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FOREWORD

This eighth in the series of Interim Reports from the Z1illa
Roads/Tocal Finance Proiect focuses on revenue and expenditure activities
of zilla and union parishads. The analysis 1is based on local financial
data collected from a census of zilla parishads and a sample of union
parishads covering the perilod 1976-77 through 1980-81 as well as personal
interview data collected during 1982.

The study suggests that neither level of local government mobilizes
considerable sums of own-source revenues, especially when viewed in per
capita terms. While grants constitute a major source of funding for
these local bodies, growth in this revenue source has been lacking and
sporatic. Several recommendations are made to improve the fiscal health
of these governments in light of the reported findings,

The lLocal Finance Project is one component of the Bangladesh Zilla
Roads Maintenance and "mprovement Project (Project Number 388-0056) and
is Intended to increase the capacity of local governments in Bangladesh
to mobilize and effectively administer financial resources. While a
Final Report will be {ssued at the close of the project, these interim
reports are being released as the analysis occurs. 1t must be emphasized
that any {judings and conclusions contailned herein are provision and may
he altcred by the time the integrated Final Report is issued (scheduled
for November 1983). The work is supported by the United States Agency
for 1International Development, Washington D.C. under Cooperative
Agreement (AID/DSAN-CA-0198). The views and interpretations in this
publication are our own and should not be attributed to the United States
Agency for Internationa! Development.

Larry Schroeder
Proiect Director
Zi1lla Roads/Local Finance Project
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A REVIEW OF BANGLADESH ZILLA AND UNION
PARTSHAD FINANCES

Z11la and union parishads derive revenues from a variety of local
and non-local sources and expend them on an assortment of activities.
This paper reviews the recent history of these revenue and expenditure
flows so that recommendations concerning alteration in the finance system
can be made with knowledge of the current state of financial affairs of
the local bodies.

Zilla parishad (ZP) finances are studied first. The examination
includes a brief review of the revenues available to these governments,
the extent of their reliance upon these revenue sources and the growth
patterns detected from a census of zilla parishad finances covering the
period 1976-77 through 1980-81. This section is followed by an analogous
review of 7P expenditures. Vinally, a statistical analysis of factors
related to interdistrict differences in 7P finances is made.

The second portion of the paper tollows a similar format but with
unfon parishad (UP) finances as the subject of inquiry. Agaln both
revenues and expenditures are analyzed, 1in this case for a sample of 42
UPs din the districts ot Faridpur, Rangpur and Sylhet.

The paper closes with several recommendations regarding policies

which could fmprove the financial affairs of these local bodies.

Potential Revenue Sources of Zil1la Parishads

Potential reverues ot zilla parishads 1include both own source and
futergovernnental revenues. The former consist of several taxes, fees

and charges Jevied within the distviet while the latter comprise numerous



grant programs designed to transfer funds from the central government to
the ZPs.

Own Source Revenues

The taxes, rates, tolls and fees stipulated in the Fourth Schedule
of the l.ocal Government Ordinance, 19761 as well as rents, profits and
proceeds from the sale of ZP property constitute the own source revenues
available to ZPs. While the list in the Fourth Schedule contains 28
items, Paragraph 60 of the lLocal Government Ordinance prohibits both
union parishads and 2zilla parishads from imposing identical Jlevies
thereby shortening the effective 1list considerably. In fact, zilla
parishad own source revenues currently consist primarily of the immovable
property transfer tax, fees and rates imposed on a few activities and
tolls from roads, ferries and bridges.

The immovable property transfer tax 1s a 1 percent levy imposed on
the value of all land and permanent structures sold within the
beundaries of the ZP.2 While it constitutes the primary ZP revenue
source, it is collected and administered by the Ministry of Law and land
Reform with 97 percent of the proceeds distributed to the ZP 1in which

the property lies (the remaining 3 percent 1is retained by the Ministry

]Thu Fourth Schedule 15 shown in Appendix B of larry Schroeder and

Manfruzzaman, "local Government Structure in Bangladesh" Interim Report
1, Lecal Revenue Administration Project, Metropolitan Studies Program,
The Marwell School {Svracuse, NY: Syracuse University, November

1982),pp. 70=71.

)

“A comprehennive ana.ysis of the tax is found 1in James Alm, "The
imwovable I'roperty Tranetfer Tax as a lLocal Covernment Revenue Source,"
Interim Repare Moo 3, Local Revenue Administration Project, Metropolitan
Studie« Propram, Jhe Maxwell School (Syracuse, NY: Syracuse University,
March 1uB3)Y,



to help cover administrative costs). Because ZPs lack control over this
tax, it is little more than another form of intergovernmental grant whose
size depends upon property transactions within the ZP.

Tolls on roads, bridges and ferries provide another source of local
revenue with nearly all of the revenues derived from ferry franchjses.l
Franchises are issued to operators who collect tolls from ferry users
with the toll rates set by the ZP. This arrangement provides the ZP with
revenucs without great cost since, once the franchises are auctioned, the
#P needs onlv to police the ghats perjodically to ensure that proper
tolis are being charged.2 The franchise holder is responsible for all
operating and maintenance costs on the ferry as well as the landing.

Somc minor tees and rates are also levied by ZPs. One common fee is
a registration fee charged to contractors who wish to submit bids fjor
construction contracts let by the ZP. Other fees include license fees
for vehicles, tees charged to patients receiving antirabies vaccine, and
fees paild by schools, charitahble dispensaries and veterinary hospitals in

the district.

1'l'oHs on roads are or have been levied in some zilla parishads.

For a discussion of this source of revenue see Larry Schroeder, "Toll
koads as a Zilla Parishad kevenue Source: A Case “..dy," Interim Report
No. 2, Local Revenue Administration Project, Metropolitan Studles
Program, The Maxwell Schoo!  (Syracuse, NY: Syracuse University,

November 1982).

B

‘““he  specific  regulations that  apply to the operation of
toll-levying franchises are delineated in Chapter V of the Rules Under
the tasic Democracies Order (Those Applicable to District Councils)

Dhaka, 19CR),



Another zilla parishads revenue source 1is rent, profit and sale
proceeds from ZP property. For example, road rollers and cement mixers
are owned by some ZPs which, in turn, rent the equipment to construction
contractors. Many zillas also lease roadside land to individuals and
operate ZP-owned structures, e.g., dak bungalows. Timber on ZP 1land
(especially roadsides) is sold in some districts to generate additional
revenues. JInterest income is earned from cash balances deposited in
local banks. Most of these sources are, however, quite small when
compared with revenues from the property transfer tax.

Until 1976 the local rate attached to the central government's land
tax penerated zilla parishad revenue. The rate was abolished when the
Land Development Tax was instituted; however, since 1976 some ZP revenues
have been derived from arrear collections.

Intergovernmental Grants

Two kinds of intergovernmental grants are received by =z1illa
parlshads.] The first, termed "normal grants,”" consist of several
different grant programs. Among these are: (1) augmentation grants
designed to afd development activities in the ZP; (2) grant in lieu of
the zamindar's contribution to the zilla parishad to compensate for the
revenue loss associated with the abolishment of the zamindari system 1in
effect during the British era; (3) speclal grants which provide hardship

allowances to 2P employees; (4) compensation grants used to increase

]Yur a more compichensive review of Intergovernmental grant programs
In bangladerh and an analysis of thelr economic and fiscal effects, sce
Rov  Bahl, "Intergovernmental Crants In Bangladesh" local Revenue
Admintstration Project, Metropolitar Studies Program, The Maxwell School
(Syracuse, NY: Syracuse Univereiry, forthcoming).



staff salaries; and (5) grants against specific projects carried out by
the 4P but fully funded by the central government.

The second major intergovernmental grant 1s the Rural Works
Propramme (RV1'). The RWP has bheen the major rural development program
carried out by local government bodies since idts inception as an
experimental project begun in Kotwali thana, Comilla, in 1961-62. The ZP
portion of the program, while smaller than dts thana and wunion
counterpart, 1is a major source of monies for construction and

reconstruction of roads and bridges in the district.

Actual Revenues of Zilla Parishads

711la parishad revenues pencrated during the period 1976-77 through
19£0-81 are analvried in this section. Total and per capita actual
revenues (rather than budgeted amounts) are studied in both nominal and
real terms; odditionally, annual growth rates in these amounts are
exanined,

The data used are based on a census of zilla parishad finances
conducted between March and September 1”83.1 While attempts were made to
coltect data trom all ZPs for the entfre {ive year period, there were
some districts for which data were not available (Table 1), Jamalpur was

created frow o portion of Mvmensingh Pistrict in 1974 thereby accounting

For o deseription ot the data-collection process and techniques,
see Larry Uchroeder, with Hasan Murshed and Muin Uddin, "collect i1, local
(ove.nment  Firancial Data  in Developing  Countrles: The  Bany adesh
Fxpetienee,” dnterin Report No, S, Tocal Pevenue Administration Froject,
Metropolftar Ctudtes Propram, The Maxwell School (Syracuse, 1Y Syracuse
Univer-ite, June 19E3Y,



TABLE 1

ZILLA PARISHAD FINANCIAL DATA ANALYZED

Fiscal Years
For Which Data

__Z2illa Parishad Are Available?
1. Chittagong 1977-81
2. Chittagong Hill Tracts 1977-81
3. Comilla 1977-81
4., Noakhali 1978-81
5. Sylhet 1977-81
6. Dhaka 1977-81
7. Tavridpur 1977-81
8. Jamalpur 1980-81
9. Mymensingh 1977-81
10. Tangail 1977-81
11, Barisal 1977-81
12, Jessore 1977-81
13. Khulna 1977-81
14. Kushtia 1979-81
15. Patuakhali 1977-81
16. Bogr.. 1977-81
17. Dinajpur 1977-81
18. Pubna 1977-81
19. Rajshahij 1977-81
20. Rangpur 1977-81

#1977 here refers to the fiscal year 19/6-//.

SOURCL: Compiled by autho:,



for the three years of missing data. It was not possible to obtain data
fcr Noalhali and Kushtia for the first two or three years of the time

peviod.

‘'otal Revenues by Source

Table 2 displuys the average total revenues received by zilla
parishads for each of rthe five years when data were avai]ablc.] Zilla
parishad accounting practices, revenue structures and the uravailability
of data result in mean revenues computed from different numbers of
observatlions. (The first number in the parentheses below each entry
jndicates the number of ZP's on which the result was hased.) Different
7P revenue structures mean that all jurisdictions do not necessarily
obtain each tvpe of revenue while alternative accounting techniques mean
all zP do not report revenues similarly in their financial accounts.
Rather than including these zero entriles in the determination of mean
revenues, the table has been constructed by omitting zero entries. 'The
displaved means therefore show the amounts «~hich are, on average,
collected In the 4Ps for which the particular revenue source is reported

)
to have been collected.”

]EVen though standard accounting practices in Baugladesh include
opentng balarces among the "revenues" of local bodies, they are not
included here since we are particularly interested in the flow of income
intv the governmental accounts and how these flows differ across
jurisdictions and change over time.

;)

Gince the second entry in parentheses indicates the frequency of
zero entrice, one can casily recompute the means to indlcate averape
revenues across all districts., The displayed mean multiplied by the
f1rst number in parenthesis ylelds the total amount in all reporting 7ZPs.
This product divided by the sum of the twe numbers in parenthesls gilves
the mean amount of revenue carned In all avafiable ZUs dn the sample.



Revenue Source

TABLE 2

HFAN ZILLA PARTSHAD REVENUES BY SOURCE, 1976-77 - 1980-81

Property Transfer Tax

l.ocal Rate

Rent, Profits and Sale

Proceeds

Fees and Rates

Tolls on Roads Terries
and Bridges

Interest

Miscellaneous Revenue

Voluntary Contributions

(in taka)
Fiscal Year

1976-77 1977-78 ~1978-79 1979-80 1980-81
2,819,034 3,425,981 4,003,179 5,257,987 4,498,665
(16,1)% (17,1) (18,1) (19,1) (19,1)
334,411 159,470 146,142 93,635 59,133
(15,2) (12,6) (12,7) (12,8) (10,10)
553,96¢ 578,695 561,878 606,447 465,348
(17,0) (18,0) (19,0) (20,0) (20,0)
25,571 27,250 31,164 34,141 34,285
(13,4) (12,6) (14,5) (15,5) (15,5)
197,115 193,845 221,223 238,606 296,870
(14,3) (15,3) (16,3) (18,2) (18,2)
48,399 95,145 117,851 135,419 155,093
(11,6) (12,6) (15,4) (17,3) (17,3)
118,900 176,930 241,932 363,762 308,505
(17,0) (18,0) (19,0) (20,0) (20,0)
42,379 2,191 400,604 545,957 697,656
(1,16) (1,17) (2,17) (3,17) (3,17)



TARLL 2 (CONT.)

Fiscal Year

Revenue Source 1976—77_ 1977-78
Normal Crants 403,119 £33,613
(17,0) (18,0)

Works Prograrmme Grants 2,280,598 2,258,580
(14,00 (14,0)

Special Grarts 897,277 3,026,402
(8,9) (8,10)

Total Fevenue 6.5.0,347 7,876,196
(17,0) (18,0)

aFirst nurber in the ~airenthesis represents tt

secencd nuzher represents the number af <Te

were 19 districts in 1976-7°
possible rumber of P's and the

SCURCE: Z11l1s Parishad Re:. d

S.

