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Preface

One policy goal of many developing countries is (0 decentralize public
sector decision making so as to "bring it closer to the people.” While
discussions of decentralization commonly focus on how such policies can
improve the effectiveness of resource allocation decisions, the issues of
from where and how these resources are to become available are also of
extreme importance in Third World countries. Furthermore, there are
reasons to think that answers to these questions may influence the overall
success of decentralized decision making. Since local government is often
the institution given the task of leading decentralization efforts, it is
reasoeable to consider the role local self-governing bodies can play in the
resource mobilization process.

Bangladesh is a couniry that has recently embarked on a path of
decentralized decision making in the hopes that it might yield significant
improvements to rural development. And, although local governments
were given the most prominent role in the new scheme, littie progress has
been made in strengthening the fiscal capabilities of ihese institutions. This
book indicates how such strengthening miglit occur by analyzing the overall
local government fiscai system in light of local economic and demograpkic
characteristics together with a consideration of the administrative and
political constraints faced at both the central and local levels. The
contributions here constitute the first systematic analysis of the rural local
government sector, since heretofore little effort has been made to undertake
a wide-scale data gathering effort concerning the fiscal conditions of rural
local governments in the country. Further, there have previously been no
attempts to summarize in a single place descriptions of the structure of the
entire revenue package available to local governments including the
intergovernmental transfer programs, together with a discussion of the
various ways in which local revenue administration is influenced by both
ceatral government and local officials.
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The various chapters should also prove of interest to readers interested within Faridpur, Rangpur and Sylhet Districts. Considerable amounts of
in Third World countries other than Bangladesh. The fiscal system of this additional data and information were collected from a variety of other
extremely poor nation shares features with other post-colonial countries, sources both from within the central government as well as from other
particularly those formerly part of the British Empire. Our work, therefore, agencies and through the administration of a nation-wide mail
carries on a tradition of analysis put forward so clearly by Lady Ursula Hicks questionnaire. The results of the analyses of these disparate sources of
in her clagsic 1561 swdy of local government finance in countries of the information were made available first through a set of lnienmemagg_
British Commonwealth, Development From Below. Moreover, the analyses ~Stmifdrized in a Final Reyort to the Government and USAID in 1984.
contaized herein reflect the same policy concerns that are likely to arise in —Sﬁ%ﬁé}“c‘ﬁ’aﬂges concerning local governments resulted from lhf‘it
any evaluation of the role local governments might play in decentralized report. In addition, however, there have also been further minor changes in
development adminis.ration. the structure of local govemnments, not all of which are reflected in the

The research etfort reported upon in these contributions predates the contributions here. Nevertheless, we fee! that the overall thrust of these
full-scale initiation of decentralization in Bangladesh. In the early 1980s chapters remains valid for Bangladesh even today.

the Government of Bangladesh together with the United Stafes Agency for
—ternational Dévelopment (USAID) determined that one primary Larry Schroeder
~Lmpediment to sustaining investments in rural roads in Bangladesh was the Syracuse, N.Y.
_lack of maintenance, From those discussions agreement was. mh&ﬂg&
USAID to fund the "Zilla Roads Mafnisuance and Improvemeat Project.
" Since it was also realized that lack of local-level funding constituted a major
constraint to long-term maintenance efforts, one comporzent of the roads
maintenance project was to fund a study of local government finance. The
Metropolitar Studies Program of the Maxwell School at Syracuse
University was contracted to carry out that research through its Local
Revenue Administration Project. The research effort then got underway in
early March, 1982. Almost simultaneously with the start of the research
efforts a new Government in Bangladesh, headed by Md. Ershad, instituted
a new decentralization initiative as a centerpiece of its demestic policy.
Derivation of possible policies to strengthen the fiscal condition of these
local governments then took on even greater significance. Unfortunately >
the research task was also made more difficult by the fact that while the
analysis was being conducted the subject of inquiry—the local government
Sector—was being altered rather substantially; hence, the research effort
involved studying a moving target.
Senior researchers on the team included James Alm, Roy Bahl, Barbara
Diene Miller and myself. Assisting us in the field were Showkat Khan,
Hasan Murshed and Muin Uddin. Mr. Khan Spent approximately nine
months in northeast Bangladesh carrying out participant-observer research
at the village level; Messrs. Murshed and Uddin spent six months in the
country collecting quantitative and qualitative fiscal data from a sampling
of local governments. After pre-testing, the survev instrument was
administered in all of the then 20 districts in the conntry, 15 urban local
governmeats, as well as 52 thana and uninn laraZ msaememanie 1o ——a. 3
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Govemmental Decentralization in
Bangladesh

Larry Schroeder

Greater decentralization of admmlstrauve power was recently
prouounced as a policy geal in Bangladesh Unlike many other Third
World countries where similar intentions have been announced, acticns
were undertaken in Bangladesh to implement such reforms with local
governments chosen as the primary institution to carry out the policy. The
decentralization process takes time and is still ongoing, some years after its
initiation in the early 1980s. 2 Given the prime rdle of local governments in
the decentralization procesz, there is a need to learn more about the
functioaing of these institulions. Particularly important in this regard is an
analysis of how local jurisdictions are financed and how they might be

1. See Ali Ahmed, Basic Principles and Fractices of Administrative
Organization: Bangladesh (Dhaka: National Institute of Local
Government, 1981), p. 13, where it is noted that the desire for increased
decentralization was expressed in the country’s first five-year plan issued
in 1973,

2. For an interesting review of the first several years of the decentralization
process see Yusuf Hyder, Development the Upazila Way (Dbaka: Dhaka
Prokashan, 1986).
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strengthened through more effective financing mechanisms. While there
are a few discussions of local government issues in Ba.ngladesh.3 they are
not readily available in the West; furthertrore, because of the paucity of
local government fiscal data in the countiry, little systematic fiscal analysis
has ever been performed. This book is intended 1o begin to fill that void
while simultateously addressing the more general issues of fiscal
decentralization in developing countries.

The Bangladesh case is important for several reasons. One of the poorest
countries in the world, Bangladesh provides a setting which is representative
of low-income countries everywhere because of its scarce natural resources,
rapid population growth, and importance of the rural sector in the economy.
As is the case in many other developing nations, ioca! governments have
generally been very weak in relation to the central government. Finally, as
other countries pursue decentralization poticies, many of the same general
issues cencerning local government finance are likely to arise. Hence, as a
case study the Bangladesh experience is enlightening.

This introductory chapter summarizes the rationale underlying
decentralized administration and the role local governments in developing
countries can play in decentralization. It also provides background
information on the political and economic environment in which the local
governments of Bangladesh operate. The final section outlines the
organization of the chapters to follow.

Decentralization

The term decentralization can be applied in a variety of contexts, from
industrial organization to political theory. In general, the term is used to
connote a dispersion of power from a single unit within an organization to
the comporent parts of that organization. In a bibliographic review of
political decentralization in developing countries Diana Conyers defines the

3. One review of the role and status of local government in Bangladesh is Local
Government in Bangladesh, ed. Kamal Siddiqui (Dhaka: Naticnal Institute
of Local Governmen, 1984). The National Institute of Local Government
(NILG) is the principal research and training institute in the country that
concenirates on the local government sector. Its Journal of Local
Governmen, is also a useful source of information on the problems and
policies of local government in the country.
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term to mean "any change in the organization of government which invglves
the transfer of powers or functions from the national level to any, subnational
level(s), or from one subnational Icvel to another, lower one.

Such transfers of power and functions can come in different forms. The
term deconcentration is commonly used to describe the case where power
is dispersed from higher levels of en administrative hierarchy to lower
levels. This sort of change can occur whether or not there exists a local
government structure alongside the administrative structure of the higher
level of government. Devolution is the term often reserved for the case
where power is transferred from a higher level of government to a
locally-elected political body, specifically a lower level of govemm?nt.
This latter case is most interesting within the context of financing
decentralization since the iower level of government must have resources
available to provide services to the locality. . .

Improved resource mobilization is one argument commonly given in
support of decentralization. Otbcr arguments include those that focu.s on
the efficiency of decision making and political benefits that can be derived
from such policies. Increased decision making efficiency includes both
technical efficiency associated wiih lower costs of making decisions and
economic efficiency which focuses on maximizing local welfare. In
developing countries, communications and transporation systems are often
inadequate leading to significant delays if all major decisions must be made
centrally. Descriptions of the issues and the options available must first pass
from the lower level of administration to the higher level and then, after the
inevitable delays, a decision is rendered which may or may not be a
reasonable ore und which sometimes comes too late to matter. With
decentralizatio:: it should be possible for these decisions to be made as the
issues arise, thereby avoiding the delays and communications costs of
centralized decision making.

Another type of efficiency associated with decentralization is economic
efficiency. While it may not be possible to measure or even to describe the
social welfare of a cornmunity, it is likely that when social decisions are
made locally, they are more likely to result in outcomes which reflect the
particular preferences of the community than if decisions are made
Centrally. To the extent that local residents are better off by being able to
make their own allocation decisions either directly or indirectly through
elected representatives or other locally-based decision mavers, improved

4, Diana Conyers, Decentralization for Development, A Sclected Annotated
Bibliography (London: Commonwealth Secretariate, undated).
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economic efficiency results. Local leaders are expected o be more aware
of the particular circumstances prevailing locally than are decision makers
sitting in the national or provincial capital.

Asecond potential benefit of decentralization concerns its effect on local
mobilization of resources, both monetary and labor. Improved resource
mobilization is particularly crucial because one major facior constraining
development in many countries is the lack of rescurces available to meet
the recurrent costs of develonment initiatives resulting in projects that are
not sustainable.’ Financial resource mobilization and local participation in
decision making are both more likely in a decentralized environment.

Local resource mobilization techniques have some advantages over
centrallyccllected revenues in generating tax revenues. Oue of these is thag
administration of at least some taxes can be more effective when done
locally since knowledge of the tax base may be more complete at that level.
No one in any country enjoys paying taxes, but taxpayers may feel less
disinclined to pay taxes when they realize that the benefits therefrom will
remain at the local level. Finally, moral suasion as an incentive to comply
with taxes may be more effective when everyone realizes the revenues are
to be expended at the local level: that is, free-riders may receive pressure to
pay local taxes from their neighbors. Lady Hicks summarized these
arguments in favor of local taxation:

The task of taxing farmers 50 as 10 release additional output
without curbing their enterprise is eminently one for local
effort, since it is only in the locality (if at all) that the
circumstances of the individual farm family and hence, its
taxable capacity, can be discovered adequately. The solution
of this delicate balance of stimulus and control implies willing
tax compliance on the part of farmers. This again can more
easily be achieved if it is apparent to the taxpayers that a
substantial part of the revenue is being spent on things that will
benefit the rural community, especially on those things that

L7

For further discussions of recurrent costs and their effects on development
projects see Peter Heller, "The Underfinancing of Recurrent Deveiopment
Costs," Finance and Development (March 1979): 38-41; or United States
Agency for International Development, Recurrent Costs, AID Policy Paper
(Washington, DC: U.S. Government Printing Office, 1982).
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they themselves have chosen. This calls not only for local
assessment and collecton, but also fgr a substantial r2tention
of the revenue by Local Authorities.

Recent evidence supporting this argument is provided by the experience in
Ghana where local resou;lce mobilizaticn improved significantly under a
decentralization program. L

Decentralization should also encourage popular participation in
development projects. While serious questions exist as to which groups are
most likely to participate in, and possioly even :lo_m_ina!e, the loFal decision
making process, there is evidence that local part!c:pauson can improve the
selection and execution of local development projects. .

In summary, good reasons support the conteation that decentralization,
especially devolution, provides an environment in which greater monetary
and labor resources for development can be forthcoming than in a
centralized environment. At ihe same time, decentralization itself is not a
sufficient condition for such resource mobilization and participation. It is
the theme cf this volume that the decentralized environment must also be
supplemented with a revenue structure that can take advantage of the
incentives provided by decentralized decision making, particularly greater
local autonomy in determining rates at which revenue instruments are
imposed. Furthermore, administrative problems that constrain the
implementation of these instruments must also be overcome if resource
mobilization efforts are to improve. 9

Ultimately, the decision to decentralize is a political one.” As such,
political benefits must aiso be perceived as flowing from such a policy.

6. Ursula Hicks, Development from Below. Local Governmens and F inance
in Developing Countries of the Commonwealth (London: Oxford
University Press, 1961), p. 322.

7. See D.M. Warren and Joe D. Issachar, "Strategies for Understanding and
Changing Local Revenue Policies and Practices in Ghana's
Decentralization Programme," World Development 11 (September 1983):
835-844.

8. Michael M. Cemea, "Can Local Participation Help Development?” Finance
and Developmeni 21(4) (December 1984): 41-44,

9, Decentralization is the underlying theme of B.C, Smith’s, Decentralization:
The Tevritorial Dimension of the State (London: George Allen and Unwin
Publishers, Lid., 1985). This book provides a wide-ranging and balanced
discussion of the major issues associated with decentralization in both
developing and developed countries.
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Obviously, it decentralization produces benefits which appear in the form
of more rapid economic grewth, political gains can accrue to those
supporting the policy. Devolution, w th creation of elected local bodies, can
also assist central political leaders. Grassroot political support is often
based on local political leaders. Elections of political allies at the local level
can greatly strengthen the power of leaders at the cenier.

Decentralization policie: are, however, not costless. Soms higher level
policymakers and bureaucrats may see decentralization as leading to an
erosion of their power, and they will consequently attempt to impede the
process. Furthermore, if waste associated with corruption, graft and lack
of technical expertise at the local level is significant, the technical
efficiencies of decentralization will be offset by such costs. Economic
efficiency may also be hindered by decentralization. Here the issue
concerns the different perspectives of local and central decision makers,
What happens to be best for a particular locality may or may not be best for
the country as a whole. For exaunple, when certain activities yield
substantial spillover or external effects, prwrely local decisions can result in
inefficient levels of those activities.

Equity is another important consideration that may limit decentralization
efforts. Poorer regions or localities are at a disadvantage if required to
mobilize the resources necessary to finance development. While
intergovernmental transfer programs may be designed to help overcome
such resource inequities, grant schemes commonly carry with them some
control over the utilization of funds; thereby offsetting the advantages of
decentralized decision making. * Furthermore, it is unc'ear wiether, within
tbe context of a developing country with limited resources, atteinpting to
spread those resources in an "equitable" fashion will actually result in more
rapid economic growth.

While providing greater revenue powers to localities and thereby
increasing the overall level of resource mobilization may improve the
sustainability of development efforts, fiscal decentralization can lessen the
control central fiscal and monetary authorities have over the macro
economy. Although truely incremental mobilization efforts may have
positive resource effects, it is likely that any policies designed to transfer
fiscal powers from the center to the local level will be met with considerable
opposition by these authorities, with some Jjustification.

10.  See, for example, Richard Bird, "Intergovernmental Fiscal Relations in
Developing Countries," World Bank Staff Working Paper No. 304
(Washington, DC: The World Bank, 1978).
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Finally, decentralization and autonomy can also produce.political
liabilities. If particular regions of a country have some desn.re to be
independent from the rest, deccirlxtralization may pr9v1de an environment
that makes secession possible.”” Decentralization is not costless and is
cerainly not a sufficient condition for development. Nevertheless, i: can

aid the development process.

The Setting

Before turning to a description of the decentralization efforts ugc!ertaken
in Bangladesh, it is uselfiﬂ to describe briefly the cguntry's political and
economic environment.”“ Four factors stand out. First, like many young
countries, Bangladesh is still concentrating on "nation-building." Second,
it is the most densely populated agricultural country in the world. Third,
climaric conditions have produced periodic disasters entailing considerable
costs. Last, its current economic status compared to the rest of the world is
very low. Trese factors meke econcmic development in Bangladesh
particularly challenging.

Bangladesh is located in the northeast corner of the South Asian
subcontineat (Figure 1-1). It is surrounded by India except for a 150 mile
border it shares with Burma. The Bay of Bengal lies directly to the south.
The total area of the country is approximately 55.6 thousand square miles
with about 65 percent under cultivation and an additional 20 percent under
forests.!? The low-lying land consists primarily of the deltas of three major
rivers—the Padna, Jamuna and Meghna. This fact, together with the
tropical monsoon climate, helps explain the numerous devastating floods
which historically have afflicted the region. The Bay of Bengal also

11.  tisinteresting to note, however, that decentralization was pursued in Papua
New Guinea specifically in order to decrease the likelihood of secession.
Seec Diana Conyers, "Papua New Guinea: Decentralization and
Development from the Middle," inDevelopment from Above or Below? The
Dialectics of Regioral Planning in Developing Countries, eds. W.B. Stohr
and D.R.F. Taylor (Chichester: Wiley and Sons, 1981), pp- 209-230.

12, ‘This section benefited from the research efforts of Muin Uddin, doctoral
candidate in the Economics Department, The Maxwell School, Syracuse
University.

13.  Bangladesh Burzau of Statistics, Monthly Statistical Bulletin of Bangladesh
13 (June 1984): 31.
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periodically spawns violent storms that have caused considerable
dsstruciion and loss of life.

While Bangladesh is a young sovereign country, the wide.fls'!engal

cultural region of which it is a part has a long recorded history.” The

BANGLADESH Buddhist kingdom of the Falas ruled the area from the sixth through the

~t s m oo ow ; twelfth centuries. This era was followed by a century of Hindu domination.

coreee : Coatrol of the area was then assumed by Muslims who retained power uatii
defeated by the British in 1757.

British rule of the subcontinent ended in 1947 wien Pakistan and India
became independent countiies. The Beagal region was partitioned along
religious lines with the western part becoming a state of India, named West
Bengal. The former area of East Bengal, with its Muslim majority, became
a province of the new nation of Pakistan. This area, called East Pakistan,
was eeparated by more than 1,000 miles from West Pakistan. Other than
sharing a common religicr, Islam, the two provinces of the nation of
Pakistan were dissimiiar ip aost respects including language, culture,
natural resources and historical background. East Pakistan constituted
more than 50 percent of the total population of Pakistan and its agricultural
production was the largest contributor to the couniry’s GDP and foreign
currency through its exports of jute and tea.

Many persons in East Pakistan, particularly during the government of
Field Marshal Ayub Khan (1958 to 1969), felt that the province was
receiving a disproportionately small amouni of public development funds.
Politicel unrest became more pronourced during the late 1960s as Bengali
nationalists struggled to gain a more equitable distribution of =conomic
benefitz and greater political power. In the 1970 general elections, the
Awzrii league party, headed by Sheikh Mujibur Rehman from East
Pakistan, won a majority in the Pakistan National Assembly leading to a

14.  The social, political and economic history of the area pow incorporatzd in
Bangladesh has been documented by many scholars. For some examples
scc AK. Sur, History and Culture of Bengal (Calcutta: Chuckervetti
Chatterjee and Co., 1963); Abdul Kaiin, Social History of the Muslims in
Bengal (Down to 1538) (Dhaka: Asiatic Society of Pakistan, 1959); and
Leonard A. Gordon, Bengal: The Nationalist Movement 1876-1940 (New

) York: Columbia University Press, 1974). Many books were written during

the early 1970s recording the history of the fight for iadspendeace from

Pakistan. See, for example, Birth of a Nation (Calcutta: Bangladesh Mukti

Sangram Sahayak Samity, 197i) and Md. Ayoob, Anirudha Gupta,

Rahmatullah Khan, G.P. Deshpande, R. Nanyanan and Sisir Gupta,

Bangladesh: A Struggle for Nationhood (Delhi: Vikas Publishers, 1971).

T 1881 DISTRICT BOURDARY

ceseeeeaees UPAZILA 8OUNDARY

Bay of Bengal
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power struggle-in the country. President Genera] Yahya Khan, who hyy

5 Aftgrnme mqnths of bitter f?ghting. during which about one million Eag
ergalis were killed, the Pakistan military surrendered and Bap ladesh
beFame a sovereign country. Sheikh Mujibur Rahman wag relwwfd fi
pnison and returued to Bangladesh in January 1972, where he formc:gm
government and became Prime Minister. Undcr' the country’s nev‘vl

of 300 parliamentary seats in the Nati
\ onal ji
o od Prime ! Assembly and Mujibur Rahman
The young governmeny failed to achi i
! ; €ve economic reconstruction
:cozvery.' fror(x; rhc; devastation caused by the war for independence Sevz:enr::l
Omic and political difficulties faced the country. in ]a; 2 st
<o P ; try. inlaie 1974 a state of
lzlmuonal emergency was deciared by the Prime Minister and in early 1975
e secured a constitutional amendment enabling him to become th
;cllf.-‘.iecllared bresident with virtually all powers reserved for himsel;
olitical parties ivil liberti .
sca eg were banned and most fundamental civil liberties were
uIn A;xgust 1975 Sheikh quibu: Rabman was killed in a cuup led by a
group o angy officers. During the ensuing three months there were a

political par$y cailed ihe Bangladesh Nationalist Party (BNP) was formed
and l_ed by Zia. He won the subsequent June 1978 presidential election and
martial law was lifted compietely in 1979, e
Mdlnwilin;::i;d Pres_xdent Zia was assassinated by members of the army
Noven;l:er 19c8 ‘ Sed n office by his vice-president, Abdus Sattar. In
monger 19 attar was popularly elected as president but only a few
. ter, in March 1982, h.e was overthrown in a bloodless coup led by
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position in March 1985 by holding a referendum which asked the elect(?rate,
*Do you support the policies of President Ershad and do you want him 10
continue to run this administration until a civilian government is formed
through elections?"ls Ninety-four percent of those voting affirmed his
position. Fur only the third time in the country’s history, parliamentary
elections were held in May 1986 with Ershad’s new party gaining 153 seats
in the 300 seat assembly. In October 1986 Ershad was formally elected
President with all remaining provisions of martial law lifted.

The brief political history of the nation of Bangiadesh has been
dominated by strife. Martial law and taking nower by foice have been the
rule rather than the exception. This political instability has no doubt
coatributed to the economic problems of the country since long-term
business decisions must be made with concern for who might be in power
LOmOITow.

The 1985 population of Bangladesh was estimated tol ge 100.6 million,
making it the eighth most populous country in the worid.”~ This number in
relation to the relatively small area of the country, yields a population
deasity of 1,809 persons per square mile (699 per square kilometer);
worldwide only Singapore and Hong Kong have higher population
deasilies. The intercensus population growth rate between 1975 and 1981
was over 3 perceat per year (Table 1-i). The Bangladesh Bureau of
Statistics projects that the country’s population will reach 128 million by
the year 2000 and 177 million by 2025.1" Population density and growth
together consttute one of the major social problems facing the nation.

Urbanization is slight, though growing. In 1981, 89.4 percent of the
population lived in rural areas (Tabtle 1-1). Only three cities in 1981 had
populations in excess of one-half million persons: Dhaka (the capital) was
the largest city with nearly 3.5 million residents, Chirtagong (the major
sezport) had approximately 1.4 million persons, and Khulra (the only other
major port city) had slightly less than 1 million residents.

