. some interesting changes are fouqd when we look at 

the different heads of non-tax .revenue earnings of the GOB in 

different plan periods. ~able 7 shows that the receipts of the 

nationalised sector have started to increase over the three plan 

periods. During the SFYP this head contributed about 27% of the 

total non-tax rev:enu~ earnings compared to 17% and 1go;. <luring the 

FFYP an6 XYP respectively, reflecting an improvement in the economi.c 

performance of ~ nationalised sector •. Note that banks alone contri- , 

buted more than half of the total earnings from this head. Though 

receipts from inOustries showed a marginal improvement, others 

contributed almost negligible amounts over the plan period. Interest 

receipts and railways (net) together contributed about half of the 

total non-tax revenue receipts during the three plan periods. BUt 



Table 7 
Yearly Average Share of Different Heads of Non-Tax 
Revenue to the Total Non-Tax Revenue During 

Different Plan Periods 

(In ;eercent) 

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

1. Nationalised sector 17.1 18.a 26.9 

a. Industries 4.8 5.1 9.0 

b. Banks 11.1. 13.4 17.0 

c. Others 0.6 0.3 0.9 

. 2 .• Interest Receipts 28.0 31.9 22.5 

3. Registration Fee a s.o 5.;2 4.5 

4. Forests 3.2 4.1 5.4 

s. Railways 22.4 24.4 22.8 

6. Post and Telegraph -0.4 -0.6 -o.s 
7• Others 24.6 1 G. 2 17.2 

Total 100 100 100 

Source 1 Adopted from Atique Rahman, "Domestic Resource 
Mobilization in Bangladesh•. !L_angladesh Development 

- Dialogue, Dhaka., 1985. 

contributions of other heads were negligible and the po&tal, 

telegraph and telephone departments have showed even a negative 

share to the total non-tax revenue earnings of the GOB ove;- the 

three plan periods. 
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3. Direct and Indirect Taxes 1 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>.4 per annum varying between 

a low of 12.9% and a high of 49.3% over the years except a very high 

Table 8 

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

(Tk. in million) 

Year 

1972-73 

1973-74 

1974-75 

1;75-76 

1976-77 

1977-78 

1978-79 

1979-80 

1980-81 

1981-82 

1982-83 

1983-84 

1984-85 

Total Growth 
Direct . Rate 
Tax 

302 

451 

926 

1345 

1575 

1864 

2145 

2523 

3234 

. 4040 

4561 

4739 

5797 

••• 
49.3 

105.3 

45.2 

17.1 

18.3 

15.1 

17•6. 

28.1 

25.1 

12.9 

4.3 

22.3 

Total Growth 
Indirect Rate 
Tax 

1608 

2652 

4240 

6013 

6280 

8210 

10185 

12126 

15001 

15t;59 

17019 

19216 

23864 

••• 
65.1 

59.8 

41.8 

4. 4 

30.6 

24.0 

19.0 

23.7 

5. 7 

1.3 

12.9 

24.2 

share of 
Direct 
Tax 

15.8 

14.5 

1·8. o 
18.3 

20.0 

18.5 

17.4 

17.3 

17.7 

20.3 

21.2 

19.8 

19.5 

I 

share of 
Indirect 
Tax 

84~2 

85~ 5 

82.0 

81.7 

eo. o 
81.5 

82.6 

82.71 

82.3 
79.7 

78·.8 

80.2 

80.5 

source z Calculated on the basis of Appendix c of ~1is 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 Table 
' 

B. increased from 'lk. 1608 million in .19.72-73 to Tk. 23864 million 

. in 1984-85 or at a compound rate of about 25. ~ per annum varying 

between a high of 65.1% and a low of 4. 4% over the years. 



It is also observed that the rate of grO',fth of both, direct 
! 

and indirect tax was oscillating in nature with an uneven growth 

of absolute amounts5• 
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But the notable feature is that the percentage share of both 

direct and indirect tax to the tots.l tax revenue remained more or 

less stable over the yeara. 'reble a shows that in Bangladesh about 

four-fifths of the total tax revenue are collected through indirect 

tax and the rest one-fifth is collected through direct tax. 'Xhe 

share of direct tax varied from tile lowest 14. 5'-,A. to the highest 

21. 2"-'• and the share of inc1irect tax, on the other hand, varied 

between 78.SX. and 85.S% over the years. 'l:he contribution of direct 

tax as a proportion of total tax yield, however, has .been in general 

slightly increasing over the years, while that of indirect tax has 

been decreasing during the same period. 

But nonetheless, one can easily understand that indirect tax -

has.been playing a dominant role in the tax structure of Bangladesh 

since liberation. we like to note here that the oominancy of indirect 

tax was also present in th~ pre-liberation perio6 of Banglaaesh. 1'hus 

i 
Bangladesh inherited the prevailing taX st,ructure from the erstwhile 

East Pakistan6
• 

Let us now view the growth trend of direct and indirect tax 

per ann'Ulll in percent ano their percentage shares to the total tax 

revenue during the three plan per ioos as in Table 9. It is observed 

that the yearly average growth rates of both direct and indirect 

taxes during different plan periods sho~ed a steady downward trena. 

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

growth trend. 



Table 9 

Yearly Average Growth Rates of Direct and 
Indirect Tax and ~ir Shares in the Total 
Tax Yield During Different Plan Periods 

Period GroWth of Growth of share of 
Period Direct tax Indireet Direct 'l' ax 

or ax 

FFYP 
(1973-78} 43.6 38.5 17.8 

'l'YP 
(1978-80} 16.9 21.5 17.4 

SFYP 
(198Q-85) 18.1 14.;5 19.7 

(ln percent) 

Share of 
Indirect Tax 

82.2 

82.6 

80.3 

source a Calculated on the basis of 'l'able 8 of this chapter. 

143 

The picture of percentage share of oirect and indirect taxes 

to the total tax revenue shows (Table 9) that more than 80'/c. 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 Bangla­

desh over the three plan periods, though a marQina1 upward trend 

in case of direct tax and a .marginal downward trend in case' of 
I 

indirect tax are registered during the SFYP • 

• • 
l'able 10 shows the composition of both direct and in61rect 

taxes and their percentage shares to the total tax revenue during 

the period under study. It is found that the percentage share of 

income tax as one of the major c.Omponents of direct tax to the total 

tax revenue increased almost threefola from 5.4% in 1972-73 to 1'5.2% 

in 1982-83. But nonetheless, the share of direct tax as a whole to 
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Table 10 

Composition of Direct and Indirect Tax and Their Percentage Shares 
to the Total Tax Revenue Receipts of the GOB from 1972-73 to 1984-85 

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 'l' ax 5.4 6.2 9.3 11.6 14.6 13.2 12.1 12.5 

b) Other Direct Tax 10.4 a .. _3 8.6 06.7 05.4 5,.3_. 5.3 4.8 

2. Indirect Tax 84.2 ss.s 82.1 81.7 so. 0 81.5 82.6 82.7 
a) Foreign Trade 45.5 52.0 38.4 52.5 48.9 54.9 58.7 60.8 

i) Import Luty 32.7 39.2 28.9 37.5 33.4 37.5. 37.9 39.8 
ii) Export Duty 2.8 00.3 00.1 01.0 Q2.1 2.1 -2.5 2.9 

iii) sales (Import) Tax 8.5 11.4 e.9 13.7 13.1 . 15.0 18.0 17.7 

ivJ Others 1.4 1.1 o. 5 00.3 00.3 00.3 00.3 00.4 

b) Taxes on Domestic Goods 35.5 30.9 34.9 27.4 29.4 25.4 22.4 21.0 

i) .E;xcise Duty 31.0 . 26.9 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 1.1 1. 6 

c) Taxes on Domestic 
services and Others 3.2 2. 6 s.8 1.8 1.7 1.2 1.5 .9 

Contd •• 
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Table 10 (Contd •• ) 

Tax Head 198o-81 1961-82 1982-83 1983-84 1984-85 ---
1. Direct Tax 17.7 20.~ 21.4 19.8 19.5 

a) Income Tax 12.4 14.1 15.4 14.1 13.0 

b) Other Direct Tax 5.3 6.2 6.0 5.7 6.5 

2. Indirect Tax 82.~ 79.7 . 78.6 80.2 so.s 
a) Foreign Trade 58.9 55.9 54.5 54.5 56.2 

i) Import Duty 38.5 38.1 sg. o 38.3 39.6 

11) Export Duty 2.3 l.l .s .s .7 
iii) Sales (Import) Tax 17.6 16.2 14.1 15.0 15.3 

iv) Others .s .s ~9 .7 .6 

b) 'I' axes on Domestic Goods 22.9 23. Ol 23.4 25.0 23.3 

1) Excise Duty 21.3 22.C 23.3 25.0 23.3 

11) Sales (Domeatic) Tax .1.6 .3 .1 ••• • •• 
c) Taxes on Domestic Services 

and Others .s .7 .7 .7 .9 

source 1 Calculated on the basis of Appendix C to this chapter. 
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the total tax revenue remained almost invariable (about 20%) for the 

said period. For, the rise in the percentage share of income tax was 

accompanied by the fall in the percentage share of other direct taxes 

comprising taxes on property, land revenue, capital gains tax, etc. 7 

The fact that indirect taxes accounted for more than 8~--' of 

the total tax revenue in Bangladesh, was mainly because of its easy 

administration ana rapid collection as well as the unouly high rates 

of customs, excises anc sales taxes on import. let us now explain the 

contribution o£ the major compJnents of indirect tax over the period 

under study. 

In Bangladesh import duty, ex,t;Ort duty and sales tax on. 

import constitute the main source of revenue from the for~ign trade 

sector in the form of indirect tax. This sector continued to play a 

dominant role in the tax structure of Bangladesh in general and iQ 

the: indirect tax system in particular over the years. Table 10 shows 

that taxes on foreign trade accounted for more than SOX. of the total 

tax revenue by the late seventies ana the early eighties. This view ' 

is also supported by a recent world Bank Report as shown in Table 

11. 
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Table 11 
I , 

share of Customs Duty and sales Tax (Import) 
in the Total Tax 'Receipts, of Bangladesh 

_j!n percent>: 

Year share Year Share 

1972-73 48.6 1976-79 62.5 

1973-74 52.1 1979~90 64.1 

1974-75 39.0 1980..81 61.2 

1975-76 55.2 1961-82 56.7 

1976-77 54.0 1962-83 56.8 

1977-78 56.2 ,1983-84 54.6 

----------------------------------------------------------------------souxce a Ban'lladesn I Eqonomic and social Development Proseect~,. 
The world. Bank Report No. S40~i Vol. lN. Aprill19,85, 

1 

Table 5.2, Appendix A. 1 'j 

I 

It is also Observed (Table 1 0) that the import duty and !sales 

tax on im~-ort accounted for almost the entire tax receipts Uilder 

foreign tra<:"~S in th~ ·form of indirect tax. Furthermore, it may 'riot 

be irrelevant to note that more than half of the annual import bill 
~ ' 9 

vtas paid for by foreign aid. An world Bank Report (1985) showed 

(Table 12) by disag.gregatin9 still further k that foreign aided imports 

contributed the major part of customs duty and sales tax on .import 

frczn 1~77-78 to 1984-85. 

. I 

·' 



148 

Table 12 

Share of customs Duty and sales Tax on For.eign 
Aided Imports in Total Customs ~uty end sales 

•.rax of Bangladesh 

(In percent) 
Year Share Year share 

1977-78 47.17 1981-82 43.13 

1978-79 50.53 1982-83 51.53 

·1979-80 42.57 1983-84 44.78 

1980..81 37.19 • 1~84-'85 48.58 

·source ' Bangladesh ' Economic .and social Development Prospects, 

world Bank Report No. 5409, Vol. IV, Apri~l985, Table 

5.2, Appendix A. col. 2 

* ow: calculation 

But the contribution of export duty, on the other hand, was 

very insignificant over the years. This head yielded even less than 

3 percent of the total tax revenue 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 1977•78 to 1984-85. (Table 13) a.s noted 

.by the World Bank Report (1985)10• More significantly, however, it 
. I 

reflects the fact that the economy experienced no structural changes 

in aomestic production, which might have enhanced exports and thus 

self-reliance. 



Table 13 

Volume of Total Export, EXport Duty and Rate of 
Duty .:l.n Bang-ladesh 
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(us $ m.:l.llion) 

Year 

1977-78 

1978-79 

1979-80 

1986-81 

1981-82 

1982-83 

1983-84 

1984-85 

Total ExpOrt 
(US $ .:l.n m.:l.ll.:l.on) 

489.788 

609.272 

722.272 

710.689 

626.969 

986.000 

822.000 

900.000 

EXport Duty 
('l'k. in million) 

859 

1241 
2445. 

1124 

315 

952 

1057 ... . 

Rate of 
Duty (%) 

17.54 
I 

20.36 

20.01 

15.82 

5.60 

9.66 

12.85 

••• 

source a Bangladesh a Economic and social Development ProsUts, 
world Bank Report No. S409, Vol. IV, April, 1985, .T le 
3.6, Appendix A. 

Taxes on domestic goods (excise ana sales tax) and services, 

. on the other hand, registered a gradual decliq.ing trend from more 

than about 35 percent in the early seventies to about 20 percent 

and 23 percent in the early and mid-eighties respectively (Table 10). 

It is also founa that excise duties accounted for almost the entire 

tax. revenue under this head 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 revenue over the years, 

except in the fiscal years 1972-73, 1973-74 and 1974-75. And by the 

eightie~ sales · taxes on domestic goods and taxes on domestic services 

became almost negligible. 

:I 
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A notable feature of·taxes on domestic goods and services 
I 

in Bangladesh is th,at only a few items,. namely,. tobacco (48%),. 

petroleUm gas (12.7%),. petroleum (5.5";4) and cinema entertainment 

(3.~) accounted for more than 75 percent of total excise tax in 
I 

1982-8311• And in 1984-85, only five items, namely, tobacco (44. 1%), 

-petroleum gas (19.3%),. petroleum (4.9X,), jute manufacture (3.9%) 

and liquor and narcotics (2. 4%) accounted for about 75 percent of 

total excise tax yield (Appendix D). Clearly the tax base is narrow 

end together with this, tax evasion, corruption of the collectors, 

etc. forced the share of excise tax as well as taxes on goods. and 

services to the total tax yie.ld 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, during different plan periods, Table 14 shows that the percen­

tage share of income tax in the form of direct tax registered an 

increasing trend. The shares of other direct taxes, however, show 
I 

a declining trend during the TY.P with a marginally upward trend 

during the SFYP. 

Revenue collections ,from the foreigntrade sector, particularly! 

import duty and sales tax on import in the form of indirec't 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 

I 
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SFYP (Table 14). The share of taxes on domestic goods and services, 

'rable 14 

composition of Direct and Indirect 'rax and 
The1.r Yearly Average share to the 'l'otal 'l'ax· 
Revenue of the GOB during Different Plan Periods 

(In :percent~ 

'l'ax Head FFYP 
.(1973-78) 

TYP SFYP, 

1 •. Direct 'l'ax 

a) Income 'l'ax 

b) Other D1rec:t 'l'ax 

2. Indirect 'l'ax 

a) Foreign '1' rade 

.i) Import Duty 

i.i) Export Duty 

ii.i) sales (Import) 'l'ax 

iv) Others 

b) Taxes on Domestic Goods 
ana services 

1) Excise Duty 

ii )' sales (Domest.ic) 'r ax 

iii} Taxes on Domestic 
services 

iv) Others 

'l'otal (1+2) 

17.8 

11.0 

6.8 

82.2 

49.4 

35.5 

1.0 

12.4 

.5 

32.8 

26.0 

2.7 

100 

(1978-80) (1980-SS) 

17.4 

12.3 

5.1 

82.6 

59.6 

38.8 

2.7 

17.9 

.3 

23.0 

20.0 

1.6 

1.1 

•. 3 

100 

19.7 

13.7 

6.0 

8d.3 

56.0 

38.9 

1.0 
15.5 

.6 

24.0 

24.0 

.3 

100 

Source a Calculated on the basis of 'table 10 of this chapter. 

registered a downward trend from roughly 33% during the FFY.P 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 the government during the SFYP. 

' 'I 

, I 
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It is 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. J:2._~e and Hinrichs - Musgr&Ve HYP9theses ·and Bangladesh 

'X he tax structure of Bangladesh. as observed confirms the. 
I 

12 conclusion drawn by John F. Due in a study • The author, taking a 

sample of countries at various levels of per capita·income. (data 

relate to 1968-69), showed that in<iirect taxes were the main-stay of 

revenue for poor countriea with per Ca!Jita income upto fSOO (Table 

15) and played a significant role in the tax structure. In Bangladesh 

where per capita income is below $200,.. indirect taxes,. as shown in 

'Xable 10,. play a dominant role thereby confirming the above vielf. 

Due viewed that the main reasons behind this nature of tax 

structure are probably the unduly higher share of customs,. excise 

and sales taxes,. since these taxes are comparatlively easy to adminis­

ter and the rates are simple to deal with. On the contrary,. the 

collection of direct taxes like individual incone tax and land revenue 
. ' 13 

is constrained by various administrative and accounting problema • 
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Table 15 

Direct and Indirect Taxes in Tax structure 

Per Capita' GNP 
us$ 

Under$ 101 

101-200 

201-500 

501-850 

8SO..Over 

No. of 
Countrie• 
Included 

20 
11 

19 

9 

15 

All 
Direct 
Taxes (%J 

32 
36 

36 

so 
68 

All 
Indirect 
Taxes (%J 

68 

64 

64 

so 
32 

Total 
(%) 

100 

100 

100 

100 

100 

source 1 John F. Due, Indirect Taxation in Develeping Economies, 

Johns Hopkins Press. 1910, Table 9-1. p. 178 

The statistics of Bangladesh tax structure.also suppOrt 
. I . 

the hypothesis drawn by Hinrichs and Musgrave that there is a close 

relationship between the stages of economic development and tax 
. 14 

structure • 

ACcording to Hinrichs, at an early stage of development the 

ratio of· direct tax to indirect tax revenue is high. At the ~ddle 

stage of development· indirect taxation becomes more important and in 

the later developed stage, direct taxes are again dominant. 

At an early stage o£ aevelof.ment. in a poor agricultural! 

economy, predominantly subsistance in nature, direct taxes like 

taxes on land.. livestoc:k, a~ricultural products ·and toll taxes 

provide the major source of revenue to the government. At the middle 
. ! 

stage or during the transition to modernity, with increasing indus­

trialiZ ation, gradual expansion of the monetiZ.ed sector anq openness 

of foreign trade, indirect taxes like excise, sales, customs, etc. 
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become feasible. At thJ.s stage modern direct. taxes are also intzo­

duced but their contribution is smaller and less elastic ·than that 

of customs, excise and sales taxes. At the latest stage, however, 

when the economy is fully developed, with standardized accounting 

system and its wide practice, the importance of indirect taxes 

diminish~~ and the implementation of m,oder'n proej;Jressive direct ta;xes 

becomesfeasible again. 

Thus Hinrichs writes, •Looking at tax revenue histocy 1h 
I 

broad perspective, one may be more than half-way justified in saying 
! 

that the structural' movement has been from taxation on (lJ agri~ul~ 

ture, to (2J foreign trade, to (3) domestic ~onsumption, to (4) net 

income, ind~vidual ana business•15• 

Like Hinrichs, Musgrave also thinks that governments of 

developed countries have much more scope of earning revenues from 

dir~ct taxes than that of developing countries16
• 

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 

showa {Table 16) that while indirect taxes particularly taxes on 

foreign trade yield the major portion of taxes in developing countries 

as per capita income rises, income tax as well as other direct taxes 

assume increasing importance, an6 in highly developed countries, they 

contribute the major portion of tax revenue. 

The IMF s"\:atistics also show (Table 17) that in the 14 least 

developed countries (Danglaaesh belongs to this group) taxes on 

.income and property contribute the smallest percentage of revenues 

while f.n the developed industrial countries, these taxes are 
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Table 16 
Average composition of Tax structures for a Sample of Countries at 

Various Isvels of Per capita Income 

, (As percentage of Total Revenue) 

Per Capita Income 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 8.7 100 

300-400 22.3 . 5. 9 .27.9 30.6 81.8 18.2 100 

400-500. 23.4 8.4 .34.7 29.2 84.9 15.1 100 

500-900 24.7 7.5 13.5 a.5 85.3 14.7 100 

United states 48.2 9.4 0.1 14.3 75.9 24.1 100 

source 1 R. A. Musgrave and P. B. Nusgrave, Public Finance in Theorl 
Book Company, singapore, 1984, P• 795. · 

and Practice, 4th Edn., McGr~ Hill 

Note 1 Data for ti. s. A. relate to 19701 for others 1966-68. S'Um of all taxes will not equal 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 compued to 

industrial countries. 

country 

Table 17 

Composition of Central Government Revenues, 
around 1980a 

InCome Domestic. Foreign Social 

(In percent) 

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 

(20J 

semi-Industrial 
countries 25.3 30.6 14.5 13.0 f1. 11 

(15) 

Middle-
·Industrial 23.7 23.1 28.9 4.1 14.9 
countries 

(5$J 

I.aast neve loped 
Countries 11-.o 21.7 41.6 1.6 13.0 

(14) 

Source 1 Government Finance Statistics Year·Book, IMF, Vol. 6, 1982. 

a. \Jnweighted arithmetic means of the percentages for .each 
country in the group •. Data 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 Canpany Ltd., New 
Delhi. 19a6, Table l-2. p. 91 • 

•• •• •• 
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From the analysis of this chapter it is found that th'ough 

the total revenue receipts of the GOB .increased over the years, the 

performance was not pramisin~ enough from the resource mobiliZation 

point of view, since the Revenue-GOP ratios of Bangladesh were well 

below the international standard (even compared to Asian developing 

countries} for the whole period under study. 

The revenue structure in Bangladesh is dominated by tax . · 

revenue. Again. while taxes contribute more than 80% of the total 

·revenue. direct ·taxes account for less than a quarter of the total 

tax revenues. In other words. indirect taxes play· a dominant role 

in the tax structure of Bangladesh thereby confirming Due and 

Hinrich' s hypotheses and DlF findings that in the early developing 

stage of a country a major part of the government revenue is collec­

. ted from indirect taxes particularly from foreign trade taxes. 

In fact, in Bangladesh more than half of the total tax 

revenue is collected from foreign traae, and taxes on domestic goods 
I 

and services account for around a quarter of the total tax revenue. 

The notable feature is that.the percentage share of revenue earnings 

from foreign trade has inc~ased by a considerable margin .of which · 

impOrt duty .:Lncluciing sales tax on import shared the highest~ EXport 

duties in this head ·accounted for en cllmost negligible amount indi­

cating the fact that the economy is paimarily an import-oriented one 

and the iinport are mostly facilitated by foreign aid, not paid by 

exports. And as such, these findings lend support to the view. that 

even the internal resource mobilization effort of Bangladesh is 

dependent on foreign aia17. 
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Appendix A 

Revenue Receipts and GDP of Bangladesh from 

1972-73 to 198~85 
(Tk. in million) 
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Year Tax 
Receipts 

Non-Tax 
Receipts 

Total Revenue 
Receipts 

GDP at 
Current 
Facto.r cost 

1972-73 

1973-74 

197,4-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

' 1980-81 

1981-82 

1982-83 

1983-84 

1964-85 

1910 

3103 

5166 

7358 

7655 

10074· 

12330 

14645 

18235 

19901 

21301 

23955 

29675· 

392 

621 

1074 

1483 

1482 

1687 

2187 

2160 

4333 

3669 

336. 

4171 

6092 

2302 

3724 

6240 

8841 

937 

11761 

14517 

16805 

22568 

23570 

24665 

28126 

35767 

42837 

68917 

123949 

103198 

99874 

139204 

.163909 

197633 

219799 

251320 

272953 

331068 . 