1978-79

383,525
(19,0)

2,340,444
(16,0)

2,759,314
(6.12)

8,258,848
(19,0)

for which ro revenues wvere re
through 1078-70 374 7¢ thereafter.
sur of the

1979-80

408,350
(20,0)

2,988,697
(17,0)

2,592,513
(5,15)

10,055,699
(20,0}

1980-£1

386,677
(20,0)

2,550,005
(17,0)

4,274,684
(5,15)

9,229,377
(20,0)

‘¢ number of observations used to compute means; the
ported for this source; there
The difference between the total
twe rumbers shown in parentheses represent missing data.
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The zero entry indicators are themselves informative. For example,
no immovable property transfer tax is collected in the Chittagong Hill
Tracts even though for most ZPs this tax constitutes the largest income
source. The demise of the local rate is indicated by the increased
number of ZPs reporting no revenues from this source over the five year
period. Likewise, the data show that voluuta.y contributions are not
commonly made to =zilla parishads although the average size of the
contributions, where they were made, were 1arge.1

The zero entries also reveal differences in accceunting practices
across the districts, documented by the fact that three ZPs report no RWD
grant income 1n the current account of the District Fund and most do not
report Special Grants.2 Instead, these monies are held in special
accounts maintained by the DC. 1t is also possible that fees and rates
as well as tolls are used more extensively than indicated by the number
of zero entries for these sources. Arbitrary inclusion of these revenues
in the Rent, Profits and Sale Proceeds or in the Miscellaneous revenue

categories would account for the dpparent non-utilization of fees, rates

]For a discussion of the role of voluntary contributions in lower
level local governments in Bangladesh, see Barbara D. Miller and Showkat
Hayat Khan, "Local Voluntarism and Local Government Finance in PRural
Bangladesh: Overview and Recommendations" Interim Report No. 6, local
Revenue Administration Project, Metropolitan Studies Program, The Maxwell
School (Syracuse, NY: Syracuse University, June 1983).

o

LSpecia] grants are wusually tied to specific projects or uses,
These 1nclude the Divisional Development Board grants, Haor Development
Board grants, Sugar Cess Road Development Crants, Special Welfare Program
prants, Zero Population Growth grants and Food Storage Godown Construc-
tion grants. For further discussion see Roy Bahl, "Intergovernmental
Urants in Bangladesh," luterim Report No. 10, forthcoming.
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and tolls. These differences in accounting practices complicate analysis
of the data and require special handling of the entries.

Table 3 provides information on the relative size of the different
sources of revenue. In order to make intertemporal comparisons, the data
have been restricted to the fourteen ZPs for which data are available for
the entire period and which include the RWP in the District Fundf
(Special CGrants have been omitted in this computation.) The results show
that the property transfer tax and the RWP together account for 70-80
percent of overall revenues in these local governments. Still, central
governwent grants (normal and RWP) declined during the five year period.
The monotonic decrease in the relative importance of normal grants is due
to the fact that thev remained nearly stable throughout the period (see
Table 7). The propertv transfer tax grew in relative importance and by
1980-81 accounted for approximately one~half of all revenues in these
2Ps. the decline 1n the local Rate as a ZP revenue 1is directly
attributable to the 1976 imposition of the Land Development Tax. The
decline in ielative importance of Rent, Profit and Sales Proceeds may be
attributable to the fact that some sales, e.g., rcadside trees,
constitute a one-time only revenve source.

Per_Caplta Kevenues By sSource

In the ‘ace of a prowing population, per capita revenues provide a
better fndicator of the localiry's ability to finance spending needs than
do total reverues,  Tn order to compute 7P Income in per capita terms it
s onecessary tooderive peopulation cstimates for the time period under
examinat ior,  Census population data are avallable only for the years

P74 and 1987 furthermore, it is recognized that both censuses suffered


http:loc]l.rv
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TABLE 3
PERCENTAGE DISTRIBUTION OF ZILLA PARISHAD REVENUES,

BY SOURCE, 1976-77 - 1980-81
(in percentages)

Fiscal Yeara

Revenue Source 1976-77 1977-78 1978-79 1979-~80 1980-81
Property Transfer Tax 40.7 45,5 48.3 50.7 49.4
Local Rate 4.9 0.1 1.4 0.6 0.5
Rent, Profit and Sales

Proceeds 9.4 10.0 7.5 6.7 5.3
Fees and Rates 0.2 0.2 0.2 0.2 0.2

To!ls on Roads, Ferries

and Bridges 2.8 2.7 2.8 2.3 3.3
Interest 0.5 1.0 1.4 1.2 1.6
Miscellaneous Revenue 1.8 2.7 2.5 3.9 3.6
Voluntary Contribution 0.0 0.0 0.6 0.1 1.3
Normal Grants 6.2 6.5 5.1 4.2 4.5
Works Programme Grants 33.5 31.3 30.0 29.9 29.6

aOnly the 14 zilla parishads for which data were available for the entire
period and which reported RWP grants in the District Fund were used for this
table.

SOURCE: Computed by authors.






TABLE 4

MEANS, COEFFICIENTS OF VARIATION AND RANGES IN ZTI1.LA PARISHAD
PER CAPITA REVENUES BY SOURCE, 1976-77 - 1980-81

Fiscal Year?
Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Property Transfer Tax:
Meanb TK. 0.67 Tk. 0.82 Tk. 0.96 Tk. 1.24 Tk. 1.04
C.v. 23.6 31.3 25.5 33.6 46.0
Range Tk. 0.43-1.04 Tk. 0.24-1.35 Tk. 0.58-1.56 Tk. 0.78-2.68 Tk. 0.14-2,57

Local Rate:
Mean
C.V.
Range

Rent, Profit and Sales
Proceeds:

Mean

c.v.

Range

Fees and Rates:
Mean
C.V.
Range

Tolls on Roads, Ferries
and Bridges:

Mean

Cc.V.

Range

Tk. 0.10
110.3
Tk. 0.00-0.44

Tk. 0.11
114 .1
Tk. 0.01-0.43

Tk. 0.01
138.0
Tk. 0.00-0.03

Tk. 0.03
102.1
Tk. 0.01-0.17

Tk. 0.04
110.0
Tk. 0.01-0.16

Tk. 0.11
113.4
Tk. 0.01-0.37

Tk. 0.01
118.0
Tk. 0.00-0.02

Tk. 0.04
93.4
Tk. 0.01-0.13

Tk. 0.03
150.0
Tk. 0.00-0.16

Tk. 0.13
91.6
Tk. 0.03-0.45

Tk. 0.01
119.6
Tk. 0.00-0.02

Tk. 0.05
64.8
Tk. 0.00-0.11

Tk. 0.02
138.0
Tk. 0.00-0.09

Tk. 0.14
122.1
Tk. 0.02-0.70

Tk. 0.01
131.0
Tk. 0.00-0.04

Tk. 0.06
74.6
Tk. 0.00-0.13

Tk. 0.04
190.0
Tk. 0.00-0.19

Tk. 0.11
65.8
Tk. 0.02-0.25

Tk. 0.01
102.4
Tk. 0.00-0.03

T



TABLE 4 (CONT.)

. N a
Fiscal Year

_____TRevenue fource 1976-77 1977-78 1978-79 1979-80 1980-81
Tnterest:

Mean Tk. 0.01 Tk. 0.0Z Tk. 0.02 Tk. 0.03 Tk, 0.04

C.V. 81.8 116.5 108.¢ 82.9 90.9

Range Tk. 0.00-0.03 Tk. 0.00-0.09 Tk. 0.00-0.09 Tk. 0.01-0.09 Tk. 0.01-0.11
Miscellaneous Revenue:

Mean Tk. 0.04 Tk. 0.05 Tk. 0.C¢ Tk. 0.09 Tk. 0.09

C.V. 93.0 82.5 136.3 93.2 136.6

Range Tk. 0.00-0.12 Tk. 0.01-0.18 Tk. 0.00-0.38 Tk. 0.00-0.32 Tk. 0.00-0.54
Voluntary Contribution:

Mean Tk. 0é02 Tk. 0.0gl Tk. 0.10 Tk. 0.10 Tk. 0.15

C.V. - —— 140.8 102.7 33.6

Range Tk. 0.02-0.0Z Tk. 0.00-0.00 Tk. 0.00-C.20 Tk. 0.CC-0.20C Tk. 0.01-0.19
Tetal Own Source Revenue:

Mean Tk. 0.°1 Tk. 1.02 Tk. 1.20 Tk. 1.51 Tk. 1.34

c.V. 33.9 30.2 30.1 43,0 44,0

Range Tk. 0.14-1.49 Tk. 0.23-1.44 Tk. 0.23-1.89 Tk. 0.29-3.48 Tk. 0.43-3.36
Total Own Source Revenues
(Fxcludirg Chittagong Fill
Tracts):

Mean Tk. 0.96 Tk. 1.07 Tk. 1.25 Tk. 1.58 Tk. 1.37

c.V. 25.4 22.9 22.6 38.0 43,7

Range Tk. 0.62-1.49 Tk. 0.66-1.44 Tk. 0.80-1.89 Tk. 0.99-3.48 Tk. 0.43-3.36

ST



TABLE 4 (CONT.)

Fiscal Yeara

Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Normal Grants:
Mean Tk. 0.11 Tk. 0.11 Tk. 0.10 Tk. 0.11 Tk. 0.10
C.V. 23.2 25.0 22.8 25.2 23.0
Range Tk. 0.07-0.18 Tk. 0.08-0.17 Tk. 0.07-0.17 Tk. 0.08-0.17 Tk. 0.08-0.17

Works Programme Grants:

Mean
Cc.v.
Range

Total Revenue:d
Mean
Cc.V.
Range

—~

Tk. 0.93
174.0
Tk. 0.38-6.53

Tk. 1.78-.
74.3
Tk. 0.85-6.75

Tk. 0.70
89.6
Tk. 0.38-2.66

Tk. 1.68
31.9
Tk. 0.99-2.97

Tk. 0.70
94.3
Tk. 0.04-2.21

Tk. 1.89
31.0
Tk. 0.91-3.29

*
Means and ranges in taka, coefficients of variation in percents.

Tk. 0.95
90.6
Tk. 0.38-3.22

Tk. 2.43
36.2
Tk. 1.43-4.57

Tk. 0.99
140.3
Tk. 0.11-5.26

Tk. 2128
60.5
Tk. 0.64-6.21

aNumber of observations as shown in Table 1 (zero entries excluded). Where a minimum of zero is
indicated, it is due to rounding.

b

C.V. refers to coefficient of variation.

c
Only one non-zero observation.

dTotal revenue excludes special grants.

SOURCE:

Zilla Parishad Records.

[
[=)]
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between 1976-77 and 1979-80. The minor revenues remained quite stable in
per capita terms vhroughout the period.

The per capita revenue data for the minor revenue sources display
considerable variability as indicated both by the large ruanges in values
and by coefficients of variation that often exceed 100 percent, but this
should be expected given their small means. On the other hand, the
coefficients of variation for the property transfer tax and total own
source revenues are not extremely large. What is surprising is the large
variation in per capita grants, indicating that factors other than
population play crucial roles in determinating grant allocations.

Real Revenues Per Capita

While per capita data are more informative than totals, the fact
that one taka revenue earned in 1980-81 could not purchase as much as
could one taka I1n 1976-77 should also be recognized. 1t 1s, therefcre,
desirable to deflate the nominal vevenues by some price index so as tu to
obtain some 1indication of the growth (or Jlack thereof) in local
government purchasing power,

Unlike many developing countries there is a wealth of price level
information published hy the Bangladesh Bureau of Statistics. Still,
none of the published indexes directly measure the purchasing power of
public¢ sector funds.] We have used the consumer price index (CPI) for

Dhaka Government Fmployees/Mlddle Income (l2ss to deflate the nominal per

l'l'his is certainly not uncommon. For example, in the U.S. there 1s
an implicit price deflator constructed for the state and local government
sectur; however, there are no price indexes constructed which directly
measure the changing cost of purchasing a representative mix of public
sector inputs.
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capita amounts. This index 1s available on a consistent basis for the
longest time span and, given the labor intensity of most governmental
activities, seems to be a reasonable indicator of public sector
purchasing power.1

Real per capita revenues did, on average, keep pace with
inflationary pressures, although a rather dramatic revenue decline
occurred 1in 1980-81 (Tuble 5). That decline was due to the absolute
decrease in total nominal immovable property transfer tax revenues., Many
of the minor revenues have not kept pace with the twin forces of
pepulation growth and increasing prices. Likewise, per capita normal
grants have not 1ncreased as rapidly as has the price level and RWP
monies have remained almost constant 1in real per capita terms since the
large decline between 1976-77 and 1977-78.

Annual Growth Rates in Real Per Capilta Revenues

The previous analyses do not address the question of annual growth
in revenues per capita. While revenue growth 1s desirable, budgerary
plauning is aided when revenues continue to grow on a fairly stable basis
rather than fluctuating wildly from year to year. The data in Table 6
address this issue. The table shows mean annual growth rates in real
per caplta revenues in “ZPs for which data are available 1in any two

consecutive years.

]Use of alternative price indexes would yield nearly identical
results since, when 10 other price indexes were correlated with the Dhaka
Government Fmplovees CPI1, none of the correlation coefficients were less
than ,967. Thus, the choice of the index does not play a crucilal role in
the determination of real variables,
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TABLE 5

MEAN ZILLA PARISHAD REAL PFR CAPITA REVENUES, BY SOURCE,

1976-77 -~ 1980-81

(1976-77 taka)?

Fiscal Yearb

Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Property Transfer Tax Tk. 0.67 Tk, 0.71 Tk. 0.76  Tk. 0.85 Tk. 0.63
l.ocal Rate 0.10 0.03 0.02 0.01 0.02
Rent, Profit and Sale

Proceeds 0.11 0.10 0.10 0.10 0.07
Fees and PRates 0.01 0.009 0.008 0.007 0.006
Tolls on Roads, Ferries 0.03 0.03 0.04 0.04 0.04

and Bridges
Interest 0.01 0.02 0.02 0.02 0.02
Miscellaneous Revenue 0.04 0.04 0.05 0.06 0.05
voluntary Contribution 0.02 0.001 0.08 0.07 0.09
(Total Owu Source Revenue) (0.91) (0.87) (0.94) (1.03) (0.82)
Normal Grants 0.11 0.10 0.08 0.07 0.06
Works Programme Grants 0.93 0.61 0.55 0.65 0.60
Total Revenue 1.78 1.46 1.49 1.66 1.39

aRcu] taka amounts based on the CP1 for Dhak

(1976-77 = 100).

b,, .
Number of observations as shown in Table ? (zero entries excluded).

c
Total Revenue excludes Specfal Grants.