15.  Peter]. Bertocci, "Bangladesh in 1985: Resolute Against the Siorms," Asian
Survey, 26 (February 1986): 229,

16.  The World Back, World Development Report, 1987 (New York: Oxford
Uaiversity Press, 1987), p. 202.

1. AKM. Ghulam Rabbani and Md. Shahadat Hossain, "Population
Projection of Bangladesh (1975-2025)," in Bangladesh Bureau of Statistics,
1981 Suatistical Yearbook of Bangladesh (Dhaka: Bangladesh Burean of
Statistics, 1982), pp. 4041. More recent projections by the World Bank
predict that the population will reach 141 million by 2000. See the World
Bank, World Development Report, 1987, p- 25/
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TABLE ]-1
DISTRIBUTION OF URBAN AND RURAL POPULATION AND A
G
ANNUAL GROWTH RATES OF POPULATION IN BANGLADYE?:{? ¢

1891-1981
Pe Average Annual Growth
reent Rate Differentiy]
of Population (percent of population) in Urban and
Census Anﬁv:‘p
Year Urban Rural U |
than Rural Total Growth Rates
1891 22 97.8 - - -
1901 24 97.6 1.7 0.6 0.7 i1
1911 23 97.7 0.5 0.9 0.9 -(l)':
192] 23 97.7 0.9 0.8 0.8 01
1931 31 96.9 57 18 19 19
1941 34 9.6 1.9 08 08 L1
1951 43 95.7 35 04 0.5 3
1961 5.2 94.8 45 20 21 25
1974 8.8 91.2 106 2.7 29 7.9
1981 10.6 89.4 6.8 28 31 40

SOURCE: Bangladesh Burean of Statistics, 1981 Statissi
R cal Yearbook
(Dhaka: September 27, 1982), pp. 52-53. o0k of Bangladesh

Even though current levels of urbanization are low when compared with
many qther Third World countries, the situaiion is likely to change in the
futur.e if the current rate of pooulation growth continues. In fact, one
possible reason for the current interest in decentralization in the country is
to provide greater economic Opporiunities in the smaller urbanized areas in

In terms of religious composition, th. population of Bangladesh is
p@omnanl{y Muslim. About §5 percent of the population are Muslims,
Hindus constitute an additionaf 2 percent of the total, and the remainder is
made up of Buddbhists and followers of various tribal religions. Bangladesh
is secm.xd only to Indonesia in the number of Muslims in the population.

Agnm_xlture dominates the économy of Bangladesh. In 1985, 75 percent
of the nation’s labor force was employed in the agricultural sector with the

oy
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constituting approximately 50 perceat of GDP.!® These ratios
changed litde over the 1970s and 1989s. . . o

Within agriculture, crop production is the most xmportant ﬂcuw%
accounting for nearly 80 percent of agriculture’s contribution t_o GDP:
Rice is the most important crop in terms of lacd all?cauon. vyxth
approximately 8C percent of total cultivatable land devoted to its production.
Jute, the second major crop, is the most important Fontqbutor to the
country's export earnings. In 1981-82 exports of raw jute, jute yam and
manufactured jute (e.g., as sacking and carpet-backing cloth) amounted io
about two-thirds of total exports from Bangladesh. Many qther crops,
including tea, tobacco, wheat, sugarcane and barley are also rmsed.

The other components of the agricultural sector include livestock,
fisheries and forests. Livestock production accounts for about 10 percent
of agriculture’s contribution to GDP. This ratio grew slightly during the
1970s with fish production declining slightly in importance. Production of
fisheries remains important, however, both for domestic consumpiion and
for exports.

Compared with agriculture, industrial production does not play an
tmportant role in Bangladesh. The World Bank reports that only 14 percent
of 1985 Bangladesh GDP was generated from industrial production with
alightly more than one-half of the amount (8 percent) contributed by
manufacturing.” These percentages were only slightly greater than the
comparable amounts in 1976: 13 and 7 percent respectively, Indeed, the
available data suggest that manufacturing 2elamingz; per employee fell by 5.2
percent during the first half of the 1980s. .

Textile production dominates the industrial sector. In 1980 two-thirds
of perzons employed in the sector were engaged in textile manufacturing
with the jute industry being most important.““ Other industrial activities
include cotton textile mills, tobacco factories, carpet mills, handicrafts and
bamboo and cane products. In the 1980s there has been a large increase in
the production of garments for export using imported cloth.

18.  The World Bank, World Developmenit Report, 1987, pp. 206 and 264.

19.  These and the other data reported here were computed from Bangladesh
Bureau of Statistics, Latistical Pocketbcok of Bangladesh, 1983 (Dhaka:
Bangladesh Bureau of Statistics, 1984).

20. The Word Bank, World Development Report, 1987 snd World

Development Report, 1979.

The World Bank, World Development Report, 1987, p. 216.

Bangladesh Bureau of Statistics, Staristical Pocketbook of Bangladesh,

1983, pp. 264-265.

R=
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Nominal GDP in Bangladesh grew during nearly all years from 1972/73
through 1982/83, but the growth rate w: pot uniform (Table 1-2). After
accounting for rapid growth in both prices and population during the same
period, ihere were nearly as many years in which real per capita GDP fell
as there were years of real economic growth,

Like many Third World nations, Bangladesh suffered greatly from the
petroleum-led price increases tha: characterized the mid to late 1970s. The
country has some small natural gas derosits, but they were developed only
during the early 1980s and did lictle to assist the country through the rampant
price increases it faced. The eccnomy of Bangladesh is heavily dependent
on imports of both producer and consumer goods; hence the worldwide
increases in prices led to increased costs of domestic production and slowed
the growth of the economy.

Inflation alone does not account for al' of the wide fluctuations in
economic performance exhibited in Table 1-2. Ii is also likely that the
previously documented political instability of the nation also affected
domestic output. Finally, the periodic natural disasters which have
historically plagued thz Bengal region contributed to the nation’s economic
instability.

As noted above, imports provide large amounts of raw materials 2nd
capital goods, including petroleum products, for agricultural and industrial
production, as well as consumcr goods that are not available domestically.
Furthermore, import of food grains has been Decessary in many years,
particularly immediately following the war of independence and during
those years in which major natural disasters have struck the country. Major
imports include food grains, edible oils, crude petrolcum, fertilizers and
manufactured goods.

Export earnings are derived primarily from agricultwal production.
Bangladesh is the world’s leading producer of jute, and its leading expori
is jute and jute products. Other major exports include leather, hides, tea,
fish and seafoods.

Throughout its history Bangladesh has never enjoyed a positive balance
of trade. Geserally the value of exports has been only 30-40 percent of the
value of imported goods. Foreign aid and loans make up for the trade
finance deficit which in 1983/84 amounted to Tk. 22,525 million.2> While
there have been large fluctuations in the annual changes in both exports and

23.  Banglilesh Burean of Statistics, Economic Indicators of Bangladesh, Vol.
12, No. 4 (Dhaka: Bangladesh Bureau of Statistics, 1985), pp- 18-19.

TABLE 1-2
LEVEL AND GROWTH OF GROSS DOMESTIC PRODUCT IN BANGLADESH

Growth Rate of GDP (percent)

GDP (in million Taka)

Real

Nominal

Real

Nomina!

Per Per
Capita Capita

Real
(1976/77=100)

Nominal

Per
Capita

Per
Capita

Real
(1976/77=100

Nominal

3
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Bangladesh (sclected volumes); and 1979, 1980, and 1981 Statistical Yerrbook of Bungladesh.

SOURCE: Bangladesh Burean of Statistics, Monthly Statistical Bulletins of Bangladesh (selected volumes), Economic Indications of
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imports, exports have generally constituted approximately 5-7 percent of
GDP.

Several factcrs account for the persistent and ever-rising trade deficit.
First, the export sector is vulperable in the world markets due to
nondiversificaticn. The world demand for jute has fallen in the face of
greater availability of synihetic substitutes; furthermore, jutz and some
other export goods frequently suffer supply conswaints. Finally, while the
government has atteinpted to provide export incentives, it has failed to make
the export sector more competitive. As noted earlier, import prices were
particularly affected by petroleum-led price increases in the laie 19705 with
a resulting deterioraticn in the terms of trade.

The Public Sector

The public sector has historically played a domirant role in Bangladesh.
The government interven=s greatly in both the agricultural and industrial
sectoss although recently there have been some efforts made to decrease
this intervention. Government participation in the agricultural sector has
inciuded the supply of seeds, fertilizers, pumps, spare parts and other inputs
to farmers at subsidized prices, subsidies to the fertilizer industry, supply of
agricultura credit to farmers, and price support and grain procurement
programs to provide attractive prices for farmers. In the industrial sector,
gove.nment policies have included the supply of liberai crediis io invesiors,
the supply of scme inputs at subsidized prices, liberalization of imports for
ruw materials and capital goods, the provision of foreign currency at official
exchange rate, and protection of many domestic industries through the
levying of import duties. In addition to these measures, the government is
active in export promotion, including the supply of export credits.

Besides providing economic assistance and incentives to private
enterprises both in the agricultural and industrial sectors, the government
participates actively in the economy of the country. For example, the
International Monetary Fund lists 38 noafinancial public enterprises
ranging from the national airlipe to jute milis and an additional 16 public
financial institutions including four commercial banks and two insurance
companies.u The Government of Bangladesh: also undertakes the usual

24.  Intemational Monsiary Pund, Governamen: Finance Statistics Yearbook,
Vol. 10 (Washington, DC: Intematioaal Monetary Fund, 1986), p. 145.
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fiscal and development efforts focusing on socio-economic infrastructure
and various social welfare services.

Public sector spending in Bangladesh has grown rapidly. Expenditures
in nominal terms grew a!zasn average annual rate of 21.1 percent during the
1973/74-1982/83 period.“ After adjusting for inflation, the compounded
growth rate in central government spending was still 6.4 percent, slightly
greater tben the growth rate in real GDP, The government’s role in the
economy, measured by the ratio of total expenditures to GDP, increased
from about 7.5 percent to over 12 percent during the late 1970s and in*o the
early 1680s.

To finance this spending, the country relies on a combination of funding
sources including its own taxes, several nontax revenues and external
assistance. While taxes in Bangladesh as a proportion of GDP are quite low
by internaticnal standards (see below), the ratio did grow over the period
since the mid-1970s. Obviously, tax collections were hindered in the period
immediately following the war for independence. In 1973/74 the ratio of
taxes to GDP was still only 4.3 percent; by 1982/83 the ratio had nearly
doubled to 7.9 percent.

Tax revenues are largely derived from indirest forms of taxation,
Pﬁmarily customs duties and sales taxes. each of whick are levied only on
imports. These revenues grow only as imports increase or if there are
Increases in rates. The rising cost and increased volume and rising prices
of imports during the late 1970s therefore cortributed to the increase in the
lax/QDP ratio. The unimportance of direct taxes in the Bangladesh
cavironment may be traceable primarily to the difficulties in administering
lcwgs such as income and business taxes in an agriculturally-dominated,
low-income country. There is thus no tradition for using direct taxes
extensively in Bangladesk. This nonuse of direct laxes may make it more
difficult politically for local governments to levy general purpose direct
laxes such as property taxes. It also decreases the ability to use shared direc
taxes (o finance local spending. '

A.Jthough tzx collection performance in Bangladesh has improved
cqnsnderably over Ui« past years, it remains at a low level when compared
with other developing countries. To determine the relative level of central
w} performance in Bangladesh, we compare t-x-GDP ratios for §7 low- and
middle-income countries. Fiscal data were drawn from the IMF

2. The spending data are from International Mooctary Fund, Governmen:
Finance Statistics Yecrbook, p. 142.
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Governmen: Finance Stafistics, and a three-year average tax ratio was
computed for the 1978-80 peri'lod.26 The tax ratio for Bangladesh was found
to be 7.88 percent for this period, not much below that for 1982/83. The
average tax ratio for the 56 other countries was 18.24 percent. Part of
Bangladesh’s lower level of taxation may be attributable to its lower level
of development. To accommodate this possibility, we use a regression
approach to measuring tax effort.?’ First, we estimate taxable capacity (Ty)
from

Ty

where

=a+b) X; +bs Xy +b3 D )

Ty = estimated ratio of tax to GDP
X = Per capita GDP (in US$)
X5 = Agricultural share in GDP

D = dummy variable which was given a valus of 1 for low-income
countries, and 0 for middle-income countries.

A tax effort index (E) is defined as
E=Ty /Ty

where ’i‘y is derived from equation (1)

The estimated equation is??

Ty =22.505 + 0.0018X, - 0.321X, + 3.842D; 1))
(7.565) (1.882)  (3.208)  (1.533)

26. When data were not available for gil three years, onz or two yeais of data
were used.

27.  This technique is discussed in Roy Bahl, "A Regression Approach to Tax
Ratio and Tax Effort Analysis," IMF Staff Papers, 18(3) November 1971):
570-612.

28.  Asdefined by The World Bank.

29.  Absolute t-values are in the parcntheses.
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R2 =0.367

which, for Bangladesh, yields
'Ii"y = 9.88 percent
and E=0.80.

Hence, Bangladesh's tax effort is 20 percent less than that expected when
based on the tax collection performance and economic conditions in the 57
countries. If additional public resources are necessary to lead to greater
economic development, this low revenue effort must be increased.
Decentralization, with local governments given the responsibility and
freedom to mobilize resources of their own, may be one means of achieving
this improvement.

Decentralization Efforts

The details concerning the structure of the administrative apparatus and
local governments are provided in the next chapter, but, it is useful toreview
bere the events and rationale underlying the dccentralization efforts
undertaken in Bangladesh dwring the 1980s. in 1982, one month after
seizing power, Chief Martial Law Administrator Ershad appointed a
Committee for Administrative Reorganization/Reform. The committee’s
ierms of reference were to review the structure and organization of the
central government’s administration serving rural areas and to recommend
changes in this system to bring administration "nearer to the people.” 30 The
len-person committee, chaired by Deputy Chief Martial Law Administrator,
Rear Admiral M.A. Khan, held meetings in several places throughout the
country and gathered written opinions from a wide variety of sources.

The committee’s repon, issued in June 1982, was well received by the
military goverpment. The report pruposed several important changes to the
acministrative/local government structure. These reforms ceatered on the

30.  Toebook by Shaikh Magsood Ali, M. Safiur Rahman, and Kshanada Mohan
Das, Decen:ralization and People's Participation in Banglcdesh (Dhaka:
National Institute of Public Administration, 1983), contains a review of 33
reports issued during the pcriod 1885-1979 concerning decentralization of
administration in Bangladesh.


http:effort.27

20 Govemmental Decentralization in Bangladesh

thana, which was to become the basic unit of administration and also a locg]
self-government. Among the recommendations were:

* upgrading the quality of thana administration;

* establishing local self-government at the district, thana
and union levels of administration;

* abolishing the subdivision level of administration;
* creating additional districts;

° creating a high ranking committee to insure that the
recommendations were implemented.

The last of these recommendations was carried out first. This fact is
important, especially in a country where studies are often undertaken but
their suggested reforms less often implemented. In October 1982 the
Resolution to Reorganise Thana Administration was issued, followed in
December by the Local Government (Thana Parishad and Thapa
Administration Reorganisation), Ordinance, 1982.3! These two documents
formed the basis for the phased creation of upgraded thanas.

The rationale for decentralization and its hoped-for beneZis are stated
most fully in the cpening paragraph of the initial 1983 guidelines governing
operation of the newly formed level of local government—the upazila:

Government has decided to delegate authority and devolve
administrative and development functions at the grass root
level. The main objective is to induce faster and appropriate
development at the local level threugh direct participation of
the local people. This will help in identification, plaaning and
implementation of development projects which will benefit
local people most, more easily than before. In cther words
implications of this process of devolution are {a) reduction of
dependence of the rural people or the national government for
meeting the needs which can be met locally and development
of self-reliance in the process; (b) mobilization and utilization
of locai resources which have hitherto remained untapped; and
(¢)reducing the direct involvement of the naticnal government
in planning and implementation of projects which are purely
local in nature. All these are expected to lay the foundation of

31.  Parishad means coungcil,
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a solid local government which would be instrumental in
ushering in a better life for the rural pecple in the pear
future."*2

Two aspects of this siatement are particularly noteworthy in the context
of this volume. One is that the same arguments about decentralization
presented above were seen by the authorities of Bangladesh as their
rationale for deceriralization. A second point is that local resource
mobilization was viewed by the Government of Bangladesh as an important
feature of the decentralization policy.

Since 1983, the decentralization process has moved forward in
Bangladesh, albeit not without significant problem_s.33 While numerous
political, administrative and technical problems have arisen and may
continue to occur in the future, improved local government resource
mobilization and wtilization is likely to remain one key ingredient in the
overall success of decentralization efforts in Bangladesh.

This book focuses on the methods by which local governments in
Bangladesh are financed and how they may be strengthened by new and/or
improved financia! instruments under the current decentralization policies.
The next chapter details the local government structure within which
decentralization in Bangladesh is being implemented. Giver the important
past, current and probable future role of intergovernmental grants in
financing local governmens:s in Bangladesh, Chapter 3 is devoted to this
topic. It provides an examination of the overall intergovernmental transfer
system with a discussion of the reform options.

Chapters 4, 5 and 6 provide exarainations of three different forms of
property-related taxation that are likely to provide the basis for further
srengihening of the resource mobilization capabilities of local governmeats
in Bangladesh. The first cf these, examined in Chapier 4, is the immovable
property transfer tax. The land development tax, discussed in Chapter 5, is
currently a central government tax bui could play an imporiant role as a
local government levy. Finally, we look in Chapter 6 at another

32.  Govemnment of the Pecples’ Republic of Bangladesh, Guidelines for
Upazila Parishads for Utilisatior: of the Development Assistance Provided
by the National Government through the ADP (Dhaka: Ministry of Finance
and Planning, July 1983), p. 1.

33.  For one critique of the process, see Abmed Shafique Huque, "The Illusion
of Decentralization: Local Administration in Bangladesh," Internarional
Review of Administrasive Sciences 52 (1986): 79-95,
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property-based tax, the holdings tax. In each of these chapters the stmctyre
and administration of the tax is described and its effects concerning
economic neutrality and equity implications are examined. The revenue
implications of each tax are also analyzed and suggestions are provided
concerning how each of these instruments might be strengthened.

Chapters 7 and 8 focus o two other sources of local revenues. (?ne of
these sources is business-based taxes and fee-based revenues, considered
in Chapter 7. The second is a less formal, yet potentially productive source
of revenue—local contributions and voluntarism, the topic of Chapter 8.

A summary chapter draws together the key findings of this research on
fiscal decentralization in Bangladesh.

2

Local Government Structure
Maniruzzaman and Larry Schroeder

The structure of local government in Bangiadesh is complex, largely
because of the shared responsibility between central and local governments
for administering and financing different public sector functions. Its
description is complicared by the fact that it was changed very dramarically
during the early 1980s. In this chapter we emphasize the linkages and
hierarcky of Bangladesh’s local governments.” While we concentrate on the
structure as of the mid-1980s, it is also instructive to coasider how the
organization of local governments was changed in order to achieve greater
decentralization.

Overzall Structure

In studying the structure of local government in Bangladesh, it is
Decessary to distinguish between the adminisirative hierarcky and local
governmesis proper. This distinction relates to the familiar differentiation
between administrative deconcentration and governmenial decentralization
meationed in Chapter 1. In this section we first review the structure of the
administrative system and then the structure of local governments.

I A detailed overview of the pre-reform structure of lecal government in
Bangladesh s provided in Ali Abmed, Administration of Local
Self-government Sfor Rural Areas in Bengladesh (Dhaka: Local
Govemment Institste, 1979). For & bibliography, see Salahnddin M.
Aminuzzaman, Locgl Government and Administration in Bangladesh, A
Selected Bibliography (Dhaka: Center for Administrative Studies, 1981),
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Central government ministries are organized hierarchically with a
gecrelariat at the apex.2 Below the secretariat in the administrative pyramid
are the division, district, and upazila offices. Table 2-1 displays this
hierarchy before and after the implementation of decentralization during
1982 and 1583.

The secretariat is the highest administrative authority within a ministry
and is responsible for issuing all rules and regulations related to the
organization. Each ministry is headed by a politically-appointed minister,
but the administrative head of the ministry is known as the permanen:
secretary and is a senior civil servant. The secretary and his immediate
officers cannot serve in a ministry for more than three years and are
sometimes transferred more frequeotly. These administrative decision

TABLE 2-1
ADMINISTRATIVE HIERARCHY IN BANGLADESH BERFORE
AND AFTER DECENTRALIZATION
S Aficr D Jizati
Chief Number in Chief Number in
_Level Administrater  Country® Administrator _Couniry?
Secretariat Permanent Permanent
Secretary 1 Secretary 1
Division Commissioner 4 Commistioner 4
District Deputy Deputy .
Commissioner (DC) 20 Commissioner (DC) 64
Subd’ visioa Subdivisional Abolished
Officer (SDO) 1
Thana/ Circle Officer (CO) 474 Upazila Nirbahi
Upazila®© Officer (UNO) 460

®As of July 1982.
As of May 1984. )
CCalled thana prior to upgrading in December 1982. Since then, cailed upazila.

2. Administrative organization in Bangladesh is explained and aitiqued in.Ali
Ahmed, Basic Principles and Practices of Administrative Organization:
Bangladesh (Dhaka: National Institute of Local Government, 1981).

[ ———
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makers thus tend (¢ be generalists rather than technical experts in the
particular functional area associated with the ministry, e.g., fisheries,
agriculture or local goverament. The secretariat is the policy-making body
within a ministry. Implementation of most 3policies is carried out by the
directorates and departments of ministries.” Personnsl attached to these
divectorates are posted at the division, district and upaziia levels.

The country is divided geographically into four divisions; the principal
sdministrative officer at this leve! is the commissioner.? The commissioner
&cts as the coordinating officer for the departments which maintain offices
at the divisional level. Government service programs are not implemented
at the divisionai level but are revie wed and approved there. Implementation
occurs ai lower administrative levels.

The district has traditionally functioned as the key administrative level.
The implementing directcrates of all nation-tuilding ministries maintain
stafl ther= and the majority of development expenditures are either
channeled through or approved by district-level personnel. The deputy
commissioner (DC) is the principal central government officer in the
district.” His functions include coordination of development activities,
collection of land taxes, administration of land laws, and the promotion of
local government. He is assisted by additional deputy commissicners, as
well as line officers from the nation-building ministries (directorates).

Prior to deceatralization, there were traditionally about 20 districts
within Bangladesh. Over the years, however, there were several proposals

3. These offices are usually headed by specialists, e.g., engineers. Whether
this dichotemy between the generalists and specialists within ministries is
coaducive 10 the smooth functioning of the organization is a marter of
debate. See Ali Ahmed, Basic Principles and Praciices, PP- 5-9; and
AMA. Muhith, Thoughts on Development Administration (Dhaka:
Bangladesh Rural Advancement Committee, 1981), pp. 5-14.

4. ‘Tbe future status of divisions is uncertain Several studies of governmensai

mmﬁon in Bangladesh, including the Committee for Administrative
Reorganization/Reform, have recommended thas they be abolished.

5. Poradiscussion of district ievel administration see Qazi Azher Ali, District

Adrrx:’_ru:.rtratian in Bangladesh (Dhaka: Naticaal Institute of Public
Administration, 1978).
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to increase the number of districts in order to reduce the physicai size and
number of persons served by each’ Upon the recommendation of the
Committee for Administrative Reorganisation/Reform, the subdivision was
sbolished and 64 districts were formed from the original 20.

Prior to decentralization, central government staff officers were
stationed in both subdivisions (usualiy three to five in a district) and thanas
(on average six to ten within a subdivision). Under the policy to decentralize
administration in the couniry, the subdivisions were abolished and a larger
rumber of more highly ained officers were posted at the thana level. To
emphasize its change in character, the thana was renamed the upazila. All
previous thanas, other than those located within the four major urbanized
areas of Bangladesh—Dhaka, Ch:ttagong, Khulnz, and Rajashahi—were
upgraded to upazilas. As of 1984 there are 460 upazilas whose jurisdiciional
voundaries encompass ali areas outside the four urbanized areas.

