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FOREWGRD

This paper 18 the third in a series of interim reports 1ssued
through the Bangladesh Zilla Roads/Local Finance Project. The paper
focuses on what 1s, by far, the most important revenue source for zilla
parishads in Bangladesh--the immovable property transfer tax. The tax,
which also provides a reasonably productive source of revenues for
paurashavas, 1s levied on the value of all land and attached property
hought and sold in the taxing jurisdiction. The current paper reviews
in some detail the methods used to collect this tax, its probable
economic effects, and its revenue peneration history.

The analysis suggests that, by itself, the tax should not have
major detrimental effects on either economic efficiency nor on the
distribution of d4ncome. Tts primary potential weakness lies in 1its
administration. It is =zollected in conjunction with other central
povernment  levies including stamp duties imposed on business
transactions. There is, however, a preat likelihood that the amounts
reported as beirg the transfer price are underreported thereby leading
to smaller revenue yields than potentially could be collected. Alm
provides several recommendations as to how this administrative nachinery
could be strengthened. 1f these changes, together with an increase in
the tax rate, were carried out, the 1immovable property transfer tax
could become an even more productive revenue source for these local
bodies without being a disruptive force on the economy.

The local Finance Project is one component of the Bangladesh Zilla
Roads Maintenance and Improvement 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 issued at the closc of the project, these 1interim
reports are beinp released as the analysis occurs. 1t must be
emphasized that any findings and conclusions contained herein are
rrovisional and may be altered by the time the integrated Final Report
1s 1ssued (scheduled for September, 1983). The work is supported by the
United States Agency for Tnternational Development, Washington, D.C.
under Cooperative Apreement (ATU/DSAN~CA-0198), The views and
interpretations in th.s publication are our own and should not bhe
attributed to the United States Agency for International Development,

James Alm 1s an Assistant Professor of Economics and Senior
Research Associate 1n the Metropolitan Studies I'rogram, The Maxwell
School, Syracuse University,

Larry Schroeder
Project Director
Z11la koads/l.ocal Finance Project
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THE TMMOVABLE PROPERTY TRANSFER TAX IN BANGLADESH

The ability of any government to provide services to its citizens
depends largely on its ability to generate revenues. TImproving the
operation of a government therefore requires an understanding of the
government's tax system: the administration of the taxes, thelr effects
on resource use and on the distribution of income, and their revenue
performance. This paper analyzes one tax that is a major source of
revenues for Jocal governments in Bangladesh: the {immovable property
transfer tax (IPTT). The mair purpose of the paper 1s to outline
reforms in “he administration of the IPTT that will improve its yield.
However, 1in the nrocess the existing administration of the tax 1is
described, and the economic and distributional effects of the tax are
analyzed.

Banyladesh 1s not alone in its use of a property transfer tax.
Such taxes are common in developed as well as in developing countries.
Table ! summarizes the taxes that have been used in several other
countries. Typically, transfer taxes are a central government tax, and

they have sometimes been imposed at high rates. For example, France

]For a discussion of the use of property transfer taxes in other
countries, see Ceorge E. Lent, "The Taxation of Laund Value,"
Tnternat{iona! Monetary Fund Staff Papers, Vol. 14, No. 1 (1967); Carl S.
Shoup, Public Finance (Chicapo: Aldine Press, 1969); Richard M. Bird,
Taxing Agricultural Land in Developing Countries (Cambridge, MA:
Harvard University Tress, 1074); and Roper S. Smith, "The FEffects of
Land Taxes on Development Timing and Rates of Change in lLand Prices" in
Roy W. Bahl, ed., The Taxation of Urban Property iIn Less beveloped
Countries (Madison, WI: The University of Wisconsin Press, 1979).




Countrx

Afghanistan
France

Germany
Greece

Guatemala
Jordan
Korea
Lebanon

Mexico
Nepal
Singapore

Spain
Taiwan

TABLE 1

PROPERTY TRANSFER TAXES IN SLLECTED COUNTRIES

Rate and Base

1 percent on the sale price of land
4.2 percent on the gross sale price of housing;
16 percent on the gross sale price of businesses
7 percent on the value of land
11 percent on the estimated market value of real
property

1 percent on the sale value of real estate

1 percent on the purchase price of land

7 percent on the value of land

3 percent of the purchase price of land for citizens
and 5 percent for foreign buyers

5 to 7 percent of the property's vaijue

5 percent c¢f the property's value

2 to 3 percent of the vaiue of the real property
transferred
7.4 percent on real value of real estate

0.1 percent of the transfer price of real property

SOURCES:

For Afghanistan, France (housing), Germany, Jordan, l.ebanon,
Nepal and Spain:

United Nations, Department of FEconomic and

Social Affairs, "Urban lLand Policles and land-Use Control

Measures,"
Furope," vol. 5, "The Middle Fast'": Crcece:
Ralph Turvey, Studies In Greek Taxation (Athens:

Planning and lconomic Research, 1964); Cuatemala:

vol. 2, "Asla and the Far LEast," Vol. 3, "Western
George F. Break and
Center for
Richard M.