SOURCE:  Z11la Parishad Records.

a government employees
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TABLE 6

MEAN ANNUAL GROWTH RATES IN ZILLA PARISHAD REAL PER

CAP1TA REVENUES, BY SOURCE

Fiscal Year

1976-77 1977-78 1978-79 1979-80
to to to to
levonue Source 1977-78 1978-79 1979-80 1980-81

Property Transfer Tax 5.9% 20.8% 14,37 -24.,1%
(16)® (17) (18) (19)
Rent, Profit and Sales 25.8 67.7 10.8 59.8
Proceeds (17) (18) (19) (20)
Fees and Rates -11.2 23.5 11.7 8.9
(13) (12) (14) (15)
Tolls on Roads, Ferries - 2.8 17.2 -11.7 25,9
and Bridges (14) (15) (16) (18)
Miscellaneous Revenue 163.9 27.5 177.9 48.2
(17) gy (19) (20)
Own Source Revenue 2.3 7.9 9.1 -11.6
(17) (18) (19) (20)
Normal Crants - 9.4 -16.5 - 6.5 -15.2
(17) (18) (19) (20)
Works Program - 8.2 3.5 80.1 ~24.1
(14) (14) (16) (17)
Total Revenue Excluding - 1.4 5.5 12.5 ~-18.7
Special Grants (17) (18) (19) (20)
Total Revenue Including 3.3 2.0 9.9 -14.3
Special Grants (17) (18) (19) (20)

a .
Numbers in parantheses are the number of Zilla Parishads used
to compute mean annual growth rates.

SOURCE:  Computed by author.
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The years 1977-78 through 1979-80 showed most revenue sources (other
than normal grants) increasing while declines in the largest revenue
sources--the property transfer tax and the RWP-—were experienced between
1979-80 and 1980-81l. The entries within a single row highlight the
problem of uncertainty in budgetary planning. For example, over this
five-year period the mean annual property transfer tax growth rate varied
from -20 to +25 percent. The differences in growth rates over time for
the minor revenues and for the major intergovernmental grant program, the
RWP, were even greater. While there were sufficient compensating
variations in the growth rates of the several revenues to provide a more
stable growth in the total, the range from -18.7 to +12.5 percent (when
Special Grants are excluded) suggest considerable revenue instability,
Reforms to the revenue structure should consider stable revenue growth as
nearly a; important as growth itself.

One of the criticisms of the current revenue structure, often
mentioned 7P officials, 1s the uncertainty associated with RWP grants,
Although allocations are announced early in the fiscal year, but after
budgets are formulated, local bodies seldom receive the entire allocated

amount,

Zilla Parishad Expenditures

The range of activities which the Local Covernment Ordinance, 1976
requires of z11la parisliads extends from the promotion of public pgames

and sports to the provision of roads, bridges and cu]vcrts.1 Given the

1
These activities are discus ed in some detail in Schroeder and
Maniruzzaman, '"lLocal Government Structure in Bangladesh.,"
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small amount of per capita revenues available to ZPs, 1t 1s not
surprising that the level and breadth of activity i1s less than that
implied in the full compulsory and optional lists. The purpose of this
section is to document the ievel and composition of spending activities
in 7Ps during the period 1976-77 through 1980-81 in order to observe if
and how expenditure initiatives changed and grew. The measures used are
similar to those above and include totals and per capita amounts in
nominal and real terms.

Total Expenditures

Table 7 documents the mean 1levels of expenditures in several
major functional areas of 7P activity as well as average total
expenditures. While the totals here are comparable to the mean total
revenues shown in Table 2, there is no necessity that average revenues
exceed average total spending since local bodies in Bangladesh use cash
accounting systems which record revenues and expenditures as the funds
are obtained or spent. Since the data in both Table 2 and 7 exclude the
opening and closing balances (if these balances were not excluded, the
totals in the two tables would necessarily be equal), revenues may or may
not necessarily be spent during the same fiscal year. 1In fact, in three
of the five years analyzed (fiscal years 1976-77, 1978-79 and 1980-81)
expenditures cxceeded revenues while the interim years show a surplus.
This suggests budgeting prectices which respond to the current fiscal

1
situation by cutting back on spending in the year following a "deficit."

] . .

Note that the tern "deticit" does not mean that %ZPs were required
to borrow funds to halance i{ts budget since opening and closing balances
are not Included In the table, Instead, when current revenues are



TAELE 7

MFAN ZILLA PARISHAND EXPENDITURES BY TYPE, 1976-77 - 1980-81 -
(in taka)

Fiscal Year

Expenditure Type 1976-77 1977-78 1978-79 1979-80 _1980-81

Establishment 587,762 617,151 934,468 942,140 1,076,995
(17) (18) (19) (20) (20)

Agriculture 20,983 26,163 16,933 26,153 41,358
(16) (17) (18) (15) (15)

Public Health 36,409 38,121 16,626 19,537 24,375
(16) (16) (15) (13) (15)

Education 572,553 426,996 351,274 393,846 345,094
(16) a7 (18) (19) (19)

Social VWelfare ani Culture 151,174 181,427 105,359 117,286 148,482
(8) (8) (11) (11) (11)

Public Works 3,117,814 3,851,235 4,490,141 4,479,295 5,149,511
(17) (18) (18) (20) (20)

Miscellaneous Expenditures 127,587 166,897 358,088 316,796 358,586
a7 (18) (19) (20) (20)

Works Programme 2,884,455 2,181,782 2,313,986 2,854,038 2,779,026
(13) (13) (15) (16) (16)

£c



TABLF 7 (CONT.)
Fiscal Year

Fxpenditure Tvpe _1976-77 1977-78 i978-709 1679-890 1980-81

Special Grants 462,416 2,174,099 3,405,911 2,079,257 3,372,584
(2 (3) (3) (2) (3)

Tots! I:penditures 6,712,363 6,735,517 7,796,155 8,492,822 9,267,117
excluding Special Grants an (18) (19) (20) (20)
Total Expenditures 6,793,966 7,115,867 8,333,931 £€,700,747 9,773,005
including Special Grants (17 (18) (19) (20) (20)

®Number 1in parenthesis is number of Zilla Parishads used to compute means.

SOURCE: 7Z1l1la Parishad records.

vt
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While this is not uncommon behavior, it indicates that ZPs are operating
at the edge of their fiscal capacity and that steps to d1mprove
revenue-ralsing abilities are called for.

Activities which dominate ZP spending are those on public works
since both the category "Public Works" and the entry "Works Programme"
refer to spending on functional areas which, in a broader sense,
represent works-related activities such as roads, bridges. The relative
importance of these types of expenditures is shown in Table 8. The
aggregate proportion of ZP spending allocated to public works from the
combined activities of the RWP and normal works are consistently about 80
percent of the total. Indeed, the overall percentage is amazingly
constant throughout the five years. The large drop in RWP between
1976-77 and 1977-78 was fully compensated for by increased spending on
normal works.

The other categories of spending ave quite minor; however, there
have been some changes of note. Fducation spending declined in relative
importance throughout the period while establishment expenditures rose
and subsequently fell until, in 1980-81, they accounted for about 10
percent of expenditures.

Per Capita Expeunditures

Atter adjusting for inflation and population growth, one observes
that spending (excluding Special Grants) remained fairly stable during

the last half decade (Table 9). The data indicate a decline in some 2P

(cont.) exceeded by spending, balances are drawn down. 1In the following
year a cutback in spending would allow the jurisdietion to build balances
back to their previous levels,



PERCENTAGE DIsiRIBUTTON OF ZILLA PARISHAD EXPENDITURES,
BY TYPE, 1976-77 - 1980-81

Expenditure Type

Establishment

Agriculture

Public Health

Education

Social Welfare and Culture
Public Works
Miscellaneous Expenditures

Works Programme

26

TABLE 8

(in percents)
Fiscal Year?

1976-77 _ 1977-78  1978-79  1979-80 1980-81
7.8 7.9 12.1 9.7 10.2
0.4 0.4 0.2 0.2 0.2
0.6 0.6 0.2 0.2 0.2
8.7 5.6 4.3 4.1 3.3
1.2 1.3 0.8 0.8 1.0

39.3 53.1 49.9 50.3 53.7
1.8 2.6 3.6 3.7 3.8
40,2 28,6 28.8 31.1 27.6

%rotal expenditures exclude special grants expenditures. The data are
based on a common set of 13 zilla parishads which include the RWP expenditures
In the Listrict Fund and for which data are available for the entire 5 year

period.

SOURCE:  Computed by authors.
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TABLE 9

MEAN ZILLA PARISHAD REAL PER CAPITA EXPENDITURES,
BY TYPE, 1976-77 - 1980-81

(in taka)
Fiscal Year?

Expenditure Type 1976-77  1977-78  1978-79 1979-80 1980-81
Establishment 0.080 0.080 0.160 0.100 0.110
Agriculture .003 .003 .002 .003 .004
Public Health .005 .004 .002 .002 .002
Fducation .070 .050 .040 .036 .030
Social Welfare and Culture .017 .020 .013 .012 .011
Public Works 420 480 470 420 440
Miscellaneous Expenditures .017 .020 .032 .032 .034
Works Program 640 .360 .340 .410 420
Special Grant .080 .320 .520 .270 .480
Total Expenditures 1,100 .900 .980 .920 .970

excluding Special Grants
Total FExpenditures 1,110 .960 1.060 .950 1,040

including Special Grants

aNumher of observations as shown in Table 8.

SOURCE: Zilla Parishad records.
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spending activities while others were nearly constant in real per capita
terms. The most 1important component of 7P activity, public worke
spending, fell duriug the period. Interestingly, while real per capita
own source revenues were nearly constant during this period (Table 5),
the decline in real per capita grants account for the spending decreoase,

Even 1in nominal terms the totals reflected in the table are
extremely small, For example, by 1980-8) mean nominal spending
(excluding special grants) was only Tk. 2.56 per person. If one makes
the liberal assumption that average annual incomes in these rural areas
are approximately Tk. 2,400 (assuming US $120 per person and an exchange
rate of Tk. 20 = US$1), 7Tk. 2.56 expenditures amount to an expenditure-
income ratio of less than one-tenth (0.08) percent. This is a very small
ratio for a governmental hody responsible for such a wide range of
activities.

Revenue Differentials

Documentation of 7P finances does not indicate why some 2zillas
outperform others in mchilizing resources. To address this 1ssue we
review some hypothetical reasons for revenue differentials across
governmental hodies and then statistically analyze the differentials
found in the data descrilied previously,

Revenue I'ffort

Given similar 1evenue structures (which is the case for all 7Ps
other than the Chittagong hill Tracts), there arc two general reasons for
difterences in collectfons--abi11ty and willingness. Resource

mobilization ability 1s relited to the economic base of an area. In
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general, the stronger the underlying economy, the greater the amounts of
revenues that can be collected from a set of revenue instruments. That
is, most revenue sources, e.g., the property transfer tax, are somehow
related to some aspect of economic activity, e.g., the market value of
transacted property,

Revenue potential 1is, however, not equivalent to revenue
realization. There must also be a willingness to impose revenue
Instruments on local econcmic activity. Political decisions are
necessary to impose revenue-raising devices; furthermore, the revenue
instruments must be administered to the full extent of the law.

It 1s difficult to measure directly political or administrative
factors responsible for differential revenue effort. The demand for
public scervices, e.g., better roads, can influence political/administra-
tive decisions to mobilize additional resources to fill these needs. The
causal linkage is, of course, weakened considerably when decisionmakers
are placed 1in office by the central government rather than through
pepular elections. Nevertheless, "good" local administrators may react
to local pressures even in the absence of direct elections.

Another potential impediment to realization of revenue potential is
intergovernmental aild. Intergovernmental grants can have two offsetting
effects.] On the one hanc, an 1increased flow of funds to local
goveruments can stimulate resource mobilization efforts.  This would

occur 1f the grant augments local economic activity which, 1in turn,

1

“The effeets of government grants 1iu Bangladesh are analyzed In
conslderably  more detail In  Bahl, "Intergovernmental Grants 1in
Fangladesh "
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generates additional local revenues. Likewise, if the grant 1is spent on
new capital which the locality 1is forced to operate and maintain,
additional resource mobilization pressures will be placed on the
locality,

On the other hand, localities may substitute the central government
ald for its own revcnue. This is especially likely when the grant system
Includes no matching nor maintenance of revenue effort requirements as
conditions for receiving the money.

Measurement of Revenue Effort

Ideally, revenue effort would relate local own-source revenues
to some measure of the resgidents' abilities to pay, e.g., the ratio of
revenues to local income. Income data are not avallable for districts in
Rangladesh and it is not feasible to attempt to factor the district CDP
estimates into their rural and urban components, Thus, we have used a
simpler technique here which analyzes differences in %P per capita
own-source reveuues, Per capita amounts are used to correct for
variations in total revenues attributable solely to population

differences.

1'I‘his approach is taken in the several studies of tax effort
differentiale arross developing countries. See Joergen lotz and Elliott
Morss, "Mensurlng Tax Fffort in Developing Countries," IMF Staff Papers
14 (1967): 478-99; Roy Bahl, "A Regression Approach to Tax FEffort and
Tax Ratio Analysis," IMF Staff Papers 18, No. 3 (November 1971); 570-612;
Harley lifnrichs, A_Ceneral Theory of Tax Structure Change During Fconomic
Development (Caubridge, Masgy. Harvard lLaw School, 1966); Alan Tait,
Wilfred Craty, and Barry Tichengreen, "International Comparisons o1
Taxation for Selected Developing Countries, 1972-1976," IMF Staff Papers
265 Noo 1 (March 1979): 129-563 Roy Bahl, "A Representative Tax System
Approach to Measuring Tax Effort in Developing Countries," IMF Staff
Papers 19, No, T (March 1972):  87-124; Raja Chelliah, Hesasel Baas, and
Marparct Felly, "Tax Ratios and Tax Etfort In beveloping Countries,
10649-1971," Hji;yxﬂT'Papcrs 27, No. ! (March 1975): 187-205.
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The choice of independent variables for the analysis 1s greatly
restricted by data availability. Since no up-to-date personal income
data are available by district, proxy variables must be used. Two
varlables are employed ror this purpose. The BBS has estimated
district-wise gross domestic product (GDP) the period 1976-77 through
1980-81, and value added 1in agriculture for the same areas and time
period.  The former measure probably comes closer to an estimate of
income within the area; however, it includes economic activity occurring
within the urban areas of the district hence overestimates the size of
the revenue base of the zilla parishad. Agricultural value added, on the
other hand, should reflect rural economic activity but i1is limited to
agriculture. Both proxies are used in the analysis with each measured in
per capita terms,

While district GDP per caplta may capture the effects of a
tlourishing trade sector associated with urban areas, the same 1s not
true for value added in agriculture although we recognize that a healthy
urban economy will probably aftect land prices in the nearby rural areas.
Ve have, therefore, included the proportion of the district's population
residing in urban areas as a companion variable whenever value added in
agriculture 1s used in the statistical relationship,

The effect of dintergovernmental grants on resource mobilization
Is tested through the inclusion ot per capita 7P normal and RWP grants
In the estimating equations. If the level of per capita grants 1is
negatively (positively) associated with per capita own source revenues,
one would conclude that the grant system discourages (encourages) tax

vhfort and, hence, the grant system fs substitutive (stimulative),
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To approximate, at least crudely, administrative/political factors
involved in resource mobilization we include per capita current account
opening balances in the analysis. Tt may be that fiscal decision-makers
approach mobilization efforts with u short-term perspective. If the
fiscal situation appears healthy, they relax their efforts and increase
these efforts only when the situation appears bleak. Per capita opening
balances are used to reflect the current fiscal situation.