395168 

·source a Col. (5) from statistical Year Book of Bangladesh, 

Various issues, Bangladesh Bureau of Statistics, GOB 
and _the rest from Fiscal ·Statistics, 1972-86, Planning 

Commission, GOB, 1966. 
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A~ndix B 
Non-'I'~ Revenue Receipts of the GOB and Their Composition (1972-85) 

~Tk. in million~ 

Head 1972-73 1973-74 1974-75 1975-76 1916-77 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) ••• 309.4 395.7 515.8 545.1 630.2 

5. Postal (net) (-J 29.7 (-) 35.6 c-) 2s., c~) 41.o c-J 6a.8 <-l 33.3 

6. Telegraph .. and 
Telephone (Net) 2.0 53.9 20.6 10.4 (-) 11.5 (-) 34.1 

7. Interest 7.1 106.6 168.9 564.7 635.2 . 475.7 

B. Civil Administration 167.1 167.1 347.3 223.7 182.8 360.8 
9. Mint and currency 56.8 56.8 27.8 268.3 247.1 339.0 

10. Other Non-'l'ax 
Earnings Including 61.3 109.1 328.4 322.3 328.6 364.0 Profits/LOtses from 
Nationalised.sectors 

contd •• 
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AEJ>Emdix B (Contd •• ) 

~lead 1978-79 1979-80 198~81 1981-82 1982-83 1983-84 1984-85 

1. stamp (Judicial) 315.8 290.0 40.0 60.0 50.0 41.8 41.8 
2. Forest 160.5 150.2 330.0 .350.0 280.0 290.0 360.0 
3. Registration 190.7 220.0 230.0 270.0 285.0 300.0 ••• 
4. Railway (Net) 829.9 924.6 1050.0 1250.0 1580.0 1540.0 (-J 298.0 
5. Postal (Net). (-) 81.7 (-J 54.5 C-J 37.6 (-J 60~8 (-)190.0 (-) 129.5 (-l 167.9 
6. Telegraph and 

Telephone (Net) (-) 116.4 85.9 42.2 141.7 123.7 107.6 246.7 
7. Interest 1008.7 1205.5 1447.6 1605.3 997.0 1015.7 1400.0 
Be 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 
PrOfits/Losses from 524.6 . 446.7 531.4 564.2 279.0 917.7 929.7 Nationalised sectors 

source 1 BanglaO.esh Economic survey!J:l989-90, Economic Advisory Wing, Finance Division, Ministry 
of Finance, GOB, Statistic Appendix. 
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APwnaix c 
Direct and Indirect Tax Yield of the GOB with Their COmposition (l972-85J 

(Tk. in mi llioP.l 
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 255~ 4240. 6013 6280 8210 

i) Import Duty 625 1216 1493 2752 2626 3774. 

ii) Export Duty 53 a 71 163 214 306 

iii) Sales (Mp.) Tax 152 354 459 1009 1026 1513 

iv) other Customs 28 36 25 23 26 28 

b. Taxes on Domestic Goods 678 957 1723 2020 2307 2560 

i) Excise Duties 592 834 1458 1820 2078 2350 

ii) sales (Domestic) Tax 48 74 157 191 227 210 

iii) Jute Tax 38 49 188 g 2 ••• 
c. Taxes on Domestic services 62 81 458 128 132 121 

and Miscellaneous 

Total Tax Revenue 1910 3103 5~66 7358 7855. 10074-

contd •• 
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Ap1---end:f.x~G (Contd •• J 

Tax Head 1978-79 1979-80 1981-81 1981-82 1982-83 1983-84 1984-85 

1. Direct Tax · 2145 2523 3234 4040 4561 4739 5797 

a. Income Tex 1490. 1618 2267 2804 3280 3389" 3859 

b. Other Direct Tax ass 705 967 1236 1281 1358 1938 

2. Indirect Tax 10185 12126 15001 l5859 16740 19216 . 23864 

a. Foreign 'l' rade 7241 8906 l0744 11134 11601 13071 16693 

1) . Import Duties 4675" 5820 7029 7581 8303 9189 11753 

1i) Export Duties 425 419 221 110 110 . 224 ••• 
iii) sales (Imp. )Tax 2225. 2599 3211 3236 3000 3584 4557 

iv) Other customs 35 56 as 96 188 177 159 

b. Taxes on Domt!stic Goods 2762 3088 4167 4588 4986 5976 6919 

i) Excise Duties 2558 2849 3881 4539 4975 5976 6919 

i i ) .sales (Domes tic ) 'l' ax 204 238· .. 306 48 11 ••• • •• 
iii) Jute Tax ••• 1 ••• 1 . ... • • • • • 

c. Taxes on Domestic 182 132 90 137 153 169 272 
services and Miscellaneous 

Total 12330 14645 18235 19901 . 21301 23955 29675 

source a o.H. Chowdhury and M. Hossain, Elasticit,l and Buolancl of BanSiladesh Tax structure, 

Res.earch Report No. 80, BIDS, Dhaka, November, 1988, statistical Appendix, Table 1. 
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Collection of EXcise Duties by Corrmoaities (1984-85), 

Comnodities 

1. Tobacco Products 

2 .Petroleum Gas 

3. Petroleum, Fetroleum oil and 
Lubricants 

4. Tea 

s. Vegetable Non-Essential Oil 

•· Vegetable Products 

7. Beverages. Other than Wj.ne 

B. Glucose, Dextrose, etc. 

9. Sugar 

10. Biscuit and Bread 

11. Cement 

12. Paints ana varnish 

23. Cosmetics 

14. soaps and Detergents 

1·5. Matches . 

16. Plastic Products 

17. Rubber and Others 

18. Tanned U!ather and Others 

19. Paper and Paper Board 

20. Bank Cheque 

21. Cotton Yarn and 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 

(Tk. in million) 

EXcise Duty 

3091.60 

1336.00 
I 

336.60 ..... 
••• 
••• 

:1.6. 90 

8.30 

63.20 

44.10 

75.40 

. 39.90 

.. 33·. 30 

101.90· 

3S. 90 

12.20 

2.10 

•••• 
134.10 

7.00 

'77.20 

6.90 

7.10 

255.00 

6.10 

28.50 

11.50 

124.70 

so. so 
43.30 

Contd •• 
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Conmodities 

31. Cer~cs, China ware Porcelain ware 

32. Wires and Cables 
33~ Hotel and Restaurant 

34. Gold and silver Prooucts 
35. Cinema Entertainrrent 
36. Packaging Materials 
37. Radio Receiving Apparatus 

38. Mechanised Vehicies 

39. shoes 

40. ~loocen Furniture 
41. ~!edicine,. Medical Products ·(Allopathic), 

Insecticide, Pesticide, etc. 
42. welding Electrodes 

43. steel, steel Pipe and G. I. Pipe 

44. Oxygen, Carbon, Oxide, etc. 

45. SOdium Silicate 

4·6. Glycerine 

47. Telephone and Teleprinter 

48. Plastic Bag 

49. Insolation Board 

so. Nuts, Bolts,. screws 

Sl. Electric Goocs and Fitt~gs 
52. Cinematographic Film 

53. Sanitary Ware and Lazed .Tiies·. 

54. Liquor and Narcotics 

55. Miscellaneous 

Total 

Excise Duty 

35.10' 

87.20 

81.20 

4.50 
128.80 

15.10 

58.10 

47.90 

23.30 

77.80 

136.80 

22.90 

32.70 

26~80 

5.30 

6.60 

11.40 

3.00 

2 .• oo 
1.40 

• 60 

s. 70 

6.80 

1166.20 

3.20 

6919.20 

Source a Fiscal Statistics, 1372-73 to 1985-86, Planning 

Commission, GOB, 1986. 
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Chapter 6 

REVENUE EXPENDITURE OF THE GOVERNMENT OF BANGLADESH 

1. Introduction 

This chapter is an attemPt to briefly look at the expenditure 

side of the revenue budget of the Government of Bangladesh over the 

period under study. Revenue expenditure is often called current or 

non-development expenditure. According to the Ministry of Finance. of 

the GOB, the expenditure which is made for normal running of the 

various government departments and organs and does not create any 

· asset and in fact reduces government saviny for development purposes 
. ' 

in the form of •collective consUmption• is treated as revenue expendi­

ture1. 

The bro~ categories o£ revenue· expenditure under different 

2 
heads are the focllowing a 

A. Wages and Salaries1 

s. Purchases of commodities and services1 and 

c. Transfer Payments. 

The bulk of the expenditUre on revenue account is made f.or 

wages and salaries paid to the government employees, personal 

allowances, and medical and other compensations. It also incluaes 

dearness allowances and other allowances paid to the government 
. 3 
. employees • 

A considerable amount is spent on the purchases of cornnodities 

and services for the purpose o£ current use of the government. 

Travelling and daily allowances· are also incluaed in this category• 

Service charges, such as postal an6 telephone charges, rent and taxes, 



etc. are included in this head. Expenditure on contribution to 

the international agencies, like u. N. etc. has been treated as 
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purchase of services except for I.B.R.D., I.M.F. and ·A.D. B., which 
. . 4 

is in the nature of financial investment • 

Transfer payments do not involve directly a demand on·goods 

and services. The items which are included in current transfer pay­

ments are interest payments (domestic ana external), grants (paid 

to educational institutions, local bodies, corporations and other 

organisations), subsidies, pensions, scholarships, relief .Payments, 

s 
etc • 

In an underdeveloped country like Bangladesh, where the bulk 

of capital expenditure is financed by foreign aid/assistance, nqn­

development current expenditure deserves a special scrutiny. For, 

the excess of revenue receipts over revenue expenditure (revenue 

surplus) denotes the savings· of the governrrent which is ma.de avail- · 

able for financing aevelopment progr~mes. In other words, the extent 

of domestic resource mobiliZation greatly depends on the siZe of 

revenue expenditure. The higher the revenue expenditure, the lower 

the revenue surplus ana the more dependency on foreign aia. Here 

lies the importance of the analysis of the revenue expenciture of 

·the GoB. 

In this context, it should be noted here tnat one of the major 

problems for any appropriate analysis of revenue expenditUre unoer 

different heads is the occasional changes in the accounting system 

as well as the transfer of certain items from one head tO another. 

The more important problem is, however, the peculiar arrangement of. 

minor heads as cited in budget estimates and other documents of the 
Bangladesh Budget. 
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Problem is also associated with the fact that it is not 

always possible to know the exact nature of expenditure, hOw the . 

money is actually spent. the extent of. real benefit derived ou:t of 

it, the amount of wastage and so on. 'l'hus though it is essential to 

explain revenue expenditure from the perspective ·of all these 

different angles, it will not be possible to do so due mainly to 

the lack of available data. 'l'aking all these limitations into consi~ 

deration let us try to give a brief account of the revenue expendi­

ture of the GOB as far as practicable over the ,l;)eriod under study. 

2. Growth Pattern of Revenue Expenditure 

The total revenue expenditure of the GOB has increased 

considerably over the .years. ACcording to the fiscal data available 

from the Ministry of Finance of.the GOB, it is found ('l'able 1) that 

total revenue expenditure increased from Tk. 2131 million in 1972-

73 to 'l'k. 29300 million in 1984-85. In other words, total revenu~ · 

expenditure of the GOB has increased at a compound rate of about 
I . 

24.4% per annum dur;J.ng the whole period under study. Table 1 shows 

that the growth rate of total revenue expenditure was very high in 

1973-74 (62•4~) and 1974-75 (63.3~~) and very low in 1975-76 

(12.47%) a."ld 1980-81 (10.40%). However. the overall growth trend of 

r.evenue expenditure was declining in nature. 

It was quite natural for the fi.rst two years of the newly 

emerged Bangladesh after liberation that the growth rate of revenue 

expenditure was very high. After liberation, the Government had to 

rearrange its various unorganised departnents. 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 coun%ry during the liberation period. 

Besides, the Government haa to spend a huge amount of money 

to meet many unforeseen circumstances during the first few years 

of the regime. In 1972-73., Banglaaesh experienced a country-wide 

drought and a devastating flood in 1974, fac.ing which the Government. 

Table 1 

Growth of Total Revenue EXpenditure 
from 1~72-73 to 1984-85 

Fiscal Year Total Revenue 
Expenditure 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

19So-81 

1981-82 

1982-83 

1983-84 

1984-85 

2131 

. 3462 

5655 

6360 

7693 

9406 

10876 

13419 

14816 

18497 .· 

21477 

25030 

29300 

of the GOB 

(~k. in million) 

G ro\-rth Rate 
Per Annum 
in Percent 

••• 
62.4 

63.3 

12.5 

. 20.9 

22.3 

15.6 

23.4 

10.4 

24.8 

16.1 

16.5 

17.0 

source a Calculated on the .basis of Bangladesh Economic survey, 

1989-90, statistical Appendix, Ministry of Finance., GOB. 

had to spend a huge amount of money in the form of non-development 

expenditure. Mr. Tazuddin AhmEl'd, the first Finance l-'linister of 

Bangladesh thus pointed out in his first budget spee.ch that the 

budget of 1972-73 was not at all development-oriented rather it was 

•. 
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relief, rehabilitation and reconstruction-oriented in nature6• 

However, leaving these two higher growth rates of 1973-74 

and 1974-75, the growth rates of revenue expenditure were qUite 

moderate varying between the low of 10.41% and the nigh of· 23.31%. 

Again, the growth rate was not Uniform but fluctuating 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 2~ upto 1984-85. 

This was due mainly to the fact that the Govemment after meeting 

.the problems of relief, rehabilitation, reconstruction and adminis-

trative reorganisation so far, took the policy of austerity through 

curtailing unnecessary or lower-~riority expenditure from 1975-767 • 

But 'irte like to note that the absolute amounts of ·revenue expenditure 

increased considerably·over the years. 

The relatively higher leve.J.s of total revenue expenditure 
. 8 

in absolute term were in general due to --

a) enhancement of basic salary, medical allowances. dearness 

and other allowances caused by the xevision· of pay scales 

a:fter ·regular i.DteziJel.a ano sanction of compensato~ 

allo•'lances to the government employees; 

b) filling up of the vacant posts and creation of new· pasts 

from time to time in different departments; 

c) enhancement of contingency charges like purchases of goods 

and services for the government offices cue to price 

in£lation1 

d) increase in the rate of grants and subsidies to the 

different QOverrunent bodies and agenciesJ 

e) rise in the rate of interest, both internal and 

external; and 



£) meeting the unexpected problems -caused by natural 

calamities like floods, droughts, cyclones, etc. 

In Bangladesh a considerable amount of GDP is spent on 
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cui rent revenue expenditure in each and every year. Table· 2 shows 

that the share of revenue expenditure in GDP of Bangladesh varied 

between 4.5% ·and 7.9'A». As it stands, the share of revenue expenditure 

seeiiiS to have a tendency to. fluctuate. However, it cannot be cate-

. gorically stated that the increase of non-developrrent expenditure · 

· was all unnecessary. Again. the analysis of the total revenue expendi­

ture is too cruoe to give any real idea about ·the nature of government 

expenditure. At this stage it is. therefore, pertinent to examine the : 

· different heads of revenue expenditure. 

Year 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

1980-81 

1981-82 
1982-83 

1983-84 
1984-85 

Table. 2 

Revenue EXpend! ture as Percentage of GOP of 
. Bangladesh (1972~85) 

~Tk. iil million1 

GDP at Current ·Revenue Revene Expenditure 
Factor cost EXpenditure as % of GDP 

(1) (2) (3J 

42837 2131 . 5.0 

68977 3462 s.o 
123949 5655 4.5 

103198 6360 6.2 

99874 7693 . 7.7 

139204 ·9406 6.7 

163909 10875 6.6 

197633 13419 .6.8 

219799 14815 6. 7 

251320 18496 7.3 

272953 21477 7.·9 

331068 25030 7. s 
395168 29300 7.4 

Source, Col. (1) Statistical 't'ear Book of Bangladesh, Various Issues, 
Bangladesh Bureau of Statistics, GOBI and- the rest from 
:inlladesh Economic Survey, 198~90, Statistical Appendix, 

stry of Finance, GOB. 
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3. Revenue EXpenditure Unuer 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 dif:ficult or rather impossible any appropriate analysis in 

this regard. More seriously enough, the classification of major heads 

of revenue expenditure, as mentioned in Chapter 4, was not often 

maintained in the fiscal data supplied b.t the Finance Division,· 

Ministry of Finance of Bangladesh. For analytical simplicity, however, 

in accordance·with Bangladesh Economic survey, 1989-;)0, statistical 

Appendix we have rearranged the heads of revenue expenditure as \maar a 

a) Administration incluaing Fiscal services and 
Foreign Affairs1 

b) Debt services; 

c) Education and Health1 

d) Civil works; 

e) Defence; 

f) Railways; and 

g) Miscellaneous. 

Table 3 shows that the total ·revenue expenciture has increased. 

under all heads over the years with some exception. The notable 

feature is that under all heads except 'Debt services•, the growth 

rates were higher for the first two or three years after liberation 

for obvious reasons which gave the budgets of the f:ir st two or three 

years a non-deve~opmental qnaracter. 

Administration a 

Unaer the head of 'Administration•, the total revenue 

expenditure has increased from a meagre Tk. 8.6.0 million in 1972-73 

to Tk. 6290 million in 1984-85. The compo'-nd rate of growth .of revenue 
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expenditure under this head was about 1SOA> per annum over the t:eriod. 

However, the annual growth rates were more or less uniform though 

not steady from the late seventies to the early eighties, except 

1982-83. The main reasons _for the growth of: revenue· expenditure under 
' 9 

this head were, amonc:. others, the following a 

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 

Total Growth 'l'otal Growth Total Growth· 

197-2-73 860 ••• 134 ••• 562 . ... 
1973-74 1254 45.8 183 36.5 792 40.;9 

1974-75 1462 16.6 313 71.0 996 25.7 

1975-76 1557 6. 5 407 30.-0 1095 9. 9 

1376-77 1998 28.3 877 115.4 1285 17.4 

1977-78 2327 16.5 686 -21.7 1687 31.3 
·' 

19~8-79 2703 16.1 1087 58.4 2210 31.0. 

1979-80 3296 21;. 9 1041 -4.2 2388 8;.0 

19~0-81 3978 20.7 1163 11.7 2883 20.7 

1981-82 4651 16.9 2172 86.7 3168 10.8 

1382-83 4618 - .1 .2254 3.7 3960 24.2· 

1983-84 5346 15.8 2743 21.7 4940 24.7 

1984-85 6280 17.5 3183 16.0 6524 32.0 

contd •• 



115 

Table 3 (Contd •• ) 

Year Defence Civil works Railway Miscellaneous 
Totai Growth ·Total Growth Totai Growth Tot a I Growth · 

1972-73 202 • • 44 • • • • • • 329 ... 
1973-74 420 107.9 215 388.0 279 • • 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 19.2 2794 32.1 

1980-81 2742 13.0 563 8.3 1237 29.7 2250 -19.5 
1981•82 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' •• •• 7522 43.1 

source a calculated on the basis.of Bangladesh Economic survey, 

1989-90, statistical ApPendix, Minist~ of Finance. GOB. 

a) enhancement of medical and conveycmce allowances end 

sanction of compensatory allowances, dearness allowances, 

etc1 

b) filling up of the vacant posts in different offices; 

c) creation of new districts, upazilas, circles and · 

metropolitan magistracy for Dhaka, Chittagong, Khulna 
and Razshahi cities1 

d) recruitment of more police personnell raising of ·the 
Ansar Battalion and raising of the companies of 
Bangladesh Rifle (BDR)I 

e) increase in the rate of contribution to U.N •• 

Co111100nwealth secretariat and Islamic Conference, etc; 



f) opening of new Missions abroad and purchases of 

build~g etc., for the Bangladesh Missions; and 
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g) increase in ~he prices of fuel and other articles, etc. 

Debt servicesa 

The total revenue expend! ture under the head of 'Debt. 

services• has increased from Tk. 134 million in 1972-73 to Tk. 3183 

million in 1984-85. The compound. rate of growth. of ·revenue· expend!~ 

ture under this head was about JO% per annum over the years. The 

. grOwth rate of revenue expenditure unoer this head was the highest 

in f976-77 (115.41%) while thSre were negative growth rates in. the 

years 1977-78 (-21.~~) and 1979-80 (-4.~~). ~able 3 also shows that 

the annual growth of revenue expenditure under this head was neither 

uniform nor steady - it was rather fluctuating. The growing amounts 

under. this head from year to ye·ar were, among others, oue to· the 

following10 a 

a) repayment of larger .tmasury bills1 

b) more demand for priZe rooney of Prize. Boildsi 

cJ payment of larger amounts of interest on foreign 

loans; and 

d) payment of bills to security Printing Press on account 

of printing of savings certificates ana savings stamps, 

etc. 

Education and Healtba 

In case of • Education and Health' the total. revenue expendi­

ture. has increased from 'l'k. 562 million in 1972-73 to Tk. 6524 

million in 1984-85. 'l'he compound rate of growth of revenue expendi­

ture under this head was about 23% per annum c:i!Ver the period• However, 

the annual growth rates were not uniform but fluctuating in nature 
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wnich varied between the highest 40.~~ to the lowest B.~~o The 

higher amounts unaer this heaii from year to year were, Clm9ng others, 

due to the following11 , 

a) enhancement of medical and convey~ce ·allowances ·and 

sanction· of compensatory allov1ances1 

b) additional f.und to continue the supply of. text books at 

subsidiZed rates by the ~chool Text Book Board1 

c) increasing affi:liation of more and more private schOols 

and colleges caused more demanc on goverrunent fundi 

d) increasing the grants (recurring and non-recurring} to 

different in·stitutions and· cultural organ1Zat1ons1 

e) taking up new schemes/programmes like adult ecucation 

programne, population education programme, integrated 

national vaccination programme, etc. for expanding 

education and health facilities to the mass; and 

f) increasing allowances to the employees of private 

schools and colleg~s and nationalisation of new schools 

and colleges, etc. 

Defence a 

Under the head of 'Defence• the total revenue expenditure 

has increased from 'l'k. 202. million in 1972-73 to 'l'k. 4927 million 

in 1964-65. The compound growth rate un6er this head· was about 3o>" 

per annum over the years. However, the yearly growth rates were 

neither steady nor uniform but fluctuating in nature with the highest 

growth rate of 108.0% in 1973-74 and a negative growth rate in 

1977-78. Additional fund from year to year was necessary for the 

12 following 1 



aJ maintenance and purchases of stores and equipments 1 

b) construction of accommodation for defence personnel/ 

cJ new recruitment in the Army, Navy and Air Force at 

regular intervals1 and 
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d) increasing the. basic salar.t and other allowances, etc. 1 

Civil worksa 

under •civil works' the total revenue expenaiture registered 

an increase from Tk. 44 million in 1972-73 to Tk. 862 million in 

1984-85. 'l'he compound rate of growth unoer this head was about 28"..4 

per annum for the said period. Table 3 shows that curing the first 

two fiscal years (1972-73 and 1973-74) after liberation, the growth 

rate was too high (388.~~ and l4l.a% respectively) under this head. 

It was, however, not unreasonable that. a oarnaged economy like 

Bangladesh, caused by the use of :'l/!3avy gun-fire during the 1-ibera-

tion war, demanded a high experiC.iture under this head. 

The higher amounts of revenue expenditure from year to year 

unGer this head were in general mainly due to13 a 

aJ maintenance and repair of government builcings and 

construption of new builcings1 

b) repair of roaas~ briages and culverts, etc. 1 and 

construction of new roads an6 bridges, etc; 

c J increasing the numbers of the staff, enhancement of 

medical and conveyance allowances and sanction of 

compensatory allowances, etc. 

Railways a 

Unuer the head of •Railways• the total revenue expenditure 

has increased from Tk. 279 million_ in 1972-73 to· Tk. 1700 mill.ion 

in 1984-85. The compound growth rate of revenue expend'.iture 'imder 
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this head was about 20"/o per annum over the perioo. However, the 

yearly growth rates were more or less stable curing the late seven­

ties anc fluctuating auring the early eighties. The growth of revenue 

expenditure under this head from year to year was, in general, among 

14 others, due to a 

a.) reconstr·uction anci repairing of rail roads, bridges; 

railway communication, etc1 

b) recruitment of new staff anc technicians; 

c) purchases of new engines and :bogies from abroad; and 

d) enhancement of medical, conveyance arid other compensatory 

allowances and of basic salary caused b~ the revision of 

pay scales, etc. 

Miscellaneous a 

Miscellaneous. i.e.) other non-cievelol-'~nt expenditure 

registered an increase from 'l'k. 323 million in 1972-73 to l'k• · 7522 

mill;f..on in 1984-85. The compouna growth rate under this head was 

about 30"/o per annum over the years. Higher amounts uncier this head 

from year to year were, in general, among others, due mainly to15 a 

a) increase in the number of pension and gratuit~ cases; 

b) larger amount of subsidy due to the sale of fooo items 

at concessional rate; and 

c) meeting unforeseen e;xpenses caused by natural calamities 

like droughts, floods, cyclon~s, etc. 