Bird, Taxing Agricultural Land in Developing Countries

(Cambridge, Mass.:
Moon-0k Park, "Urban Land Value and Taxation:
Korea,"
Brown, eds.
Mexico:
Mexico City (Cambridge, Mass.:
France (businesses):

Harvard Umiversity Press, 1974); Korea:

The Case of

in T.and tor the Cities of Asia, A.M, Woodruff and H.R.
(Harttord, Conn.: IUniversity of Hartford, 1971);
Oliver Oldman, et al., Financing Urban Developwent in
Harvard Unlversity Press, 1967);
Martin Norr and Plerve Kor'lan, Tuxat}on in

France, larvard law School World Tax Serles (Chﬂcngo:- Commerce
Clearing louse, 1966); Singapore and Talwan: Orville F. Grimes,
Jr., "Urban Land and Public Poliey: Soclal Appropriation of
Betterment,'" World Bank Staff Working Paper No. 179 (Washington,
D.C., May 1974),



imposes a tax of 16 percent on the gross sale price of husinesses, and
Greece levies an 1! percent tax on the market value of real property.
Due to the overlap in tax bases, many of these transfer taxes are also
related to other taxes, such as property, capital gains, and wealth
taxes,

The history of transfer taxes in other countries has made the tax
an unpopular one with many ohservers. The most common criticism is that
transfer taxes hinder the efficient exchange of property, thereby
discouraging development.l Nevertheless, these taxes remain popular
with governments. Yor one thing, they are likely to be progressive 1n
their patterns of incidence. In addition, they are an attractive source
of revenue to tax administrators. Typically, such taxes are levied on
some measure of the value of the trausaction and are collected at the
time the transaction is legally registered., Collection of the tax is
therefore relatively simple, and the legal necessity of deed
registration makces complete evasion unlikely. Finally, in developing
countries like HBangladesh, the ahsence of alternative tax bases at the
local government level means that the TPTT is likely to remain of major
importance for some time. A thorough analysis of the IPTT 1s therefore
important, both in understanding its current operation and in suggesting
ways to improve {it,

The remainder of the paper 1s as follows. The next sectlon

describes the current adminfstration of the 1PIT. The revenue

lThls point 1s forcefully mwade by Oldman, ¢t al, Financing Urban
Development In Mexico City; Shoup, Public Flnance; and Bird, Taxing

Agricultural Land in Developing Countries,




performance of the tax is then discussed, followed by an analysis of the
effects of the tax on such facinrs as the volume of transactions, the
efficiency of property use, and the distribution of income. Various
reforms aimed primarily at improving 1ts vield are outlined 1in the

concluding section.

Features of the Tmmovable Property Transfer Tax

The IPTT is of major importance to those local governmert units in
Bangladesh--zi1lla parishads and paurashavas—-that receive its revenues.
Tables 2 and 3 indicate that the IPTT contributes substantial amounts of
revenues to these governments, particularly to zilla parishads. In
1980-81, 1PTT revenues were 76.2 percent of the total revenues of zilla
parishads and 4.2 percent of those of paurashavas.

It must be emphasized, however, that at no point in the
administration of the TPTT--in the determination of the base and rate of
the tarx, 1n 1its collection, in the disbursement of its revenues--do
z11la parishads and paurashavas play an active role., TInstead, the tax
is under the control of the Ministry ot law and land Reform. Describing
tlie IPTT as a local tax 1is theretore misleading. This fact has
important dimpiications for the efficiency with which the tax 1is
currently administered. These implications are discussed in more detail
later.

Pase of the Immovable Property Transfer Tax

The 1PTT {s levied on the reported market value of all Immovable
property that {s exchanged., The tax therefore falls on the value of land

and bulldings, Only structures that are permanent, or attaclhied to the



TABLL 2

IMPORTANCE OF IMMOVARLE PROPERTY TRANSFER TAX
IN PAURASHAVA FINANCES

Transfer Tax Transfer Tax
Paurashava Revenues Frorm Pevenue as Revenue as
.. Inmovable Property Transfer Tax Percent of Percent of
Nominaé Nomina% Feal Real c Paurashava Own Paurashava
Year (total) (mean) (total) (mean) Source Revenue Tctal Revenue
197¢-77 2,609,690 173,979 2,609,690 173,979 3.2 2.8
(15) (15)
1977-78 3,445,156 226,677 2,990,587 199,372 6.8 2.9
(15) (15)
1978-79 4,611,542 307,436 3,631,135 242,076 3.9 3.5
(15) (15)
1©79-80 7,357,514 490,501 5,015,347 334,357 5.2 4.5
(15) (15)
1980-81 7,986,926 532,462 4,861,184 324,079 4.2 3.7
(15) (15)

a‘.'ominal at current taka.

b 2z
Real at 1676-77 taka.
c . .
The number in the parenthesis represents number of observations used to compute mean.

SOURCE: Paurashava Records.



Year

1976-77

1976-80

1980-81

IMPORTANCF OF L /AMOVARLE PROPERTY

_Qgﬁinala homina%
(total) _(mean)
45,104,550 2,819,034
(16)
58,241,679 3,425,981
(17)
72,057,218 4,003,178
(18)
99,901,744 5,257,986
(19
85,474,641 4,498,665
(19)

aNuminal at current taka.

bReal at 1976-77 taka.

7il1a Parishad Revenue From

TABLE 3

TRANSFER TAX

Real Real c
_(total) (mean)
45,104,550 2,819,034
50,557,013 2,973,942
56,737,967 3,152,109
68,099,348 3,584,176

2,023,519 2,738,080

1IN ZILLA PARISHAD FINANCES

Transfer
Revenue
Percent of
Parishad

Tax
As
Zilla
Own

Source Revenue

69.2

74.5

75.4

77.3

76.2

Transfer Tax
Revenues as
Percent of
Zilla Parishad
Total Revenues

40.6

41.1

45.9

49.7

46.3

c . . .
The number in the parenthesis represents number of obervations used to compute mean.