Linear regression 1s used to estimate the cross-sectional
relationship hLetween per capita own source revenues and the independent
variables mentioned. The agricultural value added, GDP and urbanization
data come from BBS sources while the financial data are those described
above.,

Statistical Results

Table 10 shows the regression results for each year 1976-77 through
1980-8]1. The results are informative, but generally in a negative sense
because little systematic relationship emerged between the explanatory
variables and own-source revenue effort.

Four difterent gspecifications were used here. In only one instance
i1978~79) was per capita GDP tound to be statistically related to own
scource revenues and this may be a statistical artifact since the equation
45 a4 whole Is not statistically significant at the 0.10 level. The
peneral lack ot a relationship between CDP and revenues could be due to
the fact that PP is measured for the district as a whole rather than
only tor the rural areas. Or, possibly, GDP does not directly affect
land prices which scrve as the primary economic determinant of the

property transfer tax.



Year

1976-77

1977-78

1978-79

PER CAPITA OWN SOURCE REVENUE REGRESSION RESULTS®
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TABLE 10

(absolute t-ratios in parentheses)

Independent Variables

Per Value Grants
Capiga Added Per Urban R Open 9
GDP in Agc Capita PopulationL Balance F R
300.93 0.14 0.46 .08
(0.83) (0.22)
298.19 0.11 -0.005 0.28 .08
(0.77) (0.13) (0.07)
0.57 0.009 0.003 0.29 .08
(0.76) (0.01) (0.32)
0.57 0.001 0.003 -0.002 0.19 .09
(0.71) (0.001) (0.26) (0.02)
237.75 0.15 0.56 .10
(0.76) (0.66)
61.36 0.25 0.20 0.80 .21
(0.18) (1.04) (1.12)
-0.35 0.21 0.01 1.52 .34
(0.80) (1.00) (1.89)*
-0.68 0.36 0.01 0.27 2,40 .54
2,90)%% (1.80) (1.94)* (1.92)*
549.91 -0.10 1.91 W24
(1.84)* (0.75)
543,30 -0.10 0.01 1.17 .24
(1.67) (0.69) (0.07)
0.19 -0.08 0.02 3.14 .46
(0.41) (0.69) (2.80)**
0.13 -0.,07 0.02 0.06 2.19 A7
(0.26) (0,57) (2.6B)** (0.31)
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TABLE 10 {CONT.)

Independent Variasbles

Per Value CGrants
Capiga AddedC Per Urban e Open 9
Year GDP in Ag Capita Population  Balance F R
197y-80 66.35 ~0.16 0.24 .04
(0.10) (0.68)
3.69 -0.18 0.22 0.52 .12
(0.01) (0.73) (1.04)
~-1.14 -0.10 0.04 3.26*% .45
(1.54) (0.54) (2.80)*x
~-1,21 -0.12 0.04 0.20 2.88*% .51
(1.66) (0.61) (2.72)*% (1.19)
1980-81 487.94 ~-0.004 0.37 .05
(0.85) (0.02)
179.10 0.09 0.57 1.07 .21
(0.31) (G.48) (1.56)
-0.,96 0,05 0.06 10.27%%x .72
(1.,92) (0.46) (5.37) %%
-0,98 0.08 0.05 0.19 7.66%% 74
(1.96)*  (0.67) (4.39)*x (0.62)

*
Denotes eignificant at .10 1 ve) (2-tail).

K%
Denotes stpnificant ar .05 level (2-tail),

a
In cach regression the dependent varfable 1s own source revenue per
capita,

b

Fer capita Gross Domest o roduct (at current prices) of the district.
r

Per capita value added in agriculture within 1ts district.

Normal and kWP prants per capfita,
(l

Percent of the divtricet populiation residing in urban areas.

X

Openfng balances pet caplita,

DCURCE:  Computed by authory,
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Only in 1980-81 was value added in agriculture statistically related
to own source revenues per capita; and, in that instance, the
relationship was negative rather than positive as hypothesized. There
are several possible reasons for the general lack of relationship between
agricultural productivity and revenue effort: (1) If more, but lower-
valued, transactions take place in districts with lower agricultural
productivity, one would not detect the expected relationship. (2) The
adninistration of the immovable property transfer tax may be so weak that
the tax collections are essentially random. (3) Possibly, due to market
imperfections, land sales prices do not fully reflect differential
productivity levels. (4) Finally, the value added data may be not
sufficiently accurate to discern a relationship between agricultural
productivity and revenues. Without additiomal productivity or income
data, these possibilities must all remain open.

The results suggest no rclationship between the flow of intergovern-
mental grants and revenues per capita. Given the structure of grant
programs and the degree of fiscal autonomy available to 211la parishads,
this is not surprising.

The wurbanization variable 1s the single consistent indicator of
greater rcvenues per capita. Other than in 1976-77, a significant
positive relarionship exists between the wurbanized percent of a
district's population and own source revenues. Interestingly, the
absolute size of that relationship increased over the period under study.
The findings suggest that erecater economic activity in wmore urbanized
areas drives up land prices which is then reflected in immovable property

transfer tax revenues,
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Opening bhalances appear to have little effect on revenue effort. In
the one yeuar for which this variable was found to be statistically
significant (1977-78), the result 4ndicates a positive relationship
between revenue effort and opening balances. But, again, that equation
i1s not statistically significant.

The associated F and R2 statistics suggest the dominant e‘fect of
the urbanization variable in these results. Only when urbanizerion is
Included do any of the equations explain more than about 25 Jercent of
the interdistrict varjability in per capita revenues, Tt must be
recognized, however, that all of these results are based on relatively
few observations, thus, a small number of =zilla parishads which also
happen to be more urbanized, e.g., Dhaka and Chittagong, can play a major
role ir producing these statistical outcomes. In general, there is a
great deal of varfability in revenue effort across the zilla parishads
that simply cannot be explained by a statistical model.

The lack of strony statistical relationships between own source
revenue effort and the several explanatory variables 1is not, on the
whole, surprising. One overviding attribute of zilla parishad finances
is o lack of autoromy fn raising revenues. local administrators have
relatively little power to mobilize additional resources, even if they
would desire to do su.  In addition, the fact that the decisjonmakers at
the zI' level are administrators rather than policlans could also affect
the results. With a maximum of three years tenure in a position, there
may be little incentive for the D¢ and ADRD acting as ZP chalrman and

recretary, respectively, to attempt to increase 1evenues if  the
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additional spending available from those resources will benefit their
replacenents.

Another important factor that accounts for the poor statistical
relationships is a general instability in revenues, even within a ZP.
This instability 1s reflected in Table 11 which gives summary
statistics--means, standard deviations and coefficients of variation--of
ZP total own source revenues measured in real per capita terms for each
ip. Larger coefficients of variation mean that revenues are
characterized by larger year-to-year fluctuations. This instability
helps explain the poor quality of the cross sectional statistical
results; but, more important is {its implication for financial planning.
[f a ZP's revenues experience wide annual fluctuations, it 1is nearly

impossible to plan spending initiatives effectively.

Potential Revcnues of Union Parishads

The list of potential taxes, rates and fees which a union parishad
(UP) can levy 1s identical to that of the ZI's but, as noted above, ZPs
and I'Ps are not allowed to impose identical revenue instruments. The
resulting revenue structure relies most heavily upon property-based taxes
with a few fees and minor taxes constituting the remainder of own-source
revenues. linlon parishads also participate in several grant programs.

Own Source Revenues

There are tive najor types of own source revenues collected by union
parishads--properiy-based taxes, other tuaxes, property income, fees and

midgceel laveous 1income., In addition, the local rate has produced some
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TABLE 11

SUMMARY MEASURES OF ZILLA PARISHAD TOTAL. REAL OWN SOURCE
REVENUES PER CAPITA FOR THE PERIOD 1976-77 - 1980-81
(in 1976-77 taka)

a Standard Coefficients
Z111a Parishad Mean Deviation of Variation

Chittagong Tk. 1.16 Tk. 0.09 7.6%
(5)

Chittagong Hill Tracts Tk. 0.25 Tk. 0.16 64.0
(5)

Comilla Tk. 0.88 Tk. 0.08 9.3
(5)

Noakhali Tk. 1.14 Tk. 0.08 7.5
(4)

Sylhet Tk, 0.92 Tk. 0.38 41.3
(5)

Nhaka Tk. 1.61 Tk. 0.59 36.5
(5)

Faridpur Tk. 0.80 7Tk. 0.07 8.9
(5)

Jamalpur Tk. 0.69 Tk. 0,09 13.5
¢

mMymensingh Tk. 1.03  17Tk. 0,16 15.9
(5)

Tangail Tk, 0,83 Tk, 0,12 14.5
(5)

Barisal Tk, 0.62 Tk, 0.08 12.4
(3)

Jessore Tk. 0.70 Tk. 0.06 9.0

(5)
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TABLE 11 (CONT.)

Standard Coefficients

Zilla Parishad Mean? Deviation of Variation

Khulna Tk. 1.00 Tk. 0.06 5.8
(5)

Kushtia Tk. 1.07 Tk. 0.14 13.0
(3)

Patuakhali TV, 0.95 Tk. 0.24 24 .8
(5)

Bogra Tk, 0.94 Tk. 0.09 9.3
(5)

Dinajpur Tk. 1.03 Tk. 0.21 20.7
(5)

Pabna Tk. 0.84 Tk. 0.18 21.1
(5)

Rajshahi Tk. 1.23 Tk. 0,44 35.4
(5)

Rangpur Tk. 0.65 Tk. 0.08 12,4
(5)

a,.
Numbers in the parentheses represent number of observations
used tv compute the entries.

SOURCE: Zilla Parishad Records.
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small revenues during the past several years. Table 12 sghows the
components of these major revenue categories.

Both the holding tax and the chowkidari tax are levies against the
value of buildings and land ou which the building is situated, Each is
subject to the same set of rules and regulations as specified in the

Rules Under the PRasic Democracies Order (Those Applicable to Union

Councils).1 Since the taxes are so similar, it is not surprising to find
that many UPs do not attempt to differen!iate between them in their
accounts but, instead, show their aggregate as a single entry.
Statutorily, the two taxes are to be levied against the annual value
of the property. For let-out properties the annual value is the gross
annual rent less two wmonths' rent allowed for maintenance expenses.
Furthermore, if there is a nortgage on the property, the annual mortgage
Interest costs are also deducted from the annual value. The annual value
of owner-occupied property is to be determined either in terms of values
on comparahle let property in the area or as 7.5 percent of the estimated
capital value of the property, whichever is Jess.  Owner-occupiers are
also granted deductions of one-sgixth of the value as a maintenance
allowance plus one-fourth of the net value after the maintenance
allowance 1s deducted plus any mortgage interest costs. The second of
these deductions quite obviously provides a strong 1incentive for

owner-occapancy status.,

]Govcrnment ot East Pakistan, Rules Under the Basic Democraciles
Order (Those Applicable to Union Councils) (Dacca: E. Pakistan
Government Press, 1969), pp. 17-22.
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TABLE 12

SOURCES OF UN1ON PARISHAD REVENUES

Own Source Revenues:
l.ocal Rate
Property Tax
Holding tax
Chowkidari (Villaze Police) tax
Arrears in holding rax

Other Taxes
Tax on professions and trades
Tax on vehicles
Tax on animals

Income From Properties
Pounds and Ferry
Lease of UP lands
Rent and profit
Interest on investment
Sale of UP trees

Fees
Court (Cram Adalat) fee
Market fee
License and permit fee
Fee {rom trucks
Marriage fee
Clnema fee
Nationality and Lirth certificate fee

Building fee, sluughter fee, certification

fee for ownership of animals
Roat reglictration fec

Hiscellaneous
Forfeit money trom election candidates

Contributions to defense party, libraries

and eye-clinic
Income from f{ines

Sale proceeds ot reclaimed cattle in pounds

Octrol (extremely rare)
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TARLE 12 (CONT.)

Intergovernmental Crants:
Normal Grants
Compensatory
NDeficit budget
Increased development
Salary (subvention)
Honoranrium
Miscellaneous:
a. voluntary mass participation grant
b. election grant
seed grant
test relief and family planning
housc¢ building grant due to tornado,
flood, etc.

c .o

Works Programme Grant
Contingency
Project

SOURCFE: Union parishad records.
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According to the statutes, assessments are to be updated every five
years. After new assesswents are prepared, the list is to be published
and any taxpayer dissatisfied with his assessment can apply for a review
of the valuation. Subcommittees formed from the union parishad are to
act wupon these appeals. Subsequent appeals to the circle officer
(development) and controlling authority are also possible.

Taxes can be paid on a quarterly installment basis. Additionally,
the statutes provide a 5 percent rebate when the tax bill 1s paid prior
to the pavment deadline.

Finally, the statutes are clear on the methods whereby arrear taxes
are to lbe collected. Vifteen days «tter publication of the 1list of
arrvears a UP may proceed to recover the amount due by distress and sale
of movable property owned by the delinquent taxpayer.