One should, however, be ver'y cautious to draw. any conclusion 

merely trorn,the trends of respective growth rates of revenue expendi-

ture uncer different heads without consi<..e.ting the amounts of absolute 

change. Table 4 shows the necessary inforn·.ation that aemanos a close 

attention. 
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Compound Growth Rates in Percent and Absolute 
Increase of Revenue EXpenditure of the GOB 
under Diffarent Heads frol·n 1972-73 · to 1984-85 
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(Tk. in million) 

Head compound Absolute 
Growth Rates Increase 

------------------------ -
1. Administration 18.0 5420 

2. Debt services ·30.0 3047 

3. .!::ducat ion and Health 22.6 5962 

4. Defence 30.5 4725 

5· Civil 11'/0rks 28.0 818 

6. Railways 19.8 1421 

7. .rv~isce 11 aneou.s 29.7 7193 

source ' calculated on the .ba.Sis of '!'able 3 of this chapter. 

Ji·rom the above table it is found that the revenue expenditure 

of the GOB under the·head of 'Defence•, 'De.bt services' ·and 

'.Niscellaneous• took the lst, 2nd and 3rd position respectively 

from the point of. view of compound growth rates in percent over the 

years. But they took the 4th, 5th and lst position respectively from 

the point of view of absolute increase. Interestingly enough, the 

head • Education and Health 1 and 'Aaministration 1 took the 5th and 

7th position respectively from the compound growth ratas point of 

view. But they .took the 2nd anc 3rd position resptctively from the 

absolute increase point of view. similar l.t, the ,POsition of • Civil 

~-Jerks. was 4th .in cons.ioerat.ion of compound growth rates but its 

position fell down to the .bottOm (7th) from the point of view of 

absolute increase. 
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Aga.i.n mere growth rates ariO. absolute .increase ·are not. suffi-. 

cient to give us a clear picture about thB treno of revenue ex};)end.i.-

tu"re of the GOB under different heads over the years. .It .is now 

·necessart to have an idea about the relative importance or percentage 

snare of different heacis to the total revenue expenditure of· the GOB 

over the years. 

Table 5 shows that, 'wV'ith some exceptions, the relative impor~ 

tance of cifferent heads under revenue expenoiture remained the same 

since independence. Thus 'Administration• took tne 1st pos.i:tionfor 

all the fiscal years afte?= liberation except 19"84-85. on an average, 

this head constituted 26.~Q of the total revenue expenditure over the 

years. on the basis of yearly average, 'Eaucation ana Health', 

•r-:iscellaneous 1 ana 'Lefence' took the 2no, 3rd and 4th position 

respectively. 

It is striking to note that from th~ early seventies to the 

mid-seventies, the share of revenue expenditure. uncier 'E-ducation 

and Health' decreased while the share of 'Defence• increased. And 

in some fiscal years the share of • Defence • exceeued the share of 

1 Education and Health 1 • However., during the e.i.ght·ies. an increasing 

share of 'Education ana Health' is recorde6. 

In respect of 'Debt services' it is observeC. that though its 
I 

percentage share decreased in the early seventies, from the mid-

seventies to the early eighties it registered an increased percen-, 

tage share of revenue expenditure. And throughout the· eighties the 
. ' 

share of revenue expenditure under 'Debt Services' remained.almost· 

invariable. 



182 

The percentage share of • Miscellaneous • to the total revenue 

expenditure was fluCtuating over the years and in some fisc,al years 

this head took the 2nd position from the 3rd super seeding 'Education 

and Health'. And in 1984-85 this head took the 1st position. This is 

an indication of the fact that the GOB had tO face many unfore.seen 

ano unexpected situations in each ana every year, the expenditure of 

which could not be categoricallx forecasted in the budget. 

The percentage share of 'Civil works' to the total revenue 

expenditure though registered an increase in the early seventies, 

from the mid-seventies its importance wa$ gradually diminishing. And 

on the basis of yearly average it took the lowest.position (4.1%). 

Similarly, the percentage share of 'Railways• to the total revenue 

expenditure was very poor and its ··share remained more or less invari-

able throug~ut the whole period unoer study. 

From the above analysis one ma.t · ascertain some interesting 

features regarding the growth and pattern of revenue expenditUre of 

the GOB during the period under·studya 

1) 'l'he total revenue expenditure of the GOB has increased 

over the years and constituted on an average about 7% 

of the GDP (Table 2) showing more and more involvement 

of the Government in ecoriomic activity. 

2) 'l'he highest compound growth rates were registered under 

the heads of 'Defence•, 'Debt services' and 'Miscellaneous• 

('!'able 3). But the highest absolute, incre·ases were 

registered unaer ·~iscellaneous•, 'Education and Health' 

and 'Administration' ('l'able 4). 

3) 'Administration• recorded the highest percentage share 

to the total revenue expenditure of the GOB throughout 

the whole period un<ier study ('!'able 5). 'I'his reflects the 

fact that the GOB· had to spend a huge amount of money for 
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Table 5 

Percentage Share of Revenue Expenditure under Different Heads 
to the Total Revenue Expenditure of the ~B from 1972-73 to 1984-85 

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 84-85 Yearly 
Average -

A .. 40.3 36.2 25.9 24.5 26.0 24.7 24.8 24.6 26.9 25.1 21.5 21.4 21.4 26.4 

B 6.3 5.3 s.s 6.4 11.4 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 17.2 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 2.1 . 6.2 9.2 5.4 .9 . 4.2 4.4 3.9 3.8 . 3.3 .3.3 3.1 2.9 4.1 

F •• . 8.1 6. 7 e.s 8.o 7. 5 7.4 7.1 8.3 7.5 7.8 e.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 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Note a A a Administration, B a Debt Services, C • Education and Health, D 11:1 Defence, E a Civil works, 
F • Railways and G • Miscellaneous 

source a Calculated on the basis of Table 1 and 3 of this chapter. 



the normal running of the ·governroont leaving thereby 
very little as government saving. 
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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 during Different Plan PeriOds 

Let us now view the revenue expend! ture of the GOB taking 

different plan perioas into consideration. Table 6 shows that the 

total revenue expenditure of the GOB in absolute term has increased 

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 declining tendency over the. plan. 

periods. 

Period 

FFYP 
(1974-78) 

TYP 
(1978-80) 

SFYP 
(1980-85) 

Table 6 
Growth Trend of ·the Total Revenue .Expenditure 
of the GOB during Different Plan Periods 

Absolute Increase Growth Rate 
(Tk. in million) (In Perc:ent) 

14SS 34.6 

2006 19.4 

3176 16.9 

source a Calculated on the basis of Table 1 of this chapter. 
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Table 7 shows the growth rates of revenue expenditure under 

oifferent heads during the plan perioas. It is found that under·all 

heads the growth rates showed a declining tendency during the plan 

periods exc~pt the fact that the growth rates of • Debt services • , 

'Education and Health' and 'Miscellaneous' showed an increas~g 

tenoency from the TYP to the SFYP. The notable feature is that for 

all heads,. the growth rates were too high curing the. FFYP for obvious 

reasons. 

Table 7 

Growth. Rates of Revenue EXpenciiture under 
Different Heads Dur~g Different Plan PeriodS 

(In 

Head FFYP TYP, SFYP 
(1~73-78) (1978-80) (1 ~80-85) 

1. Administration 22.0 19.0 13.8 

2. Debt Services 38.6 23.2 25.0 

3. Education and 
Health 24.6 19.0 22.3 

4. Defence 48.1 29.7 15.2 

s. Civil works 54.·9 15.·1 10.7 

6. Railways 25.0 16.4 15.6 

7. Miscellaneous 45.8 13.5 21,.9 

percent) 

source a Calculated on the basis of ·~able 3 of this chapter. 

In case of percentage share of revenue expenditure under 

various heads to the· total revenue expenditure Ta}:)le 8 shows that 

.the highest share went to tne head of • Administration • over .the 

plan periods. The notable feature is that while the share. of 

• Administration• to the total revenue expenditure started decrea.Sing 

gradually, the share of • Debt services• and • Defence• started 
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increasing sharply from the FFYP to the TYP and the SFYP respectively. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Table 8 

Yearl~ Ave~age Percentage Share of Various 
Heads to the Total Revenue Expenditure of 
the GOB during the Plan Periods · 

Head FFYP TYP 
{1973-78) {1 976-80) 

Administration 27 .. 5 24.7 
Debt services 7.2 9.0 

Education and Health 18.5 19~1 

Defence 15.4 16.0 

Civil works 5.2 4.1 

Railways 7.7 7.2 

Miscellaneous 18.5 20.1 

SFYP 
{1980-85) 

23.2 

10.4 

19.4 .. 

18.0. 

3.3 

7.6 

19.·4 

sourcea Calculated on the basis of Table 5 of this chapter. 

s. Review of the Revenue Budget of the GOB 

Revenua budget consists of revenue receipts and revenue 

expenditure. In Chapter S we have explained the receipts s1de of 

the reve11ue budget and in the foregoing sections of the present 
I 

chapter we have explained the expenditure side of the revenue budget· 

of the GOB. Let us now have an overall view of the budgetary :position 

of the revenue bu6get of the GOB during the period under study. 

As we know. the excess of revenue receipts over revenue 

expenditure denotes government saving which is adced to the domestic 

resources available for financing investment activities. It is said 

that government receipts. especially taxation is a form of compul-

sory saving and is desirable. But it must be realised that taxation 

bx itself only leads to a transfer of funas from the· private to the 



public coffers. Its effectiveness in promOting capital fo.rmulation 

is limited by the extent to which the increased revenues are used 

fOr investment purposes. If they are absorbed by an increase in 
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administrative non-development expenditure, the capital is virtually 

lost to the economy.. In other words, non-6evelopment expendi~ure! 

shrinks government savings leading to a rise in the saving~investrrent 

gap thereby raising more dependency on foreiqn aid". 

Table.~ shows the budgetary. pOsition of the revenue budget 

of the GOB from 1972-73 to 1984-85. It is found that both the reve-riue 

expenditure and the GDP of Bangladesn have increaSed steadily over 

the years. In othe.- words, there is a direct relationship between a 

rise in the GDP and a risineJ;J share of revenue expenditure in the. 

GDP. This relationship can best be expresseci by what is known as the· 

·•1aw of increasing stat~ activities and expenditures• propounded by 

AC1oph wagner16 which generaliZes a gracucl increase in the ratio 

of government revenue expenditure to the national income. In other 

wor0s, income elasticity17 of goverrment revenue expenditure is 

positive. 

Table 9 shows that the income elasticity of revenue expendi­

ture (measured as the ratio of percentage change in government 

revenue expenditure with respect to percentage. change in GDP) .varied 

between o.s and 7.7. And on an average the inconee.lasticity·of 

revenue expenditure (l. 8) was not onl.t posi ~ive but greater than 

one for the whole ~rio6. unc.~r study. This clearly reflects the fact 

that revenue expenditure increases faster than the GDP and confirms 

Wagner• s hypothesis Jn Bangladesh. 
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Table 9 
Budgetary Position of the Revenue Budget of the GOB from 1972-73 to 1984-85 

('l'k. in million) 

Fiscal Revenue Revenue Revenue 4as GDP at·current .4 as Income Elasticity 
year Receipts Expenc:iiture Surplus % of 2 Factor Cost % of 6 of Revenue Expen-

diture 
1 2 3 4 5 6 7 8 

- -
1972-73 2302 2131 171 7.4 42837 0.4 •• 
1973-74 3724 3462 262 7.0 68977 0.4 1.0 
1974-75 6240 5655 585 9.4 123949 0.5 .a 
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 .5 

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 1481~ 3752 16.6 . 219799 1.7 • 9. 

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 -293.00 6467 18.1 . 395168 .1.6- • 9 . 

source a Co 1·. (2) from Table 1 of Chapter 5. Col. ( 3) from Table 1 of Chapter 6. col. ·(G) statistical 
Year Book of Bangladesh,- Various Issues, Bangladesh Bureau of st-atistics, GOB. 
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In Bangladesh the total revenue expenditure increases by' 

24.4% annually while the GDP increases by 20.3% annually ciuring the 

period uncer study. Thus the demand for government revenue expendi­

ture rose faster than the GDP from 1-972-73 to 1984-85 the-reby justi­

fying wagner's generalization in Bangladesh18• This finding is ·also 

supported by a world Bank report which shows that·in most of the 

developing countries (data relate to 196Q-70 and 1970-80) government 

consumption was ~creasing more rapidly than GDP
19• 

Again, Table 9 shows that the revenue surplus which is. added 

to the government saving constituted on an average only 16. SO~ of 

the revenue receipts 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 perioe under study. Thus a 

major portion of collected revenue rec.eipts has gon·e to meet the 

growing revenue expenditure rather than to increase the level of 

government savings to a higher level. 

The above finding leads us to concluoe that the "Please 

Effect20
n seems to be in operation in Bangladesh. ACcording to this 

view governmental revenue expenditure is a 6irect function of the 

availability of revenue. In LDCs where collection of revenue is 

difficult, public ex~nditures stand at a low level. But as roore 

and more .r:evenues are collected with the availability of more and 

more sources of revenue their governmental current outaly· increases. 

As a result, ad6itional revenue is associate6 with an increase in 

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 co.untries in spite of impressive records of tax 

~rformance is due to the growth of government current axpend.iture• 21 • 

In Bangladesh, with time, transfer payments like old age 

pensions, grants to local .bodies and so forth have been greatly 

enlarged. Public health and sanitation programmes have been expanded. 

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 concessions and 

benefits, and so on have combined to increase public expenditure. As 

stanely Please asks, •1s it possible to resist political pressure or 

popular clamour· for increased defence expendi cure, salary increases 

for public officials, and so on when it is known that the money is 

in the kitty?22
u 

Whatever may be the cause, non-development expenditure of the 

GOB which increased at an accelerated pace ever since 197·2-73 can 

never be justified on any ground. For, during the FFYP, revenue 

expenditure increased sharply by more than 30% ·(Table 6) · annually 
. . 

as against the projected target of 1~23• During the SFYP, annual 

rate of growth of revenue expenditure was projected to be 7.9%, 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 197~76 and 1978-79, even after the policy of fiscal 

austerity in various Ministries, Divisions and Public corporations 

was introduced in 1975-7624• This is an indication of the fact that 

'whatever economy was achieved through reorganisation and other 

measures was more than offset by an increase in other heads of 

expenditure• 25• 
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In this connection, it may be mentioned here that large 
. . ' 

amounts of subsidies to fertilizer, seeds, pesticides and i~rigation 

water in support of agricultural development programmes were paid out 

of.the development budget and 'if included in the revenue budget•, 

as evaluated by the Planning conmiss ion, • the t~urplus in the revenue 

budget would have turned negative in many years• 26• 

we, therefore, conclude that while in a new country, it was 

not unnatural for the current expend! ture of the government to 

increase at a high rate during the early seventies, such a high rate 

of increase in the late seventies as well as in the eighties, was 

neither warranted nor natural. practically when the principle of 

fiscal austerity was introduced and subsidies in many areas were 

almof:t withdrawn. 'l'h.is contributed not only to m.isuse of resources 

but also to diversion of development resources away from the produc-

tive sectors. 
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Chapter 1 

CAPJ:rAL Bl.JDGET OF THE GOB ANo DEPENDENCY ON 

FORE .IGN ECXH«>M . .IC ASS .IST ANCE 

1. .Introduction 

Like many other developing countries of the world, as noted 

in Chapter 4, the GOB formulates two ·types of budget namely, revenue 

budget and capital budget. These two budgets are commonly known as 

non-development and develop~nt budget respectively. In the precee­

ding two chapters we have explained the receipts and expenditUre 

sides of the revenue budget of the GOB re·spect.i,vely •. The present 

chapter is an attempt to explain briefly the receipts and expend!-
., 

ture sides of the development buaget of the GOB. during the period 

under study. Fin ally. an attempt is· also. made to show the dependency 

of the· Bangladesh Budget (especially development budget) on foreign 

aid for the said per.iod. 
. . . 1 

According to the budget docUJDE!nt , capital re~eipta are· 

divided into two parts, namely 1 

1} Internal Capital Rece.ipts, arid 

ii} External Capital Receipts •. 

Internal Capital Rece:ipts include s 

a} Loans and Advancea. (net)~ 

. b) Public ACcounts 1 

1) u~£unded Debt· (net), and 

11) otner deposits and A6v ances (net) 

c) Permanent Debt (net domestic) 1 and 

d) Floating Debt (net) i.e. • Prom1sory Notes and 

Treasury B111s
2

• 
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EXternal capital receipts, on the other hand, include foreign loans 

and grants in the f'orm of3 
1 

a) Project Ai.dl 

b) Non-Project Aid (counterpart fund from coillinOdity aid; and 

c) Food Aid (counterpart fund from food transactions). 

ACcording ~o the budget document: , capital expenditure of the 

GOB comprises sector-wise development expEimditure unoer Annual 

Development Progranme (ADP), non-development expenditure within the 

capital budget, expenditure on food oudget and non-ADP projects. 

However, we are mainly interested with the analysis of sector-wise 

development expenditure unC.er ADP which constitutes more than 80% 

of the total capital expenditure o:f the GOB
4

• 

Accordingly, this chapter is organised in the following way. 

section 2 deals with the growth and composition of the total capital 

receipts of the GOB during the period be~ween 1972-73 and 1984-85. 

Note that the analysis of the composition of external capital 

receipts of the GOB is not included in this section• This is inclu-

ded in Section 4 . where en ~ttempt is made to show the dePendency 

of the Bangladesh Budget on foreign aide Section. 3 deals with .the 

sector-wise development expenditure of the GOB over the ~~·ars:. 

2. Growth and Composition of Capital Receipts of the· GOB 

The total capital receipts of the GOB, as shown in Table 1~ 

have increased from Tk. 4621 million in 1972-7'3 to Tk. 35518 million 

in 1984-85. In other words, the· total capital receipts of the GOB 

have increased at a compound rate of 18.~~ per annum over the years. 

The year to year trend of growth of the total capital receipts was, 

howE;!ver, fluctuating in nature with a high of 126.1% in 1975-76 and 

i. 
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a low of 14.~~ in 1972-73. 

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 comi;>ound rate of growth .of internal capital 

receipts was 8.4% per annum over the years. The yefll:. to year growth 

rates of internal capital receipts -were, "however, not steady but 

fluctuating in nature with. a high .of 290.4% in 197~76 and a low of 

119.3% in 1974-75. 

The ·total external capital receipts of the GOB, as shown in 

Table 1, have increased from Tk.. 3688 million in 1972-73 to Tk. 33070 

million in 1984-BS. In other words, the total external ca1--ital 

receipts have increased at a compound rate of. 20.~/o per annum over 

the ,years. The year to year growth tren6. was, however, not steady 

but'oscilliating in nature with a high of 123.1% in 1974-75 ana a 

low.of 36.~ in 1973-74. 

Despite the varying nature of the growth·rates of both 

internal anc external capital receipts over the years., their relative 

shares to the total capital receipts remaine<i almost invariable 1 

throughout the whole period under study. Table 1 shows that the· 

external capital receipts constituted on an average more than 90% 

of ~e total capital receipts for the whole period under study and 

about less than 10% of the totai capital receipts were shared by tge 

internal capital receipts. Thus the dependenc.t of the capital budget 

of the GOB on foreign assistance for the whole period under stuay 

is easily understood. 

* * * 
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Table 1 

Growth of Internal,EXternal ana Total Ca~it~l Rt:ceipts of the GOB (1972~65) 

~Tk. in million 1 

Year Total Growth .Intemal Growth External Growth 4as% 6as% 
Capital Rates Capital Rates_ Capital Rates of 2 of 2 
Receipts Receipts Receipts 

1 2 3 4 5 6 7 8 g· 

1972-73 4621 -- 933 . -- 3688 -- 20.2 79.8 

1973-74 3~51 -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 98.6 . 598 290.4 10423 100.8 5.4 94.6 

1976-77 8734 -20.7 530 -11.4 8204 -21.3 6.1 93.9 

1977-78 11760 34.6 493 -7.0 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 96.7 

1980-81 1~H94 -0.9 1037 37.9 18157 -3.1 5.4 94.6 

1981-82 23166 20.7 130_6 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 89.9 

1984-85 35518 -8.3 2448 -37.2 33070 -5.1 6. 9 93.;1 

Sourcea Col. 2,4 and 6 from The Budget in Brief (1989-90), Statistical Appenaix, Table IV and V, 
Ministry of Finance, GOB.; 
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Internal capital receipts, as noted earlier, comprise loans 

and advances, public account (unfunded debt, and other ceposits and 

advances), permanent oebt and floating debt. Table 2. shows that 

except for the first two years atter liberation, the public occount 

constituted the highest percentage share to the total internal 

capital receipts of the GOB. over the years. on an average, this head 

constituted about 5~ of the total internal capital receipts during 

the period under stu6y. Table 2 also shows that the two components 

of publ.ic account i.e., unfunded debt arid. ctnir deposits and advance·s 

contributed on an average almost equal snare (about 2:t'A.) to the totai 

internal capital receipts over the years. 

During the early seventies though permanent debt constituted 

the highest percentage share, from 1975-76 as snown in Table· 2, its 

share declined gradually ana on an average constituted 23. O'A. of the 

total internal capital receipts. Similarly, a consicerable percentage 

of internal capital receipts was shared by floating debt fo~ the 

first two years. But after 1974-75, the share of floating debt 

declined and on an average this head contributed 9•~~ of the total 

capital receipts over the years. The share of loans and. advances 

was very low during the early seventies but increased conside·r~ly 

during the eighties and on an average this head contributea 11.~~ 

of the total internal capital receipts over the years. 

* * * 

Now taking the different plan periocs into consideration 

Table 3 shows that the ra~ of growth of the total capital receipts 

of the GOB though increased from 20.~ during the FFYP to 28.4% 



Table 2 
Composition of Internal Capital Receipts of the. GOB from 1972-73 to 19e4-85 
and Their Relative shares to the Total Internal Capital Receipts 

Head 72-73 73-74 74-75 75-76 76-77 77-78 78-79 

1. !.Dans and Advances -61.0 20.7 87.5 244.0 57.2 -
(-6. 5) (1.3) (24, 2) (40.8) (10.8) -

2. Public ACCOunt 107.0 105.1 163.7 328.9 455.2 282.5 420.9 
(11.4) (6. S) '(45. 5) (55.0) cas. a) (57.2) (74~8) 

(a) ~nfunded Debt 67.3 35.7 04.0 14,1. 6 221.5 162.5 245.0 
C7.3) (2.2) (23. 3) (23. 7) (41.7) (32. 9) (43. 5) 

(b) Other Deposits and 39.7 69.4 .19.1 187'. 3 233.7 120.0 175.9 
Advances (4.1) (4. 3) (22.2) (31. 3) ( 44.1) (24. 3) (31. 3) 

3. Permanent Debt 637.4 819.3. .155. 0 -7.4 -- 99•2 56.6 
(Domestic) (68. 3) (50.4) (43.1) (-1.1) -- (20. 2) (10.1) 

4. Floating Debt 250.0 680.0 -45.7 32.1 18.1 111.2 as. 6 
(26. 8) (41.8) (-12.8) (5.3) (3. 4) (22. 6) (15.1) 

---------~----

Total 933.4 1625.1 360.5 597.6 530.5 492.9 563,1 
(100) (100) (100) (100) (100) (100) (100) 

-- ----
Note a Figures in parenthesis indicate percentages1 slight discrepancies are due to rounding 
s·ourcea ~he Budget in .Brief, l989-9Q., Ministry of Finance, GOB, s·tatistical·Appendix, Table IV, p. 46. 
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Table 2 (Contd •• J 

Head·: 79-80 80-81 81-82 82-83 83-84 84-85 

-
1. loans and Advances - ' 413.1 458.0 327.9 322.4 830.6 -- (39.8) (35.1) (26.1) (6.3) (33. 9) 

2. Public Account '465.9·,. 571.7 829.7 790.0 1670.0 1480.0 
(72.4) (55.1) (63. 5) (62. 7)' (42. 9) (60. 4) 

(a) unfunded Debt 265.0 3oo-. o 355.0 340.0 595.0 700,0-
(41. 2) (28. 9) (27. 2) (27. 0) (15. 3) (28. 6) 

(b) Other Deposits and 200.9 271.7 474.7 450.0 1075~0 780.0 
·Advances (4.1) (4. 3) ' (22.2) (31. 3) ( 44.1) (24. 3) 

3. Permanent Debt 126.2 -- -60.0 19.9 1814.5 37.3 
(Lomestic) (19. 7) -- (-4. 6) (1. 6) (46. 5) {1. 6) 

4. FloatinQ Debt 51.5 52.0 78.5 121.1 90.3 99.7 
(7. 9) (5.1) (6.0) (9. 6) (3.3) (4.1) 

-
Total 643.6 1037.0 1306.2 1258.9 3897.2 2447.6 

(100) (10.0) (100) 1100) (100) (100 l ' 

-



1. 
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3. 

4. 

s. 