SOURCE:

Zilla Farishad Records.
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property, are taxed. Movahle 1tems such as vehicles, animals, or
personal property are not subject to the tax. There are no exemptions.
It shiould be emphasized that, while the legal base of the TPTT is
the market value of immovable property, the tax 1s actually collected on
the reported value of the transaction. The two values obviously may
differ. Because the amount of the 1PTT that must be paid increases with
the reported value of the property, the buyer will often understate the
sale price. Tn addition, the buyer must pay other fees anc duties that
increase markedly with the reported value, again giving him an incentive
to underreport. The scller may also wish to underreport the sale price
because a higher price means greater capital gains and wealth taxes}
In short, it 1s in the intercst of both the buyer and the seller to
understate for tax purposes the value of the property in order to reduce
the amount of taxes and other fees th:t must be paid. 1f detection of
the undervaluation 1s unlikely, or if undervaluation even if detected
goes unpenalized, then evasion of the TPTT through this means will be
great, Indeed, 1t 1is 1likely that undervaluation 1is the factor most

responsible for reducing the revenues of the 1PTT below its potential.

lOff]cjals interviewed in the course of this study suggested that
overvaluation mav occur Iin  some instances. For example, the
governmental vight of precmption at declared value may lead a buver to
overstate the sale price. Overvaluation may also occur when property
owned by a partnership is sold by an individual partner to A
non-partner, pangladesh  law  provides that in  this instance the
remaining partners have the option to purchase within four wmonths the
transacted property at the declared price.  The new owner may therefore
be willing to overstate the sale price in order to reduce the likelthood
of this option being erercised. Finally, a buyer who anticlpates that
he will scli the property in the near future may overstate the purchase
price 1n order to reduce capital gains upon sale. Nonetheless, the
ol ficials helleved that undervaluation 1s far more common than
overvaluatieon.



Rate of the Immovable Property Transfer Tax

The IPTT 1is 1imposed at the rate of one percent of the reported
value of the property. This tax rate 1s determined by the central
government. Several local government officials interviewed in this
study believe that the tax rate could be doubled or rripled with little
effect on the volume of transactions. Although this recommendation has
been sent to the central government, the rate has not been changed.

Taken alone, the rate of the IPTT 1is low and sn is unlikely to have
a significant effect on such things as the incentive to undervalue
property, the volume of transactions, or the efficiency of land use.
However, there are numerous additional registration fees and stamp
duties that must be pald when property i1s transferred, many of which
depend on the value of the transfer. These fees and duties are
discussed in detail 1later. When looked at 1in their entirety, the
combination of the TPTT and these other fees adds up to an effective tax
rate that can be quite high.

Collection of the [mmovable Property Transfer Tax

Although the TIPTT 1s a major source of zilla parishad and
paurashava revenues, neither level of government has any direct control
over its collection. Instead, the tax is collected at offices and by
employees of the Ministry of Law and l.and Reform located at the district
and thana level. At the district level, the District Registrar oversees
the collection process; the Sub-registrar collects the tax at the thana,

The collection of the I1PTT is straightforward, To establish legal

claim to a property, the purchaser of a property nust register the deed



of ownership at a Ministry office. A District Registrar may register
property located anywhere in the country; if the property does not 1lie
within his district he will send a copy of the deed to the Registrar of
Land in the district in which the property is located, and the transfer
tax 1s credited also to that district. On the other land, a
Sub-registrar may only register property lying within the thana under
his jurisdiction. The IPTT, along with the other fees, is collected in
full at the time the deed is registered. As noted above, the bulk of
these charges depend on the value of the transaction, and the va'ue vhat
is used is that given by the purchaser. The recording officers do not
attempt to verify that the true market value of the transaction 1s
reported. Indeed, the operating procedures that have been given to the
District Registrars and the Sub-registrars are quite explicit in stating
that their dut.es do not include verification of the ~ctual value of the
property. [he procedures followed by the officers are outlined in the

Benga! Registration Manual of 1928, which states that "officers are not

responsible for checking the evaluation of the property"(pagc 83).
Instead, the officers are concerned onlv that the amount of the fees
that must he paid to register the deed correspond to the reported value
of the transfer,

1f the recording officer suspects undervaluation, he may report
this to the Dbeputy Commissioner (b)) of the district. The DG then
determines the value based on the sale prices of comparable properties.
The decision of the DC is final, aund the 1PTT must be paid on the value
get by him. However, interviews with ofticlals indicate that detection

of undervaluation 1s extremely rarve. Moreover, cven if undervaluation
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is detected, an individual 1is not penalized. Instead, he must simply
pay the remainder of the tax that is due. It should be noted that there
is some confusion about procedures when undervaluation 1is detected.
Some officlals suggested that a fine equal to ten times the amount that
should have been paild on correctly valued property may be imposed;
others said that they did not know the appropriate procedure te follow.
In any event, the fact that there are no sanctions against undervalua-
tion means that evasion through this meaus will be widespread.l

Allocation of the Immovable Property Transfer Tax Revenues

Of the total tax collections, 3 percent is retained by the Ministry
of lLaw and Land Reform in order to pay for the administrative costs of
the tax. The Ministry also vreceives all stamp and repistration fees.
These revenues are deposited at banks in an account assigned to the
lnspectur General of Registration. The remaining 97 percent of the
taxes is distributed either te the zilla parishad, in a bank account of
the Chairman of the District Council, or to the paurashava. The latter
disbursement depends on the location »f the transferred property. Vhen
the vproperty is Jlocated within a paurashava, the revenues are
distributed to that paurashava; when located outside a paurashava, the
revenues go to the zilla parishad. The zilla parishad and the
paurashava learn about their tax revenues through a statement sent by

the collecting officer.

1, )
It can be shown that some ta¥ evasion will occur if the

probability of being detected and penalized is less than 1/(1+P), where
P 1s the rate at which the penality 1sg imposed. Since there is no
penalty here, an individual will benefit on average by undervaluation as
long as the probahlity of detection s legs than 100 percent.



i1

The 97-3 allocation formula is a new one in fiscal year 1981-82.
In previous years, th. Ministry of Law and Land Reform (then the
Ministry of Land Reform and land Administration) kept 5 percent of the
tax revenues and distributed the remaining 95 percent to the appropriate
local government.

like their duties in other aspects of the administrative process,
the roles of officials at the zil1la parishad and the paurashava in the
allocation process are entirely passive. Many indicated that they make
little attempt to determine--indeed, they have no way to know--whether
they are r~celving their correct share of the tax revenues. Rather,
they are simply told the amount of the tax revenues that they are to

receive, and this amount is outside their control.