This review of the statute suggests that a highly efficient nroperty
tax systen is in place within the unions ot Bangladesh. As is made clear
below, this does not appear to be the case, at least in the sample of UPs
included in the current study. Nevertheless, it 1s 1nstructive to
realize that the statutory arrangements uecessary for a well-designed
property tax system already coxist fmplying that, 1f property taxes were
to be cuplasized in lenger term local revenue reforms it would not he
necessary to construct a new statutory structure,

Administrative  procedures  pertaining to  the other taxes--on
proiessions and trades, on vehicles and on anfmalg~-are also well defined
fn the wtotutes, Model tax scliedules are also shown in the Rules but

Lid., pp. DRy,
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are written in terms of maximum annual taxes rather than specific uniform
rates. Furthermore, these Rules and the flat rates are more than 20
years old,

The tax on trades and professions is essentially a business license
tax and includes professionals, e.g., bankers and lawyers, specific
trades, e.g., paddy huskers and owners of scooters (for hire), as well as
tirms doing business within the union. Vehicle taxes can be levied
against rickshaws, carriages and carts (wvhether for hire or privately
owned) while the animal tax is statutorily limited to horses, donkeys,
dogs and elephants,

I'roperty Income of UPs are relatively minor and parallel closely the
property income sources of ZPs. Fees, on the other hand, are reasonably
productive in generating local revenues.] From the standpoint of
revenues one of the most important of these 1s the market tee. This fee
Ts both a potential revenue source oil the upgraded thana parishads und a
productive UP revenue source; it therefore deserves special mention here.

Stnce September 1982 the administration of haats and bazaars lave
been under the administrative control of the Ministry of Local Covernment
(previously  coutrol was held by the Ministry of Law and lLand Reform).
New rules poverning the admiufstration of these markets have been
proruvlpated which permits local goverpments to lease haats and bazaars to

private parties.  The leases are granted to high bidders at public

vame - of - the "fees" listed fn Table 17 could also be considered

Laxes, e.p., fees from trucks, marrviapges, cincuas and boat reglstration,
e dn Indfcatfve ot the account ing practices ot the UPs that there was no
unflormlty fn titling these sounrces as feen or taxes fn the jurfsdicilons
vigited during this protect,
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auctions. The auctions are administered by different levels of local
government depending upon the size of the market: haats or bazaars
earning less than Tk. 25,000 per year are auctioned by the thana; those
carning more than Tk 25,000 but less than Tk. 200,000 are auctioned at
the subdivisional level; and the largest markets (those earning more than
Tk. 200,000) are auctioned at the district level. The leases are for one
year (other than the initial lease which ran for approximately six
months, from October 1982 - April 1983) and coincide with the Bengali
year (which begins on or about April 15).

Under the auction rules 50 percent of the lease proceeds are to be
paid ‘mmedia‘cly with 1l balance due within one week of the auction.
The revenues collicted are to be divided as follows: 1 percent of the
total is given to the Minlstry of law and Land Reform which is deemed
owrcr of the public lands or which the mavkets are located while the
remaining Y9 percent is divided among the union parishad (45 percent);
the haat or bacaar managerent committee (16 percent for purposes of
developiuy the market and 4 percent tor adwinistering it); and the zilla
hazaar committee (35 percent). 1If g market serves more than a single UP
(as Indicated by the residence of memwbers of the management committee),
the revenucs are to be distrlbuted among the participating UPs on the
basfs of population. The v111a barvaar committee 1s chalred by the DC and
Is to use its revenue for two purposes: 5 percent tor inspections and
audits of the morkets with the remalnder distributed on the basis of
populat fon amony union parishads within the district which have no mairt et
o1 have one which generates less than Tk, 1,000 annually, Market

revenies carvead by a UP can be used for any purpose.



46

These new market regulations replace a scheme whereby the haat or
bazaar management committee essentially ran the market, Rather than
employ collectors, the Youth Complex (an organization of youth within the
Jocality) had the responsibility to collect the market fees and retained
10 percent for their ettorts. Under that scheme, UPs derived 35 percent
of the total revenues earned by the haat or bazaar (Jess the 1 percent of
the gross which was retained by the MI&LR). There were, however,
considerable diffliculties associated with that administrative
alrangcment.] Under  the new procedures public bodies will only
administer auctions and insure that private leaseholders do not
overcharge market users and that sanitary conditions are maintained.

inte rgovernrental Revenues

The '"P derives both normal and Rural Works Programme grants. (This
discussion excludes the Food-For-Work-Programme which is also a grant
prepram; however, the proceeds of this in-kind grant do not appear in the
Unfon Fund.) Table 12 lists cthe major normal grants received by nearly
all Uurs, Of particular interest 1is the deficit budget grant which
apparently is provided to Linancially distressed UPs.

WP prants tlow through the overlying thana parishad and are uot
guaranteed teo accrue to everv union during each tiscal year. Instead,
the ailocation decision process has, at least prior to uppradating of

1.‘-1nh:unn-wl Humayum Kabir, "An Analvsis of the Management Crisis of
Bashurhat Bacer " prepared 1or the Fourth Workshop Program on Problems of
Rura' hevelopment Administvation, Janwmry 21-28, 1982 (Dhaka) notes such
problems  as  non-updating  and non-display ot  toll rates, possible
misapp. epriation ot funds, dicerepenctes in the acceunts, overcharging ol
tolle ind mon-issuance of teeeipts,
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tharas, occurred at the thana parishad level which could allocate most of
the funds to a few UPs or could spread the money across all or nearly all

UPs in the thana.

Actual Revenues of Union Parishads

As  with ZP  revenues, we review UP revenues from several
perspectives, including mean total revenues by revenue source, per capita
amounts 1in both nominal and real terms and the anuual growth in these
amounts. Again, the data used have been collected directly from the
{inancial accounts cof the jurisdictlions and are actual rather than
budpeted amounts. In the case of the UPs the data constitute a sample
rather than a census. The sample consists of 41 UPs in the districts of
Faridpur, Rangpur and Fylhut.‘ It was more difficult to obtain a full
five-year sct of accounts in the unfons than at the ZP 1level, thus,
miscing data problems are wore severe. likewlse, at the UP level there
is cousiderably more variability in the tlnanclal detafl piovided in the
accounts.  For example, while sowe 1Ps report the holding tax, chowkidari
tax and arrears on cach as separate account entrles, these sources are
agpregated in otler jurlsdictions.  Since the bases of these taxes are
identical, we bave agprepated them in the analysis below, Even more

compley {4 the case o the several fees levied in many unions (Table

] . .
see Schroeder, et oal., "Collecting Local Government Financial Dhata
in beveloplng Countries:  The Case of Bangladesh," for a tull discussion
ot the data collection techiniques used and the jurisdictions included in

the sample,
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12). Again, since inconsistencies in reporting these fees were so great,
we focus on aggregate fees.

Total Revenues by Source

Table 13 displays average total revenues by source for the sample
UPs topetlier with the number of observations on which the results are
based and the number of UPg reporting no revenues for each specific
source. The means are based only on non-zero entries.

The declining {importance o( the local rate 1is indicated by the
increased uwumber of UPs reporting zero revenues over the time period.
A1l unions sawpled show some form of the property tax as a revenue
source; it s also the largest of all own source revenues. Other taxes,
including taxes on protessions and trades, vehicles and animals, are much
fes: uniformly tevied. By 1980-81 only about 70 percent of the sample
Jurisdictions were imposing these taxes. Similar non-uniformity occurred
in the casc of property income, tees and miscel laneous revenues. 1t must
be recognized, however, that this apparent non-uniformity in revenue
sources muay be due purely to ditterences in bookkeeping procedures.

A1V UPs  reported receiving vrormal firants;  indeed, this was an
enpectally fmportant revenue source. Only a small number of these local
bodies either recefved no RWP monies or kept them in a separate account.

Table 14 hows the relative reliance upon vach revenue source tor
the 31 LPs in the sample thicuphout the five vears, The relatlve decline
fn the local rate was expected whereas the decreased fmportance of the
property tax was unexpected.  The fncreased reliance on fee revenues 1is

particaiarly proncunced, Normal grants consistentlv provided about a
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TABLE 13

MEAN UN1ON PARISHAD REVENUES BY SOURCE,
1976-77 - 1980-81

(in taka)
Fiscal Year
Revenue Source 197677 1977-78 1978-79 1979-80 1980-81
LLocal Rate 1647 815 1228 1610 2495

(26, 8)a (18,19) (10,28) ( 6,34) ( 6,35)

Property Tax 10131 13322 17920 16299 21319

Other Taxes 1025 1356 1422 1595 1832
(20,14) (25,12) (26,12) (24,16) (29,12)

Income From Properties 855 1036 1570 2934 2192
(26, 7) (31, 5) (29, 8) (32, 8) (30,10)

Fees 505 1022 12127 14573 10516
(22,12) (27,10) (31, 7) (30,10) (32, 9)

Miscellanecus Revenue 2557 24273 1880 1438 1292
(23,11) (24,13) (21,17) (16,24) (19,21)

Normal Grants 6294 18625 17208 18118 217390
(34, 0) (37, 0) (38, 0) (319, 0) (40,

Works Programme Crants 2044 3h65 5692 50,7 H456
(9, 3) (0, 1) (49, 1) (32, 1) ('8, M

Total Own Scurce Revenues 147073 17826 1347 31344 13401
(34, 0) (17, ) (18, ) (40, 0) (41, 0)

Total Revenue 21538 391337 52898 53787 57917
(3., 0) (37, 0) (48, 0) (40, 0) (41, 0)

“he tirst nunber in parentheses represents the number of observat{ions used
Lo compute meand; the second nomber represents the number of UP for which no
reventes were collected tor thic source, 'the ddfference between 41 (f.e., total
nucber ot s conefdered) ana the sum of the two nunbers shown In parenthesces
tepresent miosing data.,

SOURCE s 'nton Parishad Kecords.
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TABLE 14
PERCENTAGE DTSTRIBUTION OF UNION PARISHAD REVENUES

1976-77 - 1980-81
(in percents)

Fiscal Yeara

Revenue Source 1976-77 1977-78  1978-79  1979-80 1980-81
Local Rate 6,16 1.12 0.53 0.05 0.54
Property Tax 48.30 34.30 33.89 29.21 35.48
Other Tax 2.92 2.18 1.83 1.66 2.00
Income From Properties 3.29 2.14 2.22 4.81 2.99
Fees 1.44 1.56 20,22 24,69 16.44
Miscel laneous Revenue 7.30 4.03 1.79 0.93 0.72
Normal Grants 27.81 47.04 31.49 30.14 35.75
Works Programme Grants 2,80 7.64 8.01 8.5] 6.09

YBased on the 31 union parishads for which duta were available for the
entire period.

POURCE:  Computed by authors,
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third or more of UP finances but unlike the ZPs, the UPs did not rely
heavily upon the RWP.

Table 15 focuses exclusively on own-source revenues. The extreme
importance of the property tax and, in the later years, on fees stand
out. When only own source revenues are considered, the property tax has
not declined as greatly as might be implied from Table 14. TIts relative
decline in the revenue structure was due to the increased relative
importance of grants,

The massive increase in fees between 1977-78 and 1978-79 was due to
an unexpected increase in haats and bazaars income 1in only nine UPs,
eight in Sylhet and one in Rangpur District. Table 16 shows the relative
amounts of fee revenues carned within these nine UPs during the five year
period. Market revenues constituted nearly all fee income from 1978-79
onward. Fileld work revealed that in each jurisdiction the market was a
new and apparently the UP was the recipient of the market income. 1f
these jurisdictions are removed from the sample, average fee income falls
to Tk. 2083, Tk. 2595 and Tk. 2129 in the years 1978-79 through 1980-81
respectively--amounts much move in 1ine with the means for the first two
years of the sample period. Nevertheless, the findings do show that
markets con be a productive revenue source for this level of local

povernment 1n Bangladesh.

]LO(U] povernment public enterprises, especially markets, were also
found to be a productive revenue source for Jocal governments in the
PhiTippines.  See bavid Greveak and Ben Diokno, "Local Government Public
knterprises,” In local_ Goverument Finance in the Third Vorld, edited by
Roy Bahl and Barbara b. Miller (New York: Pracger Publishers, 1982),
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TABLE 15

PERCENTAGE DISTRIBUTTON OF UNION PARISHAD OWN SOURCE

Source

REVENUE, BY SOURCE, 1976-77 - 1980-81
(1n percents)

Fiscal Yeara

Local Rate

Property Tax

Other Tax

Tncome From Properties

Fees

Miscellaneous Revenue

1976-~77 1977-78  1978-79 1979-80  1980-81
8.87 2.47 0.87 0.08 0.92
69.60 715.67 56.03 47.61 60.99
4.20 4.81 3.03 2.71 3.44
4.74 4.73 3.67 7.85 5.14
2.07 3.44 33.43 40.24 28.26
10.52 8.89 2.96 1.52 1.24

dSumc 31 observations as used in Table 14.

SOURCE:  I'nion Parishad Records.
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TABLE 16

PERCENTAGE DISTRIBUTION OF FEES IM NINE SELECTED UNION
PARISHADS, 1976-77 - 1980-81
(in percents)

Fiscal Yearsa

Sub-Component Fees 1976-77 1977-78 1978-79 1979-80  1980-81

Licenses, Permits,
Registrations and Animal

Owner Certification Fee 61.2 68.1 0.3 2.0 4.1
Gram Adalat Fee 21.2 7.3 0.3 0.5 0.8
Market Fee 0.0 0.0 96.7 97.5 95.1
Other Fees 17.6 24.6 2.7 0.0 0.0
Total 100.0 100.0 100.0 100.0 100.0

%1ncludes only those Union Parishads which have market fees. There are 9
such union parishads, 8 in Sylhet District and 1 in Rangpur District.

SOURCE: Union Parishad Records.
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Per Capita Revenues

Again, per capita amounts are more meaningful than aggregates;
however, union population estimates are not available for the vyears
encompassed in this amalysis. Furthermore, union population counts from
the 1981 census are currently not available, hence it 1is necessary to
estimate union population Indirectly. Ve have assumed that a union's
pepulation grew at the same rate during the 1974-1981 period as did its
overlying thana. Ve applied this linear growth rate to 1974 union census
data te derive the population estimates used here.

The data in Table 17 show that the sample UPs were collecting less
than Tk. 2 per person from their own sources plus about Tk. 1.50 from
intergovernmental grants. Property taxes consistently yielded around Tk
1 per person within these localities.

kven though the sample includes jurisdictions from only three
districts, they exhibit preat  variability 1n  per capita revenues
collected. For many of the revenue sources coefficients of variation
exceeding 100 percent were tound. The variability was particularly
pronounced for tee revenunes, again due to the inclusion of significant
amounts of hats ard bazars iucome in the nine Ulsg noted above. Large
deviations n per capita uormal  grants income again supgest that
varfables other than populaticu play a role {u grant allocations.