'l'able 3 

Growth and composition of.Capital Receipts of ·th11 
GOB during Different Plan Periods 

(In percent) 

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

Total Capital 20.5 28.4 12.9 
.r-eceipts 

Internal C8!)ital -12.0 14.3 30.6 
Receipts 

External Capital 25.0 28.9 12.1 
Receipts 

(2) as% of (1} 12.7 3.8 6.4. 

{3) as% of 1 87.3 96.2 93.6 

source a Calculated on the basis of Table 1. 
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during the TYP, decreased upto 12. ?~ during the SFYP~ 'I'he· growth 

rate of internal capital recej_.pts increased frcm the negative 

-l2a0',.<. • lluring the FFYP to the positive 14~3% and 30. $c. during 

'I!YP and the SFYP respectively. EXternal capital receipts, on t~ 

other hand, though increased at o con·,pound rat.e of 25. 0',4 and 28. 9",4 

during the FFYP and the TYP respectively, its growth 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'Yo of· the total car>ital receipts 

during the FFYP and J.S% 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 receipts during tne FFYP and 96.2% 

and 93.6% during the TYP and the SFYP respectively reflecting the 
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fact that the capital budgets of the GOB were almost entirely 

dondnated by fo~eign economic assistance, of which ffiOre.later. 

3. Ca~ital EXpenditure of the GOB 

Capital or oevelopment expenditure generally denotes physical 

·investment under different sectors of the economy within the frame-. 

work of Annual Dev~lopment Programme (ADP). Table 4 shows that the 

the total development expenditure of Bangladesh has increased 

steadily over the years. In 1972-73. total developmen~ expenditure 

Table 4 

Trend of Growth of Total Development Expenditure 
(AD~) of the GOS (1;72-85) 

('l'k. 

Year Total Development Growth GDP (at 
Expenditure (ADp) Rates (%) ew:rent 

in 

. factor cost) 
·i --2 3 4 

1972-73 2133.5 ••• 42837• 

1973-74 4648.2 116.9 68977 

1974-75 5250.0 13.2 12.3949 

1975-76 9650.0 83.8 103196 

197&-77 10037.1 4.2 99874 

1977-76 12026.4 1-3.6 139204 

1978-79 16028.3 33.2 163909 

1979-80 22597.6 45.3 197q33 

1980-81 2368:). 9 1.2 219799 
' 

1981-82 27152.5 14.6 2~1320 

1982-83 . ~9760.2 9.6 272~53 

1983-84 34326.8 15.3 331068 

1984-85 3508.4.2 2.2 395168 

FFYP (1973-78) 41.2 
TYP(l978-80) . 37.1 

SFYP(l980-8S} ~-~ 

million) 

2as% 
of 4 

s 
5.0 

6.7 

4.2 

9.3 
10.0 

8.6 
. 9.8 

11.4 

1o.a 

10.8 

10.9 

6~· 
6.9 

7.6 

! 10.6 

10.4 

sourcea Col. (2) from The Budget in Brief,l989-90, Ministry of 
li'inance, OOB, statistical Appendix~ PP• 42-45. col (4) 
from various issues of t.he Ban9ladesh Bureau of Statistics·, 
00~ . -
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of the GOB was Tk. 2139.5 million while· in 1984-B5, it amounted 

to Tk. 35084.2 million. In o~her woras, total development exPenoi­

ture increased at· a compound rate of· 26.~ per annum over the years. 

The year to :~ear trend of grow.th rates, however, showed see-saw 

fluctuations varying between a low of 1.,2o" in 1981-82 and a high 

of 116.~/o in 1973-74. 

Taking different plan periods into consideration~ Table 4 

shows that during the FFYP (1973-70) total ceve.lopmen~ expenditure 

increased nt a compound rete of 41.3% per annum. Durin'::, .the TYP 

(1978-80) ana the SFYP (1980-85) the rate .of. growth declined 

marginally to 37.1% per annum· and aharpli' to 9.20}(. per annum res­

pectively. 

On the basis of .yearly avera9es, during the FFYP, total 

develOf.·ment ex:Penctiture constituted 7. 6% of the GDP. During . the 

TYP and the SFYP, total development· expenditure constituted 10. ex, 

and 10.4% of the GDP respect~vely. 'l'a.ble 4 snows that the share of 

development expeneiture to the GDP fluctuates cons icier ably during 

the initial years but stabilises later on. The perioaic averages 

for the late seventies (1~78-80) andfor the f;arly to the~nci.d­

eighties (1980-85) show that the share of. aevelopment· expenditure 

to the GDP stabilises around 1(1;~ reflecting rather a little change 

in the structure of development expenciture· of Banglade.sh· f·or the 

said period. 

we know that t!,e level of y-ove.Irunent ex;encl.iture is usually 

taken as a measu.I·e of goveruu~tnt involvement in economic activity 

of a cvuntry. But development expenditure of the GOB amounting to 

only l<J;i> o.t the GDP, no doubt,. re:flects a poor involverrrent in the 
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development activities of the country. A U.N. report noted ~at the 

involvement of the GOB in its economic activities was very low com-

pared to that of other developing· countries of the region s'Ui:rouno• 
I 

ing Bangladesh. ~n fact, amongst 17 developillng countries, Bangladesh 

was at the bottom of the list5 • 

Calculations based on con~tant 1972-73 prices (wholevaie price 

deflator) as shO'IIn in Table S; mny provide. us with a better idea 

·about the development expenditure of the GoB over the plan periods. 

At 1972-73 prices the size of the first AD? of 1~73~74 was Tk. 3320 

mill,ion, b.t the end of the FFYP it was 'rk. 5280 million and rose 

to Tk. 8310 million in 1979~&0 and decl±ned tO '.L'k. 7180 ·million in 

1984-85. At constant (1972-73) prices the siZe of the ADP 9rew at 

a. compound rate oi 1. 3% per annum. 'l'he rate of growth, houever, 

varfed si~nificantly from plan to plan. During the FFYP, at ;constant. 

prices, ADP grew at 12 • .3%• Cl.ur_ing the TYP it grew at the rate of 
I 

25. $. (constant prices) but in tile tt:rminal year oi t·he SFYP it 

declined in real teDD.s. 

Table S 

Annl."lal Development Programmes 

1973-74 (Starting Year) 

1977-78 (Terminnl Year of the FFYP) 

1979-80 ('I'ermina~ Year ot the TYP) 

1984-65 ('l'arminal Yaar of the SFYP) 

(Tk. in million) 

ADP ·JWp 
(at current Prices}(at 1972-73 

pricesj 

4640 3320 

. 12030 5280 

23300 ·8310 

34980 7180 
·-·--- -

Note : ~eflator used is WPI (Wholes ale Price ~dices) with 
1972-73 as base. 

sourcea· 'l'he Third Five-Year Plan (1985-9.0), Planning corr.mission, 
GOB, Chapter l, p~ j. '. ' 
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For better unO.erstandin~. howe'V'er. it is necessary to explain 

the growth and pattern of development ex.penciiture unde·r various 

(major) sectors of the economy~ Such an· attempt is made in Table 6 

where for the shake of analytJ.cal simplicity • ciifferent sectors,. 

as recorded in the budget documents, are rearranged. Heads which 
I 

serve almost the same prupose and are· related to each othe.x; are 

joined together. Again,. we like to note .that no attempt is made here 

to explain project-wise allocation of £\.lnds unaer different sectors 

but only a general disauss-ion to show the trend Md nature of 

~velopment expenditure over the years is attempted. 

Bangladesh is predominantly an agricultural country. Thi1s 

sector (comprising crop proauction, fishery,. forestry ana "livestock) 

con"t;r i.L.-utes about 5* 6 to the GI>P ·and about ~5% 7 of. the to~al 
I 

~r;,ulatior"' are dire9tly and int_directly related to· this sector for 
I 

er.:1plcym:nt. During the pre-l:U:eration peri(:)C,. agriculture in Bangla,.;. 

desh was almost premitive in nature and output per acre was one o£ 
. . 

the lowest in the world •. so. from the very beginning,. the GOB has 

been giv~9 all-out effort to ~ove this sector especially to 

attain the objective of self-sufficiency in the pr·oauction of Jood­

grains !Jy ensurinS1 the supply of agricultural inputs and other ser­

vices to the door-step of the farmers at subsicti.seC. rates. 

Table 6 shows that development expenC.iJcure under this head 

( · h3S. increased steadily from Tk. 340.1 million in 1972-73 to Tk.3141.2 

million in 1984-85. ~ other words. developrrent expenditure under 

this head grew at a compound rate of 20e3% per annum over the years. 

Table 6 also snows that on an average about 14% of the total 
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'I:able 6 

Growth of DeveloJment ~xpenditure uncer Different (Major} sectors and Their 
Percentage Shares to the 'l'otal Development Expenditure ot the GOB (1972-85} 

(Tk. in million) 

sector 1972-73 1973-74 1974-75 l97S..76 1976-77 1977-78 1978-89 
-

1. Agriculture .340.1 575.8 638.8 1301.8 1529.0 1541.4 2345.1 
(15. 9) (12~4) (1~.2) (13e S) (-1Se2J (12. 8) .(14. 6) 

2. Flood Control and we. "tar 270.0 696.6 860.0 1340.7 11~9.1 1427.4 1725.3 
Resources (12. 6) (l.5. O) (16.3) (13. 9). (1~. 0) (11. 9) (10. 8J 

3. Industries 16.9 525.1 650.0 1166.2 1436.2 1901.2 3040.2. 
c. 8) (11. 3) (12. 4) (12.1 J (14. 2) (15. 8) (19.0) 

4• ·Power· &"ld Natural Resources. 1~6.8 ·496.7 780.8 1370.0 1271 •• 1628.1 23:16•4 
(5. 9) (10. 7) (14. 9) (14. 2) (i2. 7) (13. 5) (14. 4) 

s. Transport and Conmunication 256.4 1096.7 998.3 1796.3 2270.1 2264.6 2565.4 
(12. 0) (23. 6) (19. 0) (lb. 6) (22.6) (18.1;) (16. 0) 

6. Rural 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) (6. 3) (6.8) 

1. Education, Health and 161.8 464.0 582.8 114:5. 9 989.3 1320.1 1625.6 
Family Planning (7. 6) (10. 0) (ll.1) (11. 7 J {9.8) (11. OJ (10.1} 

a. Physical Planning and Housing 102.9 233.5 340.0 690.0 630.2 808.9 966.0 
(4. 8) (5. 0) (6. 5) (7.1} (6. 3) - (6. 7) (16.0) 

9. Others 601• g. 2'73. s 1~6.3 199.5 177.8 377.8 3~55. 2 
-- (28.1) (5. 8) (2.4) (2.1) (1.8) (3.1) (2. 2) 

-
Total. 2139.5 4648.2 5250.0 

9650.0 1003 7.1 
12026.4 16028.3 
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sector 

1. A9riculture 

2. Flood control ano water 
Resources 

3, Industries 

4, Power md Natural Resources 

5, Transport and conmunication 

6. Rural Development 

7. .Et:.ucation, Health and 
F 2lilily Planning 

8. .Physical Planning and Housin9 

9. Others 

TOtal 
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Table 6 (Contd •• J 

1979-80 1980-81 

-2:338.2 3227.5 
(13.0)- (13.6) 

2971.6 3571.8 
Cl3.2J (15.1) 

5627.2 3367.0 
(15.1) '(14.2) 

3728.9 3530,3 
(16. S) (14.;) 

4120,3 4463. s 
(l8.i4:) (1~.&) 

.1043.-3. 1033. & 
(4.6) (4.4) 

2005,6 2324.5 
(6.9) (9.8) 

14-46.2 
{6,4) 

·1467.4 
( - .., ' be 4. I 

1981-82 _ .:1.982-83 1983-84 1984-85 Yearly 
Average I! 

3698.4 "4721.2 
(13. 6) us. 9) 

3991.7 3684.1 
(14, 7) (12. 3) 

3676.9 3145.1~ 
(13,5) (10.6) 

4085.5 5970.8 
(15,1) (20.1) 

4405.8 5652.0 
(16.~) (19.0) 

1i26. 8 . 1159.6 
(4.2) {3.9) 

2675,8 2750.9 
C9.e) .c~.~> 

1774. 4_ 
(6. 5) 

1';;c.o cs-. oJ 

4757.7 
(13. 9) 

4695,8 
(13. 7 J 
3325. s 
(9. 1) . 

7939, s 
(23,1) 

3406,5 
(9~9) 

·1057,3 
(3,1) 

320~. 6 
(9.3) 

3141,2 
(8.9) 

5146.5 
(14. 7) 

"2397. 9 
(6.8) 

8392.3 
(23. 9 j 

28 76.7 
(8.2) 

1102,1 
(3,1) 

3390.4 
(9.7) 

i471,6 10Sl.7 
(4.3) (3.1) 

(13.5) 

(13. 7) 

(12. 0) 

(15. 4) 

(17 .l) 

(5. 9) 

(9. 9) 

cs. 7} 

694.3 
(3.1) 

704.1 1714.2 1179.5 . 4470.0 7555.4 
(3. 0) . _l§~l- (4. 0) • ~13 • .Q) {£!. 5) (6. 7 J 

22597,6 ~Jt)8~.9 27152,5 2~760.2 3432(),8. 35084,2 (100). 

Note a Figures in parenthesis indicate per-centages to t:he tot~ll slight CiiscJ:epancies ·are aue to rounding. 

source 1 Calc~t.ated on the basis of statist.ics f_rom the Budget in Briefd l989-:z.21 .r-~inistry of Finance, 
GOB, statistical Appenoix, pp. 42-45, 



208 

development expenditure was shared by ·this sector over the ye~s. 

The fact that the share of agriculture to the total deve·lO!,)~nt 

expenditure declined sharply in 1984-85 'was primarily the result, of 

the reduction anqfor withdrawal of subsicies from the agricultural 
. . .. a 

inputs following the world Bank's prescription • 

Flood control and wster Resourcesa 

~, loo6 control and water re&ourcea develo1--men t is an eesential 

pre-requisite for the overall economic development of Bangladesh. 

specially, the development of agriculture is largely dependent on 

the· optimum utilisation of the availcSble water resources, both 

surf ace and ground, and on the protection from flood that occurs 

in Banglildesh almost 1n each and every year causing serious 6ambge 

· to crops and pro_perties. Expenditures. unc.er tnis head are mainly 

made for providing irrigation, flood prevention, construction of . 

darns, canals. etc. 

'l' ~.ble 6 sho.-rs that developne:nt e.xpenditw.-e of the ooa under . 

this head has incxeased steadily trom Tk. 270~0 millioh in·l972-73 · 

to Tk. 5146.5 mJ.llion in 1984-85 or it grew at c:! compound rate of 

27.80~ per annum over the years. And on an average 14% of the total 

development expenditure wae shared by this sector during the said 

period. 

Industries a 

Ban~ladesh does not posseS!i a sounc industrial base. The 

pre-liberation union with PalUstan was. as noted earlier. a per.io6 

of deprivation, especially in the field of ~ndustrial development. 

Thus in 1972-73 (just after liberation) the share of industries 

constituted only 7.3"- of the GDP9 •. ~oreover, this sector has 
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eXperienced severe damage during the war of liberation in 1971. 

A provisional estimate by the Planning commission showed the replaCe­

ment cost of damaged industrial assets and propert'ies at ·Tk. 291.5 

million of which 771~ was in the public sector anc the .rest in the 

private sector10• 

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 industrial 

enterprises with 69% of industrial fiXed assets. Public corl?orations 

were established in various industries like Jute, textile~ sugar·, 

steel, etc., which were again reorganised and rationalised., after · . . . 

the fall of the MUZib regime in 1975. 

With a view to accelrating the industrial inve-stment in the 

country, due importance has been given by the successive· gO"Verninent$ 

since liberation. '!able ti shows that development expenditure unaer 

this sector has increased from '.fk. 16. g million i.."'l 1972~73 to. 

Tk. 2397.9 million in 1984-85. over tne years, this sector shared 
I 

on an average 1~ of the total 6eve1opment expenditure. ;l'he notable 

feature is that during the seventies, ~elopment expenditure 'under 

this head ~creased steadily but from the early eighties its share 
. I 

to the total development expenditure s-carted declining. This was 

·mainly due to the fact that the GOD started implementing the policy 

of ~nation~lisation of lo3ing industrial units especial!~ from 

.1980-8111 • Another striking feature is t.."lat though the inaustrial· 

sector contributed about &.Yo share in the GDP (y~arly average of 
. . 

1972 an.d 1985) it got almost equal share in developroont ex~nditure 
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particularly during the seventies with the agricultural sector 

having on an average 5~ share in the GDP during the said. period~ 

This reflects the fact that more attention was paid to industries 

than to agriculture in the successive ADPs durin9 the pe.d.od under 

study. 

Power and Natural Resourcesa 

The development of industry and a9riculture is l~e·ly 

cie..f:.)enuent. on the optimum utilisation of the available pawer andr 

natural rasources o£ the countr.t• Regarding this. twin basic infra-

structure, ~angladesh is not, however., rich enough. so, 1:rom the 

very beginning, this sector, especially power, continued to receive 

higher a:t.tention in the development progranmes in view of its crucial 

ooaring on agriculture and industrial progress. 

'.l'c>bla 6 shows that development e~penditure unaer power and· 

natural reo50urcea taken together he&S increased steadily £rom 

~k. l26.& million in 1972-73 to Tk. tj392.3 million in l984-8S or 

at a com]:)OunC.:. rate of abuut 40>'0 over the years. On an average poWer 

and natural resources shared about lt:f~ o:t the total development 

e.x}.Jenditw:e ov.ar ths year&. 

Transport and COmmunicationa 

Atter independence, Bangladesh inherited a completely 

5 hattered and di~rupted transport and conununication system. 'l'his 

sector continued to share a hi~her amount of C.evelppuent expenditure 

since liberation. Table 6 shows that development expenditw:·e ·~aer 

transr;Oit and comn:unic.ation systems taken together has increased 

from Tk. 256.4 million in 1·972-73 to 1'k. :2876.7 million in 1984-85. 

In other words. allocation~' under this sector grew at a compound 
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rate of 22% per annum over the years. And on an average, this sector 

shared 11"/. of the total develo·pment expenditure of: the GOB ove.r· 'the 

years. 

Rural Development& 

In connection with the agricultural development, the GOB 

after liberation launched a separate programme, namely, Rural 

Development Progra."l'l!ti8 •.'17hich comprises the In.tegrated. Rural Develop­

ment Prograrane (IRDP). shawnirnor (Self-Reliant) Movement and 

Food for works Progranme12• Table 6 shows that this head constituted 

on an average $ of the total Development expenditure of the GQB 

over t.l1e ye e.rs. 

Education, Haalth &'ld Family Planning 1 

Education is the bac~ne of a nat·ion. It is a· pre-requisite 

for the successful. implementation of national development prograrmnes. 

unfortunately1 in Bangledeah education ·could not ~ .l'E:t be spread 

to the masses. The percentage of literacy in pre-liberation Bangla­

oesh was below the 20",..{. levsl. 

The health facilities in Bcngladesh, as a basic infraatruc-

ture, ·were inadequate both in qualit.t and qucntity. The pre-libera­

tion healt.}} care system was mostly urben-ba.sed and extremely limited · 
I 

in terms of ntedical and nursing personnel, ho·spital beds, .medicine 

and equipments. 'l'he situation aggrav ate6 further due to the 'des.:.. 
. , . I 

truction of many o~ the hospital b~ilain9s and d8m~~e 'of properties 

relating to health during the war ·of liberation in 1971. 

Above all, the popu~ation explosion in the co1.:ntry ~-ia.s a 

serious challenge to all development efforts of the GOB• Bangladesh 

is the eighth largest country of the world in respect of size of 



212 

population, but abe possesses only, an area of 55,598 square' miles. 

In 1951 the total population of Bangladesh was 42.0 million, whilst 

in_ 1972-73 it increased upto 74·.3 million - near. about doUble within 

a period 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 basic needs of hmnan 

life such as food, education, shelter, medical facilities and 

t=.:rr.p.lo~ment coulc be pro·J ided. 

Nat~rally, ~re and more attention was expected to b~ pai~ 

by the government to ensure better education and hei=Jlth. f aci1l~ties 
. I 

to the masses anc to arrest population growth ia the country. aut. 

surprisingly enough, education, health ano fanily plc.nning taken 

together as shown in Table 6 constituted less than 1~A. of the total 

devo.lop~·:lt e.x.r>enditure over the years. In other •tiords, over the 

years .succas~ive govarnmerit of Bangladesh paid little attention to 

this vit~l .=!spect of <1eveloprrent. 

Phys.:f:cal .?lanning aod Housing,. 

'l'he physical planning and housin~ sec-eor consists of sub­

.s·actors like housing, government offices and ins-ei-eutional buildings, 

matropolitan development agencies. tourism, ware-houses and conmunity 

services all of which were under severe damage during the liberation 

war.. Basically, Bangladesh is a l~"'ld. of. rivers and· aa rioted earJ.ier 

its populution densit.t i.s one o.f the· hi-.,lhest {1900 ,per sq. rr.ile) 

in the world. Along with these there exists an ever-increasing 

trend of migratioi1 of i)Opulation froin the rural to tr,e urban areas 

causing seri~us congestion in the cities and towns. It is, therefore, 

evicient that the programme for .:_.Jhysical pl-2rming and hou~dng deserved 
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a h;l.gh priority in the national oevelopment. programme and Table 6 

shows that on an average this sector constituted about 6",4 ·of 'the 

total development expenditure aver the years. 

-Others• 

Other development eXpenditUre comprising 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",4. of the total development 

expenditure over the years •. Note that in 1972.-73, · 1383-84 ·_and 

1984-85 other development expenditure recorded extremely,higher 

percentage shares. This was due to the· f_act that just after 

liberation (1972-73) huge amounts were being allocated for the cause 

of rapid. reconstruction and rehabilitation ana were included' 1il the 

development budget. Again from 1983-84, a considerable amount was 

allocated for the development of the in£rastructure of the newly 

established Upazila Parishad (construction of office building and 

staff quarters mainly J. 

4. Dependency of the Bangladesh Budget on For·eign Economic . · 

Assistance (1972-&JJ 

In a developing country like Bangladesh, economic growth 

is generally known to be heavily aepenoent on foreign aid. since 

domestic savings are not su££iciient for attaining the desired ! 

rat~ of growth and foreign exchange earnings are inadequate to 

meet the import requirements, as noted in ·chapter 1, extern-al 

,. 
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econom~c ass~stanoe played an essent~al 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 
I 

~d in Bangladesh covers so w~de ·areas of an·alysis and discussions 

that th4s topic itself deserves a separate study and a number of 

excellent studies13 are available in this fiel6. However, we· are 

mainly concerned here to measure the dependency of the Bangladesh 

Budget (especially capital budget) on foreign ·economic assistance 

during the period uncer study. 

According to the budget documents, foreign assistance ill 

San.gladesh comprises ·foreign loans and grants in the forms of .food· 

~d, non-project aid (comroodity aid) and project aid. In the aid 

figures prepared by the EXternal Resource Division (ERD) Minis~y 

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 ai6 relates to 

physically identifiable projects incorporated into the Ann~al 

De~elopment Programme (ADP). The non-project aid, by definition, 

includes funds for all other items not covered by food and project 

aid14 •. 

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 6ebt-free nation. But soon 

the country incurred external debt when she agreed to accept the 

pre-liberation liabilities of US $ 636 million in 1974 in the 

interest of maintaining harmonious relationship with the donors15• 
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Table 7 shows that in Bangladesh total conimitnent of foreign aid 

during the ·said period amounted to $ 17119.8 million of which $8816.~ 

million was project aid and $ 4997.7 mil-lion and $ 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 

.mi~lion were in the shape of grants and lo·ans re·spectivel~ 6• In 

other words, over the years, grants anc loans constituted 43.8% 

and 56.2% of the total commitment of foreign aid respectively. 

Of the tota~ commitment of foreign aid of $ 1711~.8 mil·lion,. 

total disbursement of foreign aid stood at $ 12434.1 mi-llion .which 

constituted 72. ~ of the total corrmitment. Of the 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 

an6. .$ 6050.7 million were in the shape of grants and loans respec­

tively17. In other.words, over the years, grants and loans consti-

tuted 51.1% and 48.9% of the total disbursement of foreign aid 

respectively. Note that 1n the .initi"al years, Bangladesh received 

foreign aid mostly in the form of grants and concessionary lo~s. 

But the situation unaerwent recognizable changes as years went by •. 