Ten officers are staticned in each upazila. They are in charge of the major
functional services provided by the central government in rural areas, eg.
health, educatior, agricultural services, fishery services. In addition, six
regulatory officers and judiciary officers are posted in the upazila. Given
its location at the base of the administrative hierarchy, the upazila level
office is most frequently contacted by the people at large. Thus,
improvement in officer quality at this level was seea by the government as
an especially important aspect of the thana upgrading process.

The chief administrative officer of the upazila is the upazila nirbahi
officer (UNO). All other upazila officers work under his guidance. Many
of the first UNOs pnsted had previously served as subdivisional officers
(SDOs) or as additional deputy commissioners (ADCs). The general
shortage of highly qualified personnel in Bangladesh has meant, however,
that upgrading oificer quality in all upazilas has pot beea possible.

Perhaps of greatest significance 10 the local populace was the posting of
magistrates at the upazila level. This change has made it possible to settle
legal disputes in & less costly mauner since the parties to the dispute no
longer must travel tc subdivisional or district headquarter towns for
adjudication.

6. See, for example, AM.A. Muhith, Thoughts on Development
Administration, pp. 36-38. Muiith also notes (p. 21) that under the original
Hastings Plan, which created district level administration in Bangladesh in
1772, 23 districts were formed.
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Bangladesh’s local government hierarchy is at least as complex as its
administrative struc_t,ure. Local government has a long history on the South
Asian subcontinent.” Before the British era, village panchayats (councils of
five elders) took responsibility for rural administration. Formal local
self-government during British rule can be traced to the Bengal Local
Self-government Act of 1885, the outgrowth of Lord Ripon’s proposal to
establish elected local government bodies throughout the coumntry. Under
that Act, three levels of local government were established—district boards,
local boards, and union committees. The three-tiered system was altered by
the Village Self-government Act of 1919, which established a two-tier
systemn of government in rural areas consisting of district boards and union
boards. This general system continued after the creation of Pakistan in 1947,

Under the Basic Democracies Order (October 27, 1959), issued by
President Fieid Marshal Ayub Khan, major changes were made in the
sysiem. The Basic Democracies Order provided for: a union council for a
union (consisting of several villages) in rural areas and a town committee
for urban areas; a thana council for ihe thana in East Pakistan; a district
council; a divisional council; and provincial Development Advisory
Councils for East and West Pakistan.

Two ordinances, along with many of the rules established for local
governments under the Basic Democracies Order, govern the four levels of
local bodies in Bangladesh today. These ordinances are The Local
Govemnment Ordinarce, 1976, and its 1982 and 1983 Amendments which
focus on zilla parishads, upazila parishads and union parishads; and The
Paurashava Ordinance, 1977, whick governs local governmenti in urban
areas. Tuere are also specific ordinances pertaining to Dhaka and
Chittagong, which have special status as municipal corporations. Each of
the four levels of local government is discussed below. It is necessary o
recognize that none of these iocal bodies is eatirely independent of
ceatrally-posted officers (Table 2-2). Such administrative officers are either
active participants in local government affairs or they serve as approving
authorities for certain policics undestaken by the local body.

7. M. Rashiduzzaman, Politics and Administration in the Local Councils, A
Snlft‘y of Union and District Councils in East Pakistan (Karachi: Oxford
Uciversity Press, 1968), p. 1. Additional sources on the history of local
government in Bangladesh are cited in Aminuzzaman, Local Government
and Administration in Bangladesh. A broader perspective on local
governinent throughout the subcontinent can be found in Hugh Tinker, The
Foundations of Local Self-government in India, Pakistan and Burma (New
York: Frederick A. Pracger, 1954).
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TABLE 2-2
LINKAGES BETWEEN THE ADMINISTRATIVE HIERARCHY
AND LOCAL SF1 F-GOVERNMENTS IN RURAL AREAS

C Blected
Geographi Administrative Local ed
Units ) Officer Govemment Represeniatives
Division Commissioner — -
District Deputy Zillz Parishad Rulelpe.rumm' ing to
Commissioner zilla parichads
were not formulated
until 1988.
Upazila Up2zila Nirbahi Upazila Parishad  Chairman plus all
Ofﬁce: N union and paurashava
chairmen (within the
upazila).
i - Union Parishad ~ Chaimman plus nine
Hnion clected members.
Zilla Parishads

District level governments were created by .the .Local Self-govemmex.n
Act of 1885 and were originally called district ‘boyrds. Tht.: Basic
Democracies Order of 1959 gave them the name district councils. Tht:
functioning of these institutions was disrupted during the poprlar movemer
in 1968 which toppled President Ayuo Khan, but the).r resumed activity
under the name zilla boards in 1972. Four years later, zilla boards bgcam:
zilla parishads (district councils) under the Local Govemant Ordmxmcr
of 1976. Throughout their history, zilla parishads al}d thgu’ predecessod
boards and councils have seldom consisted primarily cf elet.:tﬂel
representatives. From 1956 to 1959 district boards were composed entln;s ;
-of elected officials; however, the Basic Dempcracxes .Order of e
terminated this arrangement ang made the dxstnct councils a part of '
Deputy Commissioner’s office.” In 1988, addmox.ml ch.angt':s were bemg
made in the structure of zilla parishads, but the discussion in this section

does not reflect these changes.

8. Ali Ahmed, Administration of Local Self-government, 1979.

o i - oo+ cam— - et - parg
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Central goverament bureaucrats coatinue to administer zilia parishads
with 2ll important powers exercised by two key persons: the deputy
commissioner (DC) and the assistant director of local government (ADLG)
in their respective capaciiies as chairman and secretary of the zilla parishad.
Their principal responsibility is managing the central government
administrative structure in the district, but both the DC and ADLG also act
as supervisors of local government bodies.

The ADLG, who serves as secretary of the ziila parishad, is a staff officer
of the DC with the responsibility to monitor and supervise the activities of
the local bodies in the district. All important decisions are made between
the chairman and the secretary. Petitions and correspondence are handled
by the secretary who, therefore, controls the decision-making process
through his ability to delay, question or object io recommendations and
actions directed to the chairman.

The local government ordinances assign 97 functional responsibilities
to the zilla parishad, divided into two categories: compulsory and optional
responsibilities. The principal function of the zilla parishad is the
construction and mairtenance of public works, particularly transportation
facilities such as roads, bridges, canals, and ferries. Local financial
constraints and the activities of the central government’s ministries and
government corporations have greatly limited the role of the zilia parishad
in agriculture, health and education.

For budgeting purposes public works furciions are carried out under two
budget headings—normal works and rural works. Although there is no
difference in the services provided, the activities of the former are financed
from the general reveaues of the zilla parishads, while the laiter are financed
from Rural Works Programme (RWP) grants from the centrai government,

Since the main activities of zilla parishads fall under the heading of
public works, it is not surprising to find that these expenditures for both
normal and rural works constituted approximately 70-80 percent of total
expenditures of 13 zilla parishads between 1976/77 and 1980/81 (Table
2-3). In addition to building and maintaining roads, bridges, and ferries,
public works includes construction and maintenance of dak bungalows (rest
bouses), offices, warehouses, and activities such as tree planting. Other
€xpenditure categories are minor. In agriculture, most spending is in the
form of awards to farmers who produce especially high yields. Health
€xpenditures are for a few dispensaries which prcvide limited care to the
Very poor. The zilla parishads also provide grants to local humanitarian
Organizations. In education, zilla parishad grants are made for student
Bostels, educational institutions, youth organizations, libraries, cultural
S0Cieties, and scholarships. Establishment expenditures include the
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TABLE 2-3
PERCENTAGE DISTRIBUTION AND MEAN PER CAPITA ZILLA PARISHAD
EXPENDITURES, BY TYFE, 1976/77-1980/81

(in percents)
Fiscal Year®
Expenditure 1976/77 1977/78 1978/79 1979/80 192081

Estabiishment 7.8 1.9 12.1 9.7 10.2
Agriculture 04 0.4 0.2 0.2 02
Public Health 0.6 0.6 0.2 0.2 0.2
Education 8.7 5.6 43 4.1 33
Social Welfare & Culture 1.2 1.3 0.8 0.8 1.0
Public Works 39.3 53.1 49.9 50.3 537
Misc. Expenditures 1.8 2.6 3.8 32 38
Works Progrsmame 40.2 28.6 288 31.1 21.6
TOTALD 100.0 100.0 100.0 100.0 100.0
Mean Per Capita

Nominal Amounts

Total Spending (Tk.) 2.19 2.10 2.30 2.65 3.06

®Total expenditures exclude special grants expenditures. The data are based on a
common sect of 13 zilla parishads which include the RWP expenditures in the District Pund
and for which data are available for the entire S-year period.

ay not sum to tctal due to rounding.
SOURCE: Computed by authors from zilla parishad records.

allowances for the chairman and secretary, and the salaries paid to all
employees of the zilla parishad (with the exception of the RWP staff). This
spending includes pensions and gratuities to retired employees, travel
allowances, fuel and other zilla parishad operating costs. It generally
constitutes less than 15 percent of iotal zilla parishad expenditures.

Total expenditures measured in nominal terms are extremzely small. For
example, by 1980/81 mean nominal spending was only Tk. 3.06 per person.
If one makes the very liberal assumption that average annual incomes in
thesc rural areas are approximately Tk. 2,800 (assuming US$ 140 per person
and an exchange rate of Tk. 20 per US $1), Tk. 3.06 expenditures amount
to an expenditure-income ratio of slightly more than one-tenth (0.0011) of
a percent. This is a very small ratio for a governmental body responsible for
such a wide range of activities. Furthermore, if the data are adjusted for
inflation, real spending per capita did not grow throughout the late 1970s.
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j[hcre are three primary kinds of revenue sources available (o zilla
parishads: central government grants, taxes, and earned income. In addition
to grants the Local Government Ordinance, 1976, lists 28 items under taxes
m!es, tolls and fees which local governments can levy, but only with Lhe'
pu:or sanction pf the central government. Zilla parishads do not use all of
8¢ sources since some are utilized by the union and upaz:; i

The Local Government Ordinance pre);ludes the use ;tIP Lheu:afna::g?.ndgeag:
muitipie levels of local government.

. By far the most important grant revenue source of the zilia pari i
the Bural Works Programme (RWP). The RWP was injﬁaledpaxgsgagislj
project of the 'Pakistan—nnw Bangladesh—Academy for Rural
ﬁ;gf;gﬁ;&: uvlaill::zl; was carried out in chtwali Thana, Comilla Dist_n'ct, in

!  one year, the program was expanded to ail thanas in East
Pakistan, fupded In greal part by resources supplied under the United States
PL 480, which funds the Food for Peace Program. ° The program aimed to
acceserale the construction of a wide variety of public works a* all levels of
local government and has continued to the Fresent. Technicaily. it remained
A temporary, supple :ental program until September 1982 when it became
4 permanent part of the Local Government Division of the Ministry of Local
Govmenl, Ru'ral Development, Cooperatives and Religious Affairs. The
Rmcwlll’a:f 1:131 graflt-m-flid ﬁ;om the central government to zilla parishads with

onal allocation ivi i i

of aodiona p(’pulzmon.o funds divided among the local bodies on the basis
Ip addiliop to the Rural Works Programme grant, the zilla parishad
recc:\:c.s a variety of small normal granis. One of these is the “augmentation
grant” mntended to increase zilla parishad expenditures for develcpment
lctx_vmes". The "grant in lieu of the zamindar’s contribution to the zilla
pl:cmtl::]d .helps compensate for the loss in revenues which resulted from
” abolition of tfle zamindari (landlord) system in effect during British rule.
pecial graqts are also given 1o provide hardship ailowances to zilla
panshad empioyees, while “compensation grants" are used to increase staff

9. Onthe early results of the Comilla experience, see Pakistan Academy for

Rural Development, The Works Programme in Comi
. (Conilln: PARDY 1pen rogramme in Comilla, A Case Study
. Unc!:r IIJ’.S..Public Law (PL) 480, surplus wheat from the United States was
- 0 Pakistan for local currency, then resold locally. The revenues from
5¢ sales were used to pay local woskers for *heir efforts on the RWP
schemes. Sce Gustav F. Papanek, Pakistcn's Development, Social Goals

and Private |, j . . pren
. 157-16; .ncentzves (Cambridge, MA: Harvard University Fress, 1967),

D
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salaries. Finaliy, "grants against specific projects” are sometimes provided
which, as the name implies, are monies used for special purposes.

The list of tax revenue sources used by the zilla parishad is very short.
Local autonomy in taxation is limited by the fact that tax rate changes
must be approved by the prescribed authority—the divisional
commissioner-—and the zilla parishad has no control over fax
admigzistration. In essence, zilla parishads have no effective autonomy
regarcing taxes and no way to increase independently the yields from this
source. The most important tax source is the immovable property transfer
tax, a 1 percent levy on the value of all land and permanent structures sold
in the district (see Chapter 4). It is collected at the time the deed transfer is
recorded by the Ministry of Law and Land Reform. The collection agents
are subregisters Incated at the upazila level. A second, less significant, tax
revenue source is called the local rate. This tax was abolished in 1976 when
the Land Development Tax Ordinance was passed, which merged all land
revenue and other land-based taxes into the land development tax. Since
then, the only revenues obtained by the zilla pariskad from the local rate
have been from arrears, thus the amounts are small and declining to zero as
arrears are collected.

Own-source revenues, other than taxes, are derived as income earned
from several different quasi-enterprise activities. One such activity is
income from tolls and ferry ghats (landings). Zilla parishads are authorized
to collect tolls on district roads, bridges and ferry ghats. We are aware of
only one district—Sylhet-—which imposes tolis on roads, although ferry
ghats are a commen revenue source (see Chapter 7). Instead of operating
ghats or tol! staticns itself, the zilla parishad commonly auctions franchises
giving the franchise holder the right tc collect fees from users. Toll rates are
set by the district with the approvai of the divisional commissioner. Another

source of income is renls and profits earnzd from the cperation and reatal
of various types of property suck as buildings and land, the leasz of roadside
ditches for fishing, rent of stafi’ quarters, equipment rented to contractors,
rent from dak bungalows (rest houses), sale of roadside trees, and sale of
materials supplied to contractors. For some zilla parishads, these revenues
constitute the second most important local source of income; however, the
flow of such revenues is quite smail.

The fourth category of zilla parishad income includes fees, interest aad
other miscellaneous sources. Fees are chargsd for some health and
agriculture services and for services provided to other levels of government,
such as use of zilla parishad printing facilities. In addition, bank deposits
can yield interest earnings for the zilla parishads.

o
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The composition of actual revenues in 13 zilla pari i
1976/77-:980/81 together with mean per capita mSenxﬁ:Elgzgzgqxg
Tab.}e 2-4. Two sources gccount for the bulk of total reveaues of the zilla
parishads—the immovable property transfer tax and the Rural Works
&ome grent. The first of these grew in relative importance during the
obsfarvauon period; by 1980/81 it accounted for nearly one-half of all zilla
?mshad revenues. Grauts, on the other hand, declined in relative
@mnme. Al! other revenue sources are minor, with the decline in relative
;?Iizrz::lce: of) ;e:;l;gs{c;ﬁt ;gd sales proceeds possibly due to the fact that

. 1de i i
some sales, of es for example, constitute a one-time only

As was the case for expenditures, per capita revenues, both in nominal

and real terms, are extremely small. Interestingly, per capita nominal

TABLE 2-4
PERCENTAGE DISTRIBUTION OF ZILLA PARISHAD REVENUES
3Y SOURCE, 1976/77-1980/81

(in percents)
. Fiscal Year®
Expenditure 1976/17 1977718 1978779 1979/80 1980/81

Property Transfer Tex 40.7 45.5 48.3 50.7 494
Local Rate 4.9 0.1 14 0.6 0.5

Reat, Profit, and .
::u :mweds 94 10,0 7.5 6.7 53
s Rates 0.2 0.2 0.2 0.2 0:2

Toifs on Roads, Ferries, ‘
k:;d Bridges 2.8 2.7 2.8 23 33
m:;: 0.5 1.0 14 1.2 1:6
o ancous ) 1.8 2.7 25 3.9 3.6
n untary Contributions 0.0 0.0 0.6 (19 1 ‘3
ormal Grants 6.2 6.5 5.1 4.2 ;5

Works Programme Grants 33,5 ) ] X0 239 29.6

TOTALD
1000 100.0 100.6 100.0 160.0

Mean Per Capita
Total Reveaues (Tk.) 1.95 L.79 1.9 2.63 255

*0nly the 14 zilla pari i

0 perichads for which revenue data were avzilable for th i i

mb"ph:h feported RWP grants in the District Fund were used for this tnm.bk:e o peied
Y not sum to iotal due to rounding. .

SOURCE: Computed by authors from zilta parishad records.

=
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own-source revenues increased throughout the period, although they
declined slightly in the final year due to the poor yield of the immovable
property transfer tax. When adjusted for the effects of inflation, the large
declincs in RWP grants after 1976/77 and the no-growth policies pertaining
to normal grants resulted in smaller total per capita revenues in 1980/81
than in 1976/77.

Thana/Upazila Parishads

Districts are now subdivided into upazilas, units similar to counties in
the United States which serve as administrative posts for central government
staff. Upazilas are also referred (0 by the English phrase, "police stations”
since traditiopally this was the primary function which they served. Prior to
1982, local government at the thana level-—termed the thana parishad—was
minimal since, although it contained some popularly-elecied leaders, it wes
dominated by central government personnel. With the racent emphasis on
decentralization, local self-government at this level has taken on more
significance since the upazila parishad is the primary focus of Bangladesh's
dccentralization policies. Even though the area covered by upazilas is, on
averags, only about 120 square miles, each of these local governments
serves large nurnbers of people. In 1981, upazila populations ranged from
slightly over 10,000 to nearly 590,000, with a country-wide average of about
185,000.!!

Representative government at the thana level was created by the Basic
Democracy’s Order (BDO) of 1959 which established thana councils. The
Ministry of Local Governments order in 1572 changed the name to thana
development committee, and in 1976 it was renamed thana parishad by the
Local Government Ordinance. The thana level of local governrent had both
elected and non-elected members untii 1982, Thana parishads were chaired
by the subdivisional officer (SDO) of the overlying subdivision, with the
thana’s circle officer-development (CC-Dev) acting as vice chairman.
Members of the thana parishad included elected chairmen of the union
parishads within the thanas, officials of various government department’s

11.  Because of the complexities of responding to the needs of 5o many residents,
even greater decentralization is advocated in Shaikh Magsood Al M. Safiur
Rahman, and Kshanada Mohan Das, Decentralization and People’s
Pardcipaiion in Bangladesh (Dbaka: Nationa! Instituze of Public
Administration, 1983).
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stationed in the thapa, the chairman of the thana central cooperative
association (TCCA), the thana conveners of the youth complex, and the
representative of the National Women's Organization (the last two had no
voting power). Depending on the number of unions within a thana, the
non-elected members—dominated by central government
personnel—could outnumber the elected chairmen of the union parishads.

Thana level government was further complicated by the creation of the
thana development commitiee (TDC) in 1978.' The TDC consisted solely
of tke elected chairmen of the union parishads within the thana. They elected
from among themselves a chairman, secretary and treasurer. Between three
and eight additional members could be co-opted from the general populace,
but they could not exceed the total eiected membership. Since the majority
of the TDC members were elected Tepresentatives, its creation represented
some shift in power from bureaucrats to the public at large. The chairman
could draw and disburse government-allocated funds used for develcpment
programs and the TDC could recommend particular schemes (projects).
Still, the TDCs did not enjoy irue autonomy since their recommendations
had to te approved by the thans parishad, which was often dominated by
official members.

Thg roles of bureaucratic versus elected officials were altered
dmmatnc‘aUy by policies initiated in 1982 contained in the Resolution on
Reorganisation of Thana Administration (October 23, 1582) and The Local
Gov.cmment (Thana Parishad and Thana Administration Reorganisation)
Ordinance (December 23, 1982).'? Reorganization of thana administration
knov»"n as "upgrading,” involved posting a greater number of more sem'or,
officials directly at the local level. Coincident with this change in staffing
was the provision of additional decision-making powers with a decreased
feliance upon central government approval of decisions.

The decentralization process proceeded in a phased manner with 45
thanas upgraded in the first phase, 55 in the second ard so on until December
1983, when all 460 thanas in the nation had been upgraded. Another 20
thanas are located within major urban areas and, since public services in
these areas are already served by the overlapping psurashava or municipal

ﬁ Government Circular No. S-IV/2F-1//78/282, May 24, 1978.

- These documentstogether with additional supporting material are contained
it Government of the People’s Republic of Bangladesh, Cabinet Division,
Manual on Thana Administration (Dbrta, February 1983).
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cofporeiicn, these thanas were pot upgfaded.14 In order t;) bdllstl:l?ons(::
teiwsen tbe upgraded and non-uggraded thanas (and proba hyan ow
suggest &n entirely new organizamnd)édthe name thana was chang
i jurisdiction was u . .

ﬂpabl;zn“l;t::h?p of thettlxpaz.ila paglf;ad includes an elected chan'man all
chaﬁmen of union parishads lying within the u.pazila, the pauras.uat:;
cheirmen of any urban communities in the upazilz, and four appomtivc
members (three women and the chairmgn.of the thana central coopt:rz}thjn
association) (Table 2-5). Only these mdxvxduals have voting po:v::b:rtl
the upazila parishad. They are, however, Jo.mgd for purposes u;) mamc by
officers from the several line agencies providing services to the .

TABLE 2.5
UPAZILA PARISHAD MEMBERSHIP
Chai
i Noavoting Members
Voting Members ing Memb
Representative Memberz Uparils Nirbahi Offirer )
Union Parishad Chaimuen Upazila Healt—h; and Pamify
Paurashsva Chairmen Planning Cificer
Upazila Education Officer
. Upazila Agriculture Office
. Mm ‘ ’ c! & 53 r
Three :dm v Upazila Cocperative Officer
e ar Saeme ..- tais - :
T Upazila Fishery Officer
Upe=iia Social Welfare Officer
i Officer
Chzimman, Thana Ceatral Upazils Rur! Davnlopment
Coopa!hvem" Association Upazila Mass Communicsation
Officer
Upazila Reverne Officer

Officer-in-Charge, Paolice Station

SOURCE: Ministry of Local Govemment, Rural Development and Cooperatives, Local

Government Divirion, "Notification No. S-VIIV3E-3/83/41" (Dhaka, Janusry
26, 1983).

14. The 20 major urban areas include 12 in Dhaka, six in Chittagong, oo¢ ib
Khulna and cae in Rajashahi.

e ey
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Inclusion of a popularly elected upazila parishad chairman together with
the abolition of voting powers for administrative personnel make this body
a local self-government. When compared with the former
administrative/governmental structure at the thana level, the new policy
represents amove toward decentralization of decision-making powers. This
change, however, is accompanied by certain problems.

A major issue concerns the division of power between the ckief
execuiive officer siationed at the upazila and the upazila parishad chairman,
Whea thanas were upgraded. the status of the primary administrative officer
of the thana was also upgraded by establishing the position of upazila nirbahi
officer (UNO). While line officers are subordinate to a UNO, the UNO is
subordinate (o the upazila parishad chairman and serves as the upazila
parishad chairman’s chief executive officer. This arrangement, if carried out
as envisioned, should a0t create problems and is in keeping with the goal
of decentralized decision-making. Still, it must be recognized that a
siatement of the formal roles of administrative and political leaders does not
guarantee that conflicts will not arise. Upazila nirbahi officers have only
served within an administrative hierarchy in the past, and they have
achicved a relatively high positicn within the administration. It is not
surprising then that some did not adapt well to a position subordinate (o
locally elected politicians. .