Relation of the Tmmovable Property Transfer Tax to other Taxes and
Duties

The IPIT is a tax on the value of immovable property that is traded.
As such, its administration has implications for several other taxes
whose bases are related to that of the I1PTT. The most important of
these taxes are the capital gains tax, the lLand Development Tax, and the
stawp and registration duties that are jmposed on property transfers.

Capital Cains Tax. An Individual who sells property for a higher

price than he pald for it realizes a capital pgain. Under a 1947
amendment to the Income Tax Act of 1922 (Section 12B), the incremental

value {s subject to the cepital gains tax in the personal income tax.

l wp

The wealth tax and the gift tax arce also related to the IPTT.
Howevcr, these taxes are of minor importance to the central government,
and they are not discussed here.
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At the same time, the total value of the transfer is also subject to the
IPTT. The bases of the two taxes are therefore related, and more
accurate assessment of one tax could improve the collectionr of the
other. Unfortunately, however, the administrative 1links of the two
taxes appear to be weak.

Admittedly, much of the property snbject to 1PTT 1s exempt under
Section 128 from the capital gains tax, although it is not possible to
determine the magnitude of these exemptions. For example, capital pains
from the sale of agricultural 1and located more than five miles from a
paurashava or a cantonment board are not taxed. Capital gains from the
sale of a residence are also not taxed if the procecds are reinvested in
another residence. The distribution of property on the partition of a
findu Individual family, or by gift, bequest, or will is also excluded.

Nevertheless, it 1is 1ikely that the tax bases overlap in many
cases. To illustrate the connection between the two taxes when no
exeuptions are {nvolved, conslder an individual who purchases land (1.)
with permanent structures (s). Tae initial value (VO) of the property
equals ‘PL0L+PSOS]’ where PLU is the initlal unit price of land and PSO
is the inftial unit price of the structures. At the time of his
purchase the buyer must pay the 1PTT, equal to .OlVO. When the property
is sold at some future date for some value Vl > VO’ the same individual
must pay taxes on the capital gains, equal to the capital galns tax rate

(tt) times the increment In the value (V]—VO).l

1 .
The individual who buys the property must, of course, pay the 1PTT

of .01 Vl.
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This formulation also i1llustrates the incentives to misstate the
value of the property that face the individual. Understatement of the

lewers the 1PTT, and understatcment of V. lowers the

initial value V 1

0
capital gains tax. On the other hand, the capital gains tax is reduced
by overstating VO. 1t is therefore apparent that, while the individual
always gains by underreporting V], he faces conflicting tax incentives
in deciding the initial wvalue to “rclavre: for each 1 taka that the
indlvidual underreports VO’ he saves .01 taka in less IPTT, but he pays
an additional capital gains tax of tG taka.] Because tG exceeds .01 for
most taxpayers, it would appear that the individual should overstate VO'
lowever, as will be seen later, a buyer must also pay stamp duties and
registration fees, which increase with the initial wvalue. These
additional charges may be quite high, and, when thev are combined with
the IPTT, they create a strong incentive to underreport the initial
purchase price.2

It is obvious that there 1s a close connection between the 1PTT and
the capital gains tax. Strict enforcement of the 1PTT could therefore
be helpful in collection of the capital gains tax, if accurate reportiug

of wvaluation 1s achieved f{or the IPTT and if this information 1g

transmitted to those who collect the income tax. The opposite is also

]Recnnse the property will not be sold unti] some future date, the
individual comparees at time 0 the .01 taka pain from the 1PT" with the
present value of the additional capital gains tax. Vor example, if the
individual expects to sell the property in one year, the additlonal
capital gains tax equals LC/(1+r), where r is the interest rate.

? )
Note olso that the wealth tar and the gift tax are based on VO' 50
that these tares increase the {ncentive to undervalue.
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true: more accurate assessment of the capital gains tax could aid iIn
the administration of the TIPTT. Unfortunately, these administrative
ties are largely absent. 1t is the case that property valued at more
than Tk. 20,000 cannot be registered without an affadavit called the
income tax clearance cartificate, which certifies that income taxes have
been paid on the property (Section 47A of the lncome Tax Act). However,
agricultural land is exempt from this requirement, and there is no
verification of the declared value on the certificate. Consequently,
while some dntformation from the capital gains tax 1s potentially
available to aid in the administration of the IPTT, the quality of this
information {s ocuestionable. And, 1in the other direction, the
information gained from the TPTT is not used to administer the capital
gains tax.

The IPTT cannot be a substitute for the capital gains tax. Because
the transler tax is based on the total value of the exchange, not the
increment, 1t dis only a crude way of taxing capital geins,
Nevertheless, the hasic problem ol undervaluation of transfers is commoun
to both. Coordination could improve the eficiencv of both taxes,

!
L.and Development Tax. The Land Development Tax in its present form

was created by the lLand Development Tax Ordinance of 1976, although the

tax rates were changed in 1982 to a more complex graduated structure,

]For further discussion of the Land Development Tax, see James Alm,
"The Land Developmert Tax in Bangladesh," lLocal Revenue Adminirtration
Proiect, The Maxwe'l School (Syracuse, NY: Syracuce University,
fortheomtng): and  Farbara D, Mitler and James Woznv, "The TLand
Development Tax In Lanpladesh:  'nafghts From the 1980 lLand Occupancy
Survey,"” local Pevenue Administration Yroject, The Maxwell School
(Syracuse, NV:  Syracuse University, 10873),



The tax 1s administered by the Ministry of l.aw and Land Reform, and its
revenues are kept by the central government. 1t is a tax based on the
total land holdings of an individual--size, not value, is the base--and
s0 1t requires accurate records of the ownership of property.

