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FORFWO RD 

This paper is the third in a series of interim reports issued
 
through the Bangladesh Zilla Roads/Local Finance Project. The paper

focuses on what is, 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, is levied on the value of all land and attached property
bought 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 generation Itistory.
 

The analysis suggests that, by itself, the tax should not have 
major detrimental effects on either economic efficiency nor on the 
distribution of Income. 
 Its primary potential weakness lies in Its
 
administration. It is collected 
in conjunction with other central
 
government levies includlng stamp 
 duties imposed on business 
transactions. There 
is, however, a great likelihood that the amounts 
reported as beIng the transfer price are undeireported thereby leading 
to 
smaller revenue yields than potentially could be collected. Alm
 
provides several recommendations rs to how this administrative machinery
could be strengthened. If these changes, together wit'i an increase in 
the tax rate, were carried out, the Immovable 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 FInarice Project is one component of the Bangladesh ZJI a 
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 close of the project, these interim 
reports are being released as the analysis occurs. It must be 
emphasized that any findings and conclusions contained herein are 
provisional and may be altered by the time the integrated Final Report

Ls issued (scheduled for September, 1983). The work is supported by the
 
United States Agency for International Development, Washington, D.C. 
under Cooperative Agreement (Al ii/DSAN-CA-t1198). The views and 
interpretations in th.s publication are our own and should not he 
attributed to the United States Agency for International D)evelopment. 

James Aim Is an Assistant Professor of Economics and Senior 
Research Associate In the Metropolitan Studies Program, The Maxwell 
School, Syracuse University.
 

Larry Schroeder 
Project Director
 
Zilila koads/l,ocal Finance Project 
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THE IMMOVABLE PROPERTY TRANSFER TAX IN BANGLADESH 

The ability of any government to provide services to its citizens 

depends largely on its ability to generate revenues. Improving the 

operation of a government therefore requires an understanding of the 

government's tax system: the administration of the taxes, their 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 local governments in Bangladesh: the immovable property 

transfer tax (IPTT). The main purpose of the paper is to outline 

reforms In %he administration of the IPTT that will improve Its yield. 

However, in the nrocess the existing administration of the tax Is 

described, and the economic and distributional effects of the tax are 

analyzed.
 

Ban?'ladesh is not alone In Its use of a property transfer tax. 

Such taxes are common in developed as well as in developing countries.I
 

Table 1 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 

IFor a discussion of the use of property transfer taxes in other 
countries, see George E. Lent, "The Taxation of Land Value," 
International Monetary Fund Staff Papers, Vol. 14, No. 1 (1967); Carl S. 
Shoup, Publi_Finance (Chicago: Aldine Press, 1969); Richard M. Bird, 
TaxIng Agrictil tural Land In Developing Countries (Cambridge, MA: 
Harvard University Press, 1974); and Roger S. Smith, "The Effects of 
Land Taxes on !)evelopment Timing and Rates of Change in Land Prices" in 
Roy w. imlih, ed ., Tile Taxation of Urban Property In Less Developed 
Countries (Madison, WI: The University of Wisconsin Press, 1979). 
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TABLE 1 

PROPERTY TRANSFER TAXES IN SELECTED COUNTRIES 

Country 	 Rate and Base
 

Afghanistan I percent on the sale price of land
 
France 4.2 percent on the gross sale price of housing;
 

16 percent on the gross sale price of businesses
 
Germany 	 7 percent on the value of land
 
Greece 11 percent on the estimated market value of real
 

property
 
Guatemala 1 percent on the sale value of real estate
 
Jordan 1 percent on the purchase price of land
 
Korea 7 percent on the value of land
 
Lebanon 3 percent of the purchase price of land for citizens
 

and 5 percent for foreign buyers
 
Mexico 	 5 to 7 percent of the property's value
 
Nepal 5 percent cf the property's value 
Singapore 2 to 3 percent of the value of the real property 

transferred 
Spain 7.4 percent on real value of real estate
 
Taiwan 0.1 percent of the transfer price of real property
 

SOURCES: 	 For Afghanistan, France (housing), Germany, Jordan, Iebanon,
 
Nepal and Spain: United Nations, Department of Economic and
 
Social Affairs, "Urban Land Policles and Land-Use Control
 
Measures," vol. ?, "Asia and the Far East," Vol. 3, "Western 
Europe," vol. 5, "The Middle East"; Greece: George F. Break and 
Ralph Turvey, Studies in Creek Taxation (Athens: Center for 
Planning and Economic Research, 1964); Guatemala: Richard 11. 
Bird, Taxing AjgricItural land in Developing Countries 
(Cambridge, Mms.: Harvard l'niversity Press, 1974); Korea: 
Moon-Ok Park, "Urhan L,a ml Value and Taxation: The Case of 
Korea," in Land for the Cities of Asi, A.M. Woodruff and i.R. 
Brown, eds. (Hlartlord, Conn.: University of Hartford, 1971); 
Mexico: Oliver O1dmnn, el al., Financing Urban Development in 
MexiCo City (Cambridge, Nass.: Hlarvard Universitv Press, 1967); 
France (businesses): Martin Norr and Piterre 'orlan, Taxation In 
France, Harvard law School World Tax Series (Chicago: Commerce 
Clearing House, 1966); Singapore and Taiwani: Orville F. Grimes, 
Jr., "Urban land and Public Policy: Socinl Appropriation of 
Betterment," World Bank Staff Working Paper No. 179 (Washington, 
D.C., May 1974). 
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imposes a tax of 16 percent on the gross sale price of businesses, and
 

Greece levies an 11 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 observers. The most common criticism is that
 

transfer taxes hinder the efficient exchange of property, thereby 

1 
discouraging development. Nevertheless, these taxes remain popular 

with governments. For one thing, they are lIkely to be progressive in 

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 transaction 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 makes complete evasion unlikely. Finally, in developing 

countries lie Bangladesh, the absence ot alternative tax bases at the 

local government level means that the IP'T is likely to remain of major 

importance for some time. A thorough analysis of the I PTT is therefore 

important, both in understanding its current operation and in suggesting 

ways to improve it. 

The remainder of the paper Is as fol lows. The next section 

describes the ciijrrent admi nistrat ion of the 1PTT. The revenue 

I'llts point 1, forceful ly I e by O dma41 , et al , Financ ng Urban 

Devel opinent inJnlioup, Finlnce; Bird,Mexlcoittv ; Public and Taxing 
.Aricitural Liand In l)eve 1opIn Countrfes. 
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performance of the tax is then discussed, followed by an analysis of the
 

effects of the tax on such factors as the volume of transactions, the 

efficiency of property use, and the distribution of income. Various 

reforms aimed primarily at improving its vield are out]Jned in the 

concluding section. 