And over the years, loans have assumed· greater proportion ln tne 

total aid packet particularly in the late seventies and. early 

,_- eighties. 
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Table 7 

Category-wise Commitment and Disbursement of Foreign Aid into Bangladesh ) 
(1972-73 to 1984-85) (In VS .t; mi11i.o-n 

Commitment Disbursement · a as" 
year Project Non.;P.ro)ect FOOd Total Project Non-Project FOOd Total of 4 

Aid Aid Aid Aid Aid Aid 

2 3 4"'. s 6 7 e 

1972-73 317.5 302.1 258.8 e7e.4 eo.o 288.9 182.6 551.5 . 62.9 
1973-74 223.9 176.0 155.1 555.1 124.4 108.1 228.7 461.2 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 8oo.s 83.5 
1976-77 279.7 304.1· 1431.1 726.9 158.5 254.6 121.6 534.7 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 1760.2 368.4 482.6 179.0 1030.0 58.5 
1979-80 597.9 285.3 270.0 1153.2 469.9 378.5 3 74.4. 1223.1 106.1 
198o-8l 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 23 o. 5 1239. 6 . 64.5 
1982-83 799.8 474.4 248.3· 1522.5 469.9 452.0 255.5 1177.4 77.3 
1983-84 881.7 528.2 285.2 1695.1 552.8 439.2 276.4 1268.4 74.8 
1984-85 1339.6 253.1 380.2 1972.9 590.9 431.6 244.5 1267.0 64.2 

Grand Total 8816.6 4~97.7 3305.5 17119.8 4508.1 4767.4 3161.2 12434.7 72.6 

Note 1 slight cliscrepancie·s are due to rounding 

source 1 Flow: of External Resc-urces into Bangladesh (AS of JUne 30~ 1987) EXternal Resource Division, 
Ministry of Finance, GOB. 
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Despite the fact that there were ups and downs in the year 

to year disbursement of foreign aid,. th.e total volume of· disbursed 

foreign aid in Bangladesh has increased to a great extent e>Ver the· 

years. Table 7 shows that 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 o£ about 19% per annum while the non-project and food 

aid increased at the compound rates of about 4% and 3% per annum 

respectively over the years. 

It should,. however,. be noted here that in the budget documents 

of Bangladesh only the project aid is recorded in the Demand for 

Grants which is allocated to finance project expenditure men~ioned 

in the ADP. over time depenoency of development budget on project · 

aid was only increasing. Fc:>r,. ... in the early seventies,. project· ai.d 

financed only about 33'>~ of the total development expenditure but. 1n 

1983-64,. 1or example, this has risen to the level of Sl.l%18• During 

the perioo between 1979-80 anc 1982-83,. t·he numt.er of foreign-aided 

projects has been in the region of 27-. fi'~/ 36. 6',(. of the total number 

of projects. On an average about 6~ of· the total allocation was for 

foreign-aided projects, and project aid cons.titutea on an average 

about 35% of the total allocation19• 

But one should note that the project aid forms only one' 

of "the components of. the total aid. I.n acdition to project aid,. 
. . 

non-project and food aid, as noted earlier, are also being. received 

by the GOB. 'l'he GOB generates counterpart funds by utilising non-



project and food aid within the economy. These funds are then 

channelised to finance the GOB-funded projects included in the 

ADP20 • 
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Therefore. only the ratio of project aid to total project 

expenditure as recorded in the budget doc~nts cioes not fully 

reflect the dependency of development budget of Bangladesh on. 

foreign aid. 'l'he extent of de_pen6ency of development budget on 

foreign aid must be understOOd from the total aid point of view. 

In other words. the volume of non-project aid anc fooCl aid that has 

actually entered into the GOS..funded projects of the development 

budget must be taken into consideration. desp1te the fact that the 

counterpart funds disbursed can not be aifferentiated easily •. 

ACcording to a world Bank estimate, in 1983-84. fo~ example. 

the share.of total aid in the AOP waa 92.~ whereas the share of 

project aid came to 44%. Therefore, the share of non-project and· 

food aid through counterpart funds generated by sale of aided 1 

imports of commodities and the surplus .from the food budget accounted 
I ' 

21 . . 
for 48.&~ of the ADP • And.over the years, as Table 8 sho~s,relative 

shares of non-project and food aid taken together even with the 

dec lining trend, in 1984-8-5 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 comment on the nature of aid dependency of an 

underdeveloped economy like Bangladesh. 'In Table 9 we have attempted 

to measure aid c'lepencience in re~ation to a m.maber of critical 

indices of the economy like GDP. investment~ ~veloprnent expend~t~, 
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~able a 
Relative shares of Project, Non-Project and 
Food Aid in the Total Aid Volume of Bangladesh 
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(In us $ million) 

Year 'l'otal Aid Project Non-Project Food 
Disbursed Aid Aid Aid 

(%) (%) . (%) 

l:J72-73 551.5 14.5 52.4 33.1 

1973-74 461.2 27.0 23.4 4~.6 

1974-75 801.0 15.9 41.7 42.4 

1~75-76 aoo.s 15.5 45.7 .· 38.8 

l"iJ76-77 ;,J4. 7 29.7 47.5 22.8 

1977-78 833.8 33.4 45.2 21.4 

1978-79 1030.0 35.8 46•8 17.4· 

1979-80 1223.1 38.4 30.9. 30.7 

1980-81 1146. s 48.8 34.3 1tii. g 

1981-82 1239.6 47.3 34.1 18.6 ! 

1·982-83 1177.4 47.4 33.6 19.0 

1'983-84 1268.4 48.7 33.8 17.5 

1964-85 1267.0 46.6 34.1 19.3 

source a our c alciulation is based on the statistics of Flow of 

I::Xtern al Resou .r:ces into .aan511aqe ~!.!'! (As of JUne 30£ 1987)~ 
ERD, Ministry of Finance, GOB. 

etc. It is found that disbursed foreign aid was on an ave·rage 

about 9~ of the Clevelopment expenditure which constituted on an 

average more than 9% of the GDP over the years. 

Out of 13 years from 1972-73 to 1984-85, the share of 

disbursed aid in 7 years exceeded the ADP and financed part of 

the revenue budget, and in other. 6 yeaz s the share of disbursed 



Year 

1972-73 
1973-74 
1974•75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
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. Table 9 

Measure of Aid Depenaence in Bangladesh a some Indicators (1372-85) 

Disbursed GDP 
Aid (Current) 

1 ·as% 
of 2 · 

Development 
Budget 

1 as 
% of 4 

Aid as% of 
financing 
Dev. Budget 

(In us $ million) 

Aid aa·% of 
Inve::tment 

-r 2 3 • 0 -~- --

551.5 '5717.2 9.6 593.0 93.0 N.A. 126.1 
461.2 8976.0 s.1 587.0 78.6 67.9 65.6 
901.0 13855.0 6.5 552.0 163.2 N.A. 78.5 
aoo.s 7162.0 11.0 556.0 141.4 81.4 107.5 
534.7 7177.0 7. 5 653.0 881.9 62.6 77.7 
833.8 8EJ03. 0 9.4 799.0 104.3 65.4 75.8 

1030.0 10329.0 10.0 955.0 107.8 62.3 83.3 
1223.1 117:)4.0 10.4 1387.0 88.2 61.7 64.9. 

1146.5 12836.0 8.9 1446.7. 79.2 6~.3 55.6 
1239.6 11870.0 10.6 1192. 6 103.9 61.4 64.9 

. 1177.4. 11274.0 10.4 1123.7 104.8 NA NA 
1268.4 12557.0 10.2. 1204.8 105.3 NA NA 
1267.0 13469.0 10.0 1351.5 93.8 NA NA 

-
source 1 Col. 1, 2 and 4 from 'l'he Flow of External Resources into Bangladesh, 1987, EaD,. Ministry 

of Finance, GOB, Table 2.16 anc: 2. 20. 
·-

Col. 6 and 7 ·from Bangladesh Recent· Economic Deve-lop.'Ilent and selected Econon1ic Issues, 
world Bank, March, 1§ 2. -
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aid had been in the region of 78/93%.. A world Bank estimate also 

showed that out of 10. years from 1972-73 to 1981-82. the share of 

disbursed aid in 5 years of the first · 6 years after liber·ation 

exceeded the ADP and financed part o.f the revenue budge·t. abd in· 

the last 4 years the share of aid had been in the region of 78/9~ 
Q2 

Also it is found in 'I'able ::- that between the period from 

1972-73 to 1981-82. aid as percent of total investment of the 

country had been in the reQion of 55/126% • And the share of foreign 

aid ano loan financing development budge·t had been in the region 

of 61/81% for the said perloa. 

In Table 10 dependency on external eeonomic:: assistance , 
•. 

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 perc:ent of total investment. however • declined from trore 

than 8~ during the FFYP (1973-78) to about 69% and 6'1--' dUring 

the 'I'YP (1978-80) and the first four years {198o-a4) of the SFYP 

(1980-85) respec~ively. But this apparent decline of EEA as a 

percent of total investment does not mean the declining tendency 

of cependenc:y on foreign aid over the years. For. the net factor 

service income from abroad as a percent of investment.had been 

increasing from 4. 9'.4 during the FFYP plan period to l·l.O'" and 

22. 8;{. during the 'I'YP (1978-80) anci the first four years (198Q-84} 

of the 8FYP (1980-85} respec:tJ.vely. If this particular flollr of 

external assistance was not available. Bangladesn would have beeri 

borrowing an additional amount of 'l'k. 10 billion23 per year during 

• 



'l'able 10 . 
Dependence on ldd a some Indicators 

Indicator 

1. Net EXternal Economic 

Assistance (EEA) (billion taka) 

2. EEA as a % of 'l'otal Investment 

3. Net Factor Service .Income as 

a% of Investment 

4. Percentage of EEA 

Received as Grants 

1972-73 
1977-78 

7.74 

8o.ao 

46.~0 

1978-79 
1979-80 

16.48 

68.60 

11.00 

50.90 
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1980-81. 
1983.;.s4. 

~5.49 

67.20. 

54.~0 

source 1 Bangladesh 1 Economic Development and social Development 

Prosee=ts, Vol. IV, Statistical Appendix, Report No. 5409, 

world Bank, April 12, 1gss. 

the said perioc and then EEA as a percent of total investment 

would have increased rather than decreased • 

.t·rom the very beginning, though a major part of financing 

public expenditure (guiced by the principle of self reliant growth) 

was expected to be borne by revenue surplus from the revenue budget, 

available evidence points to the con.trary. 'l'able 11 shows that 

the revenue surplus, though increased over the three plan periods, 

constituted only 14% and 15. 5'.4 of the ADP and public investment 

respectively during the FFYP. During 'l'Y'P, revenue surplus accounted 

for 21.9% and 31.2% of the ADP and public investrrent respectively.·,· 

During the SFYP, revenue surplus constituted 22.?~ and 34.~% of' 



Table 11 

Current ACcount surplus or Deficit as Pereent of ADP 

and Public Investment and Financing of overall Deficit 

in Bangladesh during the Three Plan periods 

Head 

1. a) Revenue Receipts 

b) Revenue Expenditure 

c) Surplus(+J/beficit(-J 

2. Annual Deve lo:tment 
Programme 

. 3. Public zovestment 

4. 1(c) as% of 2 

5. 1 (c) as % of 3 

6~ overall Deficit Financed 
by (%) 

a) capital Receipts and 
Defic_it Financing 

b) Foreign Grants and 
Loans 

c) Transfer from Food 
Budget 

d) Others 

FFYP 
(1~73-78) 

Average 
7.37 

6.40 

0.97 

6.92 

6.40 

14.00 

15.5 

79.10 

a.oo 
Nil 

('l'k •. in billion) 

TYP 
(1978-80) 

Average 
16.65 

12.35 

4.3 

19.67 

13.80 

"21.90 

31.20 

0.70 

75.60 

10.50 

13.00 

SFYP 
(198~85) 

Average 
28.26 

21.47 

6.75 

29.39 

19.11 

22.70 

34.40 

s •. 6o 

'1.50 
Ni,l I 

source a A. Rahman, "Domestic Resource Mobilization a A Macro 

Analysis• • Bangladesh Development Dailo<;ue, SID, 1985, 

p. 28. 

the ADP and ·public investment respectively. The net result was 

223 

that the share of internal ca.1=-ital receipts and deficit financing 

in financing overall ceficit constituted only 12. 9"..4 during the FFY'P 



and o. 7% and s.ax. during the TYP and the SFYP respectively. But 

foreign grants and loans, on the other hand, financed 79.1% of 

the overall deficJ.t during the .FFYP, 75.8% and. 92. 9%. during the 

TYP and the SFYP respectJ.vely. 
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Table 11 also shows that the share of transfer from .fOQd 

budget constituted 8%, 10. ~ and 1. 5% in f inancin9 the overall ' 

def~cit during the ·three plan periods respectively. But as we have 
! 

noted, the transfer from fooci budget is nothing but the counter-

part fund generated by the government by utilising food aid within 

the economy. Thus the share of foreign aici (adding transfer from· 

food budget) stood at about 9D'i' in financing overall deficJ.t during 

the three plan periods. All these indicate how the aevelopment 

budget as well as investment activities of Bangladesh were foreign 

aid dependent. 

** ** 

This was not all. The aependency of Banglaaesh Budget . · 

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 unaer stuay. In Ch~ter 5, we have 

obsezved that on an average more than 5~24 
of the total tax 

collactions were· contributed by import duty and sales tax on 

imports. we have also observed that foreign aided imports contri­

buted about 4&.-' of the total import duty ana sales tax on im~rt25 

during the period between 1~72-73 and 1984-85~ Ana with the fact. 

that in all these years mor& than half of the annual import bills 
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of Bangladesh were paid for by foreign aid
26

, it becomes more 

evident how ~ar even the revenue budget, especially the.internal · 

resource mobilization efforts of the GOB were dependent on fore·ign. 

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 through excise duties and direct contributions 

to the government f~d by the nationalised enterpri-ses, 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, a fall in foreign aid. workiilQ 

throuc;h a fall in imports, woulo have a oirect impact on in~rnai 

revenue collections as well as development expenditure. For example, 

when aid disburserrents fell mucn short of what had been· prograrnned 

into the development budgets, revenue collections of the GOB ·came 

down. This together with the lack of adequate aid. to.- f·inance the 

development expenditure compelled the GOE to cut down the size of 

the ADP by 14.4% in 1~8Q-81 and to trim i_t again in 1~8·1-8227• 

Thus over the years, not only the development budge~ but 

also the revenue budget ot the GOB was. gu.id..::d by the avail ability 
' ! 

of foreign aid. In other words, foreign aid, in the one hand,, 

financed development expenoiture, and on the other hand, contri- 1 

buted largely to the internal revenue collections o£ .the GOB by 

footing the import .bill which constituted a greater share tO the 

tax revenue., 
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22.6-

In thJ.s connection it may be metnioned here that contrary 

to the rise in foreign aid over the years, the level of domestic 

savings has not increased. In fact, saving/GDP ratio as noted. in 

Chapt:er 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 (198Q-85)~ 

This ·reflects the fact that foreign aid financed. development far 

from encouraging self-reliance, contributed to a concurrent decline 

in the capacity to mobilize domestic savings in Bangladesh28
• under· : 

the above scenario, for self.o.reliant growth the essentiality. of 
I. 

mobilizing an increased volume of domestic resources on the part 
. . I . 

of the GOB can hardly be over emphasised. 

•• .. ** 

Moreover, as a result of growing inflow of foreign aid, the 

burden of debt servicing had also been increasing which had shrinked 

revenue surplus in the revenue budget by incre~ing revenue expend!.;. 

ture over the years since debt service payments constitute a cons~­

derable amount of revenue expenditure of tr1e GOB. Table 12 points 

out the fact that annual debt repayment of Banglaaesh increased 

from'$ 17.5 million in 1973-74 to$ 170 million.in 1984~85. But. 

nonetheless, ti~ net disbursement (difference between the total 

disLursement and debt repa.tment) to Bangladesh was only increasing 

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 far behind the new injection of loan into the 

economy which n:ay be contra$~~4 · to the world Bank's predicament 



Year 

1972-73 
1973-74 
1971-75 
1975-76 
1976-77 
1977-78 
1978.79 
1979-80 
198Q-81 
1981-82 
1982-83 
1~83-84 
198~85 

227 

Table 12 

Oebt Service Liabilities of Sangladesh (1972-8SJ 

Total Loan 
Disbursed 

1 

65.0 
242.7 
526.1 
~66.7 
279.2 
441.0 
528.1 
572.5 
552.8 
sas~8 
589.9 
534.6 
566.2 

Lebt Repayrnenta Net I.oen 
(Interest+Prin.) Disbursed 

2 

-
17.5 
70.8 
55.6 
50.0 
65.0 
89.0 

108.0 
85.1 
91.5 

136.1 
128.3 
170.0 

3 (1- 2) 

225.2 
4-55.3 
511.1 
229.2 
376.0 
439.1 
464.5 
467.7 
494.3 
453.8 
406.3 
396.2 

(In US $ million) 

Total GDP 4 as ~ 
outs~anding of 5 
Debt 

4 

--
501.4 
973.4 

1575~3 
1827.3 
2284.0 
2733.9 
3361.4 
4383.3 
4959.4 
5451.6 
5940.5 
6280.9 

5 

-
8978.0 

13855.0 
7162.0 
7177.0 
8803 .o 

10329.0 
11754.0 
12836.0 
11870.0 
11274.0 
12557.0 

. 13469.0 

6 

-
5.6 
7.0 

22.0 
25.5 
25.5 
26.5 
28.6 
34.1 
41.8 
48.3 
47.3 
46.5 

Total Debt 
EXport b Service 
Earnings Ratio 

7 

373.0 
355.0 
367.0 
406.0 
535.0 
598.0 

. 743.0 
741.0 
652.0 
719.0 
822.0 

. 971.0 

8 

-
4.7 

20.0 
15.1 
12.3 
12.1 
14.9 
14.5 
11.5 
14.0 
18.9 
15.6 
17.5 

Notea a) lncludeB payments in respect of medium ·and long-te.tnl loans orily excluding transactions with 
IMF and other short.;;.tern1 borrowinQs~ · 

b) .r-:t.erchandise Export only. 

source a External Resource :Division, Ministry of 
2.16 (Col. 2, 4,5and 7). 
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that debt service payments of a number of developing countries on 

29 
that period exceeded current flow of loans • 

The net result was .that the total outstanding foreign debt30 

of Bangladesh as shown in Table 12 was only increasing over time • 

.In 1973-74 the total outstanding debt of Bangladesh amounted 

$ . :Sol. 4 million which constituted 5. 6% of the GDP. But in 1984-85 

it stood at $ 6280.9 million which constituted 46.~~ of the GDP. 

This exerted a heavy pressure both on the present anci the future 

generation of Bangladesh to come31 • Table 12 also shows that the .. 

debt service ratio of Bangladesh, defined as· the repayment of debt 
. I 

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 19~4-· 

85. Thus about one dollar out of every five dollars earned through 

exports was to be paid as interest and repayment of principal• 

inoicating a potential const.raint on the debt ser.r icin~ capacity 

of the country. Note that Table 12 does not include any payments 

on account of l.l .. .~eF. ana short-term bOrrowings for food and crude 

oil. If the debt servicing of LM.F. anci shOrt-terrn borrowings 

are included, the count·ry has already crossed the safe limit of 

borrowing32• 

In this connection it may be mentioned here th·at the debt 

service ratio of Bangladesh projected by the world Bank, especially 

for the second half of the eighties and for the early nineties, 

ranges between 1~ and 17'"- 'l'his was about equal to the average 

ior the low income economies (14.4%) and below the average for the. 

miocle income economies (18.1~)33• Thus Bangl·acesh' s debt service 



ratio of 1~ or 1~~ docs not appear to be unusually onerous by: 

the prevailing st:-andards of the less developed countries. 
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But this does not mean that the debt service payments do. 

not constitute any serious problem for Bangladesh. For a poor' 

country like Bangladesh a burden of 15% or 17%. i's .likely to be much 

more critical than for a better off economY"• Note that ove·r the 

years. Bangladesh was fortunate to obtain aasy &oft term loans, 

and as noted earlier. more than S~ of the total foreign aid inflow 

was disbursed 1n the shape of grants which create no debt liability 

per unit of aid inflow. But in future, with a sudden change .in the 

climate of international relationship. soft loan windows of various . 

lending agencies may be gradually closed. Furthermore·, interest 

anC.. crnortisation are also likely to increase as more and more end 

matures for payment. And with the possibiiity that more grant 

~ lerr.ents of aid may :be substi~utec;l by more ana more loan. e~ements~ 

the eeb:t service payments of .Bangladesh may move to a critical 1 

level, above the world Bank' s 34 projected estimate of $ 196 million 
I 

in 2000-0l. 

In a8dit.i.on, external earnings of Bangladesh being rel·atively 

less diversified are lilcely to be accentueted to a lowe·r rete than 

debt repayment thereb.{ increasing the debt se.rvi~ ratio above the 

projec1;ed estim~te of 15'>,4 to l ~,4 in the coming years •. Another 

notable feature is that Bangladesh is un£ortunately facing chronic 

· balance of payments difficulties since her indepeneence in 1971, •. · 

The nominal trade gap o£ US $ 140 million in 1972-73 increased to 

us$ 1.591 million35 
in 1982-83. The main reasons for this gap area 
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(i) EXports are not expanding proportionately with impOrt require­

ments and (11) ~ter.toration in terms of trade. Recession and 

protectionism to some extent prevented prLmary exportable commodi­

ties of Bangladesh from making significant improvement in her' export 

earnings. 

'l'he above cixcumstances demena that exte.rna1 debt policy 

of Bangladesh shoul6. be intelligently shaped fror11 now on. NO doubt, 

in Bangladesh uncer its prevailing social structure, the· need for 

increased quantum of foreign aid will retr.ain for some years to come 

to sustain its development programmes and indeed to meet its needs 

for current consumption. Tr~refore, to prevent further deterioration 

of the debt sexvice ratio, Bangladesh will reQ\.lire favourable terms 

and composition of aid. ~imultaneously, the export expansion 

programme is. to be pursued vigorously both for traditional expOr.ts· 
I o 

and :for diversifying ·exports into· the non-traditional areas. The 

success· 
. I 

, however, depends how far aid on soft ~.tms is ·actually 

available and demand tor Bangladesh's export items in external 1 

markets exists. But the past evidence points to the contrary.- It 

is thus through improved domestic resource mo.biliz ation and an 

efficient managerrent of the economy chat Bangladesh may find the 

solucion to this problen1. 
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'Chapter e 

RESOURCE M:IBILIZAT ION THROUGH TAXM lDN 

1.. Introduction 

This chapter is an attempt to judge the ·performance· of the 

Bangladesh Budget in relation to the mobilization of resou·rces 

internally tt..rough_ taxation over the period under s·tudy, since 
I I 

taxation constitutes more. than sox, of the total governme~t revenue •. 

Iri doing so, 
I 

after having a brief note on fiscal strategies for 
I 

raising more revenue through taxation,. we shall explain the tax­

GOP ratio ane tax effort of Bangladesh and ·also the eiasticity and 

buoyancy 'of the Bangladesh tax structure. In this connection 

problems and policy recommendat·ions · (prospects} will also be drawn 

as far as practicable. 

Since independence, the public sector ha.S come to play a 

dominant role in the economf of Bangladesh. Its scope has be~n 
I 

widened by the nationalisation of major industries and by the fact 

that the private sector has been historically dependent on the 

sup!=J<)rt 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 ~rowth in Dan~ladesh·In spite of. 

the increasing trend of the private sector dev-elopment outlay, the 

public sector in Bangladesh, as shown in Table 1,. accounted for, 

on on average., more than a~ of the total develo~ment outlay. 

/ 



Table 1 

Develo:pment Outlay in Bangladesh 
Projected for Different Pl&l Periods 

(1973-85) 
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(Tk. in million) 

Period P\lblic Private Total 
Sector Sector outlay 

FFYPa 39520 5030 44550 . 
1973;.;.78 (sa. 7) (11.3) (100.) 

TYPb 32610 6000 38610-
1378-80 (84. 5) (15. 5) (100) 

SFYPc 201250 54730 255950' 
198Q-85 (78. 6), (21• 4) (100) 

---------------------------------------------------------------Note_, Figures in parenthesis indicate percentages •. 

source1 a) ':£h! First Five %ear Plan (l973-7f,P, OOBo. 

b) The .Two Year Plan (1978-SOl, OOB • 

. c) The second Five Year .P.lan (198Q-85)., GOB. 