In practice, coordination hutween the 1PTT and the l.and Development
Tax 1s achieved as follows. ‘lhe land Development Tax is collected in
rural areas by tahsildars, under the supervision of the Circle
Officer-Revenue of the thana. When a property 1s exchanged, the
Sub-registrar of that thana sends a Land Transfer Notice to the
CO-Revenue. This notice contains such informaticn as the name of the
seller and of the buver, the value and the date of the transaction, and
the amount of land in the transaction. The CO-Revenue gives the notice
to the appropriate tahsildar, who verifies that the transfer has
occurred. I it has, the tahsildar chanpges the record of ownership,
called Repister 1 or Records of Right,

The numher of land transfers is substantial, and the verification
process may take some time to be completed, In some districts the
officials are one to two years behind 1n registering deeds.
Consequently, rthe Pecords of Right may not be up-to-date. In Beani
Rarar thana, Sylhet District, there were three to four thousand
transfers  in  fiscal vyear 19R0-81;  in Nagarkanda thana, Faridpur
District, there were more than 1400 transfers in the same period. For
the Sviher and Faridpur Districts, there were 260,000 and 150,000 deeds
fn 1979, vespectivelv., Since the process hy which the ownership records
are altered takes some time--the (O-Revenue In Beani Bazar estimates

that  the 15 tahsildars under his supervision can handle only two
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thousand transfers each year--the records may not accurately reflect
current ownership.

Stamp Duties and Registration Fees. The IPTT 1s not the only tax

that must be pald by an individual pu-chasing a propertv. There are
numerous additional fees that must be paid in stamp duties and
registration fees at the time of regisration. These schedules are
penerally progressive and constitute a much higher tax rate than the
IPTT alone. Taken together, the effective tax rate on transfers can he
significant.

The most dimportant of these charges is the stamp duty. The Stamp
Act was enacted 1In 1899, The duties remained unchanged until the
IF'inance Act of 1980, which established the rate schedule shown in Table
4. Stamp duty depends on the declared value of the property. 1Tt is
required to establish the transfer deed as a legal document. Without
the proper amount of stamps on the decument, the purchaser cannot create
legal evidence of title to the property. This factor gives a strong
incentive for an individual to register his purchase of property and
makes full evasion of the stamp duty, as well as the other taxes,
unlikely. lowever, the steepness and progressivity of the stamp duties

make evasion through undervaluation attractive; that 1s, stamp duty may
1

0.' Since the recording ofticial does

be reduced by underreporting V
Hetle to verity the value of the property, most officials believe that

evasion through this means 1s quite common,

1
Stamp duty may also be avoided hy splitting the transaction into
several smaller ones, due to the progressivity of the rate structure,
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TABLYE 4

STAMP DUTY AND REGISTRATION FEF A

Stamp DUEX

Value of Property Marginal Duty Rate
(in takas) (in percents)
1 - 10,000 6
10,007 - 130,000 9
30,001 - 60,000 12
60,00% —- 100,000 15
ahove 100,000 17.5

Registration Fee A

1l - 50 1
51 - 100 2
101 - 250 3
251 - 500 8
501 - 1,000 12
1,001 - 1,500 18
1,501 - 2,000 26
2,001 - 2,500 30
2,507 - 2,000 36
3,001 - 4,000 42
~bove 4,000 7¢, plus 10

for each additional
500 in value or
fraction thereof

SOURCE: Finance Act of 1980,
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Fven more so than in the case of the TPTT, there 1s a strong
incentive for individuals to evade the stamp duties aud registration
fecs through undervaluation of the property. For administrative
purnoses, the 1PTT, the stamp duty, and the A fee are effectively the
same. Unfortunately, the enforcement mechanisms in all cases are the
came and offer '.rtle effective deterrence. Ffforts to improve the
collection efficiency of the TPTT would obviously aid in the collection
of the other fees.

The Revenue Performance of the Tmmovable Property
Transfer Tax

In designing or reforming any tax system, there are at least three
major issues that must be addressed: the effects of the tax on the use
of resources, the impact of the tax on the income distribution, and its
ability to generate revenues. In this section the revenue performance
of the IPTT is examined. [ts allocative and distributional effects are
discussed in the following sections.

The TPTT revenues of selected paurashavas and all zilla parishads
for the fiscal years 1976-77 to 19P0-81 are given in Tables 6 and 7,
respectively. The revenues of all paurashavas showed a substantial
increase both in nominal and real (1976-77) terms over thls period. In
current caka, paurashava TP1TT revenves rose by over 200 percenti even
adjusted for inflation, revenues rose by 86.3 percent. The revenues of
all zilla parishads in nominal terms show a steady increase up to
1979-80, with reverncs falling bv over 14 percent in 1980-8B1. Despite

the fall in the last fiscal year, however, nominal revenuas rose by 89.5
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Roth the level of IPTT revenues and the growth {n these revenues
are matters of concerm. 1t is important to note that the level of 1PIT
revenues 1is quite low; that is, nominal and real per capita revenues are
on average very small, even with the growth that has occurred since
1976-77. Only Maulavibazar among the paurashavas and Dhaka among the
zillas received more than 1 taka p=r person in real terms in 1980-81.
1{ per capita revenues are taken as measure of tax effort, then such
effort is extremely low.

A different issue is the growth in 1PTT revenues. Revenues from
the TPTT may grow for several reasons. The value of all properties that
are exchanged mav {ncrease, either becanse there is 2 greater volume of
sransactions ofr because the prices of the properties increase. An
{ncrease in the tax rate may also penerate more revenues. Finally,
revenues may 1Increase if there {is an improvement in collection
afficiency, notably detection of undervaluation. 0f these three forces,
it is likely that only the tirst has been a major factor in the prowth
of revenues here, cince the tax rate has not bheen changed and there have
been few administrative changes that could have {mproved collection
etficiencv. The revenud prowth 1s primarily due to the larger volume of
transfers that normally accompanies economic growth, as well as to the

)
fnflation that pangladesh has experienced in recent years.