Features of the Immovable Property Transfer Tax 

The IPTT is of major Importance to those local governmert units In 

Bangladesh--zi1la 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, iPTT 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 

admnistration of the IPTT--In the determin-,tion of the base and rate of 

the tax, in its collection, in the disbursement of its revenues--do 

zila parishads and pauraslbavas play an active role. Instead, the tax 

is under the control of the Ministry ot Law and land Reform. Describing 

te 1 as local is therel ore misleading. factPT a tax ThJ s has 

important implications for the efficiency with which the tax is 

currently adminilstered. These implicat ions are discussed In more detail 

later.
 

Base of the Immovable_'rO l erty 1 ransfer Tax 

The 111T is levied on the reported market value of all immovable 

property t hat is exchanged. The tax therefore falls on the vallie of land 

and buldings. Only sttuctires that are permanent, or attacled to the 



TABLL 2 

IMPORTANCE 	 OF IMLOVAPLE PROPERT' TRANSFER TAX. 
IN PAITRASHAVA FINANCES 

Transfer Tax Transfer Tax
 
Paurashava Revenues From Revenue as Revenue as
 

Tmovablerr_ pertv Transfer Tax Percent of Percent of
 
Nominal Nomin;.] Peal Real Paurashava Own Paurashava
 

a
Year (total) (mean) (total)__ (mean)c Source Revenue Total Revenue
 

1976-77 2,609,690 173,97P 2,609,690 173,979 3.2 	 2.8
 
(15) 	 (15)
 

1977-7F 3,445,156 229,677 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)
 

1979-80 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)
 

Nominal at current taka.
 

bReal at 1976-77 taka.
 

Clhe uimer in the parenthesis represents number of observations used to compute mean.
 

SOURCE: Paurasliava Records.
 



TABLE 3 

IMPORTANCF OF -,YOVAP.LF PROPERTY TIRANSFFP TAX IN ZILLA PARISHAD FINANCES 

Transfer Tax Transfer Tax 

Zi]la Parishad Revenue From Revenue As Revenues as 

Immovable Propertv Transfer Tax Percent of Zilla Percent of 
N'ominal Nominal Real Real Parishad Own Zilla Parishad 

Year (total)a (mean)c (total)b (mean)c Source Revenue Total Revenues 

1976-77 45,104,550 2,819,034 45,104,550 2,819,034 69.2 40.6
 
(16)
 

1977-78 58,241,679 3,425,981 50,557,013 2,973,942 74.5 41.1
 
(17)
 

1978-79 72,057,218 4,003,178 56,737,967 3,152,109 75.4 45.9
 

(18)
 

1979-80 99,901,744 5,257,986 6P,099,348 3,584,176 77.3 49.7
 

(19)
 

1980-81 85,474,641 4,498,665 52,023,519 2,738,080 76.2 46.3
 
(19)
 

aN oinal at 
current 
taka.
 

bReal at 1976-77 taka.
 

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

SOURCE: Zilla Farishad Records.
 

http:YOVAP.LF
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as vehicles, animals, or
property, are taxed. Movable items such 


personal property are not subject to the tax. There are no exemptions.
 

It should be emphasized that, while the legal base of the IPTT is 

the market value of immovable property, the tax Is actually collected on
 

the reported value of the transaction. The two values obviously may 

the I1TT that must be paid increases with
differ. Because the amount of 


the property, the buyer will often understate the
the reported value of 


sale price. In addition, the buyer must pay other fees an' duties that 

reported value, again giving him an incentiveincrease markedly with the 

to underreport. The seller may also wish to underreport the sale price
 

gains and wealth taxes.I 
means greater capiLal

because a higher price 

In short, it is In the interest of both the buyer and the seller to 

understate for tax purposes the value of the property in order to reduce 

thit must be paid. If detection ofthe amount of taxes and other fees 

the undervaluation is unlikely, or if undervaluation even if detected 

goes unpenalized, then evasion of the IPTT through this means will be 

great. Indeed, it is likely that undervaluation is the factor most 

the lPTT below its potential.
responsible for reducing the revenues of 

suggested thatOfficials interviewed in the course of this study 

occur in some instances. For example, theovervaluation may 

governmental right of preemption at dcClared value may lead a buyer to 

overstate the sale price. Overvaluation may also occur when property 

is soold by an i ndIJvi dual partner to aowned by a partnership 
law proves that in this instance thenon-partner. Bangl;desh 


remaining partners have the option to purchase within four months the 

d,l ated price. The new owner m'iy thereforetransacted property at the 
in order to reduce the likelihoodhe will tng to overstate the sale price 

of thi, option being eyercised. Finally, a buyer who anticipates that 

he will srll the property in the near future may overstate the purchase 

In order to reduce capital gaIns upon sale. Nonethele ss, theprice 
ol ficials helleved that undervainaiion is far more common than 

ove rva lua t Ion. 
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Rate of the Immovable Property Transfer Tax
 

The IPTT is imposed at the rate of one percent of the reported
 

value of the pcoperty. This tax rate is determined by the central
 

government. Several local government officials interviewed in this
 

study believe that the tax rate could be doubled or Lripled 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 is low and so Is unlikely to have
 

a significant effect on such things as tile 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 paid when property is transferred, many of which 

depend on the value of the tranisfer. These fees and duties are 

discussed In detail later. When looked at in their entirety, the 

combination of the IPTT and these other fees adds up to an effective tax 

rate that can be quite high. 

Collection of the fmmovable Property Transfer Tax
 

Although the TPTT is a major source of zill.a 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 land Reform located at the district 

and tliana level. At the district level, the District Registrar oversees 

the collection process; the Sub-registrar collects the tax at the thana. 

'1e collection of the IPTT Is straightforward. To establish legal. 

claim to a property, the purchaser of a property must rugister the deed 
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office. A District 	Registrar may register
of ownership at a Ministry 


property located anywhere in the country; if the property does not le
 

send a copy of the deed to the Registrar of
within his district he will 


Land in the district in which the property is located, and the transfer
 

other L.and, a
 
tax is credited also to that district. On the 


Sub-registrar may only register property lying within the thana under 

along with the other fees, is collected inhis jurisdiction. The JPTT, 

the bulk of
full at the time the deed is registered. As noted above, 

of the transaction, and the vq'-e uhat
these charges depend on the value 

is used is that given by the purchaser. The recording officers do not 

true market value of the transaction is 
attempt to verify that the 

reported. Indeed, the operating procedure, that have been given to the 

District Registrars and the Sub-registrars are quite explicit In stating 

value of the
that their dut.es do not include vrification of the -ctual 

by the officers are outlined in the
property. flhe procedures tollowed 

1928, which sLates that "officers are notBengal Registration Manual of 

evaluation of the property"(pagU 83).
responsible for checking the 

the officers are concerned only that the amount of the fees
Instead, 


that mist he paid to register the deed correspond to the reported value
 

of the transfer. 