Under the dual thana parishad and thanz development committee
umangement, functions were distributed between the two bodies. The
functions of the thana parishad related to coordination of sctivities at the
thana level and the management of the thana training and development
complex (TTDC), the TTDC hall/office ouiiding, surrounding wall, streets
within the complex, workshops, and godowns (storage areas). Thana
Parishad respoasibilities also extended to office-cum-community centers
for the uaion Parishads, voluntary mass participation works and
construction of flood shelters. The thana developrient committee carriad
Out rural works projects.

With the formation of the upazila parishad, the functions of the local
body increased greatly. The upazila parishad is now responsibie for the

“lons previously carried out directly by central government perscnnel
Slauoned at the thana level, Strictly speaking, however, the upazila parishad
bas no caaployees of its own; it has no power to kire or dismiss employees
posted In the locality. Instead, all employees remain attached to their
fespective line ministries and are only deputed to the upazila parishad.

. amangement relieves the upazilas of personnel administration
responsibilities. It also means, however, that the locality has less control
Over the acticas of the officers and employees posted at the upazila pariskad

3
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than would be the case if they were directly hired by the local governmeni.

Under the preseat system, officers gerve the upazila parishad, but are

evaluated for purposes of promotion, transfer, etc., by the district officers

within their respective line ministries. Line ministry peivonnel evaluations

must take into account the evaluations of the upazila parishad chairmar,
whe can better ascertain whether the officer is fully carrying out his duties.
The potential for split loyalties and teasion when th= :5aziia parishad and
line minicey 3¢ &u issue Gifferently is inherent in the arrangement. While
statutory regulations specify that the upazila officer should foliow the
dictates of the upazila p.an‘.shad.ls the officer may decide thai it is in his
interest to zttend to the concems of his line ministry since it is this
organization which determines his promotions and transfers. Under these
circumstances, true decentralization cannot be achieved.

The new policies also brought changes for finance and project
development as the upazila ievel., Prior to 1932, both the thana parishad and
the thana development committee were iotally dependent on the central
government for operating funds, since neither hagd any taxing xauthon'ty.16
Because of their reliance oa grant revenues, neither group prepared a formal
budget. Insteaq, they prepared plans for projects and maintained accounis
concerning the financial affairs of each project. Each year, the central
govemnment allocated grants in the name of the thana parishad or the
chairman of the TDC. Schemes included rcads, bridges, embankments,
drainage, canal re-excavation, deep tube wells, and other irrigation projects.

The Rural Works Programme constituted nearly all of thana parishad
revenues prior to the 1983/84 fiscal year. Of the three levels of local
government eligible for RWP funds, the thanas received the largest share.
For example, in 1981/82, about 60 percent of total RWP funds were
allocated to thanas (see Chapter 2). At the same time, the per capita amounts
received were quite small and, in real terms, grew at a relatively slow pace
during the late 1970s. For eleven thana parishads in the districts of Faridpur,
Syatet and Rangpur, per capita RWP funds amounted to only Tk. 2.87 in

15. The Chartsr of Duties for esch officer coniained in Anpexure I of the
Resolution on Reorganisation of Thana Administraiion coniains a statemeiX
of the form, "He will work under the guidance of Thana Parishad as
coordinated by Thana Nirbahi Officer.”

16.  Some thana parishais eamned a small smount of reveaue from rental income
obtained from renting facilities within the TTDC complex.
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1981/82. Thus, spendin r capi i
appzx;n;ately the same ag u?e zilla ga:'las:;dlsh (Zetab '?;215 ;!:;8)11?,? fovel wes
o mﬁm :l;hianfﬁi?fh sccompanied the thana upgrading process
raiting powes e ul],_...... parisad was the granting of own-source revenue
Govemmen.t e;e .local bodies. The third schedule of the Local
Oovernme of(1‘19m82 ﬂo;a;':;ltad and 'I'hana' Administration Reorganisation)
Orcinanc acﬁvmc;s). o tIe;. Fh} upazda parishads can earn revenues from
markets) o bese i eir jurisdiction including haats (small local
businec e Lot ar(ls z;r::; local. mari.:ets), fish ponds and specific
enterprines do s bg. . , upazqa parishads do not operate the market
e ses direc _{1 :, Instead, auction leases on an annual basis. In the
Coverame . pﬂjrr-:em of the proceeds are remitted to the .centml
S eainios revén;e :ei;u:; b;;axgr::) on the land. Twenty percent of the
conisjtit;xting general revenues of the llltl)lc:lot‘::dt;e markets, with he balance
impo;; el:;'c:t;lsef f1ssued in December 1983, the upazila parishad can also
s l’;wsees on most co.mmercial establishments operating in the
opz m desigaen ar;,[:lov\f.l ranging from Tk. 10 to 500 per year. Thus, the
thae 1 i revem;: ;n y for the purpose of business regulation, m’ther
Slandaed e e?,, Me@ore, these are maximum rates rather than
and thus, 1 i ;l ess. While locgl autonomy in rate seiting is allowed
. la’ck > resg‘ g with d'ef:en!rah'zation principles, the low rate ceilings
tatven et .nl&n‘sce mobilization incentives in the grant system suggest
A, gram yie y can be expected from this revenue source,
progrzm has also been mdif:aﬂy altered under the new upazila

million taka d:
received o gpﬁng‘ﬁn the date of upgrading. Previously, thanas seldom
- - 400,000. Another change associated with the

This amount does not include the
i . value o
1+ wheat which also flowed to tt fl:oodFor Wm;: ‘Prognmme grants
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government regarding use of the development fund grams.18 The guidelines
mandate spending in the following categories:

Agriculture, Irrigation and Industry 30.0 - 40.0 percent
Physical Infrastructure 25.0 - 35.0 percent
Socio-economic Infrastructure 17.5 - 27.5 percent
Sports and Culture 5.0 -10.C percent
Miscellaneous 2.5- 7.5 percent

No further approval from higher governmental bodies is required
regarding the specific schemes chosen for financial support.

Union Parishads

Rural areas of upazilas are subdivided into unions with average 1981
populations of nearly 20,000.!° The =early 4,500 unions constitute the
lowest level of self-government in the country and have & long history. In
1870, Lord Mayo issued a resolution on financial decentralization which
resulted in the Bengal Village Chowkidari Act and divided the countryside
inio unions with a panchayat appointed to govern each.”” Union committees
were later set up under the Local Self-government Act of 1885, in response
to Lord Ripon’s resolution on local self-governments. Union committee
members were popularly elected, making union commiitees the first formal
local governments in the country. Since that time there hac always been 2
local government at the union level although it has operated under a variety
of names. Following the Liberation War, the local government body at the
union level was called the union panchayat; in 1973 its name was changed
to union parishad.

Three members of the union parishad are elected from each of the three
wards into which a union is divided. The voters cast their ballots for four
individuals, three for re;resentatives of the ward and one for the chairman

18.  Planning Commission, Ministry of Finance, Guidelines for Upazila
Parishads for Uiilization of the Development Assistance Provided by the
National Government through the ADP (Dhaka, July 1983).

19.  Bangladesh Bureau of Statistics, Staristical Pocke:book of Bangladesh,
1983 (Dhaka: Bangladesi Bureau of Statistics, 1985), p. 1.

20.  Abeed Hossain, "Loca! Goverament During British Period,” in Local
Government in Bangladesh, edited by Kamal Siddiqui (Dhaka: Nationa!
Institute of Local Govemment, 1984), p. 13.
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of the union as a whole. Two women members are nominated by the
goverzment, in consultation +ith the chairman. In late 1979, the government
asked the union parishad to select two additional members from among the
landiess, making the total number of members of a union parishad 14. After
the creation of the upazilas, a new Local Government Ordinance (Union
Parishads) Amendment (1983) was promuigated which currently goveris
these local bodies. It did not, however, alter the Dame or composition of the
union parishad.

fl‘be Local Government Ordinance (Union Parishads) 8ssigns union
parishads the responsibility for 40 functions covering various aspects of
rural life. In reality, the union parishads play a very small role in rural
development because of financial constraints, the lack of qualified
manpower and the necessity for the chairman and members to the majority
of their time in arbitration of local disputes in the village court.?! Little is
done.by union parishads in the area of educaiion, although they occasionally
provide some financial Suppori to meritorious students. In the area of public
work.s. the unions perform some road maintenance. Roads constructed as
upazila roads are to be maintained by the union—an interesting case of
_shared responsibility. In addition, the unions construct earthworks and
install small concrete culverts.
‘ Unipn parishads have few staff since most of their public works activity
18 carried out by coniractors or by project committees composed of
yolugteers from the community.*? Each union has a secreiary who acts as
s principat officer, and there may also be one or more assistant secretaries
employed. Probably the most direct service provided to residents by vnion
employees is that of the dafadars and chowkidars. Chowkidars have been
cu}pk)):ed by unions since they were formed during the British rule
pnmmqy lo provide protective (policc) services to the residents of the union.'
ﬁC:;vE'hdars, Supervised by a dafadar, still perform minor law and order
paﬁsltl;lclis and also trapsmit messages between viilagers and the union

?‘!xe ihfference between the normative "what oight to be" and the
posiive "what is” in unjon parishad finances is significant. A review of the

2L Interviews with union parishad chaimmen, indicated that 60 10 75 percen
2 their time was spent in local dispute gettlement. ol
. One.scholar_conduded earlier that "The staff position in unioa Panchavat
(PaHShaL!s) Is extremely grim"; Our investigatious suggest that litte has
;hanged in this regard up to the mid 1980s. Syed Nuruzzaman, "Staffing
Gancm In Local Bodies (Rural and Urtan) in Bangladesh," Local
overnment Quarterly 3 (March 1974): 20.
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statutes and rules under which union parishads operate suggests that local
financial administration is well-defined and systematic. In reality,
administration is far from systematic.

A study of union revenues suggests that noae of their mandated activities
can be supported at a very high level. Due to nommiformity in accounting
practices and the extremely small amounts of money involved, we have
aggregated union parishad activities into four major categories:
establishment (administrative support) spending, construction and
maintepance spending, miscellaneous spending, and Works Programme
spending. Examinaticn of ihe relative size of the four spending categories
demoustraies the Jarge proportion of experditures spent for admipistrative
purposes (Table 2-6). Establishment expenditures fell relative to the other
categories after 1976/77, yei they always accounted for at least 50 percent
of totai spending. Even though such cverhead speading may rot be totally
unproductive, the results imply that local taxpayers are getting lLitile in the
way of development spending at this Ievel, in return for their tax paymeats.

After the initial rise in per capita spending between 1976/77 and
1977/78. spending remained fairly constan: in the following four years
when the data are adjusted to account for inflation (Table 2-6). Real

TABLE 2-6
PERCENTAGE OF DISTRIBUTICON OF UNION PARISHAD
EXPENDITURES BY EXPENDITVER

1976/77-1980/31
(in percents)
Fiscal Year®
Expenditure 1976777 1077778 1973779  1979/80 1980/81

Establishment 75.14 68.82 71.87 59.51 69.87
Construction, Public

Works and Maintenance 17.03 16.87 13.11 28.63 19.89
Misccllaneous Expenditures  4.65 6.33 4.66 3.85 3.82
Works Programme
Expenditures 3.17 7.99 10.36 8.01 6.42
TOTALY 10000  100.00 10000  100.0C  100.00
Mean Fer Capita

Totai I2xpenditures (Tk.) 1.30 237 2.59 3.4 N3

®All entrics based on 31 union pariehads for which data were available throughout the
ﬁvez;:r period.
y not sam to total due to roundirg.
SOURCE: Computed by the suthors :rom union parishad recorda.
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expenditures per capita for establishment purposes fell slightly in 1979/80,
while construction and maintenance spending more than doubled.
Nevertheless, aggregate expenditures on public works, miscellaneous and
the RWP never exceeded Tk. 1.51 per person (evea in nominal terms) during
this five-year period. Interestingly, the amounts spent for establishment
purposes were Quite constant inreal terms throughout the period, suggesting
a minimal level of overhead expenditures in all jurisdictions. If so,
additional mobilization of resources could be allocated primarily to
development activities,

Just as expeaditure levels of a union parishad are iow, s0 are their
revenues. Financial resources of a union parishad are generated from taxes,
some small fees and government grants. One result of the creation of upazila
parishads was erosion of tue already small resource base available to union
parishads because nearly all of the revenue sources delegated to the upazila
parishad had previously been assigned o the union parishad. In the context
of resource mobilization, therefore, the decentralization program has not
been uniformly beneficial. On the other hand, perhaps the administration of
th;se transferred taxes will improve and result in a et increase in resources
ralsed,.even though the bases have not been substantially altered.

!Jmotn parishads are permitted to eamn revenues from znnual levies
against immovavie property (permanent structures and the land on which
they are situated) although agricultural land is excluded from this base (see
Chapter 6). Two different property-based levies are permitied: the union
fate and the rate for the remuneration of village police, 2ls0 known as the
cho;wkidan‘ tax. They are commonly referred to coilectively as the "holdings
tax.” The maximum rate that can be imposed (by unions) is 7 percent of the
annual reatal v *ae, while that for the chowkidari tax "should be sc fixed as
would ensure adequate funds for meeting salaries, cost of equipment and
such other charges (if any) ou account of the village police as weli as
pm_portionate cost of collection of the rate."23 Another tax which can be
levied by unions is the community iax. This tax is & source of revenues to
fmancg location-specific projects, with the union chairman and a project
Con}mmoie assessing what each bteneficiary of the project is to contribute,
While this would provide a benefits-based levy for union parisbads, it is
seldom used; other less formal financing arrang=ments for work projects
arg preferred by local officials such as donations of land. Before reform,
union parishads derived some revenue from the tax on professions, trades

23.  Govemnment of East Pakistan, Rules under the Basic Democracies Order
(Those Applicable to Union Councils) (Dhaka: 1969), p. 81.
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and callings, as well as from a vehicle tax. Ths former was essentially a
business license fee levied against particular businesses, but at very low
rates. In only a few instances were these rates depeiuient upon the extent of
business activity. The vehicle tax was a fixed levy on ifie owners of vehicles
operated in the union. Each of these taxes has now been transferred to the
upazila parishad, thereby narrowing the union parishad revenue base. Other
fees previously charged by un‘on parishads have similarly been given or
transferred to upazila parishads. The principal fees included income derived
form haats, bazaars and ferry ghats. As fu the case of zilla parishads, ferry
ghat franchises were sold to private entrepreneurs who operated the ferries.
The unton parishad also derives revenues from both normal and Rural
Works Programme grams.24 There are at least six different normal grant
programs which provide annual revenues to all union parishads. The bulk
of these normal grants are used to pay salaries of the political office holders
of the union parishad and its few employees. Prior to the thana upgrading,
RWP grants to unions flowed through the overlying thana parishad but were
not guaranteed tc every union during each fiscal year. The thana parishad
determined the distribution of RWP grants and could allocate mosi of the
funds to a few union parishads or spread the money across all or nearly all
union parishads in the thana. With the creation of the upazilas, a portion of
the development fund grant was to be passed on to union parishads.
Specifically, the Guideline. for Upazila Parishads suggest that "out of the
total funds earmarked by the upazila parishad for the Rural Works
Programme, one-third should be allocated to the union parisha.ds..."z"
Actual revenue and expenditure data were collected from a nonrandom
sample of 31 union parishads in the districts of Faridpur, Rangpur and Sylhet
and the relative reliance upon each revenue source was calculated over 3
five-year period (Table 2-7). The decline in reliance on the local rate was
expected, whereas the decreased importance of the property tax was nol.
Since this is the single local tax source over which the locality has complete
control, the increased reliance on fee revenues is particularly pronounced.
The large increase in fees between 1977/78 and 1978/79 was due to ac
unexpected increase in haat and bazaar income in nine union parishads,
eight in Sylhet and one in Rangpur district. Field work revealed that in each

24.  This discussion excludes the Food-For-Work -Programme which is also 2
grant program; however, the proceeds c£ this in-kind grant do not appear it
the Union Fund (see chapter 3).

25.  Guidelines for Upazila Parishads for Utilizations of the Developmen
Assistance Provided by the National Government through the ADP, p. 8.

[ U
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PERCENTAGE DISTRIBUI'ITABw e
ON OF UNION PARISHAD REVENUES
1976/77-1980/81

{in percents)
. s Fiscal Year®
venue Source . 1976/17 197778 1978779 197980 1980/81
Local Rate 6.16 1.12
. 0.53 0.05 0.54
omchopqtyt T“Ti.x 42-932 3;.?3 33.89 29.21 35.48
) 1.83 1.66
::t'lnc From Properties 3.29 214 222 4.81 ig
e acous 44 - 156 20.22 24.69 16.44
Nexcelan 7.30 4.03 1.79 0.93 0.72
rants 27.81 47.04 31.49 30.14 35.75
Works Programme Grants 2.80 7.64 8.01 8.51 6.09
b
TOTAL 100.00 100.00 100.00 100.00 100.00
Mean Per Capita (Tk.) 132 24] 3.3s 2 3.29

*Based on the 3] union pari ;
panshads for which : . .
anynotl'umlo!ou!dnclomundm' g. m“m“nhbkformeenmm()d

SOURCE: Computed by authors from union parishad records.
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Paurashavas and Municipal Corporations

The Paurashava Ordin~nce, 1977, defines an urbanized area as one in
which "three fourths of the adult male population...are chiefly employed in
pursuits other than agriculture, and such areas contain not less than 15,000
population, and an average number of not less than 2,000 inhabitants per
square mile."2® While the entire country has been subdivided inio districts
and thanas/upazilas, areas within these subdivisions are classified as either
rural or urban with the local governments being union parishads or
paurashavas, respectively. At the time of our research, there were 77 urban
areas in the country, but this number may change in the future because the
government has announced its intention to increase this number by 30.
Dhaka and Chittagong, the two largest urbarized areas in the country, are
not technically paurashavas but instead are classified in the Paurashava

Ordinance as "municipal corporations.”

Local governmenis in urban areas function in a manner similar to the
union parishads in rural areas. Each paurashava is divided into wards for
the election of commissioners and there is a set number of commissioners
prescribed in the Ordinance. A chairman for the paurashava is elected from
the municipality at large (the similar position in municipa! corporations is
that of mayor).

Part IV of the Paurashava Ordinance, 1977, details the functional areas
of responsibility delegated to these units. The list is long aad includes public
health, water supply and drainage,”’ insuring a safe supply of food and
drink, the establishment and maintenance of public markets and
slaughterhouses, regulation of animals, town planning, controlling building
activity within the municipality, street constructior: and maintenance, public

safety including fire fighting and civil defense, the care of trees and parks,
support for education and culture, providing for social welfare, and
development. Due to resource constraints, not all of these activities are

pursued in all urban areas.

26. The Paura =~ Ordinance, 1977, Paragraph 3, p. 5. It is interesting to no¢
that this population density requirement is not particularly high in te
Bangladesh environment where the average density of the country exceeds
1,600 per square mile.

27. Inthecities of Dhaka, Chittagong, and Khulna independent water and sewer
authoritics (WASA) have been established to provide these services.
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Urban government revenues duplicate those assigned to the three levels
of rural local. government discussed above. The principal revenue source in
urban areas is the property {ax. Separate rates are applied for lighting of
streets, water and_comervancy. in addition to the genera! house tax 'I%
are !m.own .collectwely as "the holdings tax."28 Statutorily, the basc. f l;y
tax is identical to that of the union rate imposed in union pa,rishads Tl?al i
these several rates are applied o the annual value of the land and buildina.
which is supposed (o be reassessed every five years. &
. t’;‘he Paurash.avas also Flerive revenues from the property iransfer tax. As
gi thc: rtcu;gsa?al;a;s this tax is admmzstered by the centrai govemn;ent
mmrg o m t(; (;:ol(lj{umc.l;.)alities. Because of their urbanized

re, i position to impose taxes on busi
Business-oriented taxes are levied in the form of li e fi rere are
also taxes on cinema tickets. Similarly, market f::;xs:— ide 8 potes ial
source of revenue in urban areas. Most : aurashavas mte Taarkes st 1o
vendors, either on a daily or monthly basif, orin the for:;a :: l:;ar .l:el Sl;l"S N
for pucca (permanent) siructures. sriemicases
mv;l::;oscoul'z::, a t?x on goods brought into the municipality, was a major
ey L; of urban local governments prior to 1981, when it was

y y the central government. The government replaced a portion
f(:m ﬁc;nl) of atlllae lost revenues with a grant program; however, the grant

! was not pwed to grow during the initial se\;eral ear' i
;f;gtgt: Other mtergovemmtenfal grants, both normal grazts asn;f Itlcrrb::
Jocal gon mr I;g;i‘net:, are similar in form to those received by the rural

An indication of the relative importance of these forms
: of rev

;gc‘l; :: zeg average levels during the late 19705 is shown in Tabl: 23?;‘;:
S e tablf, c'locument the extreme importance of both the. boldings
floming :;] octx.m.m' lh.e revenues of these urban governments. Grants
ng e: ese Jlmsc!xctmns declinedinrelativeimportanceove:thepeﬁod
examined. However, if the time period had been extended beyond 1980781,

the implementation of th i
mpl € octrol grant would ha in i
relative importance of grant monies. ve resuled I focreased

28 i
m’pd; Rul.es. and Other Statutory Notifications Issued under the
of 1900 (pAdnunzsxstranon Ordinance, 1960, and President's Order No.22
oS .md.]')’ suggest that service-oriented rates (e.g., water,
mervonancy, d lighting) should belevied only against those receivingthe
e umapahumuxallpmpexﬁeswhcthcrornotinaservice
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TABLE 2-8
MEAN PERCENT DISTRIBUTION OF PAURASHAYA TOTAL REVENUE,
BY SOURCE, BY FISCAL YEARS 1976/77-1980/812

(in percents)

Revenue Source 1976/77 197718 197879  1979/80 1980y8}
Property Tax 34.69 30.01 32.53 31.4 3331
Property Trsnsfer Tax 71 2.92 3.52 4.52 376
Profession Tax 2.88 2.51 2.37 2.20 209
Cinema Tax 27 2.62 2.86 2.57 2.00
Vehicle Tax 1.15 1.29 1.26 0.95 0.83
Tax on Erection of

Buildings 0.4 0.05 0.07 0.07 0.06
Fees 10.66 9.61 9.28 7.33 6.44
Tolls on Ferrize, etc. 0.31 0.33 0.32 0.27 0.24
Rents, Profits and Sales 1.56 2.47 .02 3.73 5.5
Miscelianeous Revenue 5.17 6.56 4.40 2.8¢ 4.78
Nommal Grants 5.37 12.98 4.95 4.77 495
Works Programme Grants 8.42 5.71 4.52 8.70 5.55
TOTALY 1000 10060 10000  CO.C0  100.00
Mean Per Capita

Total Revenue (Tk.) 19.45 21.30 23.08 24.97 28.08

*Based on information from 15 paurashavas.
ay not sum to c2al due to rounding.
SCURCE: Computed by auttors from pavrast:ava records.