1 .

The touial tax collections (1) frow the TPTT may bhe represented as:
T = etnV

where ¢ measures collection elficiency and equals 1 when all taxes are

collected, t !% the tax rate of the 1PTT, n i{s the number of transfers,
and V [ the averape value ol @ tronsfer. 1f there 1s no change In
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Given the importance of the IPTT in individual paurashava and zilla
parishad finances--see Tables 10 and ll--automatic growth in revenues
from the IPTT is particularly important. There are constant pressures
for increased government expenditures, and it is desirahle that revenues
increase with these demands. Since discretionary changes in any tax may
be costly, slow, and unpopular, automatic growth 1in revenues is
desirable.

One way to measure the responsiveness of the 1PTT is by its income
elasticity, or the percentage change 1in revenues divided by the
percentage change in income. Unfortunately, there is no information on
income by paurashava or by district. However, a crude measure of
district income may be obtained for the fiscal years 1976-77 to 1979-80
from value added in agricultural production. Tf agricultural 1income
grows at the same rate as all income, then its use in calculating the
income elasticitv does not create any errors; if agricultural income
grows faster (slower) than all dincome, then the calculated elastlicity
underestimates (overestimates) the true income elasticity.

Fstimates of the district level income elasticity of the IPTT are

presented in Table i?, based on average prowth rates in tax revenues and

(cent.) collection efficlency and the tax rate, and if the total value
of the transfer 1is determined largely by the value of land, not
structures, of the property, then the propoertional change 1in tax
collections is:

where P, is the unit price of land and A denotes a change in the
relevant varinble,
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value added for the period 1976-77 to 1979-80. These estimates must be
used with caution. However, they suggest that on average the 1PI! prows
slightly faster than income. They also demonstrate the variabiliry in
yleld by district that was noted earlier.

In sum, the TPTT has generated increasing amounts of taxes in the
last several years, both in nominal and real terms. Its revenues have
also tended to increase at a slightly faster rate than income. However,
its yield 1s still quite low when viewed in per capita terms. This
suggests that the main problem with the 1PTT as a source of revenues is
the level, not the growth of its revenues. Consequently, if the level
can be Increased by improvements ivu collection efficiency, then reverues
will continue to keep pace with growth in the economy,

The Ffrects of the Transfer Duties on the Efficiency
of Property lUse

Because the IPTT 1s {wposed at a low rate, it is tempting to think
that its presence will exert no influence on the transfer of property.
In fact, this 1s correct but misleading. As discussed earlier, the TPTT
s only one of several duties levied on transfers. The tax rate from
all dutles together 1s at least 8 percent and may rise to over 20
percent for large-valued transactions. Such tax rates are likely to
affect dectsions about property transfers., In this and the following

section, the eftects of the combhined transter duties are examlned,
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As noted by Shoup, a transfer tax is essentially a tax on
differences of opinion about the desirability of holding property.l Tn
the absence of the tax, a vransfer will occur if a buyer believes the
property to be worth more than the seller; with the tax, the buyer must
believe the property to be worth more than the seller by at least the
amount of the tax. T1f opinions differ widely, as 1s likely when the
economy 1s growing and markets are active, or if the tax rate is low,
the tax may have little effect on transactions. At other times,
however, the tax may be a significant deterrent to the exchange of
property. In the latter case, the tax has particularly harmful effects.
Bv reducing the volume of transactions, the tax hinders the transfer of
properties to more productive uses. In addition, methods used to avoid
the tax--division of parcels to avoid the progressive rates of the stamp
duties, or transfer of effective but not legal control of the property
(e.g., long leases)--may be wasteful, Finesly, the friming of
development may be delayed if the presence of the tax leads the owner to
detay the sale of the property to developers until he can accunulate
funds to develop the property himselt (the Tock-ip (-ffect).2

A smoothly working market 1n property serves a useful economic
purpose by encouraping the transfer of resources to more productive
uses. Of course, transfers are not always productive. For eqample,

property mav he bought or sold for purely speculative reasons. However,

See Shoup, Public Flnance,

?ch Smith, "The Effects of Land Taxes on Development Timing and Rates

of Change in Land Prices.”
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an individual will generally purchase property only if he expects a
positive return from the transactions. As noted long ago by Ricardo,
transfer taxes '"prevent the national capital from being distributed in
the way most beneficial to the community."] Because the transfer duties
in Bangladesh are {imposed at high rates, 1t is likely that they
discourage productive transfers of property «nd so diminish the
efficiency of the economy.

The Nistributional and Fquity Fffects
of Transfer Duties

Transfer duties are nominally paid by the buyer. However, this
does not necessarily mean that it is the buyer who ultimately pays, or
"bears the burden,”" ol the tax. Just like a commodity tax may be borue
by the buyer or the seller or both, the true burden of the transfer
tax-~and It 1is very much like a commodity tar--may bear no relation to
its legal burden,

The division of the transfer duties between the bhuyer and the
seller depends on the relative responsiveness of the two parties to a
change in the price of the property, or what i1s called the elasticity of
demand and of supply.2 1f buyers are willinp and able to pay the price

inclusive of the transfer duties without significantly decreasing thelr

1
The quotation s from Carl S. Shoup, Ricardo on 'Puxat[gg (New
York: Columbia University Press, 1960), p. 57.

2'l*‘m‘mnllv. the elastlceity of demand s detined as the percentaoge
change {n quantity demanded divided by the percentage chanpe in price.
The elasticity o supply s defined in a similar wanner and cquals the
percentage change In quantity supplied divided by the percentape change
In price,
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purchases--that is, if their demand is inelastic~-then they are likely
to bear most of the tax burden. On the other hand, it sellers must
offer for sale the same amount of property without much repard to
the price that they receive (an inelastic supply), then it is the
sellers who will pay the tax. With buyers and sellers both responsive
to the price of property, the division of the tax burden is more
difficult to determine. 1n general, those with the less responsive
actions will bear the bulk of the burden.