If the recording officer suspects undervaluation, he may report 

this to the Deputy 	 Commissioner (DC) of the district. The DC then 

based on the sale prices of comparable properties.
determines the value 

must be paid on the value
The decision of the 	 DC I:s final, and tlbe IPTT 

detection
 
set by him. Hlowever, interviews with otticlals indicate that 

rare. Moreover, even if undervaluationof undervaluation Is 	extremely 
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is detected, an individual is 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 is detected. 

Some officials suggested that a fine equal to ten times the amount that 

should have been paid on correctly valued property may be imposed; 

others said that they did not know the appropriate procedure to follow. 

In any event, the fact that there are no sanctions against undervalua­

tion means that evasion through this means will be widespread.
 

Allocation of the Immovable Property Transfer Tax Revenues
 

Of the total tax collections, 3 percent is retained by the Ministry 

of Law and Land Reform in order to pay for the administrative costs of 

the tax. The Ministry also receives all stamp and registration fees. 

These revenues are deposited at banks in an account assigned to the 

Inspector General of Registration. The remaining 97 percent of the 

taxes is distributed either to 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. \.len 

the property is located wi thin a paurashava, the revenues are 

distributed to that paurashava; when located outside a paurashava, the 

revenues go to the zilla parlshad. The zilla parishad and the 

paurashava 1earn about their tax revenues through a statement sent by 

the collecting officer.
 

1 It can he shown that some tax evasion will occur I f the 

probability of being detected and penalized is less than .1/(1+1), where 
1P is the rate at which the penality is imposed. Since there is no 
penalty here, an Individual will benefit. on anverage by undervaluation as 
long as the probablity of detecL on !s le,!s than 100 percent. 
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The q7-3 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.
 

l.ike their duties in other aspects of the administrative process, 

the roles of officials at the zilla parJshad and the paurashava in the 

allocation process are entirejy passive. Many indicated that they make
 

little attempt to determine--indeed, they have no way to know--whether
 

they are r-!elving 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 immovable Property Transfer Tax to other Taxes and
 

Duties 

tax on the value of immovable property that is traded.The IPTT is a 

As such, its administration has implications for several other taxes 

whose bases are related to that of the IPTT. The most important ol 

these taxes are the capital gains tax, the Land Development Tax, and the 

duties that are Imposed on property transfers.I 
stamp and registration 

Capita! Gains Tax. An individual who selLs property for a higher 

price than lie paid for it realizes a capital gain. Under a 1947 

to the Income Tax Act of 1922 (Section 12B), the incrementalamendment 


value Is subject to the cipital gains tax in thr personal Income tax.
 

[The wealth tax and the gift tax are also related to the IPTT. 

these taxes are of minor Importance to the central government,flowevcr, 

and they are not discussed here.
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the total value of the transfer 
is also subject to the
 

At the same time, 


more are therefore related, and 

the two taxes
IPTT. The bases of 


of the 
of one tax could improve the collection 

assessmentaccurate 

links of the 
however, the administrative two 

other. Unfortunately, 

taxes appear to be weak.
 

is exempt tinder 
the property subject to lPTT 

Admittedly, much of 

is not possible to 
gains tax, although it 

12B from the capitalSection 

determine the magnitude of these 
exemptions. For example, capital gains
 

five miles from a
 
land located more than 

the sale of agriculturalfrom 

are not taxed. Capital gains from the 
hoardor a cantonmentpaurashava 

reinvestedprocecds are 
are also not taxed if the in 

sale of a residence 

on the partition of a
of propertyThe distributionanother residence. 

excluded. 
or by gift, bequest, or will is also 

Hindu Individual family, 

the tax bases overlap In many 
it is lilely thatNevertheless, 

nothe two taxes whenbetweenthe connectionTo illustratecases. 
(L)who purchases land an individualinvolved, considerexemptions are 

of the property
(S). Toe initial value (VO ) 

permanent structureswith 

, where P. is the init.al unit price of land and PSO 
equals I 1() 1.+P S 

At the time of his
the structures.price of

is the itiltia] unit 

the property 
pay the IPTT, equal to .O1V . When 

the buyer mustpurchase 

VO , the same individual 
date for some value VI > 

at some futureis sold 

to the capital gains tax rate 
on the capital gains, equal

must pay taxes 

In the vilue (V I-V ).1 
the increment(t G) times 

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


of .01 V I1
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This formulation also illustrates the incentives to misstate the
 

value of the property that face the Individual. Understatement of the 

initial value V0 lowers the IPTT, and understatement of V] lowers the 

capital gains tax. On the other"hand, the capital gains tax is reduced
 

by overstatin2; V0. It is therefore apparent that, while the Individual
 

always gains by underreporting V], he faces conflicting tax incentives 

in deciding the initial value to Iril:lre: for each I taka that the 

individual underreports V0, he saves .01 taka In less IPTT, but he pays
 

an additional capital gains tax of t G taka.- Because exceeds .01 fort(G 

most taxpayers, it would appear that the Individual should overstate VO . 

However, as will be seen later, a buyer must also pay stamp duties and 

registration fees, which increase with the initial value. These
 

additional charges may be quite high, and, when they are combined with 

the IPTT, they create a strong incentive to underreport the Initial 

purchase price. 
2 

It is obvious that there is a close connection between the IPTT and 

the capital gains tax. Strict enforcement of the IPTT could therefore 

be helpful in collection of the capita] gains tax, if accurate reporting 

of vaJuation is achieved for the IPTT and i0 this information Is 

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

IBecntise the property will not be sold until some future date, the 
individual compnare, at time 0 the .01 taka gain from the IrPT'' with the 
present value of the additional capital gains tax. For example, If the 
individua.! expects to sell. the property in one year, the additional 
capital gains tax equals t G/(i+r), where r is the Interest rate. 