In terms of takas generated, urban governments raise cconsiderably
greater revenues on a per capita basis than do tkeir rural counterparts. This
contrast is due partially to the broader range of revenue sources available,
but it can also be attributed to the greater ease with which urbanized local
governments capture the taxable resources in the community and the greater
monetization of economic activity in such areas. At the same time, when
cerrected for the dual effects of inflation and population growth, revenues
in these 15 jurisdictions did not grow over the period under study. Total
revenue per capita (in 1976/77 taka) declined from 19.45 to 17.53 over the
five years represented in Table 2-8. This decrease was due (o the fact that
few of the revenue sources are responsive to incressed econcmic activity
and inflation. Discretionary changes are necessary in the rates of msst of
the taxes and fees if they are (0 generate increased reveaues.

—

~~\
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. The urban nature of ga}q'ashavas suggests that these local governmen
will carry out a set of activities quite different from their rural counterpart;
and thus ?xhlbll expenditure patterns that are different as well

. These expectations are borne ouf in the dats shown in Table 2-9 which
displays the composition and levels of spending (for the period 1976/77 -
198‘0/8‘1) for the same 15 paurashavas examiced in Table 2-8. Public health
sanitaticn and conservancy are the dominant activities c;f these urban
governments. Interestingly, unlike the union parishads, establishment
spending (even when the ¢xpenses of tax collection are included) never
exceeded .30 percent of total pavrashava spending. As was true on the
revenue side, average real per capita spending fell in these Jjurisdictions
dmng the 1976/77-1980/81 period. Thus. the residents of urbar Ransladesh
most likely received a lower level of public services from their l.oc-;fbodx:s

TAELE 2.9
MEAN PERCENT DISTRIBUTION OF PAURAS
HAVA TOTAL :
BY TYPE, BY FISCAL YEARS 15@76/77-1980/3ﬁ‘xpﬁND TTURES.

(in percents)
n 2s
Expeaditure 1996171 197778 1978079 1979/80  1980/81
Generz) Egtablishment 16.87
: . 19.49 i9.82 :
;:x Ezablishment 7.91 8.94 831 1;/.;35 o
blic Health, Sanitation ' ' oot
w-:a:rcsome'wmcy . 27.41 30.56 29.60 28.09 29.29
upply and Drainage 418 4.50 4.12 3.97 3.65
Medket 0d Slaughier House 0.42 0.51 0.68 049 o087
Edm.u[;,m 1;.3{» 20.80 21.05 25.94 25.53
. ) . 3.44 378 3.
m Yndc:: and Culyre 0.63 0.75 0.52 1] g :).;,;
3.80 3.27 ' '
M . 6.70
orks Programme 15.12 7.74 5.62 g"gg 3 '(;’g
TOTALD
100.00 100.00 100.00  100.00 100.00
Mcm_r Per Capita
otal )
Expenditure (Tx) 19.86 19.37 2305 23.74 28.72

;:::ed on information from 15§ psurashavas,
cxgnotlum to total due to rounding.
SOURCE: Computed by authors from peurashava reconds,
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at the end of the decade than they did five years earlier, but without further
data we cannot offer insights concerning the composition of this decline.

Conclusion

Local gov=mments, particularly ihe upazila parishad, have within the
past several years been at ihe center of efforts to decentralize development
efforts. Structural reform has been the order of the day; less concem has
been given to tke fizcal implications of these changes. The data reviewed
in this chapter, which were based ou pre-reform observations, all indicate
stagnating or decliring fiscal strength of local government bodies. With the
desire for increased reliance upon local self-government to lead
development efforts must come greater local responsibility in raising and
ailocating funds. Throughout the remainder of this volume the emphasis is
on how greater amounts of resources might be mobilized by local
governments and how they might be encouraged to spend these funds
eifectively to promote rural development.

=

N
~

Intergovernmental Grants
Roy Bahl

Ban'lgtiadesh grant system existed before this study.
Bang]:di;zt asne:]:t;on'descx.-ibes the general features of the grant system in
€vlews Iis revenue importance. A detail i
evaluation of each com ’ dthonon evons o
. . ponent of the system follows, and then an i
: , e evaluati
:nprutl):lded of the overz}ll tmpact of the system. Most of the analysis focu.t;f.):s‘l
System that existed before 1984, Important changes in ihe grant

8ys :
czalleu?tew;:e retamed.” In the absence of data and analyses to call on to
4 good sense of the basi
and an evaluation of i ) ! C structure of the system
Its operation within i
framework at the time of our res earch. the entire local goverament

L. Daa on the i Lamry
reforms since 1984 are from
Sc
Development Grants to Local Governments in Asia, Metm;)h:l:li(:'sgggs,

gram Monograph No. 19, The
Syracuse UﬂiVersa'ty.Mm-chlgén Maxwell School (Syracuse, NY: ,
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General Features

Loca! governments in Bangladesh may be divided into a rural and urban

gector. Under the pre-reform system, eack rural local body—zilla, upazila
and union parishad—was entitled 0 receive a grant for development
projects, called Rurai Works Programme grants. Both the zillas and unions
also received "normal" grants which were primarily for employee
compensation.” Under the post-reform system, the Rural Works
Programme grants have been replaced as a source of revenue for the upazilas
and the unions by the Development Assistance Fund grant and a special
Infrastructure Fund grant. The zila parishads continue to receive the Rura!
Works Programme. Normal grants continue to flow to zillas and unions.
In addition, a large portion of the Food for Work Programme (FFWP) is
carried out through union and upazila parishads and invoives transfers
mainly in the form of wheat to local goveruments for payment of
development project laborers.

Urban local governments include 77
two municipal corporations (Dhaka and
bodies receive four types of grants: a grait to copensaie for the loss of
the octroi tax (which was abolished by the governmest *ol), Urban
Works Programme grarts for developanent projects, normal grants which
are primarily for compensation of employees, and special project granis.

The relative importance of these grant programs (excluding FFWP) is
shown in Table 3-1. The dominsnt pattern in these data, prior to reform, is
the emphasis cn Works Programme grants which account for more than
(hree-fourths of the tctal. This emphasis would be reinforced if FFWP
grants in wheat were included here in cash equivalents. To give some idea

of reiative magnitudes, the "local initiative™ portion of the FFWP (CARE,
BDG, and an estimated 20 percent of WFP allocations) authorized the
movement of 281,000 metric tons of wheat in 1982. At the January 1982
average retail price of wheat in Bangladesh, this tanslates to the equivalen!

~urashava (musicipalities) and

Ui aoxid

Chittagong). These urban loca!

2. The term: "rormal” grants refers to most of those grant programs which do
not fall ucder the heading of public works. In the case of rural focd
governments, this is a group cf seemingly unrelaied grant programs.

3. "Local initiative” refers to FFWF activity carried out through the loca
govemnment rather than directly by the Central Governinect.

s o rtams

Intergovernmental Grants

TABLE 3.1
COMPONENTS OF THE R A2:3
ANGLADESH GRANT SYSTEM:
ESTIMATES POR 1982/23 AND 1984/885?“ REVISED

Total

(in millions of takes) Pe ol "
T reent of Total (i )
1 23 1984/85 1982/83 1984/85 1982@,; uﬁ.;&‘[!
Urban
OCanmComt;m iy 2384 3030 1000 1000 yid
Qi Compesaion 632750 265 248 221 v
(SDh s Progre 915 29.4 202 67 54
= .
Nom,d) 96.9 128.2 \ 40.6 42.2
8.3 8.3 35 2.7 23{ 0
. 0.5
Rural Grants
349.1 43805
Wode 380, 160.0
Woks Pogramme 4349 36.5 92 o 5 s
Noam 1143 114 208 ' M
. hc:pmmlenmnce - 2,300 >s - .1
pecial Infrastructure - 1,930 - :41 f - 23
. - 23.6
*Excludin
ng FFWP grants.
nominator ig o
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growth in real per capita grants, and grants to local governments fell as a

proportion of GDP and of totai central government outlays (Table 3-2).
From the mid-1970s to 1983, grants did not increase with overall central
government tax effort. In years when central government resource
mobilization increased, the locai government sector was not typically
awarded a commensurate share of this increase. Conversely, the grant share
of total central taxes was sticky downward and did not appear to suffer
noticeably when government resource mobilization fell off. One might
infer from this that the grant needs of local governments were viewed as
more of a fixed aracunt than a "targeted” share of GNP The ratio of grants
to GDP more than doubled with the introduction of the new upazila grant
scheme in 1983/84 (Table 3-2).
The increased flov of grants in 1983-1984 also changed the urban-rural
distribution. Prior to ‘he reform, about two-thirds of all grants were
distributed to the rural secior but the per capita bias was strongly in favor

of urban areas. For every one taka grant per person flowing to the rural
sector, 3.43 akas in grant were given to the urban sector. As may be 8e<h

from Table 3-2, this pro-urban bias was replaced by a pro-rura
the creation of the upazila. If the FFWP grants were included, an even
greater distributional bias in favor of rural areas would be apparent.
Unfortunately, little data are available to documaent the extent of local
government reliance on central grants. Our fieldwork, which surveyed the

finances of 75 local governments for the 1977-1981 period, sheds light on
this question. The answer, in general terms, is that k- al governmeats i

Bangladesh have long been dependent on the central government for
virtually all of their revenues. Prior tc the reform, thana parishads had no
own-source revenue and were totally dependent vpcn grants for their
financing. The union parishads have traditionally relied on grants for aboul
half of their total revenues and the paurashavas received about one-fourth
of total revenues from the central government.
Our data show that the zilla parishads receive only about one-third of
revenues from ceatral grants (Table 2-2); however this finding is deceptive
because the property transfer tax—which is reported as an Own-source

1 bias with

5. FFWP grants are not included.

5. A more sysiematic analysis of the impact of GNP growth, tax effort, sd

discretionary changes is coatained in Roy Bahl, "Intergovernmentai Graos
in Bangladesh," Metropolitan Studies Program, Occasional Paper No. 87,
The Maxwell School (Syracuse, NY: Syracuse Univessity, May 1984), pp-
7-14.
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revenue—has its rate set by the central government and its administration
is a central goverament responsibility. In effect, the property transfer tax is
a central governinent levy which is returned to the district councils on a
derivation basis, i.e., it is a type of grant. If matters are viewed this way,
the zillas are almost exclusively dependent on central government transfers.

Rural Local Government Grants

Rural Works Programme

Tte Rural Works Programme in Bangladesh has bzen referred to by the
government as "...a unique experiment in grass roots planning and thg
mobilizatior of energies of the people for projects of local importance.”
‘she Government states four objectives for Works Programme grzmts:8 the
development of rural infrasuncture for transportation, irrigation, flood
control, communmnity development; the creation of off-season employment
opportunities for the poor and for landless farmers; nation-building goals
which are achieved through iocal participation ia development projects and
through locai leadership in carrying out these projects; and streagthening
the capacity of rural local governrent institutions to lead rural development.
Clearly, both "relief" and development goals are included in these four
objectives. One continuing issue to be faced in the RWP (and FFWP, se¢
below) is hiow far cither relief or development should be emphasized as a
priority.

The program is based on the concept of puiting underutilized labor
resources 10 work on projects that have identifiable, localized benefits asd
drawing out some volunt.ry labor and material coatributions from
beneficiaries. The straiegy is to generate public enthusiasm by allowing
project selection, implementation and administration to be handled at the
local government level. In this sense, the Works Programme is a highly
decentralized approach to rural development. Though this grant program
was replaced iz 1983-1984 by the Upazila Development grant, the general
Rural Works Programme approach has been largely retained. It seems

7. A.B, Chowdbury, Performance Report on Works Programme, 1977-18
(Dhaka: Ministry of Local Govemnmeat), p. 1.
8. See Ceowdhury, Performance Report on Works Programme, 1977-78,p. 3.
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useful, then, to study and evaluate the Rural Works Programme grants as
they functioned before the reform.’

Rural Works Programme activities are focused on road construction and
maintenance, irrigation ard flood control. The Programme is implemented
through local governments, heavily weighted toward rural roads and
irrigation projects and provides a substantial amount of support for staff
salaries. Ithas a “regular” component primarily funded by the Government
of Bangladesh, and a "special project” component supported mainly by
foreign aid. In total, the government-supported share in 1981/82 was about
80 percent.

Because more than 5,000 local government units are potentially
involved, the administration of the Rural Works Programnie is quite
decen.tralized. Its operation involves much local participation in project
u.:lecuon and implementation in conjunction with central government
direction in the distribution and disposition of the grant amounts. Unlike
grant systems in many countries, the Bangladesh System gives a substantial
.nmm'mt of operational discretion to local officials. In theory, the
1dcnuﬁca'tion of projects for the Rural Works Programme is a highly
dgc_epﬂ*a_lued process. Suggestions for projects originate at meetings held
within Mercnt areas of the unions; from these suggestions initial planning
and project rankings are made at the union parishad. The union then
formalizes its proposal and passes it to the Circle Officer
(CQ)—Developmem at the thena for preliminary examination and cost
estimates. The CC trings the proposal before the thana parishad for
con;ndemuon, since the thana parishad is the approving body for union
projects. The thana technical committee works out the final plans for
approved projects.

Larger schemes originate at the thana parishad level.'® These projects
ire presented at a meeting which includes all of the union chairmen (who
are members of the thana parishads), the thana technical staff, and ceriain
oﬂic?rs from line ministries. Thana parishad projects must be approved at
the district level. Zilla projects originate in a district ievel meeting chaired

5. Inspite of the fact that thana parishads bave been replaced by upazilas, since
many of the salient features of the RWP remain in place today, I use the
" term thana exiensively here and also ucz the present tense.
. era"lar No. 5 (page 6) indicates that unions implement schemes whose
cost is less than Tk 50,000 while thana parishads execute schemes whose
cost does not exceed Tk 300,000.
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by the Deputy Commissioner. This group establishes priorities, plans
preiscts, and presents the proposal to the appreving Divisional Board.
Though project selecticn is highly decentralized, formal central
constraints are placed ca the establishment of priorities. For example, the
next higher level of government must approve projects to assure
coordination of projects. Moreover, criteria are given for project selection
which are meant to guide local selection of schemes. The first priority is
the mairtenance of completed schemes, to which 25 percent of the "pormal”
budget raustbe assigned.ll The completion of ongoing schemes has second
priority and the initiation of new schemes has third priority. With respect
to the latier, Circular No. 5 gives the following priorities for ranking
schemes under the Rural Works Progmmme:12
e schemes which provide greater employment
opportunities, particularly those which increase
agricultural or fish production
» schemes which arc supplementary or complementary (o
completed or ongoing schemes

» schemes which generate production for export

o schemes, such as earthmoving, which may provide
employment for the most disadvantaged groups

» income generating projects for lccal governments
» schemes which ensure utilization of local resources

There are other constraints on project selection and implementation.
Projects at the union and thana levels must be consisient with the Thans
Plan Book snd the central government lays down a detailed sel of
specifications for the construction and design of projecis.

In short, the Works Programme is a decentralized strategy for rural
development, but it possesses some significant elements of central direction.

The MLG interpretation is that the "normal” budget is revenues raised oo
own sources plus "normal” graots. If 25 percent of the normal budget is 0
sufficient 10 accommodate maintenance needs, then 10 perceat cf Wods
Programme grants may be assigned to this purpose. As discussed below.
there is debate over the interpretation of the 25 percent requirement.

English Version of Circular No. 5 of 1980-1981 on Different Aspecss
Rurai Works Programme (Dhaka: Govemment of Bangladesh, 1980).

12 Ministry of l.ocal Government. Rural Development and Co-opcﬂﬁw;
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It is important to note that the principal thana and zilla officers
government ernployees. The degree of “loca]” participati 2 oy be
controlled to a greater extent than the procedures indical:te on fhus may be
.mgn:fd it\l,vlif] g(;zlcs;f the 1984 reform was fiscal decentraiization in the
e ufe g glc;vcmmems more responsibility in defining their
i cmpl:l egramms S, .i)d‘er the upfmla development assistance program
ey e all;e in theory given even sreater discretion in lheix:
pending - However, there are Centrally mandated guidelines
argues that the nature.of the guidelines s sufficiently broad thal

gcm uiusalii]yv ;Jzzjtored by the appx:oving authorities. Union and thana
ot sl g earthworks are implemented through the union-ward
P et coma ees. Each commitiee selects a secretary who is char

h org izing the labor, disbursing payments, and keeping records gf::

&xecutive engineer.
Under the pre-reform R
e : rogramine, three facto i
ST:!! c:rcnhmmz that flows ¢ 'cach iocal government: the lotzrus :lclt:::tljmc
made o category of Publlc works (e.g., roads, irrigation, etc.) b lzn
Ceatral cmme:t; the distribution of that amount among t}:pes .of {ocz:l2

mede in lgsglgru;fl‘hmsﬂ ")'Of;Local Government. Total allocations wer.
roads, iigation dm:: regular” categories of rural works support: mm:
. ge, thana training and development center, an(i union

\
3.

R
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community center construction. Rural roads and irrigation projects were
clearly emphasized in the eariy 1980s.

The distribution of these totals across types of local government is 2
decision of the Ministry of Local Government. In the case of some
functions, a first decision is how to split the total available amount among
types of local government. By convention there is an approximately
45/25/30 percent split in rural roads funding among zilla, thana, and union,
and a 50/50 split in drainage assisiance between thana snd union. These
allocations reflect the various service responsitilities of the local
governments but no formula basis is evident. The overall sharing of Works
Programme grants shows about 60 percent going to the thana parishad level.

The final step in the process is the distribution of these amounts among
individual zilla, thana, and union parishads. Distributions to zillas for rural
road projects are made by formula: two-thirds according to population and
one-third according to land area.® The full amount of the thana and union
allocations for roads, irrigation acd drainage is made by the same formula.
The thana parishad allocation is passed to the SDO who acts as the
disbursing agent. The allocations to be made are prepared in Dhaka and

reported in Circular No.5. The union allocation is passed through the thana
parishad with instructions to allocate set amounts for the various functions
and to distribute funds among unions oa a basis of population and land area.
At least in theory, each of the more than 5,000 local government units
receives a grant earmarked for each of the three specified purposes. The
implication of this design is that the capital projects to be financed by these
grants are quite small.

The salary and contingency portion of the Rural Vorks Programme
grants is allocated on a pure cost reimbursement basis. The approved
staffing and salary levels are known, at the Ministry, for all levels of the
Rural Works Programme.

With the creation of upazilas, the formula-driven Rurai Works
Programme grant was replaced with a "development assistance fund” grant
and a "special infrastructure fund” grant. These were allocated on a flat
basis: during 1983/84, each of the 212 upazilas received five million taka;
another 185 upazilas received three millicn iaka; and the remaining 63

14.  Itisnot completely clear which land area and population numbers are used
in the final allocations. The basis is the 1974 Census, but each Disnd
Commissioneris asked by the ministry for the latest estimates forhis district,
thanas, and unions. These figures are "taken into account” at the ministy
level.
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upazilas were allocated one million taka. Equal shares were used again i
. - . ) a
1985, despite the intention to build "need" factors into the formula. s

Evaluating Rural Works Programme Grants

?‘he impact cf Rural Works Programme grants could be assessed by
askmg‘ whctbc}' the desired objectives have been achieved, that is, by how
much it has stimulated rural infrastructure construction and main'tegance
whether the program has generated increased employment, whether it has'
strengthened local government institutions. One might also ask if it has
some of the other features of a "good" grant program: Has the revenue flow
been gdequate for development activitics? Has local government financial
planning been f::nhanced or harmed? Are the distributions among local
gov;mmems. fair? Each of these objectives is discussed below

assessing rural infrastructure dev - i
statistics on the outcome of Workds ;:ggrmaﬁx;ew;r:fxfse a;fx:r i::)’ r(')tf
Performance Report or. Works Programme, which shows ;;roject act?\?it):
and manpower usage for local governments, is out of date and subject to
gxcbsftarinal underreporting. The difficulty in reporting is compounded by
) enz::. that the Rural Works Programme is oriented toward small, labor

ive projects.. 'I"o understand better the activities carried out under this
[:a;(;gram. we administered a.nalionwide mail questionnaire and received
&mrcesfons:s ftrnom thana parishads. The sampie includes at least one thana
rample ?202 088 The average population of a thana included in the
Py 000, cfompared to a nationwide average population of
lcti“/itic:.; o e resung pf the apa]ysns show that Rural Works Programme
e o ;h;;redommantly in earthworks and that the schemes tend to
e m.:eived average scheme was about Tk. 15,000 and the average
capialt, flbf)ut Tk. 109.000 in ell. It is difficult to estimate a
[ I ratio in these projects, but the labor component is obviously

15.  For more informati
0 . on on the sample and results of the survey, see Barb
Diane M%ller and Vijay Rao, "Rural Needs and Two Socia{ 'Govemmea:
Gﬂnts' o:;] PBangl:dmb, 1981-82," Metripolitan  Studies Program
Occasa_ ; aper No. 111, The Maxwell Sch : 1
. University. Mop 1950} ool (Syracuse, N.Y.: Syracuse
Ibcsculitumgts are d!sa:ssed more fully in Roy Bahl, "Intergovernmental
Gran angladesh,” Metropolitan Studies Program Occasional Paper

No. 87, The
1954) Maxweli School (Syracuse, NY: Syracuse University, May
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high given tha: cozbankment and excavation schemes are almost entirely
labor-intensive projects. The 1978 Performance Report showed that about
70 perceat of all Rural Works Programme expenditures were for ubor,
suggesting a low capital-labor ratio.

An impcrtant issue concerning the pre-reform grant program is how
conducive it is to developing rural infrastructure. This problem raises the
following quesiions: whether there is a likelihood that grant monies will be
diverted to nondevelopment purposes, whether adequate provision is made
for maintaining completed projects, and whether the level of funding is
either insufficient to carry out capital projects or too large for local
government units to absorb.

The first question, whether Works Programme grant funds get spent for
other purposes (e.g., generai government compensaiion), does not seem to
raise a problem, for three reasons. First, the Works Programme grant funds
are highly visible. Second, employee compensation is already provided for
in the grant program, in a separate budget line. Third, there is little else for
local government to do with these funds since they have few other functions.
If decentralization proceeds in Bangladesh and if local governments are
given some additional service respoasibilities, the "displacement” of capital
funds could become a problem. In anticipation of such a problem, an
effective means of tracking and monitoring Works Programme activities
needs to be developed.

The maintenance problem is more bothersome. There is a provision that

25 percent of "normal” budget revenues be spent for maintenance. Local
governments, however, have interpreted this ruling in various ways. Some
have taken it tc mean 25 perceat of total local government income, some as
25 percent of budgeted works expenditures, and some as 25 percent of
average works expenditures during the past twc years. in any case, local
governments have few resources beyond those provided in the Rural Works
Programme grant; hence, the amcunt spent for maintenance will be 25
percent of a very small base. Whatever the interpretation, there does not
seem to be any monitoring of whether the requirement is being met, or even
whether maintenance is being carried out at an adequate level. In order fo
monitor the maintenance provision, one would have to face the underlying
problem of how to define "maintenance™ and clarify the fuzzy distinction
between maintenance and reconstruction.