When viewed in real (1976-77=100) taka terms (Table 18), per capita
total purchauing power of the UPs arc seen to have remained at about Tk 2
from 1977-78 onwards (except for 1978-79).  The property tax ranged from
Th 0.63-0.8% through the period and tees never exceeded Tk 0.66.  As was

the case for the ZPs, the purchasing power of per capita normal grants



TABLT 17

MEANS, COEFFICIENTS OF VARIATION AND RANGES IN UNICN PARISHAD
PER CAPTITA RLVENUES BV SCURCE, 1976-77 - 1980-81

- a
riscal Year

Pevenue Source 1976-77 __1977-78 1978-79 1979-80 1980-81
Property Transfer Tax:
Yeané Tk. 0.65 Tk. 0.84 Tx. 1.05 Tk. 0.93 Tk. 1.19
c.v. 54.5 64.5 77.9 56.6 70.3
Range: Tk. 0.06-1.55 Tk. 0.19-2.43 Tk. 0.09-4.75 Tk. 0.25-2.70 Tk. 0.02-3.37

local Rate:

Mean: Tk. 0.11 Tk. 0.05 Tk. 0.0u Tk, 0.11 Tk. 0.15

C.V.: 67.5 94 .8 62.0 149.6 89.4

Range: Tk. 0.01-0.31 Tk. 0.01-0.22 Tk, 0.02-0.14 Tk. 0.003-0.44 Tk. 0.05-0.40
Gther Tax:

Mean: Tk. 0.07 Tk. 0.08 Tik. 0.08 Tk. 0.10 Tk. 0.11

Cc.V. 105.¢€ 93.4 111.0 135.8 149.3

Range: Tx. 0.00-0.25 Tk. 0.00-0.30 Tk. 0.00-0.38 Tk. 0.01-0,57 Tk. 0.004-0.63
Incore From Properties:

Mean: Tk. 0.05 Tk. 0.06 Tk. 0.10 Tk. 0.15 Tk. 0.12

cC.V.: 118.8 86.8 132.0 163.1 92.0

Range: Tk. 0.001-0.28 Tk. 0.00-0.23 Tk. 0.01-0.68 Tk. 0.002-1.33 Tk. 0.01-0.44
Fees:

Mean: Tk. 0.03 Tk. 0.06 Tk. 0.84 Tk. 0.93 Tk. 0.66

cC.V.: 91.5 145.8 282.0 246.9 241.2

Range: Tk. 0.00-0.11 Tk. 0.001-0.44 Tk. 0.00-12.15 Tk. 0.001-10.33 Tk. 0.00-8.45

Miscellaneous Revenue:
Mean:
c.V.
Range:

Tk. 0.15
83.5
Tk. 0.002~0.42

Tk. 0.14
113.9
Tk. 0.01-0.74

Tk. 0.10
160.5
Tk. 0.002-0.75

Tk. 0.08
125.1
Tk. 0.002-C.36

Tk. 0.08
155.8
Tk. 0.001-0.53

GS



TABLE 17 (CONT.)
Fiscal Year
Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Total Own Source Revenues:
Mean: Tk. 0.94 Tk. 1.11 Tk. 1.94 Tk. 1.86 Tk. 1.93
C.\V.: 41.1 52.2 123.,2 115.7 89.4
Range: Tk. 0.08-1.82 Tk. 0.27-=-2.74 Tk. 0.44-14.22 Tk. 0.29-11.83 Tk. 0.07-9.67

Normal Crants:
Mean:
Cc.V.:
Range:

Vorks Prograrme:
Mean:
C.V.:
Range:

Total Pevenue:
Mean:
c.V.:
Range:

aNumber of observations is as shown

Tk. 0.39
52.6
Tk. 0.07-1.29

Tk. 0.13
32.4
Tk. 0.06-0.20

Tk. 0.37-2.38

indicated, it is due to rounding.

b

Tk. 1.15
31.9
Tk. 0.06-2,2

~J

Tk. 0.21
33.0
Tk. 0.09-0.34

Tk, 2.43
28.3
Tk. 1.36-4.53

C.V. refers to coefficients of variation.

SOURCE:

Unicn Parishad Records.

Tk. 1.03
30.5
Tk. 0.38-1.94

Tk. 0.31
50.8
Tk. 0.14-1.02

Tk. 3.21
76.4
Tk. 1.17-15.62

in Table 14 (zerc entries excluded).

Tk. 1.01
58.6
Tk. 0.20-2.68

Tk. 0.33
26.3
Tk. 0.12-0.53

Tk. 3.10
69.4
Tk. 1.15-12.23

Tk. 1.21
44 .4
Tk. 0.07-3.01

Tk. 0.28
35.5
Tk. 0.07-0.40

Tk. 3.30
56.9
Tk. 1.25-11.69

Where a minimum of zero is

9¢
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TABLE 18

1976-77 -~ 1980-81
(in 1976-77 taka)

« &
riscal Year

Local Rate

Property Tax

Other Tax

Tucome From Properties
Fees

Miscellaneous Revenue
Normal Grants

Works Programme

Total Own Source Revenues

Total Revenue

1976-77 1977-78  1978-79 " 7979-80 1980-81
0.11 0.04 0.05 0.08 0.09
0.65 0.73 0.83 0.63 0.73
0.07 0.07 0.06 0.07 0.07
0.05 0.05 0.08 0.10 0.07
0.03 0.06 0.66 0.63 0.40
0.15 0.12 0.08 0.06 0.05
0.39 1.00 0.81 0.69 0.74
0.13 0.18 0.25 0.23 0.17
0.94 0.97 1.53 1.26 1.17
1.36 2.11 2.53 2,12 2.01

aNumhcr of observations 1s shown in Table 14 (zero entries excluded).

SOURCE: Union Parishad Records.
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fell by 25 percent between 1977-78 and 1980-8]1 while real RWP per capita
decreased by about 30 percent hetween 1978-79 and 1980-81. Again this
suggests a general stagnation in the abilitfes of these smallest local
bodies to meet the public service needs of their residents.

Revenue Crowth

Table 19 shows the year-to-year average growth in real per capita
revenues in jurisdictions for which data are available in consecutive
years. With relatively smail bases, small absolute changes result in
large relative changes. MNevertheless, the extremely large percentage
growth rates reflected in Table 19 indicate difficulties with fiscal
planning in UPs, Total own-source revenues growth rates range, on
average, from -2.9 percent to S54.7 percent, suggesting that 1t is
extremely difficult to project the amount of resources that may be

available in the following fiscal vear.

Urion Parishad Expenditures

Unlike the 211la parishads, which concentrate primarily upon
transportation services, unlon parishads are involved 1in a variety of
activities. Yet, the revenne analysis lmplies that none of these
activities can be supported at a very high level,

Due to nonunftormfty jin accounting conventjons and the crxtremely
small amounts involved, we have appregated UP activities into four major
categorics--estab !l {shiment spending, construct lon and maintenance
spending, miccellancous spending and works programme spending. Table 20
provides rome {dea of the wide varfety of activitles fncluded in these

expendlture categorles, While most of the subcomponents of establi{shment
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TABLE 19

MFAN ANNUAL GROWTH RATES IN UNION PARISHAD REAL
PER CAPITA REVENUES BY SOURCE
(in percents)

Fiscal Yeara

1976-77 1977-78 1978-79  1979-80

to to to to
Revenue Source 1977-78 1978-~79 1979-80 1980-81
Local Rate -15.5 80.6 ~-52.2 -31.5
(15) (3) (4) (3)
Preperty Tax 33.6 27.8 - 8.7 27.5
(33) (36) (37) (40)
Other Tax 52.1 54.8 - 2.4 44,5
(18) (23) (22) (24)
Income From Properties 244 .6 103.7 68.5 130.7
(25) (28) (28) (30)
Fees 699.9 3554.9 6129,7 2561.9
(20) (25) (26) (28)
Miscellaneous Revenue 234 .8 -20.1 -20.7 -27.6
(15) (14) (12) (12)
Normal Grants 231.8 - 1.8 - 6.6 62.0
(33) (36) (36) (39)
Works Program Crant 53.9 €0.4 9.7 -18.7
(9 (27) (26) (28)
Total Own Source KRevenue 18.3 54,7 - 2.9 12.3
(33) (36) (37) (40)
Total Revenue 73.1 17.4 - 8.2 2.9
(33) (36) (37) (40)

a
“The numbers in parentheses are the number of union parishads on
which the growth r1ates are bhased.,

SOURCY:  Computed by authors,
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TABLE 20

TYPES OF UNTON PARISHAD EXPENDITURES

Establishment Expenditures:
(including tax collection)

Salary

Contingency

Travel Allowance (TA) and Deerness Allowance
(DA)

Goods and Services (uniform cost; 0il and fuel
expenses; election charpes; meeting expenses;
furnitures, newspapers, functions, etc.;
electricity conrection charges; audit and
relicf expenses)

Construction, Public Vorks and Maintenance:
Bamboo and Wooden Bridge
Irrigarion, Embankment and Canal Digging
Road, Bridges and Culverts
Building Construction (Mosque, office)
Maintenance (repairing and developing llats
and Bazars)

Miscellancous Fxpenditures:

Training of Chowkidars and Dafadars

Return ot Sccurity Deposits of Tax—Collectors

Ration Card

Family Planning, Adult Education

Swanirvar, Cottape Industries

Public Mealth and Sanitation

Jungle Cleaning

Yonth Complex

Rickshaw Plates, Fees on Croussed Check on
trant Monev

Zakat

Contribut{on (Chada)

Voluntary Development Program - Rally Cost

Carryving Cost

Tree Plantation

Works Programme Grant Exzpenditures

Contingency
Project

SOURGCE:  Union Parishad records.,
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spending are common in all UPs (although not all UPS report them on a
disaggregated basis), seldom would a UP expend funds on all of the
activities listed under construction and maintenance or miscellaneous
spending.

Total Expenditures

Table 21 reports mcan total expenditures found in the sampled UPs.
(Given the degree of agpregation used, the problems associated with zero
entries were less severe on the spending side of the budget.) The totals
are, of course, quite similar to the revenue totals found in Table 13,
however, in two years (1979-80 and 1980-81) average total spending
exceeded revenues. Again this was due to the cash accounting methods
used in these jurisdictions and the exclusion here of opening and closing
balances.

Table 27 shows the relative size of the four different spending
catepories. The single outstanding feature of the information shown
there is the extremely large proportion of expenditures spent for purely
administrative purposes. Fstablishment expenditures fell relative to the
other categorfes atter 1976-77, yet they always accounted for at lecast 60
paisa for each taka ot spending. Fven thouph such overhead spending is
not totally unproductive, the results fmply that local taxpayers are
getting little in the way o! development spending in return for their tax
paynments.,

Per Caplita Spending

After the fnitial 1lse In per capita spending between 1976-7/ and
1977-78, real spending remained fairly constant in the following four

years, (Table 27), Real  expenditures per  capita for establishment
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TABLE 21

MEAN UNION PARISHAD EXPENDITURES BY TYPE,
1976-77 - 1980-81

(in taka)
Fiscal Year?
Expenditure Type 1976-77 1977-78 1978-79 1979-80 1980-81
Establishment 15675 26448 30238 33307 39832
(34) (37) (38) (40) (41)
Construction, Public Works
and Maintenance 4373 6699 6513 17337 15929
(30) (37) (37) (37) (40)
Miscellaneous 1308 2420 2296 2582 3528
(27) (34) 31 (37) (36)
Works Prograume 2041 3667 5825 6119 5034
(10) (30) (29) (31) (29)
Total Expenditures Fxcluding
Vorks Programme 20572 35371 38452 51732 58470
(34) (37) (38) (40) (41)
Total Expenditures Including
Works Programme 21173 38344 42898 56474 62030
(34) (37) (38) (40) (41)

a
Nunber in parenthesis is number of union parishads used to compute means.

SOURCE:  Union Parishad Records.
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TABLE 22
PERCENTAGE DISTRIBUTION OF UNION PARISHAD EXPENDITURES

BY EXPENDITURE TYPE, 1976-77 - 1980-81
(in percents)

Fiscal Ycaru

Expenditure Type 1976-77 1977-78  1978-79 1979-80 1980-81
Establishment 75.14 68.82 71.87 59.51 69.87
Construction, Public

Works and Maintenance 17.03 16,87 13.11 28,63 19,89
Miscellaneous Expenditures 4,65 6.33 4.66 3.85 3.82
Works Programme Expenditures 3.17 7.99 10.36 8.01 6.42

A1l entries based on 3] union parishads for which data were available
throughout the five~year period.

SOURCE:  Union Parishad Records.



64

TABLE 23
MEAN PER CAPITA UNION PARISHAD REAL EXFENDITURES,

BY TYPE, 19Y76-77 - 1980-8]
(in 1976-77 taka)

Fiscal Year?

Expenditure Source 1976-77  1977-78 1978-79 1979-80  1980-81
Establishment 1.00 1.43 1.43 1.32 1.37
Construction, Public Works

and Maintenance 0.27 0.36 0.31 0.70 0.53
Miscellancous 0.08 0.12 0.11 0.10 0,12
Vorks Programme 0.13 0.19 0.25 0.23 0.16
Total Expenditures Fxcluding

Works Progranme 1.31 1.90 1.81 2.05 2,00
Total Expenditures Including

Works Progranme 1.35 2,05 2,01 2,23 2,11

aNumber of ohservations as shown in Table 21,

SOURCE: Computed by authors.
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purposes fell slightly in 1979-8¢ while construction and maintenance
spending was more than doubled, Nevertheless, aggregate expenditures on
public works, miscellaneous and RWP never exceeded Tk. 1.51 per person
even in nominal terms during this five year period. Interestingly, the
amounts spent for establishment purposes have be-u quite constant in real
terms throughout the period. What thig may imply is a minimnal level of
overhead expenditures in all jurisdictions. If so then mobilization of
additional resources would be allocated Primarily to development oriented

activities,

Union Parishad Revenue Differentials

Unlike zilla parishads, it 1s not feasible to perform sophisticated
analyses of UP revenues since socio-economic data are not available for
these smallest of local bodies 1in Baugladesh, Instead, we must be
content to use cruder methods Including some disaggregation of the data
teported above together with relisnce upon more subjective information
obtalned in the data collection process.