2Note o so that the wealth tax and the gift tax are based on VO, so 
that these tayps Increase the Incentive to undervalue. 
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true: more accurate assessment of the capital gains tax could aid In 

the administration of the IPTT. Unfortunately, these administrative 

ties are largely absent. It is the case that property valued at more
 

than Tk. 20,000 cannot be registered without an affadavit called the 

income tax clearance certificate, which certifies that income taxes have
 

been paid on the property (Section 47A of the Income 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 information from the capital gains tax is potentially 

available to aid in the administration of the IPTT, the qua]ity of this 

information is questionable. And, In the other direction, the 

information gained from the TPTT is not used to administer the capital 

gains tax. 

The IPTT cannot be a substtiute for the capital gains tax. Because 

the transfer tax is based on the total value of the exchange, not the 

increment, it is only a crude way of taxing capital gains. 

Nevertheless, the basic problem of undervaluation of transfers Is common 

to both. Coordination could improve the ecficiencv of both taxes. 

land Deve!opment Tax. The Land Development Tax in its present form 

was created ',,, tl,e Land Development Tax Ordinance of 1976, although the 

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

For fu-ther di scussion of the Land Development Tax, see ,JamesAIm, 

"The Land lDeve pme-t Tay in langladesh, local Revenue AdmIni ltration 
Proeect , The Maxwll School (Syracuse, NY: Syracuse University, 
forthcoming) ; ;nO Q rhn rn ). Mi ller and James Wozny, "The Land 

D)evelopment Tax In ,angladesh: nsights From the l980 ],and Occupnn(y 
Survv,'" noca! Pevenue Admnilnistrati on Project, The Maxwel I School 
(S;yracuqe, YV: Syr,.cuse Unitvermttv, 19H'3). 



The tax is administered by the Ministry of law and Land Reform, and Its 

revenues are kept by the central government. It Is a tax based on the 

total land holdings of an Individual--size, not value, is the base--and
 

so It requires accurate records of the ownership of property. 

In practice, coordination butween the IPTT and the Land Development 

Tax is asachieved follows. 'lhe land Development Tax is collected In 

rural areas by tahslIdars, under the supervision of the Circle 

Officer-Revenue of the thana. When a property Is 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 buyer, 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. If it has, the tahsildar changes the record of ownership, 

called Register I or Records of Right. 

The number of land transfers is substantial, and the verification 

process may take some frme to be completed. In some districts the 

officJals are one to two years behind In registering deeds. 

Consequently, the Records of Right may not be up-to-date. In Beani 

na'ar thana, Sylhet District, there were three to four thousand 

transfers In fiscal 
 year 1980-PI; in Nagarkanda thana, Farldpur 

District, there were more than 1400 transfers in the same period. For 

the v1het anid Faridpur Districts, there were 260,D0 and 150,000 deeds 

in 1979, rev;pctive v. Since the process by which the owuership records 

are altered takes some t imp--the Co-Revenue In Heani Bazar estimates 

that the 11 tahn;ldars under [is supervisiou 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 is not the only tax 

tat must be paid by an individual pu-chasing a property. There are 

numerous additional fees that must be paid in stamp duties and 

registration fees at the time of regisratlon. These schedules are
 

generally progressive and constitute a much higher tax rate than the 

IPTT alone. Taken together, the effective tax rate on transfers can be 

significant. 

The most important of these charges Is the stamp duty. The Stamp 

Act was enacted in 1899. The duties remained unchanged until the 

Finance Act of 1980, which established the rate schedule shown in Table 

4. Stamp duty depends on the declred value of the property. It is 

required to establish the transfer deed as a legal document. Without 

the proper amount of stamps on the document, 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. H!owever, the steepness and progressivity of the stamp dit:ies 

make evasion through undervaluation attractive; that Is, stamp duty may 

be reduced by underreportlng V. SJnce the recording ofc idal does 

little to verilty the value of the property, most officials believe that 

evasion through this means Is qutite common. 

]Stamp duty may also be avoided by splitting the transaction into 
several smaller ones, due to the progresslvity of the rate structure. 
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TABLE 4 

STAMP DUTY AND REGISTRATION FEE A 

Stamp Duty 

Value of Property Marginal Duty Rate 
(in takas) (in percents) 

I - 10,000 6 
10,001 - '30,000 9
 
30,001 - 60,000 12
 
60,001 - 100,000 
 15
 
above 100,000 
 17.5
 

Registration Fee A
 

1 - 50 1
 
51 - 100 2
 

102. - 250 
 3
 
25] - 00 
 8
 
501 - 1 ,000 12
 

1,00' - 1,500I 18
 
2.,501 - 2,000 26 
2,001 - :1,50o 30
 
2,50- - -,000 36
 
3,0)! - 4,000 
 4?
 
,7bove 4,00(l 7(', plus 10 

for each additional 
500 In valve or 
fraction thereof 

SOURCE: Finance Act of 1980.
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Various registration fees must also be paid. The most important of
 

these is the A fee, also shown in Table 4. In addition, the purchaser
 

must pay the E fee (four takas per document) and the N fee (two takas
 

per page in the registration book). Unlike the stamp duty and the A
 

fee, 	these latter fees do not depend on the value of the property.
 

The total payments--TPTT, stamp duty, and A fee--on transfers of
 

various values are given in Table 5. The average tax rate on transfers
 

is seen to be very high, rising from about 8 percent on transfers whose
 

value Is Tk. 1,000 to well over 15 percent for property valued above Tk.
 

100,000. The charge most responsible for the high tax rate Is the
 

stamp duty. The IPTT contributes a small and declining proportion of
 

the 	liability as the property value increases.
 

A property need not be large to have a substantial total tax Imposed
 

on it. For example, in Beani Bazar thana, Syihet District, 30 decimals
 

(about 1/3 acre) of farm land close 
to a road sell for 30 to 50 thousand
 

taka, according to local officials; the total transfer duties on this
 

property would range from Tk. 3290 to Tk. 6290 or an 
effective rate of
 

from 11-12.5 percent. Similarly, officials in Rajoir thana, Faridpur
 

District estimated that 52 decimals (slightly more than acre) would
 

sell for 10 to 20 thousand take, depending on whether It was irrigated;
 

the total duties here would vary between Tk. 890 and Tk. 2090 or a rate
 

in the range of 9-10.5 percent. The total transfer charges can
 

0: therefore be substantial even for small properties, and the bulk of the
 

charges is paid in stamp duties,
 

IThe maximum tax rate (average and marginal) approaches 20.5 
percent for propertieA exceedIng Tk. 1.million in value. 
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case of the 1PTT, there is a strong
Even more so than in the 


incentive for individuals to evade the stamp duties and registration
 

fees through undervaluation of the property. For administrative
 

puroses, the IPTT, the stamp duty, and the A fee are effectively the
 

same. Unfortunately, the enforcement mechanisms in all cases are the
 

same and offer "'ittle effective deterrence. Efforts; to improve the
 

collection efficiency of the IPTT would obviously aid in the collection
 

of the other fees.
 