Without Information on the elasticities of demand and supply, it is
not possible to determine precisely whether it 1is the buyer or the
seller of the property who pays the transfer duties. However, because
the duties are borne by either the buyer or the seller of the property,
and because either purty is likely to be among the wealthier members of
soclety, it is hard to escape the conclusion that the taxes fall more
heavily on the rich than on the poor.

1t is also likely that the transfer duties are borne in part by
those owners who do not even trade their property. For example,
consider a tax on the transfer of ownership shares (or stock) of a
business. Tn the extent that the price net of tax falls--that 1is, to
the extent that sellers of the stock bear some of the burden--all owners
of the stock pay the tax becausc their shares are worth less. This
result is known as tax capftalization and mears that those who own the
stock at the time of the tax bear part of the burden., In the case of
transfer dutles, capitalization implices that all owners of property pav

part of the tax. Because ownership of propertv is concentrated in upper
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TARLE 13

DISTRIBUTION OF POPULATION AND LANDHOLDINGS

Decile of Percent ot Total
llouseholds With Percent of Sample l.andholdings
Plot-Size Range Population Within Within Each

(acres) Each Decile” Decile
1st ( 0 ) 11.6  ( 132.4A) 0 ( 0)
2nd ( 0- .03) 3.9 ( 15.5) 1| D
3rd ( .04- .10) 8.7 ( 24.2) N .9)
4th (.11- .29) 8.9 (1.1 1.1 ( 1.6)
Sth ( .30-  .60) 9.4 ( 42.9) 2.6 4.2)
Ath (.h1-1,08) 9.3 ( 51.8) 4.6 ( 8.8)
7th (1.0~ 1.63) 10.1 ¢ 61.,9) 7.6 ( 16.4)
8th 1.64- 2.53) 10,7 (. 72.6) 11.9  ( 28.3)
9ch (2.54= 4.,02) 12,1 ( 84./1) 10,3 ( 47.6)
10th  (4.47%=76,27) 5.3 (100.0) 52.4  (100.0)

a, : .
Cumu'ative percentages are provided In parentheses.

SOURCE: Barbara D. Miller and James Wozny, "The Land Development Tax
in Bangladesh: Insights From the 1989 Land Occupancy Survey,"
L.ocal Revenue Aduninistration Proiect, The Maxwell School
(Svracuse, NY:  Syracnse linfversity, 1983).
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Income 1s found to be <closely linked to the distribution of land
ownership--Alamgir and Ahmad conclude that "unequal distribution of
landholding has been found to te hiphly correlated with unequal
distribution of income and high iacidenc: of poverty"1——transfer taves
that {all on land and property owners will be borne largely by the
wealthy,

Transfer duties fall short of sevecal criterfa for an equitable
tax. They are nect tailored to the {individual circumstances of the

taxpaver,

those whe find legal means to circumven:

duties are

the tax.

They may be evaded by those who are dishonest and avoided by

Nevertheless, the

likely to improve the equity of the Bangladesh tax svstem:

those who have the greatest ability to pay are taxed most heavilv,

Summary and Kecomrendations

The TPTT 1s of major lmportance to lccal governments in Bangladesh.

It generates substantial revenucs

for 724V71a parishads and,

to a lesser

extent, paurashavas, revenues that can be expected to {ncrease with
growth 1in the economy, Jt is likely that the TPTT, taken alone, has
Httle ctfect--postitive o1 negative--on the efficiency of resource use
and on the distributfon of Income, (Stch 1s not the case tor all
transter dutles taken together. See the earlier discussion.) As one of
the few local povernment tar sources, the [PUIT ds Tikely to remaln
fmportant for some time to come, The wmi in consideration in reforming
the IPTT must therefore be In dmproving {ts revenue pertormance.,  The

1
AMampir and Almad, "vPoverty and Inceme Distribution o Bangladesh:

Fvidence and Polictes," p. 21,
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following recommendations, which consider both rate and administrative
issues, address this goal.
Tax Rates
Revenues from the 1PTT have grown 1in the past at a rate slightly
faster than income. Nevertheless, the level of tax effort, as measured
by revenues per capita, remeins extremely low. Because the tax rate of
the TPTT is both low and low relative to the total tax rate on property
transfers, an 1ncrease is likely to generate additional tax revenues
with little adverse effect on the exchange of property. Thus, in the
short-run:
1. The tax rate of the 1PTT should be increased. At &
minimum, an increase to 2 pcercent 1is called for. At
the same time, the central government should give some
thought to decreasing the maximum rates 1n  stamp
duties because high rates mav discourage potentially
effictent transters of immoveable property.
If there is no change in collection efficiency and no change In the
level of total propertv transferred, such a rate increase would double
the revenues currently earned by the local bhodies from the IPTT. One
might anticipate that the increase 1in total rate will discourage some
transfers; however, it fs not reasonable to expect that a doubling of
the 1PTT rate would result in a full halving of properties transferred
when the 1P {s considered in conjunction with other stamp duties. One
possible assumption is that the reported value of transferred property
wil! deeline proportionatelv to the percentage Increase {n the overall
rate. 'f an averape rate for the stamp duty is 1l percent, an Increase
in the 1P from ! to 2 percent amounts to an 8.3 percentage Inerease In

the effective overall rate associated with the transfer of property.
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Even 1if reported transfers of property declined by 8.3 percent, the
effect of the new higher IPTT rates would be to increase local
government revenues by 83,4 percent.1 Tn the case of z111a parisheds,
which already are highly dependent upon the IPTT as a revenue source,
such an {increase would greatly improve their abilfties to mecet the
demands for public services,

While the previous recommendation could be carried out immediately,
in the longer run another change in the system is desirable. Currently,
the 1PTT 1s really a central government tax levy with all revenues
dedicated to the particular local iurisdiction in which the fmmovable
property is located. Tt is a central government tax in the sense that
both tax rates and the administration of the tax are carried out by
central government authorities rather than by the Jlocal bodles
themselves. 1f decentralization of politfcal and administrative powers
is to occur, a transfer of the taxing powels is necessary. Thus, In the
longer run:

2. 71110 parishads and paurashavas should be glven the
power to scet the rate of the IPTT within some stated
bounds. For example, the range may be set from 1-3
percent.