J:·rom the very .beginning planners,. policy-makers and budget-

makers of Bangladesh were aware of the shortage of internal ·resources 

for financing development programnes. The First Five-Year Plan 

noted that the economic progress targeted over the plan Period_ 

was constrained by the amount of domestic resources available for 

development~ given the level of production and 1ticome1 • zt was_' 

also agreed that at the initial stage Bangladesh was • not 1~ a 

favourable position to generate sufficient surpl11s for deve,lo.i:;inent•. 

However,. it was hoPed to'break the vicious circle cmd to take the. 
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initial significant steps towards establishing an efficient pattern 

' 2 
of domestic • capital accumulation• • 

2. St.rategy Used in Bangladesh 
2 

As bulk of the investment was undertaken in the publi~ sector, 

the major part of domestic resources would ha\re to be generated in 

that sector. Accordingly, over the period under study, strategies 

for augmentin~ resource mobilization were taken· on priority basis 

and various fiscal steps and measures were proposed. 

The First Five•rear Plun projected a total revenue receipts 

of Tk. 23400 million from the existipg taxes and tax rates.on the 
basis of 1972-73 budget estimates and a total revenue (current) , 

expenditure of Tk. 18030 million on the basis of 197.3-74 budget 

estimates. with 'l'k. 6250 million from additional tax measures 

(Apvendix A), total revenue sqrplus was projected to be 'l'k. 116:f!'O 

million as 6ilown in ~able 2. After 1975, rrore emphasis was given 

by the policy-makers to raise aaditional revenue through the system 

of taxation particularly f1.·om the agricultural sector. 

But in actual, total revenue surplus reached Tk. 4720 million 

only or about 4~ of the projected target was realised and total 

domestic resources reached ~k. 9570 million onl.i against the Plan 

target of 'l'k. 22 450 million ('l' able 3 ) • 'l' able 3 also shows that· 

capital receipts from the • Public ACcount• calculated on net basis 

turned out to be negative to· the extent of '.l:k. 760 million .inciica-: , 

ting that the payments were larger than the receipts. The expected. 



Table 2 

Revenue Surplus Projected for the First 
Five-Year Plan (1973-78) 

Head 

1. Total R~venue Receipts (Existing Taxes) 

2. Total Revenue Expenditure 

3. Yiela from Additional .Measures 
(Discretionary Measures) 

· 4. Total Revenue Surplus (1-2 + 3) 

(Tk. in million) 

Amount 

23400 

18030 

62SO 

11620 

----------------------------------------------~---------------------~ source 1 ~Q1!lP1.)ed._ fr~m The First Five-Year Plan (1973-78J; 
Planning Commission, GOB, Chapter -rv, pp. 37-41. 

Table 3 

.Public Sector Financing duz·ing the First Five­
Year Plan (1973-78) 

(Tk. in million) 

Projected Au~unt* E.Stin~ated 
ACtual** 

A. Domestic Resources' 
i) Revenue surplus 

11) Net Capital Receipts 

iii). Geficit Financing 

B. 

ivJ Other Resources 

sub-Total (AJ 

EXternal Resourcesa 

i) Project Assistance I 
ii) Project Assistance ~ 

11620 

3500 

6270 

1060 

2~450 

iii) Commodity Aid l 17070 

SUb-Total (B) 17070 
'l'otal (A+B) 3 9520 
(A) As percent of Total 57 
(B) As Percent of Total 43 

Notei • At 1972-73 prices 
** At current prices 

source 1 The Two-Year Plan · (1978-80)., Planning 
GOB. Chapter 1, Table 1.10, P• 14. 

4720 

-760 

4810 
I 

800 

9570 

10180 

15860 

15860 

30270 
39Es·4o. 

24 
76 

Cbnmission, , 
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amoWlt from additional measures and other sources also did not 

materialise. As a result., internal :.:esource mobilization fell short 

of expectation during the Plan period •. 

The net result of the, shortage of domest·ic resources was the 

injection of more foreign ai.d than projected. Tabla 3 shows: that the 

ratio of domestic resoiUC:e and foreign aid in financing development 

progr~.mes turned out to be 24&76 as against the projected ratio of 

57:43. 

The Secono Five-Year. Plan also noted tte shorta~e of internal 

re~c..urces as • a serious challenge to the implementation of the 

investment programme of the Plan•. Ac:cordingl,i., • increasing the, 

share of direct ta.>:es., expanding· the tax base of domestic output, 

and reducing relative dependency on customs' particularly on .Lmport 

duties were proposed to De further intensifiecP • .In this connection 
' ' 

I 
a tcrash programme for improvement of tax administration· was also· 

suggested to be undertaken3 • The Plan also suggested • a considerable 

scope of mobiliZing resources through b=tte::r collection of existing 

ta;~es and iir.pO~Jition of taxea on unearn~d incomes' 4• 

Accordingly., during the second Five-Year Plan, on the basis 

of 1979-80 prices, total revenue receipts and total revenue expendi­

ture ~ere projected to be Tk. 129GOO million5 and Tk. 76030 mil+ion6 

respectively. AnO with Tk. 15850 million £roffi additional fiscal 

measures (Appendix S), total revenue sur9lus was projected to be 

l'k.. 69420 million as shown in 'l'able 4 below. But in actual Tk. 32050 · 

million or 46"/o . of tne projected amount was realised 1 • . And as a 
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(Tk. iri ·million) 

----------------------------------------------------~---------------------
. Item 

1. Total Revenue Receipts (Existing Taxes) 

2. Total Revenue EXpenditure 

3. Additional Fiscal Measures 

4. Total Revenue Surpl·us (1-2 + 3) __________________ ...;_ ____ . _____ _ 

Amount 

12:3600 

76030 

15850 

69420 

----------------
Sourcez 1.'he ~econ<l Fiv~~·ear f'lan (l98Q-8~L, Planning ConlfTlission, 

GOB, Chapter IV, Table 4.1, p. 3. 

result the J:>lan objectj.ve of reducing dependency· on. :foreign. assistance 

waa further ean1pened. 

· ·In this connectio&l, it is use:.Eul to note ti1at the • donor 

agencies•, specially the world Bank, were giving mach pressure to 

the Goverrunent of Bangladesh for raising more resources internally. 

':A?hey urged that the development of Bangladesh should. basically 

de~~nd upon mobilization o:f the country• s· own res·ow:ces ana thus 

they qemanded a daclorativn of political will . .foL inc.~:ea.Si.n9 national 

savings to be folLowed up.by quick and effective action. 

In 1974 the world Bank suggested a series of fiscal measures 

to raise current government revenues with a view to extracting a 

greater amount of resources domestically. These measures included 

the raising of the followinya 



a) import duties (through increased rates for 

raw .materials and capital goods), 

b) excise duties (specially textile), 

c) sales taxes (with fewer exceptions), and 

d) corporation taxes (to make sure that public 

sector corporations pay up)8 • 
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'!'he Bank· also proposed to integrate agriculturai an9 other 

incomes in the rural sector for tax purposes and to update land 
. . 

records. A gradual • reduction of subsidies on agricultural inputs, 

and ultimately the imposition of modest taxes on items like ferti-

lizer, pesticides, seeds and agricultu.E;"al machineries• were ·also 

prescr1bed9
• In addition, regarding the case of personal inco~ tax 

the opinion of the world Bank was that tax adrilinistr ation shoQld ·be 

improved and that exemptions, deductions and exclusions should be 

reduced. In particular, the world Bank urged the GOB to reconsJ.de'r 

their. decision on the exemption of personal income tax for the civil 

sexvants10 • 

From the various reports of the world Bank and th8 st·atements 

of the.donors, the prescribed strategy for domestic resource 

mobi1ization through taxation in Bangladesh may be summarised11 . 

as a 

1) Import duties, through increased rates 1 
for raw materials and capital goods, · j 
should be raised 

2) Excise dhties should be raised 

3) sales taxe11 •hould be raised 

world .Bank 

• 



4) corporation taxes should be raised 

S} Integration of agricultural and 

other incomes in the rural· sector 

for tax purposes 

6) Agr !cultural inputs should be taxed 

and subsidies on inputs should be 

reduced 

1) In the case of personal income tax, 

administration should be improved. 

Also exenptions, deductions and 

exclusions should be reduced.~Higher 

level o~ sinceri~y of the administration 

is required 

8) Revision of the tariff strl..'Cture of t!e 

energy sector by increasing the prices 

of power 8Ild gas 

9) In the case of land tax, tax payment 

should be borne by the land-own~g 

population 

world ~ank 

• 

world Bank, · 
USAID, U. I<. 

world Bank, 

Norway 

world Bank 

U.K. 

san ada, 
sweeden,. 
Norway, 
Japan 
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It is obvious that strategies prescribed by the donor 

agencies to enhabee domestic resource mobilization in san9ladesh 

were designed mainly to increase the tax ratio of Bangladesh. NO 

doubt, the GOB accepted and adopted most of the policies recommended 

by the donor agencies from time to time. But one.may note that the 

specific policy recommendations towards increasing revenue receipts 

through a revision of the tax system of Bangladesh were ~et tO _ 

show any positive improvement so far as tax-GDP ratio was concerned 

during the per iqd under 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 (GD.P.) i.e., the. tax-GD.P ratio, which may be 

called simply the tax ratio12• The tax-GDP ratio of Bangladesh from 

1972-73 to 1984-85 is calculated as shown 1ri Table s. ~t is observed 

that the tax-GDP ratio of Bangladesh was as low as 4. 2% taking yearly 

averages.of the early seventies. But during the late seventies and 

the eighties, the tax-GD.P ratio increased considerably showing an 

average ratio of 7.~ and 7.6% respectively. 

Table 5 

Tax-GDP Ratios of B.angladesh (1972-73 to 1984-SSJ 

Year 

1972-73 

1973-74 

1974-75 

Yearly Average 

1975-76 

1976-77 

1977~78 

1978-79 

1;ng.;.ao 

.Yearly Average 

(In Percent) 

T ax-GDP Ratio 

4.5 

4. 5 

4.2 

4.4 

7.2 

7. 9 

7.3 

7.5 

7. s 

7.5 

Cobtd •• 



Year 

l98o-81 

1981-82 

1982-83 

1983-84 

1984-85 

Yearly Average 

Table.S (COntd •• ) 

Tax-GDP Ratio 

8.3 

8.0 

7.9 

7.3 

7.5 

7.8 

source a calculated on the basis of Appendix A to Chapter 5 
of this study. 

Table 6 

'l'ax-GOP Ratios of some· Selected Developing countries 
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(In Percent) 

Countrj' Tax-GDP Ratio' 

1. Malay asia 24.5 

2. Fiji 22~3 

3. south Korea 16.7 

4. Burma 16.4 

s. solomon Islands 15.6 

6. Sri Lanka 15.1 

7. Papua New Guinea 14.8 

a. India (1979) 14.7 

3. Pakistan 13.6 

10. 1'·hailand 12.3 

11. Philipines 10.4 

12. Bangladesh (1980) * 8.3 

13. Nepal 7.3 

* The year 1980 is chosen on the 9round that Bangladesh registered 
the highest 'l'ax-GDP ratio in that year during the period under 
study. · 

source: Economic and social suzvey of Asia and the P-c.cif ic, 

United Nations, 1984. 
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Table 5, however, shows two im.r;..·ortant points. First,. the 

tax-GOP ratio rose considerably from 1975-76 indicating the fact 

that fiscal measures did pla.t an effective role in mobilizing 

internal resources through taxation. One of the main reasons,. among 

others,. for suc:h as increase in tax-GDP ratio might be the reintro­

duction of land revenue in the fom of Land Development Tax ·(LOT) 

in 197613• secondly, a notable feature is that from 1975-76 to , 

1984-85, the tax-GDP ratio has remained more or le·ss ·invariable 

indicating rather a failure of government efforts in ·augmenting 

additional resouxces through taxation,. other things remaining the 

same (determi!lants of tax structure). 

The tax-GDP ratio of Bangladesh is low compared to other 

less develpped countries (WCs} of the world. 'l'cble 6 shows that the 

tax-GDP ratio in. Bangladesh ren•a.ined one of the lowest in some of 

tne, selected d8veloping countries. :rn fact,. among the 13 selected 

developing couritr.ies, Bangladesh occupied the 12th position. Only 

Nepal had a loWer tax-GOP ratio of 7.3% than 8.3% of Banglade·sh. 

However. any judgement of tax perfor~ance based merely on 

sucb comparison of simple tax-.GDP ratios may .be misleaain9 .• ·since 

it fails to take into account the fact that taxable capacities of 

' different countries may vary. so, the actual t~ratios must reflect 

both taxable capacity and tax effort. 'Tax effort is the degree 

to which taxa.ble capacity is used• 14• In the words of Richard 

Gooae,. A'l'ax effort analysis represents an atte~t to go beyond 

simple comparisons of tax ratios to a comparison that takes acco\mt 

of measurable variables that significantly affect taxable capabity• 15• 



Using regression technique. a number of studies at the 

IMF have investigated the statistical relationship between the . 
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variables (noted below) affecting taxable capac·ity and actual ·tax 

ratios in developing countriea16• The variables include per capita 

income. the openness of the economy (the ratio o£ export plus 

import to GDP). · and economic· structure particularly the relative 

size of agriculture and mining. etc17• MOst of the stuaies. however. 

showed a positive .relationship between. taxable capacity and the 

shares of these variables in GDP and was statistically found signi-

ficant by- cust.omar.t stanaards. 

1'ait. Gratz and Eichengreen18 have made an attempt to measure 

tax effort for a sample of 63 developing coun~ries including 

BangJ,.adesh for the years 1~72-76 by using regres&.ion technique 

incorporating economic v·ariables mentioned above.· ACcording to the 

level of. tax effort. countries are grouped into high index.· medi'um 

inoex. and low incex. where Bangladesh belongs to the lOw index 
1 

groupl9. 

Anotl)er attempt is macie to measure the tax efforts for a 

sample of 17 developing countries incluoing sanglaaesh in 1984-85. 

by Chowdhury and Hossain20• The autho.rs incorporated per .capita 
I 

'· 

GDP and ratio of exports plus imports to GDP as major explanatory 

variables21 • The result (tax effort inaices of the 17 selected 

deve+oping countries) as depicted in Table 7 shows that Bangladesh 

ranks 16th among 17 selE:cted developing countries both in terms of 

actual tax-GDP ratio and index of tax effo.t-t. 'l'able 7 also shows 

that the normative tax-GNP ratio of Bangladesh in l984-BS was 
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greater than Nepal, Pakistan and even India. But in case of actual 

tax-GNP ratio it was placed only above Nepal·. This is an in¢ication 
. I 

of the fact that the tax administration of Bangladesh (other things 

remaining the same) failed to mop up the tax potentiality of the 

country at its desired level. 

Table 7 

Iilternational comparison of Tax Ef±ort (1.984-8.5) 

--
Country Actual T aX:-GNP Normative Index of 

Ratio Tax-GNP Ratio Tax Effort (2/3 ) 

(1) (2) (3} (4) 

l. Tunisia 0.278 0.211 1.31 

2. Chili .·o. 251 0.163 1.54 

3. Egypt 0.248 0.212 1.17 

4. t-t>Orocco 0.230 0.204 1.13 

s. Sri Lanka 0.211 0.216 o. 98 

6. Kenya 0.195 0.181 1. oa 
7. Indonesia 0.183 0.163 1.12 

a. south Korea 0.167 0.255 0.66 

9. Yemen 0.165 0.149 1.11 

10. Turkey 0.149 0.160 o. 93 

11. Thailand 0.145 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. Bu.rma 0.086 0.083 1.04 

16. Bangladesh 0.083 0.133 0.62. 

17. :Nepal 0.076 0.129 0.59' 

source 1 O.H. Chowdhury and M. Hossain, aTax structure of 

Bangladesh a An overview", 'l'he Bangladesh Development 

Studies, Vol. >NI, 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 'Chat the tax 

performance of· Bangladesh is poor. A country may be· classified as 

having low or high tax effort. But it does not alw.::i.YS indicate that 

taxes should be raised or lowered. Yet, it provides helpful informa­

tion to both politicians and policy-makers and suggests 'where to 

begin in addressing a budget problem• 22 • 

we, therefore, need an optimum level of tax-ratio for 

developing countries to test whether the tax ratio of ~angladesh is 

below or above the optimum level. What is the optimum level of tax 

ratio? The answer is, however, indeterminate and debatable also. 

Experience does not provide any reliable guidance as to what level 

of taxation is optimum for less developed countries. No doubt,. less 

developed countries possess low tax ratio and it can be raised 

through administrative and legislative efforts. But no doctrinaire 

answer can be given as to where the optimum level lies. For .. the 

factors affecting tax ratio differ greatly from country to country. 

Critics like Bird and Bolnick argue that conciitions diifer so 
I 

greatly among countries that general theorising and quantitative 

comp:arisons are not helpful in evaluating policies in a particular 

' 23 country • 

But nonetheless, attempts have been made to visualize a 

certain level of tax ratio for ILCs. Martin-lewis moael24 suggested· 
. . 25 

a t~ ratio of 20',4.. U.K. Hicks seems to veer around this figure. 

Jn a later study Arth~z: Lewi~26 suc;gested that most II•Cs need to 



raise at least 17;-;. of GOP in taxes and other government revenues. 

Thene are the optimum ratios in their view ana the tax ratio of 

Bangladesh is no doubt well below th~ optimum level. 
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Perhaps the most acceptable. level of tax ratio for Bang:ladesh 

is noted by an lMii' study27 in 1979. This. study vi.ewed that' given' the 
' I 

structural r igidit~s of Bangladesh. the tax-GD.P ratio: should .be 
I 

abou~ 10'A.. But with 6.3% in 196o-al or 7. 5%· in 19&4-85, the taX• 

GDP ratio of Bangladesh, no doubt, showed a poor tax performance. 

In this connection, it may be noted here that during the 

FFYP and the Sli'YP the tax-GDP ratio of Bangladesh wa.s taryeted to 

be 10%28 and 9. 5%29 respectively. According to the Plannin"g COmmi­

ssion• s calculation these were the .optimum levels ·of tax ratio for 

Banglaoesh which. however, was never realised. 

Furthermoze., Bangladesh's tax-GOP ratio is below not just. 

the average for all developing countries (17.5%) but below the 

levels in Sub-Saharan Africa (17. 6'.,{.), ASia (14. 9%) and Latin 
. 30. 

America (17-• 93) indicating rather a relatively poor tax perf'Ormance. 

The very low tax-GDP ratio means that tax reven~ collections 

have not kept pace with the growth of the tax base and that the base 

itself has not g~own adequately. Therefore, tax revenue collections 

can be .increased by broadening the tax base and by improving the 

efficiency of the tax collecting authority. 
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4. Elasticity and Buoyancy of Bangladesh Tax structure 

'rhe adequacy of a tax system as a toll for mobilizing more 

resources internally throu~h fiscal measures can also .be judged by 

its elasticity and b~oyancy values. The automatic growth in tax 

revenue due to changes in national income is generally known as the 

elasticity of tax 15y15tem which is sometimes called built-in· elasticity 

on the other han?· the yrowth in taX revenue caused both by the 

increase 111 national income and from discretionary measures such as 

changes in the rate of tax structure and/or in tax base is knoWn as 

the buoyancy of tax system. 

The measure of incorre elat.ticity may ba given as a 

Te • 

~"/here Te =- elasticity of tax revenue, 

'l' 111 tax revenue in the earlier period, and 

y a national income in the earlier period. 

1 c • 

A tax system or a particular tax is said to ba elastic if the 

measure exceeds unity and inelastic if it is less than unity. 

I 

ln an adequate tax syatem, tax .revenue must increase with 

the :growth of the economy without." frequent rate adjustment• For, it 
I 

is not politically always adVantageous and palatable to enhance the 

.rate: of tex and/or' tax base to increase tax effort frequently tfhrough 

1egis1a't.ive measures. so, in an economy like Bangladesh the elasticitl 

of th.e tax system must be sufficiently high. 
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But in case of Bangladesh. as shown in Table a. 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. 

Elastic! ty of indirect tax as a whole and for all its compQnents 

other than sal.es tax on import were less than unity. Elasticity of 
I 

tax on foreign trade ~as in fact unity • and taxes on domestic goods 
' 

and services were very inelastic. Direct tax as a whole as. well ,as 

its components were also very inelastic. 'I'hus the tax revenue in 

Bangladesh increased less than proportionately to· overall growd1 

31 of national inco~e without discretionary measures • 

Table 8 

Es~mated B»oyancy and Elasticity of Different 
Taxes in Bangladesh (1975-76 to 1;l84-S5) · 

'I'ax Head 

1. Direct Tax 

a) Income 1'ax 

b ) other Direct '1: ax 

2. indirect Tax 
1) Taxes on. Foreign l'rade . 

a) Import Duty 

b) sales T~ on Import 

ii) Tax on Domestic Goods 
and Services 

a) .Excise Duty 

Total Tax 

* AVerage buoyancy minus average 
average buoyancy 

Aves: age 
suoyancy 

1.08 

1.:i)9 

1.07 

-1.02 

1.09 

1.11 

·1.10 

o. 90 

o. !)9 

1.03 

Average Contribution 
Elasticity of Discre­

tionary * 
Neasures ' 
(In percent) . 

o. 78 27.8 

o. 94 13.6 

0.29 72.9 

o.a1 14~ 7 

1.01 7.3 
0.97 12.6 

1.14 -3.6 

0.61 32.2 

o.o6 35.9 

o.as 17.5 
elasticity as a percent of 

Source ' O.H. Chowdhuri and M. Hossain. Elasticitt and Buoy.mcy of 
Bangla<;lE!sh Tax structure., Research Report, No.; 80, BIDS, 
Dhaka, November~ l~aa. ~able 3.1, p. 10. 
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The buoyancy value of the tax system of Bangladesh· which 

conbi~es both the automatic gxOwth in tax collections and the effects 

of discretionary action•• was estimated to be only 1.03. HOwever, 

Table 8. shows that the buoyancy values vary from. a low· of o. 90 for 

taxes on domest.ic goo6s and sei:v.ices to a high of 1.11 for .import 

duty.: Interestingly enough, except for taxes on domestic goods and 

services and its component excise duty, the value of buayancy for all 

the major tax heads was greater than unity. Nonetheless, the very low 

buoyancy value o£ overall tax systen: (1. 03) indicates why the overall 

tax-GD~ ratio of Bangladesh changed marginally from the mid-seventies 

to the "ua-eighties as noted earl.ier. 

~·he fact that the buoyancy value was generally greater than 

the value of elasticity, was the reflection of the positive contri­

bution of discretionary rreasures to the growth ln tcx revenue in 

Eangl.aoash. The contribution, of discretionary actions to the whole 

tax ayBtem. as shown in Table 6, came to around lS'>'o and its, contri-

L>ution to the growth· in dixect taxes ana tm-.es on dom,~s~ic gooes and 

&ervices were around 28';' .. and 3~ respectively. Str ildngly enough, 

impact of discretionary measures on taxes from foreign trade was 

very little and in fact .1ts impact had bean negative on sales tax 

on .import. (•3• 6). 

The above find!ing reflects th.a fact that the tax -yield f,rorn 
0 ' 

direct taxea and taxes on domestic goods and services was·-not only 

very low compared to that fX:Oill foreign trade., it was also ~ugrnen~d· 
! 

primarily by frequently introducing new legislative measures. 

clearly it was mainly the defective tax systerr. (among other re a~ons) 

I 
I 
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that failed to mop up ~e tax potentiality of the economy. ·In other 

v1ords the highly positive contribution ·of· discretionary meastires 
\ ! 

reflects the fact that the tax potentiality of the country was more 

than t.~hat 'the tax system actually realised without discretionary 

meaSures. 

· :tt may,. however, be ·noted here that the highly positive 
' . 

contribution of discretionary measures to the growth in ·tax revenue 

was due largely to the unequal dJ.stribution of income. in Bangladesh 
( 32 

v1here the higher income group is not taxed adequately. Thus there 

is the possibility of raising tax revenue by making the higher 

income group people to pay more taxes. In other words, thie discre-

tionary measures. which have proved to be effective ·1n Bangladesh, 

should be incorporated into the regular tax system. 

However. the estimates of elasticity and buoyancy shown in 

Table·S r~flect some interesting features of the tax system of 

Bangladesh. First, the elasticity of all direct taxes taken together 

(0. 78) was lower than that of all indirect taxes taken together 

(0.87). But the buoyancy value of direct tax (1.08) was greater than 

that of indirect tax (1. 02). This is an iliaication of the_ f.act 1that 

discretionary actions played more important role in raising revenue 

in the. case of direct taxes than in the case of indirect taxes. 

second •. the highest bubyancy value 8$ well as elasticity 

w~ r~ported for import duty and sSles tax on import (indiviaually) 

and the lowest was in the case of domestic goods and services. Thus 

imports into Bangladesh were quite highly related to the growth of 
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income ana at the. same time, dutiable imports "Were more responsive 

to the growth of income than that of total imports. 