"'he Revenue Performance of the Immovable Property
 

Transfer Tax
 

threein designing or reforming any tax system, there are at least 

major issues that must be addreF,,sed: the effects of the tax on the use 

of resources, the impact of the tax on the income distribution, and Its 

generate revenues. Ini this section the revenue performanceability to 

of the IPTT is examined. Its allocative and distributional effects are 

discussed in the following sections.
 

The IPTT reveiiues ot selected paurashavas and all zilla parishads 

ror the fiscal years 1976-77 to l9PO-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 this period. In 

current ,ka, paurashava TPTT revenves rose by over 200 percent, even 

adJtlsted for infl tion, revenues rcse by 86.3 percent. The revenues of 

all zil la parishads in nominal terms show a steady increase up to 

in 1980-81. Despite1979-80, wi th revenues falling by over 14 percent 

the fqil in the last fiscal year, however, nominal reven,,es rose by 89.5 
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percent over this period,. The, revenues ofiali zilla-parishads aIsn.rose 

slightly (15.3 percent) in real terms over the period.
 

Nevertheless, the overall increase In tax revenues for all
 

paurashavas and zilla parishads hides substantial variation in the 

performance of the IPTT for the individual governments. For example,
 

the paurashavas of Faridpur, Khu]na, Dhaka, Barisal, and Chittagong had
 

increases In nominal tax revenues of over 200 percent, while the
 

Increases in Sylhet, KurIgram, Habiganj, Mymensingh, and Galbandha were
 

less than 100 percent. The experiences of zilla parishads also differed
 

widely. Dhaka, Khulna, and Pabna had Increases in nominal tax revenues
 

by amounts ranging from 100.1 to 214.2 percent; on the other hand,
 

several zilla parishads, notably Dinajpur and Kushtia, experienced
 

0I
 
little gain in revenues. The story is the same for real tax revenues.
 

The increases in nominal tax revenues were large enough to increase
 

nominal revenues per capita for ne.-Lly all paurashavas and zilla
 

parlsbads, as shown in Tables 8 and 9. However, real per capita
 

revenues fell for many zilla parishads, due to the sharp decline In
 

revenues in 1980-81. Again, there were great differences for the
 

individual governments. Real per capita revenues rose by over 50
 

percent for the paurashavas of Dhaka, Chittagong, Khulna, and Farldpur
 

but fell for Mvmensingh, flabigan.1, Rangpur, Kurigram, and Sylhet. For
 

zilla parishads, only Dhaka, Khulna, and Pabna had an Increase of more
 

than 10 percent In real per capita revenues over tile entire period.
 

Note that the nominal (and real) revenues of Sylhet and Jamulpur 
declIties in 1980-83. In the case of Syliet this is due to the use of 11 
revised estimate for revenues in 1980-81; for Jamulpur, it is due to the 
-]ack of data from earlivr years. 
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fromRevenuesin IPTT revenues.
is the growthissueA different 

thatof all propertiesThe valuereasons.for severalmay growthe IPTT 
ofvolumeis a 	 greatertherebecauseeithermay 	 increase,are exchanged 
Anincrease.

of the properties
the 	 pricesor becausetransactions 

Finally,
revenues.

also 	 generate more 

rate 	 mayin the taxIncrease 
in 	 collectionimprovement

if there is an 
may 	 increaserevenues 

three forces,Of these
of undervaluation.detectionnotablyPfficiency, 

in the ,rowth
a major factorhas beenthe 	 first 

it Is likely that only 

and there have
been' 	changed

tax rate has not 
of revenues here. since the 

co3lectionhave improvedthat 	 couldchanges
few 	 administrativebeen 

to the Iarger volume of 
is primarily due 

The 	 revenite growth
efticienc(v . 

theas well as to
growth,economicaccompani-';that 	 normallytransfers 

years.in recenthas experiencedthat aiongladeshInflation 

he represented as: 
the IP'TT may(T) fromcollections1The 	 tuoal tax 
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Given the importance of the IPTT in individual paurasliava and zilla
 

parishad finances--see Tables 10 and 11--automatic growth in revenues 

from the IPTT is particularly important. There are constant pressures 

for increased government expenditures, and it is desirable that revenues
 

increase with these demands. Since discretionary changes in any tax may
 

be costly, slow, and unpopular, automatic growth in revenues is
 

desirable.
 

One way to measure the responsiveness of the IPTT is by its income 

elasticity, or the percentage change in 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 agrlculturaL production. If agricultural income 

grows at the same rate af; all income, then its use in calculating the 

income elasticity does not create any errors; if agricultural Income 

grows faster (slower) than all income, then the calculated elasticity 

ijnderestlinates (overestimates" the true income elasticity. 

Estimates of the district level incowe elasticiLy of the IPTT are 

presented in 'Table i9, based on average growth rates in tax revenues and 

(ccnt.) collection efficiency and the tar. rate, and if the total value 

of the transfer is determined largely by the value of land, not 

structures, of the property, then the proportional change In tax 

(c0 lections Is: 

AT An Al , An AllI,
-- = - + -- -

T n P n P
 

where P1 Is the unit price of land and A denotes a change In the 

rel evant' varialhe. 
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TABLE 12 

GROWTH IN REVENUES! FROM THE IMMOVABLE PROPERTY TRANSFER 
TAX AND IN AGRICULTURAL VALUE ADDED, 

1976-77 TO 1979-80 

Average Annual 
Growth in Value 

Average Annual Added From Income 

Zilla Parishad 
Growth in IPTT 

(percent) 
Agriculture 
(percent) 

Elasticity 
of IPTT 

Chittagong 16.1 21.0 .77 
Chittagong 1lull 

Tracts --- 37.9---
Comilla 29.6 13.4 2.21 

--- 6.9--
Sylliet 33.0 42.4 .78 
Dhaka 49.0 22.5 2.18 
Faridpur 16.8 22.4 .75 
J11aapur------
Mymensingh 15.5 ... .. 
Tangall 26.1 23.7 1.10 
Barisal 29.1 20.4 1.43 
Jessore 25.8 13.7 1.88 
Khulna 20.4 26.6 .77 
Kushtia --- 27.6 ---
Patuakhal 27.5 20.7 1.33 
Bogra 29.2 18.8 1.55 
Dinajpur 12.7 13.3 .95 
Pabna 31.1 22.1 1.50 
Rajshahl 
Rangpur 

29.8 
10.0 

11.0 
25.6 

2.7] 
.39 

TOTAL a 26.9 20.8 1.29 

Only those zilla parishads for which information on IPTT revenues and
 
vaJue added from agriculture are available for the entire period are used
 
to compute tota growth rates.
 