Finally, one might ask wheth=r more could be accomplished by targeting
the funds on fewer jurisdictions, and funding larger projects. This stralegy
could produce a more permanent project, permit a tighter maintenance
schedule, and make more effective use of short materials and skilled
engineering resources. On the other hand, it would "cost" a spreading of
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.Wor_ks Programme employment benafits across all rural areas. This issue
is .dl{ecu.y related to whether the grant program has primarily relj
(distributional) or development goals. Y reliet
" n‘l;l;: upazila (};\j/elopient fund and the special infrastructure fund could
€ successtul at achieving the goals of promotin ital i
g capital investm
by rural local governments. Because the development fung is ablock gr:l:f
the local governments have some control over determining the size and

.T;ca cat:tl;e z;pent f.or various purposes and has mandated that the upazilas

e }mds In a way that "...in character and magnitude should be
asfaras po_ssnble, similar to the Rural Works Programme carried ’
by the national government.” 17 [ js also required that one-third of the

Provide i@pr; ved housing for local government personnel. The intention
is t?I;bohsh th.. ~rant once the facilities have been sufficiently improved
Vat nzﬂn:gl;y:;\ t genera&t!ion objective of the RWP is also complex‘
» er. 2re neither accurate nor current dzta that '
. : enable us t
glrzke a firm estimate of th§ pr generation benefits of Rural “’orkg
- gmmmRural ;j grants. Some optimistic estimates reported that in early years
00,000 s ;)ﬁml.’;g%;:rmme genc:ale% direct employment for between
J, SOns per year.”” The World Bank has report
estimate of 223,000 workers in 1970771 and between 28,000 and 68ed 083

17- . - . . .
::f;;,nmg -(t':‘omlr,nfs'::lox.:, Ministry of Finance, Guidelines for Upazila
ok hadsr‘ or Utilization of the Development Assistance Provided by the
onalsovernment through the ADP (Dhaka, July 1983) pg- 8

18. tori
8 Amom.onngcellhasbeenestablisbedwimintbehﬁnisn-yofLocal

ovemment with th purpose of insuri lines

. fouow:::cm with the express of insuring that the guideli are

- ﬁx.l;rl;glmas, "The Rural Works Programme in East PaXistan,” in

Patis Ex con ard Gusta'v Papanek (eds.), Development Policy Il-The
perience (Cambridge: Harvard Univessity Press, 1971).
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person-years per annum between 1971/72 and 1979[77.: Our axl'o:aglh;
estimates agree with the Worid Bank assessment. Uamg_ eﬁpart:v ! dat
from the /978 Performance Reports to make & first approxima m’}"& ’ 00();
estimate that some 35 personr-days of wqu were created for :\g:ry n.&a .
apem.21 Assuming a continuation of this pattern anfl that 3ﬁp‘fzomnu Zn
are the equivalent of a single full-time calendar year job, the - .bs gy
e alont 1 st 13 perecnt o e economsclly sctive
This amcunt is equivalent to about 1. 1
i If we coasider only the off-season (say 60 days), then nearly
goog%g?:bs annually might be created through the pmgmml in p?;etzzﬁ
terms the amount is not so great, but in the absolute itisciearly a s
rehgni“c)f;:::t. argue against this kind of accomplishment, especially m:
country as impoverished as Bangladesh. Morclaoveir, ll;:&tlrxer g::suia;seropl;e
j ration in rural areas are not clearly - Co
:!cl)tejr(:;tigvee[: The government could provide direct iax re.llef in amo:::lts
equivalent to the size of the Works Programme gram. This op!.xct)lx]l v\; o
inject the same amount of taka into the spending siream, but le me
amount of money would not be devoted to generating rural emp t:xyt: ,
opportunities, and multiplier effects would likely be sxpaller. The ou;l)dy :
relief would fall to higher income families,.a substantial amountf v';w m-bgn
to the urban areas where taxpaying capacity is greater, and mucl? t:)u' ey
to rural redistribution of income could be lost. A secon'd p?s'sn 1ty] oL
be for the central government to undertake larger projects in rurt;lm um;
generating employment benefits, but concentraied reg‘lo’nally: ra i be
spread around the country. Moreover, the costs of administration mi
r if projects were larger. o
gea\;lee hage f:evidence about the empioyment generation mgz:lc:h(;f (:Ez
upazila development fund and special infrastructure projects. O o
hand, the stated intention is to maintain the character and objectives

ir, Tke Experience of Rural Works Program in .Bangladesh
= moﬁmxgcﬁ pr itk Studies, 1977); 0d Dasiel Asplund,
"The Public Works Program in Bangladesh and Swedish Aid SPJ;G}:C“J
(February 1975), p. 25 as cited in The World Bank, B?nglades : 1;83) "
Issues in Rural Employment (Washington, DC: The World Bank, )
73. .
i ined by dividing person-days by total expenditures
2 'tl':'lst:g bfroc:llasggg::m:nem: for those schemes shown on the 1978
Performance Report, pp. 12-14.

————
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Rural Works Programme grants. On the other hand, the development fund
is focused more on construction, gives the local government some latitude
ini defining larger projects, and appears to be less oriented to providing jobs
than to stimulating capital investment.

Does the Works Pregramme strengthen local governments as an
institution?”> Th wer here depends on how one define “strengthen."
institution e ans ere depe Ow one § “strengthen
We suggest two definitions: increased citizen participation in local projects,
and increased local government fiscal autonomy. On the first count the

The RWP’s decentralized approach to project selection and
implementation clearly involves local residents and local officials.
However, one must draw a distinction between “involvement" and
responsibility. For all their involvement in project selection and
implementation, local governments are Dot accountable to the central
government for how well these projects are carried out or maintained, or to
local residents for how their contributions are spent. The upazilla grant
8ystem may improve accountability. It gives local governments some
discretion in choosing their portfolio of projects; hence there is an increased
accountability to the local constituency. Moreover, the central government
has put in place a monitoring cell which can lead to better accountability to
the central government.

The second aspect of strengthening loca! governments is whether the
Rural Works Programme grant encourages fiscal autonomy, i.e., whether
local governments are encouraged to become more self-reliant. This goal
is accomplished in many countries by structuring the grant program to
require local govermments to mobilize own resources (taxes, fees, charges,
voluntary contributions) as a condition of receiving and spending the grant,
Neither the Works Pro gramme grants nor the deveiopment fund block grant
have such "matching" provisions, and neither provides an incentive for local
governments to increase their revenye effort. How much local

22.  See also M. Asaduzzaman, "The Role of Grants in Local Government
Finance in Bangladesh," in Decentralization, Local Government

Institutions and Resource Mobilizaticn, edited by Hasnet Abdul Hye
(Comilla: BARD, 1985), Pp. 342-360.

2.  Therewasan option under the RWP grant program where local participation

projects were financed by a combination of central grants, union parishad
taxes and voluntary contributions by individuals. See Barbara D. Miller and
_Sbowkat Hayat Khan, “Incorporating Voluntarism into Rural Development
1o Bangladesh," Third World Planning Review, 8, (2) (1986): 146.
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"involvement” really takes place when no local revenue effort is involved
in financing the projects? Local governments in such a system are still very
much financial appendages of the centrai government.

Our next area of assessment involves revenue adequacy--has the flow
of revenues from Works Programme grants been adequate to meet
infrastructure needs? Adequacy requires us to define these "needs," i.e., to
determine if grants sre ipcrzasing in step with expenditure needs. Without
& measure for needs, one might argue that a growth that kept pace with
population and prices (constant real per capita grants) would pass the
adequacy test. The growth in real per capita amounts of RWP grants has
been erratic, quite slow and, at best, a constart real per capita performance
has characterized thes. Certainly, the amounts have not increased faster
than population and the general price level in recent years; for example, the
real per capita amount of budgeted Works Prcgramme grants is tbe same in
1982 as it was in 1976, while the per capita allocations have fallen.

Another approach to measuring the adequacy of revenue growth is to
treat Works Programme grants as a fax, and to evaluate its income
elasticity—does its yield increase at least in proportion to GNP? For the
1974-1982 period, for every 1 percent increase in GNP, there was a 0.96
percent incre=: ~ in Works Programme grant revenues. If income growth is
a rough indicator of the increased demand for local public services, we
might conclude that Works Programme grants bave not Juite kept up with
income growth. One migh* take yet anot. -~ - - ..orks Programme
grants are for construction purposes, and £ . -- < - . in grant revenues
should be related to the growth in construction costs. Between 1973774 and
1980/81, grant revenues increased by 144 percent, but the geanera! index of
building ﬂ.:onstrv..v:tion24 increased by 171 percent. In other words, whereas
a given amount of Works Prograinme grants would purchase 100 uniis of
“construction” in 1974, they would purckase only 84 umits in 1981.

No matter how ‘the revenue adequacy of the Rural Works Programme
grantis measured, it cannot be said that revenue growth has exceeded needs.
The development assistance grant might get better marks in that the tota!
amount of grant assistance was increased significantly immediately after
the decentralization policy was implemented. However, this may well have
been a one-time increase and the real year-to-year growth in grant revenues
may be 20 greater than in the past. The same flat amount allocation per
upazila was made in 1985 as in 1984—the real per capita amounts fell. By

24. 1981 Suatistical Yearbook of Bangladesh (Dhaka: Bangladesh Bureau of
Statistics, 1982), p. 419.
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the late 1980s aounts allocated to upazila development grants fell even in
nominal terms. Moreover, the special infrastructuse grant was phased out
after upazila facilities were improved.

Yet another important issue is financial planning. Financial planning at
the local government level in Bangladesh is not well developed. There are
planbooks, but no capital budgets or long term plans for generating funds
to maintain public works projects. Since local governments are so heavily
dependent on central government grants, their fiscal planning is almost
wholly dependeat on their ability to predict central grant receipts. The
question at hand is whether the annual flow of Rural Works Programme
grants provides enough certainty to enable effective financial planning.

There are two potential problems with grant programs in all countries in
this regard. The first is that actual allocations by the central governmen
may not match the amounts budgeted. This creates an important problem
because the budgeted amount is the pianning target used by the local
government. The second is that the releases of the allocated amounts may
not be timely, thereby resulting in delays in project implementation,

Both of these problems plegue the Rural Works Programme in
Bangladesh, but the first is more serious. The total allocation to this
program has been erratic (Table 3-3). Such fluctuations are not smusual in
grant systems where the totai allocation is determined annaally on anad hoc
basis. As other national priorities emerge, and as central government
budgets grow tight, local government gran: distributions are often an early
casualty. The difficulty is compounded in Bangladesh because these local
units have virtually no resources of their owr: on which they may fall back.
Multi-year fiscal planning is discouraged by this uncertainty and, as a result,
itis difficuit to gain much continuity in Works Programme activities.

Another source of uncertainty, also arising in many developing
countries, is that the central government may release a grant amount which
is far less than what it had originally budget=d for that fiscal year. In other
words, the fourth quarter release by the central government may be delayed
until the following year because of some budget exigency. The result is that
local governments can face serious fiscai shortfalls. It is difficult to know
bow much of a problem this is in aggregate, because of the lack of good
data. Though the data in Table 3-3 suggest a reasonably good record
(relative to other countries) of distributing 90 percent or better of amounts
budgeted, the problem can still be serious for individual local governments.
For example, in our survey data on 132 thana parishads, it was reported that
an average of 79 percent of amounts allocated were actuzally received. Even
the "average" shortfall of 20 percent can be a serious problem for local
governments with very little of their own revenues. During its first two
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TABLE 3-3
RURAL WORKS PROGRAMME ALLOCATIONS AND SPENDING
AS PERCENT OF AMOUNTS BUDGETED,
1974775 - 1984/85

Total Budgeted Allocation &s Spending as
Amounts Percent of Percent of
Ficcal (in millions Budgeted Budgeted

Years —oftakas) —Amounts Amounts
1974715 173.7 66.2 59.5
1973/16 192.8 107.4 140.3
1976/77 237.2 864 91.5
197718 1724 102.4 104.0
197879 251.2 90.1 90.1
197320 3211 99.5 99.3
1980/81 3357 96.7 96.4
1981/82 404.3 924 -
1982783 498.3 87.3 -
1983/34 28.0 - —_
1984/85 36.5 - -

SOURCE: Govemment of the People’s Republic of Bengladesh, Ministry of Finarce and
Planning, Demands jor Grants and Appropriations (Development) (Dhaka,
various years); Unpublished data from the Ministry of Local Government and
Rurnl Developmeat.

— Not avzilable.

years of operation the upazila development assistance grant did not
encounter the same problem, probably due to central governiment concem
that this centerpiece of its domestic program not fail due to delays and
revenue shortfalls. It remains to be seen whether, in the face of national
rescurce constraints, this improved performance can be maintained.

Our next criterion of assessing the RWP is its pattern of grant
distributicns. The distribution of Rural Works Progremme grants is the
resuit of a complicated mixture of government decisions about project
priorities, the choice of which level of government to emphasize, a
popalation and land arca formuls, the choice of a population number for use
in the formuls, and ad hoc decisions about special needs. Is the resulting
allocation somehow appropriate or fair? Of course, defining what is "fair”
involves a normative judgment. We might tzke the two most common rules
for the distribut’on of grants—equalization of resource capaciiy and straight
per capita distribution—and compare these against the pregent distribution
in Bangladesh. In effect, we ask whether the distribution of grants equalizes

o e e A——————r
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taxable capacity or is on a straight per capita basis. If the answer is
affirmative in either case, then we may say there is a kind of "fairness," or
at least objectivity, in the distribution. To investigate this question, we
developed a test with data drawn from fieidwork in 16 zillas, 11 thanas, and
27 wmions. Simple correlations between population size and Kural Works
Programme grants have been estimated, separately, for this sample. As may
be seen from Table 34, the simple ccrreiation between Rural Works
Programme grants and population size is significant at the .05 level only in
the case of unions (r = 0.76).

A separate question is whether there is a population size bias in the
distribution of grants. If grants were distributed without a population bias,
the correlation between per capita grants and population would be zero, i.e.,
there would be no significant difference among local zovernments in the
per capita amounts received. As may be seen in Table 3-4, zillas and thanas
with smaller populations tend to receive significantly greater amounts of
per capita Works Programme grants.

Ideally, we would also like to determine whether wealthier jurisdictions
receive less in grants per capita, i.e., whether the grant system is somehow

TABLE 34
SIMPLE CORRELATIONS OF GRANTS AND POPULATION SIZE,
BY TYPE OF LOCAL GOVERNMENT AND TYPE
OF GRANT POR 1930/81

Per Capita Grants Total Gmnts
Works Works
Programme Nommal Combined Programme Normal Combined
Zilla (16)* -0.49° -0.43 -0.49* -0.10 0.88* -0.03
Thana (11) 0.68° b -0.57¢ 0.12 b 0.35
Union (27) 0.26 043" -0.38" 0.76" 0.25 0.47°
Paureshava (15)  -0.29 0.17 -0.26 0.98* 0.66* 0.88°

*Denotes significance at .05 level.

"Excludes Chittagong Hill Tracts which does not receive any property tranafer tax.

ot applicable because thans parishads do not receive any normal grants.

This correlation coefficient is for the Rural Works Programme grants combined with
other occasional specific project grants, e.g., for such pusposes z= haats and bazaars, food
gosowns, workshops, farmers’ training, efc.

SOURCE: Computed by author from financial data collected from local govemments and
census data compiled by Bangladesh Bureau of statistics.
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"equalizing." Unfortunately, there areno data on personal incozne or wealth

that aliow us to make such a computation. What we have done, however,
is examige the relationship between per capita revenues raised from
own-sources and per capita grants, on grounds that the former variable is a
general indicator of financial capacity. Carrying out such an analysis for
unions—since unions are the oaly local govemment body with any
appreciable amount of autoncmy in mobilizing own-source
revenues—indicates no significant reiationship for any of the years between
1977 and 1981. From this evidence, we might conclude that RWP grants
are generally distributed on a per capita basis for unions and that there is a
bias in favor of less populated zillas and thanas.

Normal Grants

Asecond type of grant to rural lccal governments is referred to as normal
grants. Rather than a single program with a single objective, this cluster of
grants includes 12 specific transfers which are allocated in various ways
and earmarked for various purposes. In aggregate, these grants are
important, accounting for an amount equivalent to about one-fourth of total
Works Programme granis. The total amount allocated under these
programs, however, declined in real terms during the pericd of our analysis.

The thre= largest of these programs are special purpose grants, grants o

union parishads for member honoraria and officers’ salaries, and grants {0
union parishads for rural police force salaries. The special purpose grantis
allocated, by historical tradition, 45 percent to municipalities, 7 percent to
zilla parishads, and 48 percent to union parishads. It i3 then distributed
through the subdivisions on a per capita basis. The total naticnal amount
of the grant is fixed on an ad hoc basis and has been declining. A second
large component of "normal” grants is the honorarium paid to chairmen,
council members, and secretaries in about 4,500 union parishads. One-third
of the chairmen’s (1982) Tk. 300 per month honorarium, one-half of the
members’ Tk. 100 per month honorarium, and one-half of the salaries of the
gecretaries are paid by government grants. The third major component of
normal grants is shown in the budget as a grant to ucion parishads for half
the salary of the rural police force. In fact, in recent years nearly haif of this
armount has been allocated among union councils as a general budget deficit
grant. The allocation is made on a population besis with the subdivision
passing the grant funds through to the unions. The remainder is also
distributed by the subdivision to the unicns based on the number of union
parishad policemen and their salaries.
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Though there are no clearly stated objectives of the normal grant
program, the intent is clear. These grants are meant to support the general
opesations of the local government sector, i.e., they are in some sense a
substitute for general revenues that might be locally generated. In
evaluating these grants, many of the same issues as above may be
considered: Have loca! governments been induced to mobilize more
resources? Ha: tevenue growth been adequate? Are the grant distributions
among local governments fair? Is the program costly to administer?

In theory, some components of this program of normal grauts provide
an incentive for local government resource mobilization. By payicg ornly a
portion of ihe salary of local officiais, it has a built-in requirement that local
governmerts must mobilize matching resources on their own. Though the
grant amount, and therefore the potential impact, is small, his is one
component of the Bangladesh grant system that would seern to encourage
increased local government revenue effort. In practice, the grant program
is probabiy not stimulative of local revenue effort. One problem is that local
governments are not required to match the government centribution as a
condition of receiving the grani. Our interviews with local officials suggest
that the local share often goes unpaid. Moreover, while the salary grants
carry & matching provision, many of the other normal grants do nct; hence
they tend to uffset the local resource mobilization impacts of salary grants.
For example, a deficit grant is given to cover general buagetary shortfalls.

Second, the revenue adequacy test is not passed. Normai grants have
not grown in real per capita terms; one might argue that they bave not
increased adequately to meet either the general subsidy or special purpose
needs of rural local governments.

Third, the allocation of some componests of normal grants across local
governments is "fair” in the sense that allocations are made on a basis of
approved salary levels. However, most other ccmponents are distributed
on an apparently ad hoc basis. Our data suggest that, in total, normal grants
are distributed among zillas approximately according to population, and are
distributed among unions with & bias in faver of those with smaller
populations. There is or: firal, important disadvantage 10 normal grants.
Because it involves 50 many programs, it is likely to be costly to administer,
and the possibilities for monitoring and coordination are less than would be
the case with a smaller number of grant types.

There would seem to be little to recommend the normal grants program.
It is a collection of categorical grants which provides some earmarked
support for local activities. It is a transfer that probab’y does not stimulate
F:al revenue effort, it has not grown to keep pace with population or
inflation, and its varicus components are distributed according to several
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different criteria. It is somewhat surprising, therefore, that the system of
normal grants remained intact with the 1984 reform.

The Food For Work Programme

The Food For Work Programme (FFWP) seems a logical approach to
rural development in Banglrdesh: make use of surplus labor in rural areas
to carry out public works projects and compensate this labor with wheat.
At once this program would provide jobs for the rural poor, distribute food,
and improve the infrastructure. In fact, FFWP turns out {0 be an effective
relief program. It produces a substantial number of rural jobs for unskilled
workers in the season of high unemployment. Gt the other hand, the FFWP
is not without problems some of which stem from the fact that, untilrecently,
there was uncertainty among policy-makers involved in the FFWP about
whether the primary goal was development or relief.

Proper reform of the Bangladesh grant system cannot be taken apart from
consideration of the Food For Work Programme. There are a number of
reasons for this. First, the local initiative portion of FFWP is in fact a grant
to local governments. Second, there is the sheer size of the FFWP
program—in 1982/83 it was considerably larger than the Rural Works
Programme grant. Third, there is a complementarity between the two
programs—both are used for rural public works projects, both contain a
heavy employment generation element, there is some evidence that they are
alternative sources of support for projects already in the Thana Plan book,
and both carry the same stated objectives of infrastructure improvement and
rural income subsidy. As opposed to RWP, FFWP is administered by the
Minis try of Food.

There are three sources of financing (mostly through wheat) for the
governmeni's program: The World Food Program (WFP) component, the
USAID financed/CARE administered component (referred to hereafter as
the CARE program), and the BDG component (financed by various bilateral
donors and the BDG). In total the estimated 1982 disbursements were:
121,512 MT (metric ton) under the WFP component; 90,754 MT under
CARE; and 166,860 MT under the BDG, If we assume that all BDG and
CARE distributions are "local initi.'nive."""4 that 20 percent (24,300 MT) of
the WFP is "local initiative," and that wheat could be properly valued at Tk.

24.  As reported in WFP, "World Food Programme-assisted Food For Work
Programme in Bangladesh,"” November, 1982.
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127.2 per maund in 19822 then we may 2%lace the value of the local
initiative FFWP at Tk. 960 million in 1982.“" This amount is more than
twice the budget estimate for the Works Programme grant in 1982, making
the FFWP the major financial component of Bangladesh’s rural
development program.

The FFWP involves substantial community participation in project
identification and implementation, and has been changing in the direction
of even more decentralization with the creation of upazilas. Before 1983,
the procedure was as follows: a project implementation officer (P10) was
appointed to work at the thana level as the representative of the Ministry of
Food. He reported to the CO, SDO and his SD ministry representative.
Along with union parishad officials and thana technical staff he was a
member of the thana committee which considered alternative projects to be
financed from the Food For Work Programme. Ultimate approval of the
projects, however, rested with the Ministry.

CARE provides technical assistance to and monitoring of projects under
the USAID-financed part of FFWP. This activity includes assistance in
scheme preparation, book audits of proposed schemes, on-site evaluation
of proposals, and post-project audits of physical accomplishments. While
approval rests with the Ministry of Food, CARE has the authority to reduce
inflated wheat requirements and reject schemes that are either technically
unsound or that face land disputes. In spite of this oversight, considerable
decentralization in the local-level project approval process has been taking
place. As of the time of the creation of upazilas in 1983, more authority
was passed to the local level. In the upazilas, the TNO replaced the SDO
as the approving official and may issue the delivery order to remove grain
from the local supply depot. The CARE role has remained much the same,
with three exceptions: the monitoring of the appurtenant structures
program, an improved system of measuring and reperting project and
employment accomplishments, and project review in more of an advisory
than an approval/rejection role.

25.  One maund equals 82 pounds. The January 1982 price of wheat is taken
from "average retail price of coarse rice and wheat in Bangladesh."
Compiled by USAID/Bangladesh from Directorate of Supply, Distribution
and Rationing, Ministry of Food, April 6, 1982.

26. In addition, 75,000 MT were couverted to cash for the "appurtenant
structures” program in 1983 and 70,000 MT were programmed for this
purpose in 1984,

.‘\
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There are criteria about what kinds of projects are acceptable and
priorities are established by the requirement that the projects be drawn from
the Thana Plan Book. As of 1983/84, the Ministry of Food had instructed
local bodies to prepare WFP and USAID/CARE schemes only for
~arthwork on roads, embankments and sim7ple drainage canals. Tanks and
irrigation canals would notbe considered.2 Accordingly, most projects are
of the reconstruction nature—substantially upgrading existing alignments
including reconstruction and resurfacing of rural roads, re-excavation of
canals for irrigation and drainage. There is relatively little new
construction, in part because of problems of land acquisition. Still, the
distinction between "upgrading and reconstruction” on the one hand, and
"new construction” on the cther is often indistinct. Though ne brick
surfaces are involved, the FF'WP projects may lead to a substantial
upgrading of a roadway over a period of years, e.g., from an
embankment-pathway for walking to a surface with a large enough
dimension to carry arickshaw. In the long run, such upgraded embankments
may be linked together as part of the area road system.