' A decompos·ition 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 (1975-76 to 1984-85) 

'l'ax Head Buil~in Built-in 
Income Tax-to-Base 
Elasticity Elasticity 

Base-to­
Income 
Elasticity 

---------------------------------------------------------·--------~---
1. Direct Tax 

2. Income Tax 

3. lmport Duty 

4. sales 'l'ax on 

s. EXcise Duty 

. Iinport 

o. 78 

0.94 

0.97 
1.14. 
0.66 

0.71 

o.8s 

o.8s 

1.06 
0.62 

1.11 

1.11 

1.14 

1.03 

1.03 

------------------------·-----------------------------------------------sourcea o.H. Chowdhury and M. ··Hossain, Elasticity and Buoyancy 

of Bangladesh 'l'ax Structure, Research Report, No. 80, 

BlDS, Dhaka, November, 1988, Table 3.2, p. 13. 

of Bangladesh. 'l'ax elasticity can be decomposed into two components 

i.e., tax-to.;,.base a.nO .base-to-income elasticities3-~-. Table 9 reveals 

that in Bangladesh, tax-to-.base elasticities were much lower than . ... . ... . . . ............. 

base~to-income elasticities for the -peri·od between 1975-76 and 

1984-85. It is found that the low elasticit.t of excise tax, (0. 66) 

was due to the very low tax-to-base elasticity (O. 62) compared to 

(, a q·uite high base-to-income elasticity (l. 03 ). Clearly, tax 

collections failed to keep up uniformity with the tax .base or in 
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other words, excise duty failed-·to cover its base·. 'Ihis findin~ 

supp6rts the view that substantial tax evasion and inefficient tax 

administration made excise duty an inelastic source of revenue. 

Again, Table ; shows that base-to-income elasticity o£ direct 

taxes and its component income tax was ~reater than unity for the 

said period in Bangladesh. But tax-to-base elasticity was less than 

unity. This also indicates the fact that the inefficient tax 

administration of Bangladesh failed to collect.suffici~nt revenue 

as direct tax anc thereby caused income elasticity of direct ·tax 

to be low;. 

I we, therefo~, conclude that collection of government revenue 

in the form of direct tax as well as indirect tax (mainly dones~ic 

goods and services) may be increased through improving the efficiency 

of tax administration thereby covering successfully the bases of 

such taxes. 

5. Avenues for Hore Revenue 

It is, however, practically very much di£ficult to suggest 

any tax policy reform for a developing country lilce Bangladesh. 

For, the economic systen. is too complex to allow the design of a 

formula that works· adequately in all situations. 

No doubt, Bangladesh is one ot the poorest countries with 

low per capita income 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 in particular, as noted earlier. "No nation is so poor that 
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it cannot ·~· 1~~ of its national income if it wanted to"~ observed 

w. A. I.swis34• Therefore, Bangladesh as an underdeveloped country 

(with serious shortage of oomestic resources) that is determined to 

break the vicious circle of poverty and to avoid economic stagnation, 

will have to find ways and means of raising large and growing amount 

of tax revenue. 

However, our observation is that while in tt1e long run 1r.uch 

will de~end upon how the planning strategy is effectively geared 

up to enforce policy (structural) changes in the economy, a lot can 

be achieved in the short run by increasing the flexibility of the'"' 

tax structure, by i.rflljraving the efficiency of the tax administration, 

by reducing tax evasions as well a~ .by .broadening tne taX. base. 

ln the light of above assunptions we suggest the following 

changes in the tax structure of Banglaoesh that may help in raising 

rr.ore revenues to the GOB. 

The very low contribution. o.f direct. tax as-- a whole to the 

total tax revenue was due mq..inly to •t'ne' narrow"tax base and poor . 

tax net (low coverage). In 1~82, the Finance Minister of Bangladesh 

in his budget speech noted that .toughly 7S>~ of the total income 

tax carne from taxes on companies alone. More seriously enough, in 

1982~83, the country had only 280,000 tax payers or less than o.O~/o 

of the total p<>pulation were covered in the tax net3 5• 

In Bangladesh there are a large number o;f self-employed 

persons engaged in small enterprises {shopkeepers, small traaer;s, 

etc.) both in rural ~ci urban areas along with urban professionals 

(const..ltant.s, designers, e~.) who have assessable income .but do· not 
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pay income taxes. They do not and even cannot maintain any proper 

accounting records required under the prevailing income ·tax· i·aw. ·· · 

These groups successfully escape_~ the tax ~et av~!.ling the ~;1eakness· 

of the income tax law as well a.s its --administration leading to tax 

evasion. Again,. some businessmen do not keep adequate records and 

accounting books; others maint·ain two or three books to evade the 

payment of taxes. 

It is, therefore~ necessary that through an intensive survey 

these self-employed persons with assessable income are brought within 

the tax perview as far as practicable. In this connection, complica-

tions in respect of a5sessments and paym.-:;nts should be ruled out 

by designing a simple· procedure for. small business ~nterpr.ises and 

other self-employed persons which would improv~ tax compliance and 
' l 

reduc;e the work load of tax officials. In at.~dition, the marginal rate 

of inc orne tax may be reviewed and moder ateo which is expected to 1 

improve tax compliance. Lower marginal income tax rate will also 

serve as an incentive for stimulating investment and thereby genera­

ting more income which will ultimately increase the total tax 

revenue. 

But it demands close attention that the broaden.ing of tax 

base shoula not be accompanied by ~he lowering of tax rates (except 

the marginal rate} in a country like Bangladesh where tax evasion 

is pervasive3 6• For exarr.ple, to ensure better tax compliance or to 

make the black money wi1ite,. tax rates were lowered in Bangladesh 

in 1976, un the ground that the prevailing high tax rates made tax 

evasion rather lucrative. In 19761 the Martial Law Regulation-VI: 



257 

(MLR-VI) gave complete amnesty from any legal_ consequences land fixed 

a flat rate of tax of only 30'~ for the declaration of untaXed i~coine, 

and again in 1982, .HLR-V declared tax amnesty with still lower rate 
. 37 

of· tax of only 1 :f-" for the untaxed income • 

But the response was very poor. only Tk. o. 08 billion and 

'l'k. 0.37 billion respectively was collected as income tax following 

the two regulat.lons, whereas the black money in tne economy was 

roughly estimated _to be aa high as 60 billion taka in· 1982 (unofficial 

38 Planning Commission data) • Not only this, out ot about 9000 

declarants whO took the opportunity of paying the tax at the lower 

rate. only about 5500 paid taxes .in actual. Clearly the defect was 

not in the higher rate of taxation _but in the VE:.r~ system of taxation 

and in tax administration. This leads us to conclude that .the 

reduction in the· tax rates can not be j ustifieo unaer the condi tiona -

prevailing in Bangladesh39• 

In Bangladesh tinearned incomes derived from speculacive 

transactions, scarcit~ rents. intermediations and traae in prpper-
·· .... 

ties were not properly focussed by the fiscal. system throughout the 

whole period under study. Again;,· capital g-ains we-1:e also lightly 

taxed thereby rewarding .a non-product.iv·.;;-· class·~ 

so, the fiscal system needs to focus on all unearned incomes 

aerived from the said sources ana should be bro·u9ht un~er the income 

-cax perview. ~on!e transactions such as· trade in propertie~ can be 

captured through taxa.tion of ca1--ital gains. The .catE;;; of ca:-·ital gains 
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tax should be increasea fw;the.x. Again, in li anCJladesh where wealth 

is highly concentrated, a large amount. of rt:venue can be obtained 
. 

from a vigorously enforced tax on a few wealthy ~rsons. 

Unlike many other developing countries of the world, t.pe 

practice of not taxing the salary income of ~he goverrunent employees 

in Bangladesh was perhaps one o:f· the most seriouS"'· defects of the 
• # ••••• 

tax system. The departments ,employing these employees were sup;posed 

to pay taxes on behalf of them to the Revenue Departnent, which 

meant that the income tax payment wi-thin the goverrur.ent:. became a 

matter of book transfer only. This was not . all. In the face of 

roaring inflation, as noted in Chapter 6, the governrr.ent not only 

raised the basi.c salary of the employees, but also other benefits 

like house r.:nt, .uedical allowance, etc. which dampi!ned gOvernment 

saving~ further. Obviously there was no economic ground to leave 
I 

them· such a t.ax bone.m:;a where ~thex-e were to pay- ~~ea. 

,. 

we, therefore, suggest that the practice of taxing tp. . 

salart income of g()Vernnent employees should bt! 
I 

! 
introduced and 

1 
no discrimination should be made between different types of income. 

• I 

A general system of income tax payable by everyone earning above one 

exemption limit should be introduced. In other words, all incones 

of a person should be integrated into a 'global statem.;:nt: .of incomes 

for tax purposes in order that everyone will enjoy only one exemP­

tion limit. This will not only inc•ease government revenue but will 

also have a favourable effect on savings as salaried personnel may 
I ' 

like to subscribe in insurance policies,. shares ana securities 

(savings bank certificate, etc.) to avail of tax exemptions. But 

', 

I 
I I 

I' 
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any unnecessarily high reduction in 'tax for house11old and ente.t!-
' 

prise savinga shoulc be.avoidec bf the tax system. For~ such a 

redUction may .. ·~:.-' against t~e goal of collecting ,more tax revenue. 

In addition, the government officials who h~e other sources of
1 

income including rental income from renting their own houses and 

apartments should pay taxes on such income. But attention ~s also 

neeaed that taxes should not unduly limit the capacity and willing-

ness ·to work. 

The issue of agricultural taxation in the form of direct 

tax had been the subject of very much debate and controversy in 

Bangladesh since liberation. Although tr1is sector constituted 

almost 60% of the GDP. it 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 enough that while the government of the newly 

emerging Banglaeesh was exploring all the possible sources of 

revenue in the face of acute resource problem, the government itself 

freezed an important source like land revenue. In mi~1~72 the 

GOB introduced two import~t changes in the system of land revenue 

and agric_ultural income tax t}:lrough an act generaJ,Jy .~OWI1. ~~ t.qe 

'Presidential Order' 9640• First. there was the postponement of 

collection of agricultural income .. tax for two years from. 1~73-74t 

and the second step was to Jabolish land revenue on 1an6 holaings 

upto 8.3 acres in siZa41 ~ 

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'/o of the 

agricultural land and 99"/o of· the rural people from land revenue42
• 

As a result, the government lost a potential revenue of Tk. 61.5 

million annually during the period upto .1976
43

• Clearly, these 
! 

' 
measures were in direct conflict with the revenue needs and the 

resource mobilization efforts of the government. 

These measures were, howeve'r, taken as a step towards the 
- . ·-· 

fulfilment of the cominitment given by the party in power :in its 
- . . 44 I. . 

election manifesto (1970) 'to ·ensure social justice and equity to 
I I 

the poor peasants of the then East. Pakistan (Bangladesh)·. But there 

were. sound reasons for the reintroduction of l'and "revenue on the 

owners of land over, say, 5 acres, especially in 1974, when the 

country was going through a s.evere economic 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 
I 

45 I 

spread of new techno~99Y in agriculture • As N. Islam (the then 
1 

• • I I . 

Deputy Chairman of· the Pla.Ilqing commission, GOB) observed, 11: ••• at 
' • . 1 • ! . I 

I ' , 

least a beginning could "have ,.b~en maCie with low iate,s, which could 

have been increased' over "time" 46 • 

In the face of the fall in revenue, ·a beginning was, however, 

made from 1976 through the introduction of '"Land Development Tax 

(IDI') 1 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 progressiye,·with nominal rate 

ranging from Tk. 3 per acre to a minimum rate of Tk. 145 per acr1e 

for limd holdings above 25 acres
47 

I 

But the result was .still 1 unsat'i,sf actory due to the pr~biems 
! 

r 

of implementation. In Bangladesh the farmers virtually kept.no 

accounting records where rhuch o~ the actual tax assessments were 

based on dis9ussion and imagination. In addition, home consumption, 

various exemptions 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 

impossible to administer48 • These together with tax evasion made 

it an insignificant source of government revenue. The extent o~ 
I ' 

tax evasion was' so high that i~ 1975-76, ·the yield fell to 16% 

only of the level reached in 1969-7o
49

• 

Thus the share of land revenue in the total tax earnings 

was reduced from 2.2%•·in 1975-76 to pnly 1. 6% in 1981-82. And in 

1982-83 even after the introduction of LOT, the share of land 

revenue in the total revenue fell to a meagre 1.1ro50 • on the 

contrary, administrative cost of collecting agricultural.tax was 
! 

so high that in 1985-86 it ~eached 6&~ of the tax collections 

' . 511 
leaving only 34% of I..DT revenue available for government use ·• ._,_ 

.Arlother tax relating to land is the stamp duty cblle'cted 
· I · · I 

at the time of ·:land trans-action~ According to a statistical source, 
I . 

the earnings from the stamp :duty. also fell from ·s.3&~ of the totai 
• 

1 52 
tax rev!3nue in 1980-81 to 3.9"~ in 1985-86 • 
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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 deal with the instability in agricultural incomes and with the 

administratiye and political difficulties. Politically, the surplus 

farmers in rural.Bangladesh proved themselves as the most powerful 

pressure group in: Bangladesh's politics and limited the sco~ of 

extr9-cting more revenue from rural Bangladesh. In the words of 
, I 

R. Sobhan; · ''The surplus farmers had been a key fig1,u:::-e ,in ~he rural 

supPort base of not. just the ruling party but the. opposition 

parties of all complexion~ of right and .left11 53 • 
i! 

DesP,ite the problem of adm.;l..nistration ~d politics, 'however, 

we believe that there always 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 sector, on the 

incomes generated, o~.the expenditure made out of those incomes 

and on the land itself (land tax). 

In order to collect a higher incremental income as well 
I I 

: · I ' 1 • 1 

as to make the tax system mo,re equitable, an agricultural ~ncome1 
I I 

I 

tax based On I potential income I taking into aCCOunt the differenCeS 
I 

i 
in productivity of land and cropping intensity, may be introduced. 

And a presumptive basis of assessing agricultural income may be 
! 

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 Indonesia, for example, 60>/o to 70>/o 

of discretionary local revenue is provided by the land tax, d~·spite 

its low r~te of only 0.1% of ~ssessed value 5 5 • Country experiences 

(particularly in Latin America) also suggest the brightest future 

for agricultural land taxat~on as .a resilent source of financing. 

1 1 t "it' 56 oca governmen expena ure • 

57 A recent survey study in Bangladesh also confirmed the 

above view. By an opinion survey this study concluded that the rural 

people are agreeable to bear additional tax burden if the tax 

proceeds are spent within the locality for development of physical 

infrastructure and for provision of input subsidy. But one should 

note that the local: government units in Bangladesh are usually 1 

dominated by the 
. . 

ric~ surplus farmers who may act against· this 
: ' T ! I • 

policy. However, -a beg:inning s-hould be made and in this co~text,! 

tax assessment should be made from the Centre. /l.bove all, there 
I 

must be some political initiative in its favour. 

The present tax structure of Bangladesh, as noted in 
! 

I 

Chapter 5, is dominated by the share of indirect tax. The situation 

is unlikely to change in the near future since the preconditions 

(like monetised economy, honest and reliable accounting, large 

oegree of voluntary compliance, honest and efficient administration 
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' 58 etc.) for the success of direct taxes are inadequate in Bangladesh. 

But the most notable feature is that the indirect tax structure is 

dominated by the foreign trade· sector particularly import duty and 

sales tax on imported goods, financed mostly by foreign aid. This 

is no doubt a. source of uncertainty in revenue collection and· hence 

not desirable. 

i 

so, the heavy rel.ative dependency on the fqreign trade 

sector for tax revenue is· to be gradually reduced by increased 

taxation of domestic goods and services. Dom<.=stic excise ne.t is . 

to be expanded to new goods hitherto untaxed, rates should modified 

with ,growth· of income, and duties should be increased on types of 

goods previou·sly lightly taxed. Items still under specific rates 

should be converted into advalorem rates in the context of 

administrative convenience and rising price level. 

· 'l'he tax base of domestic goods is particularly narrow 

becau.se of exemptions/reduc~ions 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 equity59• 

Thus the yiel6 of tax revenue may be increased substantially 

by withdrawing or reducing exemptions (tax holidays etc.) and 
' 

reduc'tions. Rates of irnpprt. duties should be increased further 

and higher rates should continue to be applied to luxury item~ 

particularly. But special incentive for industr.ial production and 

tax incentives for employment creation may be ·allowed. In other 
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words, the objective of both protection and revenue enhancement 

should be secured. In taxing corrmodities, however, unintended and 

excessive protection 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 

·Bangladesh, very .large revenue gains are not expected from the 
' 

broadening of bases of excise and sales taxes and therefore the 
60 . 

•value Added Tax {VAT)' , the most important innovation of the 

second half. of the twelitieth· century, is expected-to :Oe.the 

mainstay of the revenue-raising. effort of the government. Moreover, 

the revenue enhancement61 anp tax neutrality (economic efficiency) 62 . 

arguments in favour of VAT are well documented. ·Recently, the GOB, 

after a long debate introduced VKr 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 Central Government. ~.lthough 

there are provisions for a variety of ·local taxes, fees, etc. 

in generating resourc~s internally, only a few are utilized~3 • 
I 

I 

we, therefore, propose that the concept of. matching grants 
I 

to local ·authoriti~s which rewards local fiscal enterprise and 

effic.iency in resource collection and use may be encouraged. In 

order to find more stable sources of income, the local government 
l 

units may be. asked to identify new sources of revenue, and 
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contribution from national .g·overmrtent to each local unit may be 

linked with their own efforts to mobilize local resources. 11 Neither 

decentralization nor representative administration can be sustained 

if local authbrities do not develop fiscal self-reliance and become 
! 

less dependent on grants ·from the Central· Government1164 • 

The tax administratio,n in Bangladesh also lacked much to be 

desired. Shortage of personnel, inadequate emphasis on training, 

surveys and investigations, lack of logistic support and arbitrary 

assessment due to absence of conunercial practices in business f·irms 

leading to corruption were all weaknesses of the tax administration 

as pointed out by ,the Planning Commission of Bangladesh65 • The staff 

strength of tax offices ,has not been increased proportionately ·with 

the increase in income and assets particularly in u.z::ban areas. IA11 

these resulted in rarl!pant evasion of taxes and accumulation of 

arrear taxes. 

I 

In 1977-78 outstandin~i arrears on account of income, sales 
I 

and urban property taxes were Tk. -~520 million66 • In 1973-74 total. 

number of families with t_axable income. were about o.:, million, 

whereas in 1978-79 total number of income tax assesses were only · 

about o. ~ million- indicating the extent of tax evasion by indivi­

duals 57. This evasion was rampant, especially in the case of 

self-emPloyed persons who spr_:ead far and near and whom the tax 

offici'als could noti reach with their existing. staff. 

I 

Thus improvement of tax admibist,ra;tion offers ~onside±;able · 
I 

scope to raise additional ,revenue from the existing taxes. SI;lort 

and long term progrartrrnes for staff development should be underta:Men, 

I 

I! 

rl 

! ! 
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training and logistic support should be worked out and implemented 

on priority basis to upgrade knowledge and skills of tax offi·cials, 

and modern equipments should be provided. The twentieth century , 

gover-nment needs more revenue for development but • it also demands 

' 68 
·twentieth century administration• 

In addition,· tax education making people more conscious 

about their tax obligations arid tax officials more honest may play 

an important role in the improvement of tax co"mpliance by the people. 

11 Willingness to be taxed may be affected adversely if the people 

have no faith in ~he honesty and integrity of the tax collection 

·system1169 • Thus the credibility of the tax system needs to be 

improved. For, a stable tax policy environment encourages tax ~payers 

and increases voluntary tax compliance. 

Last but not the least, a decisive political as well as 
. I . 

administrative will needs to:· be unqertaken to collect revenue 

through fair and efficient enforcement of the prevailing laws. As 

Lady Hicks states,. 11There is no country so poor that it cannot 

quickly raise additional tax revenue if it has the will to do ~on 70 • 
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--------~<T~.·~k· in mi~lion) 
Amount 

---------------------------------------------
1973-14 

1974-75 

1975-76 

1976-77 

1977-78 

Total 

250 

600 

1100 

1750 

2250 

6250 

source: The ·First Five-Year Plan (1973-78), Planning Commission, 

Government of Bangladesh; Chapter 4, p. 41. 

~pendix_l! 

Yield From Additional Tax Measures Projected 
for the SFYP (198~85) 

(Tk. in million) 

---------------------Year 

1980-81 

1981-82 

1982-83 

1983-84 

1984-85 

Total 

Source 

Amount 

800 

1850 

2950 

4250 

6000 

1,5850 

: The~cond Five-Year Plan! (1980-85), Planning Commission, 

GOB, Chapter IV,. Table 4. 4, p. 9. 

I. 



Chapter 9 

SUMMARY AND CONCLUSION 

Bangladesh emerged as an independent state in the year 1971 

after a bloody nine-month war of .liberation. Before in~ependenc~ 

this land was a part (East Pakistan:) of the then united Pakistan 

that was created following t!;e partition of lnaia. in 194 7. 

' Chapter 1 (Introduction) points out the fact that at 

liberation, Bangladesh inherited a poor and undiversified economy, 

characterise¢ by the vicious circle of poverty with underdeveloped 

infrastructure, stagnant agriculture, very poor industrial base 

and a rapidly growing population with very low per capita incane. 

In the General Assembly Report, 1975, Bangladesh has been termed 

as one of the 28 LDCs of the world and more significantly enough, 

the world Bank and the IBRD experts considered it as • the test case 

of development• , for, if the p~oblems of Bangladesh could be solved, 

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 countries. Moreover, the war of liberation caused 

serious damage to physical infrastructure and dislocation in 

managerial and organisational set up. P.t this critical juncture, 

virtually with no domestic resources and foreign ·exchange reserves, 

the full functioning of the economic system was neither possible 

nor practicable. 
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But the war of liberation raised high expectation for 

better standard of living through rapid economic growth among the 

inhab.itants of the newly born state. This required the speeding 

up of the rate 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>/o of planned 

investment, the government had to. take the full responsibility of 

mobilizing resources intern~lly for maintaining a desired level of 

investment and financing devel.opment programmes guided by the 'moto 

of self-reliant growth. 

The task was, however, very much difficult and it pushed the 

government into a grave d.ilemma. For, it needed more resou.r;ces for 

development, but found virtually no possible pockets for extracting 

surplus through 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 noted that from the very beginning the budget-

makers of Bangladesh were aware of the objective conditions of 
I 

Bangladesh and accordingly attempted •to raise public savings by 
I 

exploiting different possible surp'lus~generating pockets like 
. ' 

' 
' ' 

affluent farmers, traders an? nationalised inqustrie.s. But the 
I 

pressure of various competing interest groups .within and outside 

the state power basically limited the scope of working of the fiscal 

instruments.in the way of raiSing more resources for development. 
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In addition, high non-development expenditure, narrow tax base 

and its inelasticity, weak and corrupt tax administration, e~c. 

further worsened the problem. 

Under the above circumstances, with no real surplus available 

within the prevailing social system foreign aid ·became an integral 

part of financing development programmes and over time Banglade~h 

became an aid-dependent nation. 

However, the new nation of Bangladesh· started its bu~geting 

almost from zero. FOJ:" in Chapter 2 we observed that apart from the 

British colonial exploitation of about 200 years, this land. had to 

pass through, another 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 bene£ ited west Pakistan 

at the cost of East Pakistan which became pOorer in the process of 

development. 

After partition in 194 7, though a substantial effort on· the 

part of the Central Government· was demanded by East Pakistan to 

improve its socio-economic conditions, guided by the 'principle of 

balanced growth' of the two regions, it was never realised. On the 

contrary, the policy-makers of the Central Government acted in such 

a way.that the initial marginal imbalance between the two regions 

of Pakistan intensified further during the whole 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 

development expenditure varied from 17% to 36'/o 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 

Pakistan to West Pakistan amounted to ~. 31,120 million at the rate 

of about~. 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"/o 

respectively during the period between 1947-48 .and 1959-60. Moreover, 

it is observed that in.the case of Central Government's sanctions 
I 

of investment, loans and grants-in-aid to the two wings, per capita 

sanction to East Pakistan was very much low compared to west Pakistan. 