Interdistrice Revenue Differentials

Some 1{information regarding differences in UP revenue collection
efforts can he obtained by comparing revenues across the three
districts from which the UPs were chosen. Tables 24-26 contain mean
nominal per capita revenues by source for Faridpur, Rangpur and Sylhet
districts, respectively, The data supgest that, during the final three
years under analysis, Ul's In Sylhet District outperformed those 1in the
other two areans.  These data, however, include the revenues earned from

markets In efght Sylhet Ul's which Areatly exceeded the amounts collected
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TABLE 24

MEAN UNION PARTSHAD PER CAPITA REVENUES, BY SOURCE
1976-77 - 1980-81: FARIDPUR DISTRICT

(in taka)
Fiscal Year?
Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
l.ocal Rate 0.15 0.03 0.07 0.07 0.06
(5) (5) (1) (1) (2)
Ve~ -y Tax 0.73 1.10 1.46 1.06 1.39
(6) (6) (7) (8) (8)
Other Taxes 0.0003 b 0.0003 b 0.04
(1) (1) (2)
Income From Properties 0.03 0.10 0.11 0.14 0.22
(3) (4) (4) (4) (4)
Fees 0.06 0.09 0.20 0.38 0.06
(2) (2) (4) (3) (3)
Miscellaneous Revenues 0.006 0.18 0.15 0.12 0.02
(1) (4) (1) (2) (2)
Normal Grants 0.42 1.17 0.90 1.37 1.10
(6) (6) (7) (8) (8)
Works Programme 0.14 0.16 0.45 0.39 0.29
(2) (5) (6) (4) (4)
Total Own Source Revenues 0.89 1.35 1.67 1.31 1.56
(6) (6) (7) (8) (8)
Total Own Source Excluding 0.83 1.26 1.47 0.93 1.50
Fees
Total Revenues 1.35 2,65 2.95 2.88 2.80
(6) (6) (7) (8) (8)

a
Numbers 1n parentheses are number of observations from which meant were

computed,
b
No nou-zero entries,

SOURCE:  Union Parishad records,
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TABLE 25

MEAN UNION PARISHAD PER CAPITA REVENUES, BY SOURCE,
1976-77 - 1980-81: RANGPUR DISTRICT

(in taka)
Fiscal Yeara
Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Local Rate 0.09 0.03 0.05 0.G03 b
(7 D) N (2)
Property Tax 0.43 0.51 0.79 0.72 0.80
(1) (12) (12) (13) (13)
Other Taxes 0.04 0.05 0.04 0.04 0.04
(6) (11) (10) (10) (11)
Income From Properties 0.03 0.05 0.05 0.16 0.08
9) (11) (11) 12) (11)
Fees 0.003 0.02 0.05 0.34 0.24
(4) (7) (8) (9) (9)
Miscellaneous Revenues 0.20 0.08 0.04 0.09 0.04
(10) (9) (8) (4) (7)
Normal Grants 0.35 0.95 0.84 0.93 0.97
(11) 12) (12) (13) (13)
Works Programme b 0.19 0.27 0.34 0.32
(11) (11) (11) (11)
Total Own Source Revenues 0.72 0.69 0.97 1.15 1.09
(11) 12) (12) (13) 13)
Total Own Source Excluding 0.72 0.67 0.92 0. 0.85
Fecs
Total Revenues 1.07 1.81 2.05 2.37 2.33
(11) (12) (12) (13) (13)

a
Numbers in parentheses are number of observations from which means were
computed,

b
No non-zero entries.

S0URCF:  Union Parishad records.



68

TABLE 26

MEAN UNTON PARTSHAD PER CAP1TA REVENUES, BY SOURCE
1976-77 - 1980-81: SYLHET DISTRICT

(in taka)
Fiscal Year?
Revenue Source 1976-77 1977-78 1978-79 1979-80 1980-81
Local Rate 0.09 0.09 0.13 0.20 0.19
(14) (6) (2) (3) (4)
Property Tax 0.77 0.97 1.07 1.02 1.37
(17) (19) (19) (19) (20)
Other Taxes 0,08 0.1] 0.11 0.14 0.16
(13) (14) (15) (14) (16)
Income From Properties 0.08 0.06 0.14 0.15 0.13
(14) (16) (14) (16) (15)
Fees 0.04 0.08 1.30 1.32 0.94
(16) (18) (19) (18) (20)
Miscellareous Revenues 0.11 0.18 0.14 0.07 0.12
(12) (11) (12) (10) (10)
Mormal Grants 0.41 1.27 1.20 0.90 1.42
(17) (19) (19) (18) (19)
Works Programme 0.13 0.24 0.29 0.31 0.25
(7) S (12) (17) (13)
Total Own Source Revenuesg 1.09 1.30 2.66 2.56 2.62
(17) (19) (19) (19) (20)
Total Own Source Excluding 1,05 1,22 1.36 1,24 1,68
Feee
Totil Revenues 1.55 2,75 4,04 3.70 4,13
(17) (19) (19) (19) (20)

- — —

a
Punbers {n parentheses are number of observations from which means vere
computed,

BOURCE:  Unifown Parishad tecords,
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from that source 1in all other UPs including other unions 1in Sylhet
District. 1If one decletes fees from own-source revenues, the means are
quite similar although unions in Rangpur District consistently earned the
smallest per capita amounts.

Unicn  parishads in Faridpur and Sylhet distiicts consistently
had larger ner capita property tax collections than Rangpur UPs. On the
other hand, Faridpur UPs apprear not to impose taxes on vehicles, animals
and trades or professions to any significant degree (although it is
possible that accounting conventfons 1in Faridpur include these taxes
among the miscellaneous revenue category). Interestingly, Rangpur
jurdisdictions also consistently earned the smallest per capita amounts
from normal grants, suggesting a possible regional bias in the grant
allocation mechantism. ‘

Table 27 contains a sightly difterent sunroach to the question of
interdistrict ditferences {n UP own source revenue ctffort. Shown there
are the BES entimates of per capita (bP (valued ot factor costs) together
with the wean per capita own source revenues (excluding fees).  The
second panel ju Table 2?7 fudicates the ratdio of per capita GHP in Rangpur
and Sythet relative to that In Faridpur while the tourth panel shows the
ratio of per caplta own source revenuen in the two distelets relative to
Farldpur, Assuming  that  GDP coustitutes the base from which local
revenues can be nobilized, the ratio of the GDP relatives to own source
revenue relatives would be unfty 1f the UPg tn o cach distrlet were putting
forth sdmilnr revenue cttorts,  As shown o the bottom panel fun all but
two casen (Sylhet In 197677 and 19/79-80) nelfther Kangpur nor Sy lhet Ula

were exerting as Yarye relative ettorts an were UPn dn Partdpur,  To two
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TABLE 27

DISTRICTWISE UNTON PARISHAD RELATIVE REVENUE EFFORTS,
1976-77 - 1980-81

1976-77 1977-78 1978-79 1979-80  1980-81

Per Capita GDP

Faridpur 921 1108 1243 1468 1535

Rangpur 1121 1358 1405 1864 1980

Sylhet 982 1412 1451 1951 2152
Relative to Faridpur

Rangpur 1.22 1.22 1.13 1.27 1.29

Sylhet 1.07 1.27 1.17 1.33 1.40

a
Unfon Parishad Revenues

Faridpur 0.83 1.26 1.47 0.93 1.50

Rangpur 0.72 0.67 0.92 0.81 0.85

Sylhet 1.05 1.22 1.36 1.24 1.58
Relative to Faridpur

Rangpur 0.87 0.53 0.62 0.87 0.57

Sylhet 1.26 0.97 0.92 1.33 1.05

Tax Effort Relative to Faridpurh
Raugpur 0.71 0.43 0.55 0.68 0.44
Sylhet 1.18 0.76 0.79 1.00 0.75

ﬂl’er capitia revenues excluding feen (Tables 24-26),

hCnmputcd as the ratfo of the relative (to Faridpur) tax effort to
relat {ve Dy,

SOURCES:  Bangladesh Burcau of Statistics, 1981 Statistical Yearbook of

!Eﬂlﬁlﬂﬁﬁﬁh (Dhaka:  Bangladesh Bureau of Statistics, 1982), pp. 163,
o6 and 367, as well as data in Tables 24-26),
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years, 1977-78 and 1980-61, the Rangpur effort was less than one-half
that 1in Faridpur. While this analysis 1s based on some strong
assumptions including that the sample UPs are representative of UPs
throughout their respective districts and that the GDP data are accurate
measures of the revenue base, it does suggest that there may be some
systematic ditferences 1n the administration of local revenues ac:ooss
these three districts.

llnl\fessi(mjslig Analveis of Revenue Differentials

To address the questlon of systemacic differences in administration
we must vely upon the nmore subjective information collected in the
questionnaires adwinistered to chairmen and scceretaries during the Uup
data-collection ettort.  1The torm of these data does not, however, lend
ftsell to statistical analvsis,

A review ot the questionnaires {ndicates that the largest UP revenue
sour.es, the holdings and chiowkidart tax, 1s nowhere administered as
Indicated in the statutes.,  Eather than being a tax on the annual rental
value of buildings and theit lands, the U property tax fs administered
as 11 it were a conbination ol income and wealth tax, athcelt a tax which
fe assessed on an ad hoo basts, I neatly all unfons it was admitted
that the tax was arnessed by takiag Into account the cconomic condft lon
of the potcntial turnpaver.  In ansver to our question reparvding the basls
ot assessed valuer we obtained respontes: "wealth ol the taxpaver,"
"economic condition o the taxpavor an determined by UP members,” "paviog,
capacity,” ot Inseveral unfons we tearned  that  all  potent fal

taspayers me divided tnto four proups according to thelr percelved
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ability to pay and flat rate amounts are assessed to each group (with the
poorest being tax exempt).

There were several UPs 1in which the respondent seemed tu know the
statutory base of the tax; however, even then there wasg a great deal of
confusion as to whether the tax Is based on annual rental value or the
capital value of buildings and 1land. Furthermore, most respondents
with a knowledge of the statutory base of the tax admitted that the
particular economic situation of the taxpayer was also taken into
consideration. Interestingly, the respondents in Sylhet district were
most commonly tamiliar with the statutues whereas only two or three the
respondents  in Faridpur and Rangpur revealed any knowledge of the
statutes. This implies o greater level of administrative skill in the
Sylhet Ups, On the other hand, when one attempts to relate this
knowledge of the supposed tax base to per capita revenues, no apparent
relationship {s detected.  Indeed, while onc UP secretary In Rangpur was
very krnouledypeable about the statutes, the UP In which he is posted
consistently  webflized per caplita  revenues more than  one standard
deviation below the mean,

Total property tay revsnues depend crucially upon the collection
efficfency (the rtatio of tixes collected to tuxes due). Unfortunately,
piven the ad hoe nature of the Lax assessment  process, collection
cliiclency rattor are not very Intormatfve In terms of inpltying how
successtul a jurfsdictlion 4s mobilistug  resources since, 11 tax
assereients are quite Tow, there s a preater kel thood that more of the
taxer will ulttnately be collected than 11 the fnitia) asnessuenls are

hiph, Tablte 28 hows estimaed tax collect {on etticlency rattes [n
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TARLE 28

UNION PARTSHAD PROPERTY TAX PERFORMANCE INDICATORS

1980-81 Yroperty Taxes Estimated Number
Per of Distress
Capita Collection Warrents Issued
District "nion Parishad Revenues Iiticiency In last 3 Years
Faridpur Panch Khola Tk, 0.27 - None
Chat Maihi 1.28 .60 None
Jhoudi 2.41 -—— 2-3
Alipur 0.80 .16 None
Mizanpur 0.92 .52 None
Ramkantapur 0.55 .16 None
Kasiani 1.88 —— None
Mahieshpur 2.93 .65 100
Rangpur Ulipur Tk. 0.73 .31 58
Gunaigach 1.24 .53 Noue
Dharauibari 0.78 .45 None
Holokhana 0.78 .30 None
Kauthalbari 1.11 40 None
KFholahat i 0.45 A8 None
Fanchandrapur 0.40 .20 None
Poald 0.79 .73 None
Padiakhali 0,69 - None
Malibard 0.95 .58 10-15
Fuptala .89 .67 None
Darshana 1.01 ——— None
Sylhet LOpPay o Tk. 1.78 .78 150
shaistapani 0.5 0] None
hoorpur 0.92 - None
Rlichi G.4n .38 5-8
Chadnighiat 3,05 - None
Famalpu 1.01 90 None
Mur tatlapul .80 -— 8-9
Akallkura 2.952 27 None
Fl.atuna 0.02 - None
Beand Pavar (.59 - None
Fulaura 0.62 ) None

Cwee e e

SOURCE:  Unfon pardshad financial recorvds and personal interviews conducted
duriog March-September, 1982,
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1980-81 for 31 UPs in the three districts together with the per capita
property taxes reported in each., The collection efficiency ratios range
from 16 to 78 percent; however, they are obviously not closely related to
per capita revenues from this tax. Also shown in the Table are the
approximate number of distress warrants 1issued during the three years,
1978-79 through 1980-81 as gathered during the interview. While most
jurisdictions never issued a distress warrant, several reported issuing
as many as 100 during that period. (It should be recognized that we were
not showun copies of the documents so the large numbers may have been
reported mainly to impress the interviewer.) Again, however, there 1s no
obvious relationship between the number of warrants issued and collection
efficiency nor with per capita tax collections.

The conclusion that must be drawn from this impressionistic review
of the local property tax is that it 1is very poorly administered and is
little more than a random assessment of taxes with some possible linkage
with the wealth and income of the taxpayer. Even then, however, we were
told that quite often it is the wealthiest taxpayers who are most likely
to be delinquent {iu thelr tax payments. Thus, the effective tax is most
likely regressive in terms ol income and, due to the ad hoc nature of
assessments, is likely to contaln major liorfizontal, as wel! as vertical,
lncqulticn.l

The Interviews also fncluded questions regarding the administration
of other taxes and tees Jevied at the UP level and also asked for

1

lorizontal equity teters to the equitable tux treatment of "equals"
while vertfcal equity focuses upon equitable treatment of tarxpayers in
dtterent cconomte clrcumatancesn.