The distribution of FFWP wheat is done on a combination of a formuia
basis and an assessment of project accomplishments. In contrast to what
had been the practice in recent years, the present method of allocation across
thanas is objective and the distributions under the three programs are
integratecl.28 The first step in the procedure is the establishment of a
notional allocation for the overall distribution among thanas. This is done
according to the following formuta: 0.1 maund per capita vased on 1981
thana population with an additional 10, 25, and 50 percent depending on the
degree of distress. The measure of distress has been arrived at on a basis
of judgment and familiarity with individual thanas, rather than on a basis of
straightforward statistical manipulation. Factors considered in deriving the
degree of distress include the level of rice prices, unemployment, and
"susceptibility to disasters.” After the notional distribution is established,
the allocation to each thana is divided into CARE, WPEFP (local initiative and

27. Ministry of Food memoranda of March 17, 1983, and April! 20, 1983,
respectively.

28. Before 1983, the allocation of funds across thanas was not done by any
specified formula. In a May 1982 interview, the Joint Secretary in the
Ministry of Food reported that about 80 percent of the allocation was done
on a straight population basis with the remainder depending on disasters,
special needs, etc. However, no data could be obtained to examine the
pattern of the actual distributions.

——— e . s
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Water Development Board) and the general government allocation. This
involves several steps:

» the WDB projects are selected, country-wide, on a basis
of projeci-worthiness;

¢ CARE allocates its wheat on the formula basis, reducing
the amcunts in thanas where WDB projects are operative.
CARE operates in 14 districts;

* WFP allocates 20 percent of its wheat on the formula

b.asis for the local initiative program it operates in five
distvicts. In some cases, reductions are made to account
for heavy WDB activities;

« the difference between the notioral allocation, and the
sum of the CARE, WFP local initiative, and WFP-WDB

allocations, becomes the govemnment's general
allocation.

The final distributions may net match the notional ailocation for two
reasons. The first is that good information on WDB prcjects may be late in
coming and cannot be "piugged into" the formula. The second is that CARE
allo.catwns may not match CARE disburseraents. Actual disbursements
against these initial allocations depend on post-audits of project completion,
ax.nmmt of earth moved, etc. In any given year, the distribution of final
disbursements across thanas may differ markedly from the initial allocation.
For example, in 1981, the average disbursement among 373 thanas was only
85 percent of the proposed amount >

The distribution of FFWP grants among unions turns cut to be a much
more subjective matter. Our interviews with officials at the union and the
m levels in Faridpur, Rangpur and Sylhet districts produced many
dﬁferept views on how projects are selected. In some cases they were said
to be distributed among local governments on a population basis, in others
oD a bas?s of project worthiness, in others on a "political” basis, and some
thought it was simply based on the previous y=ar’s allocation.

b=

29.  Derived from thana-wide data supplied by CARE. There was no correlation

between the ratio of disbursements to allocations, and population size.
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Evaluating the FFWP as a Grant Program

How does FFWP measure up as an intergovernmental transfer? In
assessing the performance, we consider the s1me criteria as were considered
above for the Rural Works Programme grants: infrastructure development,
employmen: generatioa, strengthening local governments, revenue
adequacy, financial planning, and distributional equity. A related issue is
the interaction between the RWP and FFWP. It is important to remember
that, while the FFWP was originally designed as a temporary relief program,
it now functions as a major part of the intergovernmental grant system and
therefore can and should be assessed as a part of that system.

Has the FFWP led to a substantial improvement in the rural
infrastructure? The question is very difficult to answer. One can point to
the number of schemes completed per year, or to the cubic feet of earth
moved, but such figures do not provide good information on how the quality
of the rural infrastructure kas been improved—whether the schemes were
originally sound ir design and construction, whether they were the "right"
projecis to enhance development, and whether they have been adequately
maintained. Some evidence of a positive development impact may be
obiained from one evaluation of the FFWP. The study concludes, on the
basis of respondent interviews and field visits, that the FFWP "...appears
to have stimulated rural development in pusitive social and economic
directions since 1980 through major improvements in local transportation
and communications."

The primary objective of the FFWP has been to generate employment
for the rural poor An evaluation of the job creation success of this grant
program would ask if significant numbers of jobs have been created, and
could another design of the FFWP grant, or even another type of grant
program, have doie better?

Using data generated by CARE and by the WEP, a rough estimate can
be made of the employment impact of FFWP. 1A first approach is

30.  Abt Associates, The Development Impact of Title Il, Food For ¥V ;k Roads
in Rural Bangladesh draft report to USAID, (January 1984), p. 51.

31.  Good data on the job creativn power of FFWP projects are not available.
The projects are implemented during & siz-month work season and the size
of the work crew varies from day to day. Since wheat is distributed
according to cubic feet of earth moved rather than per hour or per day of
wozk, it is very difficult to get a firm estimate of the number of jobs created.
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straightforward deduction. Valuing the total local initiative program at Tk.
960 million in 1982, and asguming that the average worker earned aboui
five kilos of wheat per daya‘ (17 taka per day), the pm;ram could have
generated about 350,000 jobs during the 198Z season.>> ‘This amount is
equivalent to about 57 person-days per 1000 taka of FFWP resources,
Second, according to CARE data, one maund of wheat purchased 13
man-days, and 53 cu. f1. of earth was moved per man-day purchased. If we
assume a six month, 158 working day season, we reach the conclusion that
the care component alone generated 320,000 seasonal jobs. If this estimate
is taken as correct and applied to the 53 parcent of ibe jocal initiative portion
operaied by BDG and WFP, the total estimated jobs would be about 600,000
per season. The World Bank has estimated more than 500,000 jobs in 1982.
By all of these estimates, the FFWP is a powerful job generator.

A different question is wheiher the FFWP is more effective than
alternative ways of generating employment through grants to local
governments, e.g., than the Rural Works Programme. The 1978
Performance Report indicates that about 35 man-days of work is created
for every 1000 taka spent on the Rural Works Programme, far less than the
57 man-days estimated above. Again, the answer seems clear: there is no
readily identifiable program in the Bangladesh grant system which can
provide the same level of employment berzSis as FEWP,

The FFWP, in achieving its employment generation goals, has sacrificed
some development potential in its projects. This shortcoming has led to two
important adjustments in the program. The first was a program to monetize
wheat assistance in order to make cash grants for appurtenant structures.
The second is the BDG initiative to reduce the number of schemes in each
thana in order to improve the technical design and implementation of each
scheme. Moreover, the BDG has also moved to limit the earthworks
component of the Rural Works Programme. These steps are in the direction
of a development orientation, and further underline the need for closer
cocrdination between FFWP and Rural Development grants.

Hew has the FFWP affected the development of local government
institutions? Like the Rural Works Programme grants, FFWP has required
Do maiching contribution from the local government. As a result, FFWP
has not stimulated the mobilization of more local resources nor has it led to
increased local government fiscal autonomy. So long as it was primarily a
relief program, a no-matching block grant was an appropriate strategy.

3. Estimate supplied ty CARE.
33.  Assuming 158 working days in a six month season.
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Improving the income position of the rural poor is not a proper responsibility
of local governments and not the sort of activity for which their residents
would likely be willing to tax themselves. FFWP as a relief program could
not contribute substantially to local government revenue mobilization. As
a deveiopment program, on the other hand, it has such potential.

A first step in the direction of using FFWP to develop local government
financial performance has come with the recent prograra of cash grants to
be used for construction of appurtenant structures such &s bridges, culverts,
etc. Each upaziia is required to match the cash-FFWP allocation with an
amount equivalent to five percent of that allocation. For 1984-35, the
matching share was supposed io rise to 10 percent. Unfortunately, the
general idea behind this mathing provision may be better than the actual
practice. Three caveats are apparent. First, the matching amounts are quite
small and will not leac (o a substantial mobilization of local tax resources.
Second, if the locai match can be drawn from the central government
Development Assistance graot, no truly local resource mobilization will be
required. Finally, owu-source revenue mobilization is new to the vpazilas
with the revenue sources provided quite limited in scope; herce the
matching requirement may not stimulate increased locel taxation. But, with
the appurtenant structures program in place and with increzsed upazila
revenue autonomy, such potential for local resource mobilizaticn now
exists.

To evaluate the revenue adequacy of FFWP grants, one must ask whether
the overall flow of revenues has exceeded the rate of growth in prices and
population. To make such an estimate, we convert wheat aliocations to taka
amounts, deflate, and analyze the trend. The results show that the real per
capita amounts have fluctuated considerably and in 1982 were below the
1979 level (Table 3-5). There are, of course, caveats to this kind of
measurement. First, WFP disbursements are sometimes not fully made in
the year shown, lending some irregularity to this pattern. Second, cash
disbursements under the appurtenant structures program are not shown.
Third, under this measurement the size of the program is affected by changes
in the amount of work done and changes in the price of wheat.

How does the FFWP affect the financial planning abilities of local
governments? In the past, the FFWP has created some problems in terms
of certainty of receipts, similar to those for the RWP. Cne problem stems
from local officials not knowing the total amount to be expected in a given
year. A second problem is that in some cases, the full amount of allocation
has not been reccived during the fiscal year, and therefore the completion
of some projects is delayed or cancelled.
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TABLE 3-§
POOD POR WORK PROGRAMME LOCAL INITIATIVE
PROGRAM DISBURSEMENTS
Total Wheat Price Total Real per
Fiscal Metric Tons per Maund Program Value Capita Amoun.
Year Disbursed® (in takas) (in million takas)  (in 1977 takas)
1975/16 15€,210.2 90.40 365.35 5.07
1976/17 115,648.0P 78.00 242.02 3.27
1977778 115,316.6 94.80 293.31 3.37
1978/79 314,140.0 96.80 815.87 8.36
1979/80 208,479.0 131.60 736.10 6.39
1980/81 275,898.2 124.00 917.89 6.98
1981/82 256,960.4 127.20 876.95 5.80
1982183 - 153.44 - —
1983/84 272,000.0° — - —

2Sum of 20 percent of WFP disbursements, BDG general allocation disbursements, and
CARE reimbursements.
bExcludes 17,337 MT disributed under FFW Rainy Scason Programme.

“Programm :d amount.
—- Not availeble.
SOURCE: Bangladesh Burcau of Statistics, Economic Indicators of Bangladesh (Dhaka:
Bangladesh Bureau of Statistics, Janunry, 1982): Unpublished data supplied by
Ministry of Food, Directorate of Supply Distribution and Rationing as well as
by the World Food Programme and CARE.

The distribution of FFWP grants is made partly on an objective
basis—some combination of population, lev=! of distress, and the merit of
projects. Does this system lead to any biases, e.g., in favor of the poorest
thanas, or against the smallest wanas? In fact, there is no evidence of a
population bias in this distribution, the correlalion between per capita
allocation and population size is not satistically significant. There are,
however, two biases in the distribution system which may result in a
differential trearment of some local governments. One is the fact that where
WDB projects are located, the local government receives a significantly
smaller overall share. In the 1983/84 FFWP allocations, the average
maunds per capita received in those 210 thanas whick have no WDB project
is 0.11 whereas the average in those 213 thanas which do have WDB
projects is 0.05. As a result, the project accomplishments by these local
govemments may be low by comparison with local governments in the rest
of the country. The sscond bias is that not all districts are covered by the
CARE program and therefore not subject to more careful monitoring of



80 Intergoverninental Grants

project accomplishments. If these projects do not pass the monitoring test,
actual disbursements may depart from the BDG "noticual” allocations. To
determine whether this potantial bias is important, the 1981 estimates of
CARE allocations and reimbursements across 373 thanas have been
analyzed. The simsgle correlation beiween reimbursements and population
size is significant,” indicating that CARE reimbursements are distributed
in proportion to population size. This sample also shows that 47 percent of
the thanas received 90 percent or more of the proposed allocation, and 25
percent received less than 70 percent. The simple correlation between the
amounts initially aliccated. and that actually reimbursed, is 0.89. We could
not find evidence of any ggmicular biases according to physical or economic
conditions of the thana.”™~ Can we, in sum, say that the FFWP leads to a
"feir” distribution? Certainly forcing the overall distribution to a BDG
notional allocation is a major step in the right direction, but there remain
imporiant biases. Local governments in some districts receive less because
o1 WDE projects, in CARE districts they receive less because projects are
more closely mcnitored for reimbursement.

In a country like Bangladesh where resources are 5o scarce, different
grant programs should reinforce rather than offset one another’s impacts.
Thus, it is impertant to consider the coordination of the FFWP with the RWP
(now the Develcpment Assistance grants). The former is administered by
the Ministry of Food and the latter by the Ministry of Local Government.
Allccatior formulae are not coordinatea between the two programs, even
though they are 1neant to serve similar goals. As far as we could leamn, the
two responsible Ministries did not scrutinize each other’s lists of approved

34. The simple correlation coefficient is 0.18, and that between per capita
reimbursements ac.' nopulation size is -0.29, which are gignificant at 0.01
level,

35. 'We estimated the “3llowing reilationship:

PCT =2+ bIP + b2A 4+ b3D1 + beD2 + bsD3 “)
where

PCT = the percent of total allocation reimbursed

P = population

A = land area (in square miles)

D1 = very high cistress (dummy variable)

D2 = bhigh distress

D3 = above average distress.
None of the independent variables were significant at the .05 level.

——
e
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projects in order to achieve conformity. Information gained in field visits,
from the questionnaire to 132 thanas, and from the Minisiries of Food and
Local Governmen! suggests that local units see the FFWP and the RWP as
different methods of financing similar projects. In both cases the projects
are supposed to be drawn from the same planbooks, the local planning and
impiementation committees are similar groups, the coastituencies are the
same and even the same local labor pool is used.

Data from our sample of 132 thanas have been used to estimate the
relationship between the distribution of the RWP and FFWP distributions
prior to the 1984 reforms. The results for 1981/82 show:

RWPp = 1243.6 + 0.0057 !"FWPp - 2.323 POP
(0.028) (-3.083)

R%2=0.10

where

RWP_, = per capita Rural Works Programme grants
FFWBp = per capila Food For Work Programme grants (in maunds)
POP = population

(i-statistics in parenthesis).

These results show that, after correcting for the population size bias in
ellocations of per capita RWP grants, thaic i5 no apparent relationship
betweea FFWP and RWP ailocations. The food grant is used ncither as a
substitute or a supplement to the monetary grants. While each are
distributed by different bodies, the allocations are essentially similar,
What is to be said overall about FFWP as an intergovernmental grant?
I has been in the past a very good reliefrelief program, a powerful job
generator in rural areas. Not surprisingly it has been less effective in
achieving other goals. Ii may not do as good a job of infrastructure
development as would a grant program that involved more capital, less
labor, and larger projects, and that made sore provision for maintenance.
It does not encourage lncal government revenue mobilization as mu- h as
would a matching grant aimed at financing projects with localized benefits.
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Moreover, there is some evidence that the targeting of FFWP grants on more
distressed areas probably "costs” some positive Gevelopment impact.” The
biggest problem is to increase recognition among government officials that
the FEWP is a grant program, should be evaluated and reformed as such,
and should be coordinated in an effective way with other rural local

governmeat grant programs.

Urban Local Governument Grants37

Central grants to urban local governments—paurashavas and municipal
corporations—are of three types: Urban Works Programme grants, urban
"normal" grants, and Octroi Compensation grants. As may be seen in Table
3-1, the Works Programme and Octroi Compensation grants account for
over half of total grant revenues, and special project grants to the Dhaka
Municipal Corporation for almost all of the remainder.

Urban Works Programme Grants

The general objectives of the Urban Works Programme grants are the
game as that for the Rural Works Programme grants: to generate jobs,
promote development projects, and decentralize government
decision-making. There are a few differences in procedure between the
urban and rural systems. Firsi, the approving authority for larger (Class I)
paurashavas is the Ministry level and for all others it is the division level.
Second, the paurashava’s own technical staff implements and oversees the
works projects. Third, the allocation of grar*= across paurashavas is
supposedly made according to populaiion, rather than population and land
ares as in the case of Rural Works Programme grants.

There was little growth in real revenues vuder the Urban Works
Programme gract from the mid-1970s to the early 1980s, but a substantial
growth in real terms occuxred after 1983 (Table 3-6). Furthermore, when
it is recognized that, as a municipal corporation, Dhaka has not shared in

36.  Abt Associates, The Development Impact of Title 1{, Food for Work Roads
in Rural Bangladesh, p. 50.

37. The more recent data and discussion in this section are drawn from Larry
Schroeder, "Bangladesh: Urban Government Finance and Management,”
June 1985, unpublished paper.
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TABLE 3-6
TREND IN REVENUES FROM URBAN WORKS PROGRAMME GRANT®

(in millicns of takas) Actual Per
) Actual in Actusl as ita in

PFiscal Reyncd Real 1980 Percent of ::311977
Year Budgeted  Estimate  Actual _ Taka®  the Budgeted _ Takas
197415 100 10.2 10. 5
1975716 10 30.0 30.(2> 3; ;gtl)':) ii’
197617 267 350 350  $83 131.1 2.1
197778 158 17.2 172 220 109.2 1.9
1978779  18. - 185 210 100.0 26
197980 314 24.0 314 314 100.0 2.1
1986781 30,0 30,0 300 272 100.0 27
198182 500 430 480 386 96.0¢ 3.6
1982783 70,0 70.0 700  $36 100.0° 3.0

198384 10009 73.1 73.1 48.1 73.1

®The Works Pro
gramme budget figures for 1979-83 were available in both
quoted here (the MLG and the Bangladesh Budget) and there was discrepancy bcMm'mu‘:he:
two for some of the years. For the sake of consistzncy the former was chosen because this
source pn;vexged most of the Works Programme daia used in other tables.
. ator used in the cslculation is the deflator for GDP. The reason f i
thucfmm xmong alternative indexes is that it exists for the entire time pesicd. °r chootiog
Revised estimate as percent of budgeted amount.

.3'“_ million of this amount will be allocated to Municipal Corporations and
—- Not available.

SOURCE: Govegzmcnt of the People’s Republic of Bangladesh, Ministry of Finance and
Planning, Demands for Grants and Appropriations (Development) (Dheka,

various years); Unpublished data from the Ministry of Local Goversment and
Runl Development.

the funds siuce 1983, it becomes clear that the per capita amount available
to the remaining urban jurisdictions has risen.

.I.n comparison to rural local governments, pawrashavas tend io be less
reha'nt on Works Programme grants. Our estimates show that paurashavas
received about one-fourth of their revenues from Works Programme grants
in 1980-81, about the same percentage as in 1976-77. The design of the
Urban Works Programme grant does not, however, encourage a reduced

reliance on grants, since th i i i
. ere i8 no matching required of urb
governmenis. 8 s an
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Urban Normal Grants

Urban normal grants are a small component of paurashava budgets
(Table 3-1). In gencral, they are a collection of small grant programs
earmarked for certain salary subventions and some generai purpose
assistance. In general, this grant program fails to meet the tests of revenue
growth, eguity and efficiency. The amounts kave not grown, the amounts
distributed to cities are not closely related to current spending needs, and
the program does not promote additional mobilization of resources.

Urban Speciai Project Grants

Special capita! grants to the Dhaka Municipal Corporation (DMC)
provide a significant share (about 40 percent) of toial urban grants (Table
3-1). These grants support multi-year schemes which are approved by the
MLG and the Planning Commission, aad ultimately included in the Plan.
Those few loans which have been made to the DMC carry a 5-year
forgiveness, a 12-year repayment schedule, and an 11 percent interest rate.
In effect, however, these are grants since "repayments” supposedly will
come from reduced future allocations for Plan projects. All Special Project
grants have in the past gone to the Dhaka Municipal Corporation, but the
Chittagong Municipal Corporation began to receive funding in 1984. A
major problem with the special project financing schemes is that there is
some uncertainty among local government officials about the total amount
of funds that will eventually be distributed. For example, Schroeder reports
that the amounts originally budgeted for Chittagong were reduced by half
by the Planning Commission.

Octroi Compensatory Grant

The government abolished the octroi tax in July 1981. It was replaced
in 1981/82 with a compensatory grant equivalent to 75 percent of 1980/81
octroi collections, with the distribution across municipalities to be made in
proportion to actual 1980/81 octroi collections. This formulzs implies a
marked cut in the real levei of these grants for 1982 and 1983. However,

38. Ibid.
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1983/84 saw a dramatic increase in octroi grant funds distributed. I is pot
clear, however, whether or not the full budgeted amount of Tk. 756 million
was actually disbursed. In each of the two previous years (1981/82) and
1982/83) only about half of the amounts shown were actually distributed.

Evcluation of Urban Grants

We consider threc factors in evaluating urban grants: whether local
government resource mobilization has bezn stimulated, whether revenue
growth has been adequate and certain, and whether the distribution among
urban governments is somehow fair. On the first count, there is no
compelling reason to think thai any of the transfers to urban local
governments stimulates local resource mobilization. None of the grants
require local matching of funds nor are the allocations based upon local
revenue performance. Furthermore, the Octroi Compensation grant has
resulted in an overall decrease in reliance on own-source revenues by urban
local governments.

Concemning the second criterion, revenue growth, there has been no rea!
growth in either Urban Works Programme or Ociroi Compensation grant
amounts. Indeed, if we assume an inflation rate of 10 percent we can
cstimate a real decline of about 34 percent in these two prograins between
revised 1982/83 and budgeted 1983/84. Urban Special Project grant
funding, by virtue of its constant taka amount between 1982/83 and 1983/84,
also declined in real terms.

Third, distribution of the urban grants must be considered. Urban grants
are actually distributed according to three different criteria: Urban Vorks
grants according to population, Octroi Compensation grants on a derivation
basis and according to previous collection level, and Urban Special Project
grants principally to Dhaka. The first would seem to favor the most needy
jurisdictions, the second would seem to favor the wealthiest cities, and the
thid favors Dhaka. To understand better the relationship between the first
two cf these criteria, we have estimated a simple correlation between
population size and 198G/81 octroi collections for our sample of 16
paurashavas. The resulis show an almost perfect correlation, whether the
Dhaka Municipal Corperation (DMC) is included (0.979) or excluded
(0.984). Almost exactly the same relationship may be observed across

39.  While the initial 1983/34 budgeted amount on Urban Works Programme
grants was Tk. 100 million, the actual allocation was Tk. 50 million.
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paurashavas for the relationship between population and Works Programme
grant revenues {Table 3-4). Ancther aspect of faimess has to do with the
distribution of urban grants as between Dhaka and the rest of urban
Bangiadesh. We found that the DMC receives a disproporiionate share of
total urban grants—it has 37 percent of the urban population, but receives
about §0 parcent of total urban grants.

The Overall System

More important than an assessment of each grant's impact is an
assessment of the impact of the eatire grant system on deveiopment,
especially rural development. Again, we may fall back to an evaluation
based on what the evidence suggests about how well the system has
accomplished the many diverse goals which have been set for it. The
context, however, is clear. The fiscal sysiem transfers resources from the
uban to the rural sector. The contribution to central taxes made by urban
areas far exceeds the amount they receive back in the form of grants.
Morecver, the major intergovernmental grant changes introduced in 1984
dramatically accentuaied this transfer.