SOU1RCES: 	 Zl.la Parishad Records and 1980 Statistical Yearbook of
 
Bangladesh (Dhaka: Bangladesh Bureau of Statistics, 1981).,
 

SIi !:: :'' ' ­ '' .. ' ' " " ; ." .. : , -'- : '' 
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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 ITT grows 

slightly faster than income. They also demonstrate the variabiliry In 

yield by district that was noted earlier. 

In sum, the TI'TT has generated increasing amounts of taxes In the 

last several y.ars, both In nominal and real terms. Its revenues have 

also tended to increase a' a slightly faster rate than income. However, 

its yield is still quite low when viewed ill per capita terms. This 

suggests that the main problem with the lPTT as a source of revenues Is 

the level, not the growth of its revenues. Consequently, if the level 

can be Increased by Improvements in collection efficiency, then revenues
 

will continue to keep pace with growth in the economy.
 

The I ffects of the Transfer Duties on the Efficiency 
of Property Use 

Because the TPTT is imposed at a low rate, it Is tempting to think 

that its presence will exert no influence on the transfer of property. 

In fact, this I; correct but mi.sleading. As discussed earlier, the IPTT 

is only one ot several dutie!; levied on transfers. The tax rate from 

,all duties together is at least 8 percent and may rlse to over 20 

percent for large-valued transact ions. Such tax rates are likely to 

affect dec si ons about property transfers. In this and the following 

section, thme eftects of the corlh)ined transter duitles art- examined. 
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on
 a transfer tax is essentially a tax 

As noted by Shoup, 


1 

differences of opinion about the desirability of holding property. In
 

will occur if a buyer believes the
of the tax, a vransferthe absence 

the buyer mustseller; with the tax,property to be worth more than the 

than the seller by at least the
believe the property to be worth more 

as Is likely when the 
amount ot the tax. If opinions differ widely, 

if the tax rate is low, 
economy is growing and markets are active, or 

may have little effect on transactions. At other times,
the tax 

the exchange of
the tax may be a significant deterrent tohowever, 

the latter case, the tax has particularly harmful effects. property. In 

By reducing the volume of transactions, the tax hinders the transfer of 

uses. In addition, methods used to avoid 
properties to more productive 

the stampto avoid the progressive rates of 

the tax--division of parcels 


not legal control of the property

duties, or transfer of effective but 

FinpJily, the r imi ng of 
(e.g., long leases)--may be wasteful. 


delayed if the presence of the tax leads the owner to
 
development may be 


until he can accumulate

the sale of the property to developersdelay 


(the lock-ir effect).2

the property himsell

funds to develop 


serves a "seful economic

A smooth Iv workiog ma rket in prope rty 

the transfer of resonurces to more prodictive 
purpose by encomrag'ing 


are not always productive. For eurmple,

Of conrse, transfersuses. 


sold for pur'ly speculative reasons. Pnwever,

property may be bought or 

See olloup, Pub iIc FIInance. 

of Land Taxes on Development Timing and HaLes 
See Smith, "The Effects 


of Change in Uand 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, it Is likely that they 

discourage productive transfers of property ..nd so diminJsh the 

efficiency of the economy. 

The Distributional and Equity Effects 
of Transfer Duties 

Transfer duties are nominally paid by the buyer. However, this 

does not necessarily mean that it As the buyer who ultimately pays, or 

"bears the burden," ol the tax. Just like a commodity tax may be borne 

by the buyer or the seller or both, the true burden of the transfer 

tax--and It is very much like a commodity tay--may bear no relation to 

its legal burden. 

The division of the transfer duties between the buyer and the 

seller depends on the relative responsivenes's of the two parties to a 

change in the price of the property, or what is called the elasticity of 

demand and of supply. 2 If buyers are will rg and able to pay the price 

Inclui;tve of the transfer duties without significantly decreasing their 

The quotation Is from Carl S. Shoup, Ricardn on Taxation (New 

York: (olujnhia iUtiversity Press, 1960), p. 5. 

2 lorm;1!lv, theh elasticitv of demand In; del ned asi the percent age 

change In luantitLy demandu( divided by the percent-age changr hn price. 
The elawi: ntY ,TipIly is del Ined In a s mllar manner and equals the' " 
percentage c muge In quant:tv supplied divided by the perentage change 
In pr ice. 
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purcha3es--that is, if their demand is inelastic--then they are likely 

to bear most of the tax burden. Onl the other hand, it sellers must 

offer for sale the same amount of property without much rcpard 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. In 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 is 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 pirty is likely to be among the wealthier members of 

society, it Is hard to escape the conclusion that the taxes fall more 

heavily on the rich than on the poor. 

It J,; also likely that the transfcr 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 falis--that is, to 

the extent that sellers of the stock bear some of the burden--all owners 

of the stock pay the tax because their shares are worth less. This 

result is known as tax capitalization and means that those who own the 

stock at the time (if the tax bear part of the burden. In the case of 

transfer dutl es, capitalization Implies that all owners of property pav 

part of the tax. Becau,,;e ownership of property is concentrated in upper 
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* income groups, the burden of the transfer duties will. again fall more 

heavily on the wealthy.1 

The above conclusions on thte distributional effects of transfer 

duties depend on an unequal distribution of land and property In 

Bangladesh. Miller and Wozny present evidence on the 1978 distribution 
" ' 2 

of land ownership in rural areas, summarized in Table 13. It is 

* apparent that there is extreme inequality in the distribution of land 

holdings. The bottom half of households (the first six deciles, or 51.8 

percent of the sample population) own only 4.6 percent of the land, 

while the top 15.3 percent of the households own 52.4 percent of the 

land. Alamgir and Ahmad summarize evidence that land ownership (and 

that of other productive assets) has become more concentrated since 

1960. 3 They also conclude that urban poverty and income Inequality is 

an extension of that in rural areas; in fact, urban income is more 

unequally distributed than rural income. Because the distribution of 

1To the extent that property owners raise the rents charged to 

tenants or sharecroppers, or lower the wages paid to laborers, the 
progressivlty of the tax burden is lessened. However, it seems likely 
that if the owners were in fact able to do these things, they would 
already have done so. The imposition of the tax per se gives them no 
opportunity to do so. The conclusion therefore remains: the burden of 
the transfer duties is on the rich. 