75

subjective opinions about how revenues might be further mobilized. Many
of the respondents recognized the weaknesses in the current holdings tax
system; several indicated that in order to improve the tax, additional
security should be provided to union tax collectors by the central
government. With respect to the other taxes and fees, many respondents
telt that higher rates should and could be levied. In addition, some
respondents indicated that the unions should be allowed to impouse taxes
on the erection and re-erection of buildings. This suggestion 1is
reasonable since this levy 1s quite easily administered at the union
level and could be designed to fall more heavily upon wealthier taxpayers
who are more likely to be engaged 1n such building activity. At the same
time, 1t must be recognized that not all unlons aire currently imposing
all ot the levies at their disposal, thus additional revenue mobiltization
elforts should begin by wobIng sure that all UP chairmen, members and

secretaries are aware ot these revenue powers,

Recommendations

Ideally, an empirical review such as this one would have shown a
direct  llnkage between  particular  soctoceonomic  or  administrative
variables and fiscal pertormance,  Glven the lack ot such linkapes, it s
edasier to polnt out problems astoctated with local government resource
mobitizatTon than 1t {6 to derdpn potential solutions to the problems,
heverthelesr,  some recommendations  can be  made, Ve o conslder firat
recommendations pertalning to silla pavishads and then turn to unfon

parfshad tlvances,
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Zi1l1la Parishads

Before focusing exclusively on 2zilla parishad finances, 1t is
appropriate to consider the desirability of maintaining the zilla
parishad as a local government entity in light of the recent efforts to
upgrade the thana 1level of 1local government.1 Currently the 2z111la
parishad is not a local self-government given the 1lack of elected
officials. 1f that situation were to continue Indefinitely (und we would
argue that it should not), one might ask 1f there is any need for a zilla
parishad level of government. The alternative would be to turn over all
revenues and spending activities to the thanas (or unions).

Ve would argue against such a change. The principal responsibility
assigned to ZPs is the communications system, especially transportation,
within the rural areas ot the districts. This is a cruclal service with
the vi1la roads sy:stem serving as the main road arteries. While one
would hope that thanas would recognize the importance of these roads, it
ts quite possible that thana-level decislons would be narrower iu scoupu
and  shorter sipbted than decisions made av  a district-level. For
example, o thana mav decifde to devote a stpniffcant portion of {ts
recources tooa particulin urdion road at the expense of fmproving and
madntafondney o portion ot o S 11la road which passes thronph the thana.,
buch spiltlover  ettects  are  classte within  the public  sector  and
conustitute the primary theoretical reason 1o a layered approach to local
povernment structare,

I T T I N

1
Meparentds  there have  been wome  discussions reparding  the
possibility ot abolbnhifng 2111 par tehadn,
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A second argument against abolishment of the ZP concer:us personnel.
2i1la roads are built to higher specifications than are thona or union
roads therebv requiring greater technical expertise in supervision of
their reconstruction and maintenarce. Tt appears that, even though the
cadre of engineers posted at tic thana level has been upgraded, the
technical expertise ot these personn-1 15 still below that necessury for
complex projects.

Finally, there is a fiscal argument against the abolishment of the
zi1la while transfering its revenuc sources .o the thamas. The largest
revenue source, the immovable prope:ty transfer tax, 1is dependent upon
the sale of propercy within the jurisdiction., Since sales do not occur
in a uniform fashion across space and time, narrowing the areal base of
the tax 1¢ very likely to result ir pgreater year-to-year fluctuations in
revenues.  Since revenue variability has been singled oul in this paper
as a major problem inhercnt at both the zilla and union levels,
increasing that variabil tv veuld be counterprodnctive,

Based on these argunents wie recomnend that:

1. The zilla porishad be wantained as a local government
with its current speonding responsibilities and revenue
sources, Furtherrere, in keeping with the
decentralizotfon ettorts cur-ently focused on the thanas,
we reconnend  that  elections bz held In the z111a
parishads so that thev, too, oo become trulyv local sell
povernment.,

Astuming tbat 211 1a parishad are retatned as local governpents there
are several tecommencations that can be wmade reparding 2P {lnonces,  One

]

This matter 4o discucaed more fully in Larry Schroeder, "Upgraded
Thitiasn:  Stiuctore and Floancdal Powers," Toterim Report Ho, Y, local
Fevenue Adiofrtotration Prodect, Metropollitan studtes Propram, ‘the Maxwell

e

Sehool o raenve, Ve o Syrtacune fafversit s, 1OH D),
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pertains to the recently recommended increase in the number of districts
and hence in the number of zilla parishads. We feel that this policy
should not be pursued. As stated above, any narrowing of the base of the
immovable property transfer tax is 1likely to lead to even greater
instability in transfer tax revenues. A significant increase in the
number of ZPs means that cach ZP will cover a smaller area and would
result in greater amiual fluctuations in own sourre reven.es. Revenue
instability adds to the difficulties of good fiscal planning and should
be avoided whenever possible,

tn addition, the lack of qualified personnel is already an 1issue
associated with wupgraded thanus. Increasing the number of zilla
parishads would exacerbate this problem and should be avoided. Thus:

2. A large number of anew zi1la parishads should not be
created,

The current thana upgrading process includes granting flinancial
powers to these local bodies. 'The Ordinance issued in December 1982
provides neveral revenue sources to the thana; however, we are aware that
discussion are currently taking place which would transfer to these local
bodics the revenues of the 101, Frow the analysis here it is obvious
that such a transferral would prove to be disasterous to the Zr, given
thsir reliance upon this tax levy. Thus:

1. The inmovable property transfer tax should remain a z11la
parishad revenue source.

Uhile not analyzed in detail here, we repeat the recommendation made

1
In un earlfer Interim Report  that property transfer tax rates he

]Alm, "The Tmmovahle Property Transfer Tox in Bangladesh,"
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increased. The analysis of the overall revenue structure as carried out
ia this paper has emphasized the extreme importance of this tax levy. If
2illa parishads are to perform effectively, overall revenues should be
increased. A tax rate 1acrcase to at least 2 percent of the value of
transferred property would greatly improve the fiscal fortunes of most
zi1la parichads. 1t would also be in keeping with the opinions of the 2P
personnel interviewed in the course of this study. Thus:

4. The tax rate of the immovable property transfer tax
should be increased to at least 2 percent.

While we were unable to discern any statistically significant
effects of grants on ZI' 1evenue effort, the structure of the grants
system Is such that 1t contains no incentives to mobilize resources. At
the same time, of course, it must be recopnized that the ZP revenue
structure provides 1ittle «1 no tilscal autonomy to these bodies, which
probably accounts for the statistical findings. Under the assumption
that #il1ta parishads become  self-governments, resource mobilization
efforty should be encouraged with some “iscal autonomy granted Lo the 7ZP.
To that end we recomnend:

S, Zilla pavishad property transfer tar rates should be
allowed to be ret locally within some range, e.g., from 2
to 3 percent,

In tandon uvith f{scal cutoromy should be an alteration in the grant
system which glves the 2P an Inecentive to ut{lize this autonon,, Tor
example, one eastly adninistored incentive would be to provide larger per
caplite prants to thoce localitien levylng the TPTT at o %V percent aate

than vbs Imposing 7 percent vites, At the same time, the findings nof
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this paper suggest that the current grant system 1s far from systematic
in its allocation of monies. Thus:
6. The grant system must be altered such that it is truly a
system with allocation mechanisms known by all and

contalning built-in incentives to mobilize resources.

UInion Parishads

The results of the analysis indicate that the revenue system of
union parishads is dominated by taxes which are, for the most part,
randomly  assessed, This violates one major tenet of good
taxation: certainty In tax administration. The question that then
arises is whether the noldiugs tax can ever be administered im a certain
manucr given the administrative personnel available at the union level.
The issue has major iwplications since poor administration of a local tax
leads to erosfon in the public's confidence in the public sector as a
whole and elevates tax evasion throughout the system,

Two possible pollcics could be pursued--strengthen tax
adriindstration or abolish the levy. The review of the statutory basis of
UP preperty taxes suggests that it is not overly complicated and, if
administered fn the preseribed manner, could be an effective resource
mobilization device with no severe fnequities. Still, the statutory tax
must be adwinictered in the wanner prescribed. 11 the policy decision is
taken to retain this levy, a larpe cducation and trafnirg cflfort must be
undertalen.  The training eftort wust fnclude both techuical aspects of
tax assecsment and adwlnistrattfon as well us wore purely educational
ellorts,

On the technieal side, the findings of our survey wsuppest those

cirryiog out tay  assessmenty  do not, {or the mosat part, have any
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specialized training In assessment practices and that, rather than
reassess every five years as dictated in the statutes, reassessmentsg
occur annually but on the basis of the perceived wcalth and income of the
taxpayers. Furthermore, it is the local UP members who most often carry
out these assessments. Good property tax administration is possible only
if politics are removed as far as possible from tax assessment. An
officer, trained in good assessment practices, could be stationed at the
thana level and carry out reassessments in all UPs in the thama. Local
politicians can then "blame'" Jlocal taxes on this higher level of
government which should reduce some political pressures. This officer
could aleo assist the UP secretary In bookkeeping procedures to improve
the accuracy of records o1l taxpayment and non-payment. Without such an
effort, accurate assessments are unlikely to be transformed into more
equitable and greater yiclds trom the holdings tax.

Other educatiou must go hand-in-hand with this technical training.
Both politicians and taxpaycers nmust be made aware of the importance of
tax comnpliance. No one likes to pay taxes; but it is less painful 1if
there 1s a recognition that one derives some benefit from the taxes that
are paid. lLikcwise, political decision makers must be aware of the
Importance o1 being willing tc collect the taxes levied and to implement
techniques tor improving tax compliance. The latter is possible both
throngh formal legal methods of collecting delinquent taxes (according to
our survey, when these methods are used, people do pay) and informal
methods of encouraging complfance. Awmong the latter are campafgns which

bulld upon a sence of community and the tmportance of everyone paying his



share to support projects und~riaken by the local government. Again, the
property tax technician can help carry out these educational efforts.

Tn the absence of an all-out effort to upgrade UP property tax
administration, it may be preferable to abandon the tax entirely. While
there were rumors of poor tax administration at the UP level, the work
here has documented just how bad it is. If the tax were to be abolished,
additional sources would have to be tapped or other sources made more
productive. While we do not wish to recommend such drastic actions, it
must be considered a possible alternative.

Under the assumption that the central government is serious about
improving local government resource mobilization efforts, we recommend
that:

7. The central government should train and post a "UP
property tax officer" 1in each thana. This person would
be paid by the central government but would provide
assessment services to ecach union within the thana, would
advise secretaries concerning tax record-kecping and
would help coordinate tax campaigns and other tax
education efforts in the unions.

With or without the availability of the holdings tax, further
resource mobilfzation is desirable in union parishads, Our findings
suggest that the bulk of the revenues are currently befing spent for
establ fshment purposes rather than to further development, Only with
additional revenues can development elforts Increase.

One source of UP revenue is from haats and bazairs., While the time
period covered iIn this studv was prior to the recent decision to put the
Minlstry of lLocal Covernment in charge of market adminfstration, the

evidence suggests that this can be an extremely fmportant local revenue

source which must be retatned by the unlon parishads,  Thus:
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8. Local haats and bazaar revenues should not be transferred
to the wupgraded thana as  indicated in the l.ocal
Government Ordinance (Thana Parishad and Thana
Administration Recrganisation) 1482, To do so would
further erode the already weak financial condition of the
UPs and decrease their ability to carry out development
initfatives on their own.

Thought might also be given to abolishing of the haats and bazaars
nanagement committee and turning  its  functions over to the local
government.  This is more feasible under the new arrangement whereby
leases are auctioned to private individuals who operate the markets.
With the Jocal government directly involved in the administration of
these enterprises, it may be less 1fkely that lcaseholders overcharge or,
in other ways, engage in impreper practices,

9. A thorough study ot  haats and bazaars should be
undertaken to coustuer the feasibility of abolishing the
market management committee with {ts functions trans-
terred to unfon parishads.  The study should manalyze the
financial fwpacts of such a policy especially the 1ikel:
eftects on investment in markets, revenue impiications
for unfons with and without large markets, as well as
administrative issucs such as pricing policfes and the
possibility that local governments could operate laats
and baraars rather than leasing them.

Additional VP 1evenues could also be ralsed from fees and taxes
other than tuc holdings tax. Taxes such as the vehicle tax and the tax
on protessions, trades and callings are most elfective’y administered
within small comuunitics where it 1s obvious that a new business has been
estabilshed or that an exfsting enterprize has not patd,  The ratee of
these levies are, however, tlat rate amounts that do not fncrease with
Increases In prices or cconomic activity, therelore revenues grow slowly,

Uhile complexr vates could be desipned to Improve tax buovancy, such a

pollcy would preatly fnercase admiuistrative contua,  Instead, the central
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government should allow new higher rates and periodically update them.
Tt 1s not reasonable to use a model flat rate tax structure that is over
20 years old.
10.  Model tax rates for the vehicles tax and protession,
trade and callings tax should be increased. Further-
more, a policy of wupdating these rates periodically,
e.g., every 2-3 ycars, should be initiated.

Taxes on the erectfon and re-crection of buildings 1s allowed in the
local Government Ordinance; however, we did not find this tax levied in
any ot the sampled unions (it is, however, imposed in paurashavas). This
tax. (with rate: greater than those specified in the Rules of from Tk. 1-5
for thatched roof structures and from Tk. 2-25 for corregated iron
rooting) can be effectively administerced at the union level since
inspection is casy., turthermore, adding even 100 taka to the cost of a
new structure weuld not greatly tmpede new construction and would fall on
those with greater abilfty to pay as evidenced by the fact that they have
the resources to construct the huilding. Thus:

1T, Taxes on the erectlon and re-erection of buildings
should Le fwposed at the union level, A new model tax
schedule  should, however, be  devised prior to the
fwposttion ot this levy.

While the preceding U0 recoumendat fons bave focused on own source
revenucs, a restructured prant system which rewards the mobilization of
resources should Le dnitfated.  bFurthernore, the grant system will need
to recognize the dwportance of matntenance activities which must occur at
the unton levels  Interesting experiments are currently being conducted
In several wnions which, {f generalized to wider areas should aid in

thene ettorte,  Thua
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12, The grant system must be restructured to encourage local
resource mobilization as well as maintenance activities.

This paper has reviewed the fiscal health of zilla and union
parishads. 1t 1s obvious that the patient is not well; but we feel
improvements are possible.  The health will dmprove only through some
strong efforts on the part of the central government to encourype local
resource mobjlization. ‘lhese efiforts must include revision of the rules
regulatiag ltocal bodies, {nvesting in resources designed to {mprove local

revenue mobilizatfon and restructuring the grant svstem.