The Central Government of Pakistan made all possible efforts 

to develop a wider socio~economic structure in west Pakistan 

especially by establishing two capital cities at Islamabad and 

Karachi. The developed infrastructure basically geared up the growth 

of the private sector in west Pakistan by reducing the cost of 

production and improving the scop.e of profitability for further 

investment. It is also found that the 1pr~yate investors of West 
. ' 

Pakistan shared the latge.st rpart of loan distributed by the' Central 
I 

Government• s credit.:.giving agencies like J;DBP, PICIC and NIT. 

. I 

I 
I 
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In addition, by the early. sixties, the Central Government 

took .the policy of extracting surplus froin agricultural and then 

re-channelling 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 Pakistan to the 

industries of west-Pakistan as the majority of the import and export 
I 

licence-holders as well as priva~e industrialists were west Pakis-

tanis,. Also it is obs~rved that a greate;r. amount of foreign' .exchang~ 

earn~ngs was 'diverted to ,we~t Pakistan from Ea,st :Pakistan -t~o'ugh 

a surplus in international trade and a deficit in inter.-regional 

trade. An estimate showed that the net transfer of soch resources 

from East_ Pakistan to west pak-istan was estimated to be Rs. 105 0 
; 

million at the rate of Rs. 210 million per year from 19 5"E:? to 

This direct method of extracting resources from East Pakistan 

to west Pakistan was also accompanied by other indirect methods. 

indirectly, it was achieved through domination and control of 

private industries as well as ,trade and finance by the non-Bengali 

businessmen as a privileged group in .East Pakistan. More signifi­

cantl~ enough, most of the headquarters of the non-Bengali business 

firms: were located: in west pakistan~ Naturally, the profits earned 

r by these firms in East Pakistan were diverted to west Pakistan, 

indicating a net transfer of resources from East Pakistan to west 

Pakistan. 
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I 

The economic 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 t<:> the end, Pakistan was never ruled by democratic 

government but by civil-military-bureaucratic elites dominated by 

west Pakistanis wh:!re 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 East Pakistan were also headed by west Pakistanis 

whereas the East Pakistanis, posted in comparatively less important 

posts with loweE 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· l~t the above situation 

·unchallenged •. It is ob~erved. that the language controversy of 1952, 

together with the issue of e,To~omic exploi·tation rose a strong 

regional feeling among the East Pqkistani Bengalis that ultimately 

took the shape of a strong regional autonomy movement in East 

Pakistan. The net result was the disintegration of united Pakistan 

and birth of a new nation Bangladesh, following the nine-month 

war of liberation in 1971. 

It was thus ;natural that after liberatiort, the starting 

point of economic development of the . newly born Bangladesh was , 

not promising enough. ,For, apart from the economic exploitation, 

heavy gun-power was used during the war of liberation which 

I , 
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destroyed almost all that was achieved in East Pakistan upto 1971. 

Even without the war ·damage, Bangladesh wouldhave been an intolerably 

poor and over-populated land with negligible natural resources and 

very low per capita income. 1. 

However, the GOB started its budgetary operation from the 

16th December '1971. In Chapter 3, it is observed that the system 

of budgeting that developed in England from 1833 was adopted.by the 

then British Indian Government under the India Acts of 1858, 1909, 

1919 and 1935. Subsequently, after the partition of India in 1947, 

Pakistan also retained the British system of budgeting under the 

1 Pakistan Provisional Constitutional' Order• of 1947, Constitutibns 

of 1956 and 1962. 

In 1971, Bangladesh being freed from the united Pakistan 
! 

inherited the British system of budgeting from Pakistan. At the 1 

same time Bangladesh also followed the classification and codifica-

tion system as embodied in the IMF's Mannual on Government Finance 
I 

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 Bangladesh in 1971. Also it is observed in Chapter 3 

that the Constitution of the People's Republic of Bangladesh, ,19172, 

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 arid capital budgets. The revenue budget contains 

revenue receipts from various tax and non-tax sources of receipts 

I . 



for m~eting the current expenditure. Capital budget on the other 
I 

hand, :contains internal and external capital receipts for financing 

development expenditure. 

: According to the Constitution of the Republic (1972), 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. On the, 
' ' 

disbursement side, the Consolidated Fund· is categorised into 

revenue expenditure and development expenditure. The Public Account 

mainly relates to the transactions such as state Provident Fund, 

Post Office Saving Bank Deposit, etc. Its expenditure comprises 

those disbursement wLich are set off against its receipts and the 

GOB acts as the custodian of the funds. 

According to the procedure laid down in the preparation of 

the Bangladesh Budget all incomes and expenditures are grouped 

under budget heads called 1 Maj~r Heads', Sub-Heads, Minor Heads 

and 1 Petailed Heads'. Again, the entire receipt'~ .~d expenditure_s 

are arranged with unique -• Code•-- numbers and • Descriptive• numbers 

for the convenience of ident~fj,.catlon by sources of income and 

direction of expenditure. 

In Bangladesh the process of budget formulation is initiated 
, I 

by the Ministry of Finance through issuing budget circulars and 

directives to the Officers-in-Charge of the administrative units 

indicating the principles to be followed in projecting the expendi-

tures and for estimating government income. The'circulars and 

. ! 
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dire~tives are made according to the constitutional provisions and 
> 

their statutory rules. In addition, there are • Estimating Authority• 

responsible for estimating·income by areas of activity and watching 

the progress of collection and •controlling Authority• responsible 

for control over expenditure. However, it is the: Finance Divis ion 

of the Finance Ministry that after a series of discussions with the 

Controlling Off;Lcers of concerned Minist;.ries and Divisions# finalises 

the National Budget. 

The process of preparation of the c;evelopment budget or 

Annual Development plan (ADP) which relates mostly to investment 

within the framework of the Five-Year ·Plan, involves a close and 

continuous collaboration between the Planning Commission and the 

Ministry of Finance. It is the link between the Annual Plan as 

prepared by the Planning commission and the Annual Budget as pre-
! ' 

pared by the Ministry of Finance. The:'Planning Commission ,sets 
' . ' 

I 

' ' 

rules/principles following ~:Pich the. schemes/pro']ec~s are .iincluded 
>' 

in the ADP. The Miriistry of Finance by custom, , however, accepts1 the 

accounts of_ development programme as prepared by the Planning 

Commission 1and puts it into the accounting framework of its annual 

budget in the name of I 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 Conso1i­

dated Fund are subject to a general 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. • b~her Expenditures' proposed from the Consoli-
' 

dated Fund is, however, subm.;i.tted to the' vote of the· Parliament .:1-n 

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 

'Appropriation Bill' which, when passed in the P~liament becomes 

an • Appropriation Act'. Fin ally, following the formal signature 

of the Head of the state, the budget becomes operational. 

The· same parliamentary procedure of discussions and approval 

is a~so applicable to the 'Supplementary Budget' as well as 'E~cess 
' I 

Budge't•. 

But the expenditure .of the • Public Accoun-ts' of the Republic 

does ,not require a similar treatment of approval as is required for 

the Consolidated Fund, because its expenditures are set off against 

its receipts. 

At any time when the Parliament is not in session or stands 

dissolved, the P~esident, according to the Constitution, rna~ make 

and promulgate an 1 Ordinance 1 authorising expenditures from the; 
I 

Consolicated Fund which have the .like force of law as .. an • Act' of 

the Parliament • • 

In Bangladesh there is a ioelegation of Financial Powers•, 
L 

patterned by the Ministry of Finance for budgetary control, and · 
. I ' 

implementation. On the accounting si¢-e, 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 Accounts (CGA) and 

the audit side is taken care of by the Directors of Audit and the 

enti.z:?e accouziting and auditing responsibility of the Republic lies 

with :the Comptroller and Auditor General (C and AG). 

In addition, for budgetary control and implement·ation there 

are three Parliamentary standing Committees with some assignee?. 

respqnsibilities and functions as laid down by the.Rules and 

Procedures of the P~arliament (RPP). 'rhese are the Committee of 

Public Accounts (CPA) for e~amination of the annual audited accounts 

of p~lic expenditure, the Committee 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 Undertaking (CP) for the examination of the 

working of the Public Undertakings. 

The nature of the present study summarised above is, however, 

introductory in natu~e. The actual analysis of the working· of bhe 

Bangladesh Budget for1 the specifie,d perioc starts from Chapter 5. 

It i~ observ~d in Chapter 5 ·.that the total revenue receipts, of the 
' I 

GOB increased from 7'k. 2302 million in 19Fl2-73 to Tk. 35767 million 
I 

in 1984-85 or it increased at the rate of about· 26% per annum over 

the years. This is, no doubt, an indication of the growth of the 
j 

economy over. time. 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 under study. It is obs~rved 

that more than 8~/o of the total revenue is shared by tax revenue 

and the rest less thap 2~/o is shar~d by non-tax revenue. Again, 

though an increasing trend of non-tax revenue earning is re~orded 

by the mid-eighties, its percentage share to the tot'al reve~ue 
! 

·receipts remained quite stable over the years. 

The low contribution of non-tax revenue to the total revenue 
I 

earnings was mainly due to the poor performance of some of the major 

heads of non-tax revenue like stamp, registrat-ion, postal depart-

rrent, telegraph and telephone. More seriously enough, contribution 

from nationalised public sector enterprises was very poor and banks 

alone .contributed more than half of the total earnings from thi~ 

head. Though industries showed a marginal improverrent over time, 

·other heads contributed almost nothing. Heads like postal depart-

ment, telephone and telegraph have showed e¥en a negative share to 

the total non-tax revenue earnings over the years. 

Also it is found that while taxes contribute more than 8~/o 

of the total revenue receipts of the GOB, direct taxes account for 

less than 20>/o 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 that though the share of income tax (as 

one of the major cbmponents of direct tax) to the .total tax revenue 

increased almost three-fold ·over the years, the share of direct tax 

as a whole to the total tax 1revenue remained almost invariable for 
I 
I 
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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 is observed that the indirect tax structure 

is dominated by the foreign trade sector comprising ifT!port duty, 

export duty and sales tax on import. This sector alone contributed 

more than 8~/o of the total indirect tax collections and more than 

5~/o of the total tax collections over the years. Taxes on domestic 

goods and services on the othe'r hand, accounted for . around a quarter 

of the total tax revenue of whic!1 exc i.se duty alone accounted for 

alrrost the entire tax revenue under this head over the years. The 

notable feature is that onl~ 5' .or 6 items accounted for about 751';;, 

of the total excise tax yield indicating rather a very narrow tax 

base. This together with tax evasion, corruption and inefficient 

tax administration, etc. pushed the share of taxes on domestic 

goods and services to the total tax yield downward compared to the 

tax yield from the foreign trade sector. 

In this connection, it is observed in Chapter 5 that the 
! 

above findings confirm Due and Hinrich-Musgi:ave generalization 

and Il''lF' s finding, that to toe early deve1lbping stage' of a countrf, 
I ' 

the major part of the government revenue is collected from indirect 

taxes in general and from foreign trade taxes in particular. 

More significantly enough, tax collection from the foreign 

trade. sectot in Bangladesh was dominated by import duty and sales 

tax on impo.J;ts for the whole period under stud.:/· It is observed that 
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import duty and s~es tax on import accounted for almost the 

entire tax receipts under the foreign trade head· in the form of 
I 

indirect tax. Also it is noted that more than half of the annual 

import bill of Bangladesh was paid for by foreign aid during the 

period undef study. 

But the contribution of export duty under.the foreign trade 

sector, on the other hand, was very insignificant over the years 

which yielded even less than 3% of the total tax revenue: ana by 

the eighties it became almost a negligible source of revenue to 

the GOB. This is a reflection of the fact that the economy of 

Bangladesh, experienced no structural changes in the field of 

domestic production which might have enhanced exports and thus 

self -reliance. 

Under the above circumstances we, therefore, conclude that 

the economy of Bangladesh is primarily an import-oriented one and 

the imports are mostly facilitated by foreign aid, not paid by 

exports. And as such, these findings lead us to conclude further 

that even the revenue budget. of Bangladesh especially the internal 
, 

resource mobilization effoi;t of the GoB is dependent on the avail-

ability of foreign aid. 

But while the revenu~ collections of the GOB showed a poor 
' 

performance from the resource mobilization point of view, revenue 

expenditure increased considerably over the years thereby reducing 

revenue surplus in the revenue budget or government net savings 

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 2.5"/o 

per annum and constituted on an average about 7% of the GDF over the 

years~ 

In Bangladesh the percentage share of different heads of 

·revenue expendit\lre to the total 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 

reflects the fact that Bangladesh 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 under study • . 
The striking fact is that while the share of 'Education 

and Health' taken together to the total revenue expenditure remained 

almost invariable, the share of the head of 'Defence' to the total 

revenue expenditure of the GOB increased markedly over the years 

especially since the mid-seV,en~ies~ Thus the overwhelming priority' 

of 'Defence• expenditure to the revenue expenditure of the GOB is 

easily understood. More significantly enough, while the percentage 

share:of revenue expenditure under the head of 'Administration• 

started decreasing gradually especially from the late seventies, 

the share of revenue expenditure under the head of 'Debt Services' 

and 'Defence• started increasing sharply. 

The excess of revenue receipts over revenue expenditure 1 

, I , 
denotes the gqvernment s.aving which is added to the domestic 

resources for financinCB i,nv~atment activ'i ties. It· is found that .in 

Bangladesh on an average more than 83% of the total revenue rece
1
ipts 

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_ ~upport of the agricultural development was 

paid :out of development budget, and if included in the revenue budget, 
I 

the surplus in revenue buaget would have turned negative in many 

years. 

The above finding leads us to cone lude that the • Please 

Effect• seems to be in operation in Bangladesh which states that 

governmental 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. 

' I More significantly ei1ough, rev.enue expendi,ture in Bangladesh 

increased -faster than the GDP over the years. In other words inqome 

elasticity of revenue ex~enditure in Bangladesh is not only-positive 

but greater than one (on an average 1.7 for the whole period unoer 

stud~). This finding justifies the •wagner's Law• in Bangladesh which 

generalizes· a gradual increase in the ratio of government revenue 

expenditure to national income. Also it is supported by a world Bank 

report which shows that in most of the developing countries govern-

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 local -bodies and so forth 

have been-greatly enlarged. These toge~her with the expansion of 

public health and educational facilities, etc. along with the 

clamours of political parties for various concessions and benefits 

caused governmen~al non-development expenditure to be mounting over 

time.: 
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Whatever may be the cal.,lse, revenue expenditure in Bangladesh 

wilich increased at an accelerated pace ever since 1972-'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, therefore, conclude that while in a newly born country 

like Bangladesh it was· not unnatural for the current expenditure of 

the government to increase at ~ high rate dt:ring the early seventies 
I I 
' I 

after liberation, such a high rate of increase in the late seventies 

as well as in the eighties was neither warranted nor natural. This 

contributed not only to misuse of resources but also to diversion 

of development resources away from the productive .sectors and posed 

a serious problem to the domestic resource mobilization effort of 

the GOB. 

Development expenditure of the GOB, as observed in Chap~er 7, 

also increased steadi1y .at the rate of 26.2% per annum which consti~ 
' ' . . I 

tuted on an average about lQ'Io of the, GDP over the, years. A u. N. · 

report, however, noted that the involvement of the GOB in the economic 

activities of the ;country was very low ·compared. to that of other 

LDCs of the region surrounding Bangladesh. 

' A no,table feature is that though agriculture and inoustry 

constituted on an average 55% and 8% shares in the GDP, they got 
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almost equal shares in development expenditure particularly during 

the seventies. This ref lect·s the fact that more attention was paid 

to industries than to agriculture in the successive.ADPs during the 

period under study. More significantly enough, 'th~ share of agri­

culture to the total development expenditure declined sharply during 
I 

the mid-eighties due pri~arily to the reduction and/or wit~drawal 

of subsidies to the agricultural inputs following the world Bank's 

prescriptions. 

Also it is observed that over the years successive governments 

of Bangladesh paid comparatively little attention to ensure better 

education and health facilities to the masses and to arrest popula­

tion growth in the country. And on an average, education, health and· 
' I 

family planning taken together constituted less than 1~~ share of the J 

total development expendi tu~e over the ye·ar s. 
I 

Capital receipts of the GOE, as observed in Chapter 7, also 
! i 

increased steadily at the rate of about 18.5% per annum over the 
. ' 

years. But the most striking fact is that the external capital 

' receipts which increased at the rate of 20>/o per annum, alone consti-

tuted on an average more than 9~~ of the total capital receipts of 

the GOB over the years. This reflects the fact, at a glance, that 

the capital budget of the GOB was almost entirely d·ominated by 

foreign economic assistance. 

In Bangladesh total commitment of foreign aid during the 

period under study amounted to$ 17119.8 million of which$ 12434.7 

million or 72. &~ was disbursed. It is found that disbursed foreign 

I 
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aid (project, non-project ~d food aid) ·was on an average about 

9~/o of the development expenditure which constituted on an average 

abou~ 10"/o of the GDP over the years. 
I 

More significantly enough, in most of the 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 region 

of 5S/12&/o and the share of foreign aid in financing develo1jment 

budget had been in the region of 61/81% for the period bet•11een 1972-

73 and 1981-82. All these in6icate. how far the preparation of the 

. development budgets of Bangladesh is depencent on foreign aic. 

Moreover, as a result of growing inflow of foreign aid, the 

burden of debt servicing has also been increasing which shrinked 

revenue surplus in the revenue budget .by increasing revenue expendi-

ture over the years. More seriously enough, debt repaymen·ts were 

far behind the new i~jection of loans into the economy and as a 

result, total outst'anding foreign debt of Bangladesh was only 

increasing over the years. This exerted a heavy pressure both on 
I 

the present and on the future generations of Bangladesh to come. 

These were not .all. In the revenue budgets·, as observed 

earlier, more than 5~/o of the total revenue receipts were contributed 

by import c1uty and sales tax on imports of which about 45% were 

contributed by foreign aided imports during the period uncer study. 

And with the fact that in all these years more than half of. the 

import bills of Bangladesh were paid for by foreign aio, 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 developrrent expenditure, and on the other 

hand, contributed largely to the internal revenue collections of the 

GOB during the . whole per-iod under study. 

we, therefore, conclude that foreign indebtedness in 

Bangladesh has assumed_ such. huge dimensions that it threatens 

eventually to enmesh the country into a • debt-trap•. Under the above 

scenario, for self-reliant growth: the essentiality of mobilizing an 

increased volume of domestic resources and an efficient management 

of tne economy can hardly be overemphasised. 

In Bangladesh mobilization of domestic resources greatly 

depends on tax revenue since taxation constitutes more than 8~/o of 

the total government revenue. Accordingly, as n,oted in Chapter 8, 
I 

strategies for augmenting domestic :r;esource mobilization throu<;fh 

fiscal measures espec
1
ially_ taxati~n were taken on priority bas~s 

: ' 

during the different f,iscal·,years as well as Pl·an Periods •.. But bhe 

projected targets were never'· realised and the ~tax system of' Bangla-
, . I I 

desh was yet to show any positive improvement so far as tax-GDP 

ratios are concerned during the period under study. 

I 

In Bangladesh tax-GDP ratio changes marginally over the years 

and ~rom the late seventies to the mid-ei~hties, tax-GDP ratios 

were almost invariable reflecting a decelaration in government 1 s 

efforts for the mobil-ization of domestic resources through taxation. 

The ~wo highest tax-GDP ratios are recorded to be 8. 3/o in 1980-f;31 

and 7.~/o in 1984-85 which are well below the average for all 
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developing countries of the world (17. 57~), sub-saharan Africa 

(17.6%), Asia (14.9>/o) and Latin America (17.9%) indicating ratHer 

a poor tax performance of the Bangladesh tax structure compared to 

o.ther LDCs of the· world. 

More significantly enough, tax-GDP ratio of Bangladesh is 

even.below the standard (1~/o) as suggested by the IMF study in 1979 

especially for Bangladesh and projected targets of Planning commission 

of Bangladesh during the FFYP (1~/o) and the SFPP (9.5%). In other 

words, tax administration, other things remaining the sane, failed 

to mop up the tax potentiality of the economy at.the desired level 

durirtg the period under study. 

I 

Also it is observed that both the elasticity and the buoyancy 

value of the Bangladesh tax st·ructure are very low. Built-in-elasticity 

of the tax system as a wh~le is found to be less than uni·ty (0. 85) 

and quoyancy value is found to be 1.03 for the period betHeen 1975-

76 and 1984-85. Thus .tax revenue in Bangladesh increased less than 

proportionately to overall growth of national income without discre.:. 

tionary measures. 

More significantly enough, base-to-income.elasticities in 

Bangladesh for the tax system in general (except sales tax on 

impor.t), and for direct taxes .and taxes· on domestic goods and services .. 
I . . . . . • . . . 

in particular, was ,greater than tax-to-base elasticities. This 

inO.icates the fact that tax collections failed to cover its bases. 
I 

It is·. clear~ therefore, t,hat collections of government rev~nues in 

the form of direct tax as well as taxes on domestic goods and 

se.rvices may be increased through improving the efficiency of tax 
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administration thereby covering successfully the bases of such 

taxes. 

In Bangladesh as observed in Chapter 8, the very low contri­

bution of direct tax as a wnole to the total revenue is due mainly 

to the n~row tax base and poor tax net (low coverage). It is noted 

that ~ large n~er of self-employed persons who have assessable 

income do not pay income taxes by availing the loopholes of the 

income tax law as well as of its administration leading to t~ 

evasion and corruption. Also it is noted that unearned incomes 

derived from speculative transactions, scarcity rents and inter­

mediations, e>.nd trade in properties are not properly focussed by 

the fiscal system throughout the ·whole period unoer study.· In addi-

tion, capital gains. are also lightly taxes and more seriously enough, 

gover.nment employees do not pay any income tax. 

so, the GOB needs to make extraordinary efforts to widen the 
I 

base of direct tax by bringing self-employed persons within the tax 

net through designing a simple procedure in respect of assessments 

and ~ayments. In addition, all unearned incomes shoulc be brought 

under the income tax ~purview and ~orne .transactions such as trade iq_ 
I . , ' ! : 

, I ' ' 

properties m,ay be cap~ured through taxation of ·capital gains wit.h 
. I ' 

incre'ase¢1 rate. Ag<Jiin, salary income of government employees should 
I 

be brought unoer the sco,pe of income tax net and a large amount of 
I 

revenue can also be obtained from a vigorously enforced tax on a 

few wealth~ persons. 
; 

Although the agricultural sector constitutes almost 5~/o of 

the GDP it could not prove itself as a significant source of revenue 
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to the gove.rnment for the whole period under study. In principle, 

taxatio.n· can be levied on inputs used, on the output product·d, on 
I 

tne income generated, on the expenditure made out of those incomes 

·ana on the 1 and itself • In view of the ad mini strati ve and po 1 i tical 

problems associated with land tax as well as agricultural income tax, 

it is noted that the best method of utilizing land taxation is in 

f ir1anc ing local governments. 

The indirect tax structure in Bangladesh is dominated by the 

foreign trade sec~or particularly import duty and sales tax on 

import$d goods, financed mostly by foreign aid which is, no doubt, 

a source of uncertainty in revenue collection and hence not. de
1
sl:r·able. 

Tax base of domestic goods and services is narrow pc:irticularly because· 

of exemptions, reductions al1owed to a large number of items subject 

to excise and sales tax. So,, to reduce ·the heavy relative dependenc:y 

on the foreign trade sector, the momestic excise net should' be 

broadened to new goods, and duties should be increased on types of 
\ 

gooC:.>s previously lightly taxes. Yield of tax revenue from dorrestic 

goods ·and s~rvices may also be increased by reducing and/or with-

drawing exemp·tions and deductions. In addition, import duties should 

be increased further and higher rates should co~tinue to be applied 

to luxury items particularly. 

Also it is noted that as ve+y large revenue gains are not 

expected froJT) _the· broa¢lenincj, of ba~es of
1 

excise· and sales taxes,! 

' ' I 

the area .of VKr whiyh is introduced in Bangladesh vel::y reCEo·n~ly, 
. ! 

should be broadened as far as practicable, since revenue enhancement 

and t?X neutrality arguments in· favour of VAT are well documented. 
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Above all, the tax administration of Bangladesh causing 

ramp,ant .evasion of taxes ana accumulation of arrear taxes should be 

improved which will help to raise a considerable additional revenue 

from the existing taxes. In addition, tax education making people 

ITore: conscious about their tax obligations and tax officials being 

more honest may play an important role in the improvement of tax 

' 
cor;·,pliance by the people. 

Last but not the least, a. decisive political as we!l as 

administrative will need to be undertaken to coll~C:ct more revenues 

internally through fair and efficient enforcement of the prevailing 

laws. For economic development guiced by the principle of self-

reliant growth, mobilization of greater resources internally should 

never be the second best option for the policy-makers of Bangladesh. 

-o-
! 
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