2Mill.er and Wozny compute Table 13 using survey data presented In 
F. Tomasson Jannuzi and James T. Peach, The Agrarian Structure of 

* Bangladesh: An Impediment to Development (Boulder, CO: Westview Press, 
Inc., 1980). See Miller and Wozn) , "The Land Development Tax in 
Bagladesh: inslghts from the 1980 Land Occupancy Survey." 

IMohiuddin Alamgir and Sadiq Ahmad, "Poverty and income 
Distribution In Bangladesh: Evidence and Policles," Harvard Institute 

* for InternaLtional Development, Development Discussion Paper No. 119 
(Cambridge, MA: Harvard University Press, 1981). 

' 
4 - 4,:.: Z,4':: % > : Z i' ': , : , ;:; :,; ::" :;. ., ' _ : ::'!", :: : ' .' : :?'',, 
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TABLE 13 

DISTRIBUTION OF POPULATION AN!) LANDHOLDINGS 

Decile of Percent ot Total 

Households With Percent of Sample Landholdings 

Plot-Size Range Population Wi thin Within Each 

(acres) Each l)ecile a Decile 

1st ( 0 ) 11.6 ( 1.6) 0 ( 0) 

2nd ( 0- .03) 3.9 ( 15.5) .1 ( .1) 

3rd ( .04- .10) 8.7 ( 24,.2) .4 ( .5) 

4th ( 1!- .29) 8.9 ( 33.1) 1.1 ( 1.6) 

5th ( .30- .60) 9.4 ( 42.5) 2.6 ( 4.2) 

6th .6!- 1.04) 9.3 ( 51.8) 4.6 ( 8.8) 

7th (I.Oh- 1.63) 10.1 ( 61.9) 7.6 (16.4) 
8th (1.64- 2. 3) 10.7 ( 7:! 6) 11.9 (28.3) 
9th (2.5"- 4.,'2) 12.1 ( 84.i) 1 . ( 47.6) 
10th (,.43-7h.27) 15.3 (100.0) 52.4 (100.0) 

aCumT11ative percentages are provided In parentheses. 

SOURCE: 	 B'arbara 1).Miller and James Wozny, "The Land Development Tax 

in Aangladcsl: Insights From the 198) land Occupancy Survey,'' 

Local Revenue Administration Project, The Maxwell School 

(Sv-acnise, NY: yrac'luse University, 1983). 

http:43-7h.27
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income is found to be closely linked to the distribution of land 

ownership--Alamgir and Ahmad conclude that "unequal distribution of 

landholding has been found to be hi ghly correlated with unequal 

1 
distribution of Income and high incldenc ! of poverty" -- t ransfer taxes 

that tall on land and property owners will be borne largcly by the 

wea lt hy.
 

Transfer duties fall short of sevefal criteria for an equitable 

tax. They are not tailored to the indlividual circumstances of the 

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

those wbo find legal means to circumven: the tax. Nevertheless, the 

duties are likely to Improve the equity of the Bangladesh tax svstem: 

those who have the greatent ability to pa, are tax.d most heavilv. 

Summary and keconendat ions 

The IPTT Is of major importance to I(cal governments In Bangladesh. 

It generates substart, ia] revenues for z/1lIa parishads and, to a lesser 

extent , paurashavas, revenues that can he expeted to ,ncicease with 

growth In the economy. It i, likely th~it the IPT', taken alone, has 

little efiect--poIttve or negative--on tie efficiency of resource use 

and un the dt st iln t i on of Income. (S ic'r not the case o7 alIIs t 

transier ditplos taken together. See the enayi ir discusson.) As vne of 

tHe few 1oca I gvelnmenLt tay sources, the IPTT Is I I Ilv to retina Ii 

Important for Si iiet tIri1 'Otfom. The mi In consdeotlrutoIon IT ieormlitg 

the IIPTT must therefore be in Improvng ils revenue pert orrnovce. The 

IAlampir and Autnmd, "'Povertv and I nccme 1St ristt mi N iangl Iadeh: 
Evidence and N',1ictes," p. 21. 
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following recommendations, which considet both rate and administrative
 

issues, address this goal.
 

Tax Rates
 

Revenues from the IPTT have grown in the past at a rate slightly
 

faster than income. Nevertheless, the level of tax effort, as measured
 

by revenues per capita, remoins extremely low. Because the tax rate of
 

the TPTT is both low and low relative to the total tax rate on property
 

transfers, an increase 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 IP}T should be increased. At a 

minimum, an increase to 2 percent is called for. At 

the same time, the central government should give some 

thought to decreasing the maximum rates In stamp 
dutleL, because high rates may discourage potentially 
effic!ent transfers of [mmoveable property. 

If there is no change In collection efficiencv and no change In the 

level of total property transferred, such a rate increase would double 

the revenues current lv earned by the local bodies from the I TT. One 

might ant Icipate that the increase In total rate will discourage some 

transfers: however, it Is not reasonable to expect that a doubling of 

the IP7 rate would result in a full halving of properties transferred 

when the IPT"! Is considered in conj.unction with other stamp duties. one 

possible assumption is that the reported value of transferred property 

wil Idec lint projport ionatelv to the percentage Increase In ,he overall 

rate. ! f an average rate for the stamp duty Is 11 percent, an Increase 

WV,' f 1 to J11In the ,rom to 2 ptlcent amouts an 8.3 percentagr ncreane 

Whe effective overall at e associ Ied with the trinsfer of property. 
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Even if reported transfers of property declined by 8.3 percent, the
 

effect of the new higher IPTT rates would be to increase local
 

I 
government revenues by 83.4 percent. In the case of zilla parishvdes,
 

which already are highly dependent upon the 1PTT as a revenue source,
 

such an increase would greatly improve their abilitles to meet 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 IPTT is really a central government tax levy with all revenues 

dedicated to the particular local JurJsdiction In which the Immovable 

property is located. It is a central government tax in the sun:,e that 

both tax rates and the administration of the tax are carried out by 

central government authorities rather than by the local bodies 

themselves. If decentralization of political and admiJstrative powers 

is to occur, a transfer of the taxing poweis is necessary. Thus, In the 

longer run: 

2. Z711] parishads and pan rashavas slould be given the 
power to set the rate of the I [TT withit some stated 
bounds. For example, the range tay be set from 1-3 
percent. 