Such a change would pive these local bodies taxing antonomy fin

keeping with a decentralized decisfor-raking regfme while still not

1
Using the same notation as previously, the proportional change (n
tax collections in response to a charge in the tax rate lu:

AT
2

At , M l)i_;_) , Ot ’/\_('n_\.Ju)_

(n¥) Yoy

where nV Is the tax base of the TP,
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The fact that the central government already administers the TPPT
in conijunction with the stamp duties provides an advantage in making
recommendation 3 an effective one. That 1s, the Ministry of Law and
Land Reform can make 1t a policy to reward those Registrars and
Sub-registrars who are successful in detecting undervaluation. To this
end:

4. Fvaluation of the job performance of collection
officials should 1nclude their effectiveness at
detecting undervaluation of property. Job performance
should, in turn, influence theilr subsequent promotions
and transfers.

In a similar vein, the tahsildars who verity the tiansfers after
registration can easily be included in the conpliance process since
they, too, are ultimately under the control of the Ministry of law and
land Reform. Again, idncentives should be provided to this group to
review diligently the reported transactlion prices of transfers and to
report those which apparently have beop undevestimaved, Thus:

5. Government officials 1n the thana 1n which the
property is loncated should be rewarded when they
detect undervaluation of property transfers. Again,
these svewards can take the form of promotions and
desirable transters,

The detection of undervaluatiou would he greatly facilitated 1t
additional information were available to the previously-mentiencd
of ficials including the Sub-registrars and tahsildars. A reasonable
gselling price for a parcel ot propertv will probably Dbe related to its
value when previously sold; therefore, §f such intormation 1s made

available, chances wfll he dmproved that undervalvation will Dbe

detected,  Thus:e
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6. A transfer should not be allowed until the previous
deed of ownership, along with evidence of its previous
purchase price, is presented.

Property values do, of course, difter greatly throughout
Rangladesh., Still, similarly situated properties within a paurashava or
a thana are likely to have quite similar prices with factors such as
nearness to roads, access to water, and types of structures playing the
dominant roles in price differentials. Tt should be possible to
construct for each thana a table of average property values per decimal.
The table would classify property by several major and easily
identifiable characteristics and then assign average oOr approximate
values to these broad property types. This, too, should aid in the
detection of significant undervaluations of transaction prices. Thus:

7. A schedule of approximate propertv values, broken down
by major property characteristics, should be developed
and updated annually in all thanas. These schedules

should be made available to all ofticials involved 1in
the administration of the lmmovable Property Transter

"

rax ta be used as a puide for ascertaining if reported
transfers are undervalued,

While detection of undervaluation ls a necessary condition for its
elimination, it is also important that the {ndividuals participating in
such i1legal activity be punished. At present there are nou penalties on
undervaluation. Thus:

&. Penalties tor undervaluation should be imposed and

publicized, These penatties  should include &
cuhstantial tire, equal to o multiple of the evaded
tax. 'u addition, subsequent transter of the property

shonld not be permitted until the tax due plus penalty
i1s paid,
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Some type of system whereby either the government or a private
individual 1s allowed to buy the property at the declared value might
also be considered. However, such schemes have usually failed to work
very well,

All of the above admini:trative reforms could be implemented
inmediately or at least over a fairly short time period. As
administrative decentralization takes place, however, it will be
desirable to take advantage of the decentralization of powers and
involve the local bodies more ~ctively in the administration of the
IPTT. For efficlent administration it is desirable cthat the central
government continue to administer the stamp duty and oversee the legal
transfer of property. That is, it would not be efficient for the local
bodies to set up a duplicate system of administration of the 1PTT,
However, the [IPTT does play an extremely important role 1n the
determination of revenue of the 7ZPs. Thus:

9. The local bodies derlving funds from the IPTT should
regularly Jinspect and {nvestigate the manner {n which
the tax» {s belr , administered locally to dinsure that
undervaluation 1s being detected and that the total
tax Lliability due the jurisdiction 1is properiy being
credited to {1ts accounts,

As decentralization of administration proceeds 1n the longer run,
the system of administration should be altered so as to maximize the

extent to which the incentives fnherent in a decentralized structure can

be used to encourage fmproved administration of the tax levy. One such
U I )

1
Such "self-assessment”" programs weve originally proposed by John

D, Strasma, "Market-Fnforced Selt-Assessment tor Re 'l lstate Taxes,"
Rulletin ftor Internaticnal Flscal Documentat fon (1965), pp. 3I53-1673 and

F97-4747, Yor a critical discussion, see Shoup, Public Finance,
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reform that could occur if local bodies become autonomous from the
central government is to reward those local bodies that detect and
ultimately collect the IPTT associated with undervaluation of property.
While the details of the scheme would have to be worked out:

1l0. Those 1local bodies in which undervaluation 1is
detected and successfully adjudicated are to share
one-half of the penalty associated with the
underreporting and, in <ddition, will ~ain
one-quarter of the additional stamp duty associated
with the same underreport:ng.

This should provide considerably more incentive to local government

representatives to iInsure that the base of the IPTT 1is fully reported

and properly administered.