Suh a change wou 1 i1ve these local )odIes taxing alitonomy In 

keeping with a decentrall'ed dectsloit-rk.,ikng regime while st il not 

Usitng the ante notatloll a:s previously, Ole proporttolial change It 
tax collections In response to a charge In the tax rate Is: 

IT At AtnV) t _ , 

where nV is the tax base of the 1I'l'.
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*allowing them the opportunity to Impose taxet: that may be v~ewed in the 

3<.national context as being contrary to the overall goal. of an efficient 

price system. If combined with a reorientation of the grant system in
 

which incentives are emphasized, this change should Improve the overall
 

efforts to increase mobilization of resources.
 

Administration of the Immovable Property Transfer Tax
 

While a rate change would produce addiLional revenues from the
 

IPTT, another desirable and productive area of reform concerns
 

administration of the tax. rate
Under the current structure the single
 

factor most likely responsible for restraining the yield of the IPTT
 

below its potential is understatement of the value of the transfer. 
To
 

remedy this situation, with or without an alteration in the tax rates,
 

will require changes in the methods by which the tax is administered.
 

As discussed above, under the current procedures neither the
 

District Registrar nor Sub-registrar have been instructed to attompt to
 

detect and correct undervaluation. Instead, they are to accept the
 

stated value as factual. Thus:
 

3. The manual of instructions for collection officials
 
should be amended. Officials should be directed to

attemipt to determine the correct value of the recorded
 
transfer.
 

Not only would such an action mobilize additional resources for the
 

villa parishads and paurashaves, bt It would also generate additional
 

monies for the central government through increased stamp duty.
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The fact that the central government already administers the 1PTT
 

in conJunction with the stamp duties provides an advantage in making
 

recommendation 3 an effective one. That Is, the Ministry of Law and
 

Land Reform can make it a policy to reward those Registrars and
 

Sub-registrars who are successful in detecting undervaluation. To this
 

end:
 

4. 	Evaluation of the job performance of collection
 
officials should include their effectiveness at
 
detecting undervaluation of property. Job performance
 
should, in turn, influence their subsequent promotions
 

,nd transfers.
 

In a similar vein, the tahsildars who ver-y the tiansfers after 

registration can easily be Included in the coupliance process since 

they, too, are ultimately under the control of the Ministry of Law and 

rand Reform. Again, incentives should be provided to this group to 

review diligently the reported transaction prices of transfers and to
 

report those wicli apparently have 1.*.en tlildvrbLImnted . Thus: 

5. 	Government otFficial s in the thana in which the 
property is located should be rewarded when they 
detirt undervaluation of property transfers. Again, 
these vewards ,.oii t:'ke the form of promotions and 
des tra ble trans .C. 

The 	detection ol unle.rvaluatJon would he greatly facJitated it 

additional info rmn t Ion were avaIl ab 1e to ie previous ly-mentioned 

officials Ilu ud n the !;ub-regist-rars and tahs! Idars. A reasonable 

sellin),, price for a parcel of property will probably be related to its 

valhe when preiously so!d; therefore, If such information Is made 

ava fl Il, ( hannce.s wI 1 be improved that undervalunat ion will be 

do(ct ed. '[h 1s. 
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be allowed until the previous
6. 	A transfer should not 

its 	previous
deed of ownership, along with evidence of 


purchase price, is presented.
 

differ greatly throughout
Property values do, of course, 


Still, similarly situated properties within a paurashava or
 Bangladesh. 


a thana are likely to have quite similar prices with factors such as
 

to water, and types of structures playing the
 
nearness to roads, access 


dominant roles in price differentials. Tt should be possible to
 

a table of average property values per decimal.
 construct for each thana 


The table would classify property by several major and easily
 

then average or approximate
identifiable characteristics and assign 


values to these broad property types. This, too, should aid in the 

Thus:
 
detection of significant undervaluatlons of transaction prices. 


7. A schedule of approximate property values, broken down 

by 	major property characteristics, should be developed 

in all thtanas. 'These schedulesand iipd ated annualv 
made availdle to all oflicials involved inshould b e 

the adw ;1strat ' n of the Immovable Property Transfer 

"''ax to be uised as a guide for ascertainin g if reported 

trnn.;'ers are undervalued. 

Is a necessary condition for Its
While detection of undervaluation 

individuals participating init is also important that theelimination, 

At present there are no penalties on 
such illegal activit," be punisled. 

undervaluat i on. 'Thus: 

S. 	!Penalties for undervaluation sliould be imposed and 

puhl! ceiz.. These penalttes sholiid Include a 

.u'~:~;ilt i lI tie, equal to a multiple of the evaded 

tax. ',; tditiotn, ,iibsequent tr;ns yferof the property 
tax dme plus penaltyshouild not be permitted until the 


ts paitd.
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Some type of system whereby either the government or a private
 

individual is allowed to buy the propeity at the declared value might
 

also be considered. Hlowever, such schemes have usually failed to work
 

I 
very well.
 

All of the above admini: trative reforms could be Implemented 

immediately 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 ;octively in the administration of the 

IPTT. For efficient administration it is desirable that 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 IPTT. 

However, the IPTT does play an extremely important role In the 

determination of revenue of the ZPs. Thus: 

9. 	The local bodies deriving funds from the II'TT should 
regularly inspect and Investigate the manner In which 
the ta is hbelt,, administered locally to insure that 
undervaluation is being detected and that the total 
tax liabilItv due the jurisdiction is properiy being 
credited to Its acicounts. 

As decentrali zat ion of admi n Istration proceeds In the longer run, 

the 	 system of administration ;hould be altered so as to maximize the 

extent to wllch the ticentIves Inherent in a decentralized structure can 

be used to encourage Improvedl administration of the tax levy. One such 

SuCh ".,eTI-:,:sessnient programs were origial ly proposed by John 

1). Strasnm,, "Market--l'idorced Se! --Assessment tor He- I I-;tnte Taxes," 
1l1letin for lilt (rnat ional Fiscal ocm ontation (1U5) , pp. V3-i1i3 and 
V.7- ,1 . I sc,,ss inl, Sliol.p , 'tnance..Fora cr1 t ---. (-ci see l'ublt," I, 
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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 TPTT associated with undervaluation of property.
 

While the details of the scheme would have to be worked out:
 

10. Those local bodies in which undervaluation is
 
detected and successfully adjudicated are to share 
one-half o f the penalty associated with the 
underreporting and, in ddition, will -ain 
one-quarter of the additLonal stamp duty associated 
with the same underreport: ng. 

This should provide considerably more incentive to local government 

representatives to insure that the base of the JPTT is fully reported 

and properly administered.
 