First, theze is the most important questicn: whether the grant system
promotes rural infrastructure development. On the one hand, it cleariy does
in that an impressive list of small public works projects are carried out under
the Food For Work Programme and Rural Works Programme grants. On
the other hsnd, it is not clear that these small undertakings are the best way
to develop a rural infrastructure. Some would argue that larger grants in
areas with a greater development poteatial would be a far more productive
use of the funds. It could also be argued that more money should be
allocated to the maiutenance of investment projects and that in any case
such maintenance programs need to be carsfully monitored.

It must be emphasized is that the RWP and FFWP were originally
Cesigned for reliefrelief goals, and it has generated considerable
employment for the rural poor. Using the rough estimates of RWP and
FFWP allocations as discussed above, it is conceivable that the two
programs togeiher generated as many as 90 jobs per 1000 taka expended on
each during the 1982 work season.

The toial flow of rural grants to local governments declined in real terms
through the 1970s and early 19%0s. Even if we monetize the FFWP grant,
there appears to have been a decl.ne in per capita real grants since 1978/19.
A turning point was reached in 1983/84 with the introduction of the Upazila
Development Assistance Fund and the Infrasiructure grants. Real per capita

grants to rural local governments increased by eightfold in one year and
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consumed a significantly i emm
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TABLE 3.7
LINEAR REG TO RURAL
: OF PER CAPITA GRANTS
mﬁ%ﬁm AGAINST SELECTED

INDEPENDENT VARIABLES®
Dependent Varieble
i Per Capita ]
Py Per Capita
Mhognmef“ o f;l:l:l b WP plus RWP
in maunds (in takas) (in takas)
17.66976
11365 1.39084
Consunt (5?.;74) (15.265) (51.509)
Popul 00006 -0.00546 0014148
.ﬁonnnds ('2'004) (15.260) (10..:95;/)2S ]
(i thosaads) (-0.0995) [-0.8058) (0.
00002 0.00815 0.011609
Land Ares ((11325) (14.911) ( 5.3743)2 ]
[ 0.0251] 0.7608] (0.
High Distre 6.255001
igh Di 04581 0.23846
st “ (12.598) (1.703) (12.060)
Distre 7 3.990075
i 892 0.17362
Figh Ditress (1%&32) ( 1.738) (10.609)
1.637132
01268 -0.18863
et (ggﬁ) (1.877) (4.327)
Distress .
R?2 0.4307 0.4633 0.4354
R .
438
438
438
N

. svioq at the
2 Abeolute t-values are in parentheses beneath the coefficient values. Elasticitics

mean are shown in brackets.

SOURCE: Comyputed by suthor.
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The Immovable Property
Transfer Tax

James Alm

A major source of revenues for zilla
immovable property transfer tax (IPTT),
buildings that are bought and sold. Similar taxes are common in developed
as well as developing countries.! Transfer taxes are often a central
government tax, collected at the time a deed s legally registered. They have
sometimes been imposed at high rates. Due to the overlap of tax bases,
iransfer taxes are also related to other taxes, such as property, capital gains,
and wealth taxes. Despite the widespread use of transfer taxes, they have
seldom been analyzed in detail, especially for local governments in
developing countries. This chapter helps fill the void. Specifically, the

parishads and paurashavas is the
levied upon the value of land and

property transfer taxes in other countries,
Lent, "The Taxation of Land Value," International Mone
Papers 14(1) (1967): 89-123; Carl S. Shoup,
Aldive Press, 1969); Richard M. Bird,
Developing Countries (Cambridge,
and Roger S. Smith, "The Effects o
and Rates of Change in Land Prices”
Less Developed Countries,
Wisconsin Press, 1979), pp- 137-162.

see George E.
tary Fund Staff
Public Finance (Chicago, IL:
Taxing Agricultural Land in
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allocative, distributional, and revenue effects of the IPTT are analyzed, and
then ways to improve the periormance of the tax are suggested.

Transfer taxes are unpopular with many scholars. The most common
criticism is that transfer taxes hinder the efficient exchange of property,
thereby discouraging development. Nevertheless, these taxes remain
popular with governments because they are an attractive source of revenue.
They are sometimes progressive in their patterns of incidence, depending
on the specific tax base and rate structure. 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
compiete evasion unlikely. Finally, in Bangladesh, the abszuce of
alternative tax bases at the local government level means that the IPTT is
likely to remain important for some time. A thorough analysis of the IPTT
is therefore appropriate, both to understand its current operation and to
suggest ways to improve it.

General Features and Administration

The IPTT constitutes a revenue source to both zilla parishads and
paurashavas. Tables 4-1 and 4-2 indicate that the IPTT contributes
gubstantial amounts of revenues to these governments, particularly to zilla
parishads. In 1980/81, IPTT revenues were 76.2 percent of the total own
source 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 IPTT—determining the base and rate of the tax and collecting the
revenues—do zi'la parishads and paurashavas play an active role. Instead,
the tax is under the control of the Ministry of Law and Land Reform.
Describing the IPTT as a local tax is therefore misleading; it is actually a
shared tax, little different from an intergovernmental grant. This fact has

%)

Many of the substantive results of this chapter ase contained in James Alm
and Larry Schroeder, "Tax Administration acd Local Public Finance in
Developing Couatries,” The Asian Journal of Public Administration (1)
(June 1987): 2-24.

3. This poiat is forcefully made in Oliver Cldman et al,, Financing Urban
Development in Mexico City (Cambridge, MA: Harvard University Press,
1967); Sboup, Public Finance, and Bird, Taxing Agricultural Land in
Developing Countries.
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TABLE 4-1

IMPORTANCE OF IMMOVABLE
PROPERTY TRAN
IN PAURASHAVA FINAMNCES STER TAX
Paurashava Revenues from
Transfer Tax Transfer Tax
Immovable Property Transfer Tax Revenues as Revcn:l;l as

Y Nominal Nomx(nu:l )Real Real Pau!:::}c;mt OCt;wn i
- ; b ava Paurash
(total) (mean)®  (total)? mm)" Source Revenue Total Rcv:\:e

1976/17 2,609,690 173979 2,609,690 173,979

P e 3.2 27
19718 3445156 229,677 2,990,587 199,372 6.8
(15) (15) 2-9
1978/19 4611542 307436 3,631,135 242,076 39
as) (1) ' *
197980 7,357,514 490,501 5,015,347 334,357 5.2
s s . 4.5
198081 7,986,926 532,462 4,861,134 324,079 4.2
i e . 38
*The i
. number in pareatheses represents the number of observations used to compute the
E1976/77 is the base year.

SOURCE: Computed by author from paurashava records.

important implications fi i i i
e I p ns for the efficiency with which the tax is currently

mel;:sponede e wzg;uli:et value of all @movable property that is exchanged is
of lant o pe;n at::nm;si;:led:m'me tm:) therefore falls on the value
_ with movable assets suc i
:.il;-;;ltsi:m(;r pevr:lc])jnal property not subject to the tax. 'Ill'hzsrevil;l: lfxso'
immovable. - le :;le leg?.l base of the IPTT is the market value of
"~ msacﬁgn p;hny e tax is actuf'ally collected on the reported value of
of the ek u;a: e two value?s qbvxously may differ. Because the amount
broperty. the ¢ mus't be paid increases with the reported value of the
bosr m.ust uyer will often understate the sale price. In addition, the
oot pay ofher fe.es‘ and duties that increase markedly with, the
daned ‘oue.dagam providing an i_ncemive to underreport. The seller ma
underreport the sale price because a higher price means grealei
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TABLE 4-2
IMPORTANCE OF IMI4OVABLE PRCPERTY TRANSFER TAX
IN ZILLA PARISHAD FINANCES
Zilla Parishad Revenues from 'II:lnl::: '3'::: '{{m.fcven:: '.I':
sfer Ti eve!
Immovable anzck!:’}’)'rﬂﬂ e Percent of Zilla  Percent of

Parishad Own  Zilla Parighad

omin ominal  Real Real
Year N‘toul)d Ngm ean):‘ ‘lotal)b ]mean!'b Source Revenue Total Revenue

5 .6
1976/77 45,104,550 2,819,034 45,104,550 2,819,634 65.2 40
(16) (16)
1977778 58,241,679 3425981 50,557,013 2,973.942 74.5 41.1
an an
L3
1978/79 72.057.218 4,003,178 56,737.967 3,152,109 75.4 as9
(18) (13)
7
1979/80 99,901,744 5.257.986 68,099,348 3,584,176 713 49
(19 (19)
762 46.3

1980/81 85474,641 4,498,665 52,023,519 2,738,080
(19) (19)

®The number in parenthescs represents the number of observations used to copute the

EiW6/77 is the basc year. ) .
SOURCE: Computed by author from zilla parishad recosds.

capital gains and wealth taxes.* In short, itis in the inu;xest of both the buz'he:
and the seller to understate the value of the property in order to reduce the

ials interviewed suggested that overvaluation may occur in some
* Omfﬁm For example, the governmental right of preemptios at decl:r;l)
valus may Iead a buyer to overstaie the sal.e price. Ovew.alufm'cn may g
occur when property owned by a panncrshxp issold by an m@xv!dual pannu;
to a non-partner. Bangladesh law provides that. in this mstangs ol
remaimng partoers have the opiion to purchase within four tr;::onﬁmbe
transacted property £t the declared price. The new owner may there T

willing to overstate the sale price in order to reduce the likelihood o

<
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amount of taxes and ctker fees that must be paid.5 If detection of the

undervaluation is unlikely, or if detected undervaluation goes unpenalized,

evasion of the IPTT through undeireporting will be great. Indeed, our

interviews with local officials suggest that undervaluation is the factor most

responsible for reducing the revenues of the IPTT below its potential,
although there is no good evidence on the extent of undervaluation,

The IPTT is imposed at the rate of one percent of the reported value of
the property, a rate set by the central government. Taken alone, the rate of
the IPTT is low and 80 i5 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. There are, however, numerous additional registration
fees and stamp duties that must also be paid when property is transferred,
many of which depend on the value of the transfer. When looked at in their
eciirety, transfers can have quite high efiective tax rates.

The stamp duty is the most important of these additional charges. The
Stamp Act was enacted in 1899, and the duties remained unchanged until
the Finance Act of 1980, which establisked a new rate schedule (Table 4-3).
The stamp duty also depends on the declared value of the property. Stamps
are required to establish the transfer deed as a legal document and to create
legal evidence of title to the property. This factor gives a strong incentive
for an individual to register the purchase of property and makes full evasion
of the stamp duty and the other taxes unlikely. But the steepnicss and
progressivity of the stamp duties make evasion through undervaluation
attractive.® Since the recording official does little to verify the value of the
property, most officials believe that evasion threugh this means is quite
common. Various registration fees must also be paid. The most important
of these is the A fee (Table 4-4). 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 depead on the vatue of the property.

option being exercised. Finally, a buyer anticipating to sell the property in
the near future may overstate the purchase price in order to reduce capital
gains upon sale. Nonetheless, the officials belisved that undervalustion is
far more common than overvaluation.

5. The transfer tax may be completely evaded by failing 10 repori the transfer

atall. However, officials believed that outright evasicn is uncommoa, due
totheneowsityofmablishinglegalclaimtothepmpcny. Again, there is
Do evidence on this practice.

S. Stamp duty may also be zvoided by splitiing the transaction into several

anaﬂaoggs.mioﬁ)aprogmssivity of the rate structure,


http:struc.tu
http:undervalun.on

94 The Immovable Propertly Transfer Tax

TABLE4-3
STAMP DUTY AND REGISTRATION FEE A
Stamp Duty
Value of Property Mzrginal Duty Rate
(in takas) (inpercenis)
1- 10,000 6
10,001 - 30,000 9
30,001 - 60,000 12
60,001 - 100,000 15
sbove 160,600 17.5
Registration Fee A
1- 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
2.501 - 3,000 36
3,001 - 4,000 42
above 4,000 70, plus ten for each
additional 500 in
value or fraction
thereof

SOURCE: Govemment of Bangladesh, Finance Act of 1980.

The total payments—IPTT, stamp duty, and A fee—on transfers of
variors valucs are given in Table 4-4. The average tax rate on transfers is
very high. It rises from about 8 percent on transfers whose value is Tk.
1,000 to well over 15 percent for property valued above Tk. 100,000, and
the meximum tax rate (average and marginal) approaches 20.5 percent for
properties exceeding Tk. 1 million in value. It is the stamp duty that is

responsible for the high tax rate; the IPTT contributes a small and declining

proportion of the liability a5 property values increase.

TABLE 44
THE TRANSFER OF IMMOVABLE OPER
PROPERTY VALUES R Y

FOR VARIOU:

EFFECTIVE TAX RATES ON

Total

A Fee

Stamp Duty

gy

Average
Tax Rate

!Emt[

Amount
(txkas)

Average
Tax Rate
(percent)

- Ve
. Ve W,

» Ve ™,

.

SOURCE: Computed by suthor
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A propesty need noi be large to have a substantial total tax imposed on
it. For example, in Beani Bazar, Sylhet district, 30 decimals (about 1/3 acre)
of farm land close 1o a road reportedly sold in 1982 for 30 to 50 thousand
taka. The total legal transfer duties on this property would range from Tk.
3,290 to Tk. 6,290, or en effective rate of frora 11 to 12.5 percent. Similarly,
officials iz Rajoir, Faridpur district, estimated that 52 decimals (slightly
more than 172 acre) would sell for 10 to 20 thousand taka, depending oa
irrigation; the total dvties here would range from Tk. 890 to Tk. 2,090, 0ra
rate of from 9 to 10.5 percent. A recent study of lend transfer in Sherpur
thana, Bogra district, found that the average price per acre of land in 1980/81
takas varied from Tk. 9,500 to Tk. 13,000, with the average size transfer
equal to 1/4 acre; the taxes on such transfers varied from Tk. 196 to Tk. 269,
or a tax rate of about 8.3 percem.7 Ttus, even for small properties, the total
transfer charges can be substantial, with the bulk of the charges paid in
stamp duties.

Even more than in the case of the IPTT, there is 8 strong incentive for
:ndividuals to evade the stamp duties and registration fees through
undervaluation cf the property. For administrative purposes, the IPTT, the
stamp duty, and the A fee are effectively the same. Unfortunately, the
enforcement mechanisms in all cases are also the same and offer little
effective deterrence to underreporting transfer prices. Efforts to improve
the collection efficiency of the IPTT would cbviously aid in the collection
of the other fees.

The IPTT is collected by officers of the Ministry of Law and Land
Reforma located at the district and upazila level. Although the IPTT is 8
major source of zilla parishad and paurashava revenues, neither of these
lower levels of government has any control over its collection.

To establisa legal claim to a property, the purchaser of a property must
register the deed of ownership at a ministry office. The IPTT, along with
the other fees, is collected in full at the fimc the deed is registered. As noted
above, the bulk of these charges d=pends on the value of the transaction,
and the value that is used is that given by the purchaser. The recording
officers do niol attempt to verify that the irue market value of the transaction
is reported; indeed, their operating procedures, unchanged since 1928, are
explicit in stating that their duties do not include verification of the actual

value of the property. The officers are concerned only that the amount of
the fees that must be paid to register the dead corresponds to the reported

7. MM. Sultan, "Land Transfer—A Survey of She:pur Thana of Bogrm
District” (Bogra: Rural Development Academy, 1982).
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value gf the transfer. As a result, officials we interviewed indicated that
detection qf undervaluation is extremely rare. Moreover, evea if
u.ndervaluauon is detected, an individual is not penalized but ins'tead mu:st
s;mptliy pay th'e remainder of the tax that is due. The fact that there are no
:ai:;lc b;)r;slizgigzg :%dervaluatmn suggests that evasion through this means
The allccation of IPTT revenues is also straightforwar ini
of Law and Laqd Reform retains 3 percent of tolalg IPTT col?mgssﬁlgfg
the admxmstrau.vg costs of the tax, in addition to all stamp and registration
fee§. The remaining 97 percent of the taxes is distributed either to the zilla
parishads or the Paurashavas, depending on the location of the transferred
property. :I‘he zilla parishads and the paurashavas learn about their tax
revenues tarough a statement sent by the collecting officer. The 97-3
all'ocfaUOn formula was established in 1981/32. In previou:s years, the
Ministry of l..aw zfnd Land Reform (then the Ministry of Land Reform' and
Land Administration) kept 5 percent of the tax revenues and distributed onl
95 percent.to. the appropriate local government. As in many other as t?;
of the adm1mstrativg process, the roles of officials at the zilla paﬁshac!i)icnd
gaﬁvaa levels in the IPTT allocation process are entirely passive
icials have no way to know whether they are receiving their correct shan;

of the tax revenues. Rather, they are si
: , they simply told the
revenues that they are to receive. Py amount of the tax

Evaluation

In evaluaticg the IPTT, three major issues must be addressed: the effects

of the tax on the use of rescurces (allocative effects), the impact of the tax

02 the income distribution, and i ili
! the ; R its ability to generate revenues
cnt;na are discussed in turn in this section.  These
l)reseicauso:t_ the IPTT is .1mposed at a low rate, it is tempting to think that its
“sumcet w1_ll exert no mﬂlfence on the transier of property. In fact, this
pton s correct, but misleading. As discussed earlier, the IPTT is,only

It can be st ywn that some tax evasi i i

At son asion will occur if the probability of bein
deteqed and penahzed_xs less than 1/(14P), where P is the rate a&hidn thg
penality is imposed. Since there is no penalty, an individual will benefit on

average by undervaluati ili ioni
1000 mz; . uation as Iong as the probability of detection is less than
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ties
one of several duties levied on transfers. The tax rate gon; ;l)lm(:)uined
together is at least 8 percent and rises to over 20 percent. ) uc
tax rates are likely to affect decisions abo:tlffpropcrty t;?n:;;i.m “bout the
transfer iax is essentially 2 tax on dilierenc :
des}':ability of holding propcrty.9 In the bs;bseox;tc;: ;fm tl;e mtixn, a tra‘n;:zl; ::exit
occur if a buyer believes the property to be & does
with the mxlfythe buyer must believe the property to be wm@f?mg (tjl;m c:soe:ss
the seller by at least the amount of the tax. If opinions dlf: or Wi ¢ :ll;e 18
likely when the economy is growing and markets are acmﬁ; c(;:h e o
i tions. ,
is low, the tax may have liitle effect oa transac
ll;ac::/:asvegwthe tax may be a significant deterrent to the exchange of prf)pexgé
In the lat'ter case, the tax has particulariy harmful effects. By rgducmg he
volume of transactions, the tax hinders the tr:msfen: of properties tc:; -
i e ddition, methods used to avoid the tax—4@ivisi
productive uses. Ina . e e tor of
i e rates of the stamp duuies,
parcels to avoid the progressiv P ong Teases o be
fective but not legal control of ihe property (€.g., ¥ : }—m b
:vfa:feful. Finally, the timing of development may be delayed if the prelsen.rz
of the tax leads the owner to delay the sale of the property to devc:, o;l)‘ein
until the owner can accumulate funds io develop the property (the !xck-
10
ffect). . ‘ .
‘ A )smoothly working market in property serves a useful e?onon:sc
urpose by encouraging the transfer of resources to more productive u;m .
I())fcourse. transfers are not always productive. For ex_ample., p;lopgurt:l . 311
be bought or sold for purely specit;lative_rfeasontsl;msfi;g;nafhlen vi s
erally purchase property oaly if a posiivere 0 transacti
g:;ecteg !:As notedil)ong ago by Ricardo, transfer taxes p;evex;: :til:lm:go:lgé
[ i isiribu i t bene
ital from being disiributed in the way mos ]
f::g]lz\llm:y ni1 Becgause the transfer duties i Bangladesh are utr_lposed nat
high rates, it is likely that they discourage producnve.transfers : pr:)peinyg'
and so diminish tbe efficiency of the ecozomy. Like other deve ogmic
countries, however, Bangladesh has few available tax handles, or ecuc]J: -
activities'tha: can easily be taxed. This fact is particularly true ca:xl e
government level. The government therefore fac:,cs the d.1ﬁ“| c o
between finding revenue sources and encouraging efficient transiers.

Shoup, Public Finance. o

20 :zee Sn?il:hp. ~The Effects of Land Taxes on Development Timing and Rates

. Change in Land Prices.” . .

11 g‘fl‘)c quog;nl'?)n is from Carl S. Shoup, Ricardo on Taxation (New York:
" Columbia University Press, 1960), p. 57.
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Because revenue mobilization is often perceived as more important, transfer
taxes like the IPTT are leading candidates for adoption, and their use is
almost certain to grow.

Distributional and equity effects of transfer duties are the second
evaluative feature examined here. Although transfer duties are nominally
paid by the buyer, this fact does not necessarily mean that it is the buyer
.whoultimately pays, or "bears the burden,” of 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—which is very much like a commodity tax—may bear no
relation to its legal burden. The division of the transfer duties between the
buyer and the seller depends upon the elasticities of demand and of supply.
If buyers are willing and able to pay the price inclusive of the transfer duties
without significantly decreasing their purchases—that is, if their demand is
inelastic—then they are likely to bear most of the tax burden. On the other
hand, if seilers must offer for sale the same amount of property without
much regard to the price that they receive, 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 tke bulk of the burden.

Without information on the elasticities of demand and supply, it is not
possible tc determine precisely wkether it is the buyer or the seller of the
property who pays the transfer duties in Bangladesh. There is, however,
some suggestive evidence. The study of land transfer in Sherpur thana by
Sultan suggests that the burden there is borne more by sellers than by
buyers.”~ Sultan found that sellers usually owned small amounts of land
(less than 1/2 acre) while buyers tended to be larger landowners, that the
income of buyers was on average higher than that of sellers (although both
had above-average incomc), and that the main cause of sale was "economic
hardship.” These results suggest that there may be more economic pressure
onsellers than on buyers, sc that sellers bear more of the burden than buyers.
Using a different data set, Choudhury and Rahman reach a similar
conclusion.” But Sultan also found thai the main cause of purchase was
to become "economically solvent,” which implies some urgency for the
purchase. In sum, firm conclusions on the share of tax burden are not
possible. At another level, however, the division of the burden between

12,

- Sultan, "Land Transfer- -A Survey in Sherpur Thana of Bogra District.”

Md. Hossain Ali Choudhury and M.M. Rahman, "Transfer of Ownership of
Agricultural Land in Two Villages in Mymensingh District,” Bangladesh
Journal of Agricultural Economics 3(2) (December 1980): 57-66.
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buyer and seller is unimportant. Because the dutie.s are bome_by either ﬁe

buyer or the seller of the property, and because CIll.leI‘ party is ximout:ﬂgt me
landed (i.e., wealthier) members of Bangladesh society, it is hkf:ly the
taxes fall more heavily on the richer than on the poores sections of the
popgutaa::zlnt;ms about the distributional effects of transfer duties depen'd on
the pattern of distribution of land and property in Bangladesh. J annuzi anc:
Peach present evidence on the 197& dJSt::xbutnon of land ownersl.np in rura

areas, summarized in Table 4-5."" It is apparent that therg is eJ.ttreme
inequality in the distribution of landholdings. _The first six deciles of
bouseholds, or 51.8 percent of the sample population) own only 4.2 percent

TABLE 4-5
DISTRIBUTION OF POPULATION AND LANDHOLDINGS

Decile of Percent of Total
Households with Percent of Sample I..u"ndl.loldmgl
Plot-Size Range Population wni:m wnhm.Elch.

acres —EBach Decile” — Decile’
0 ( 0)

1st 0 11.6 ( 11.6)
2nd o - .03 3.9 ( 15.5) .1 ( .1
3nd 04- .10 8.7 (24.2) 4 ( l.5)
4th JA1- 29 8.9 ( 33.1) 1.1 ( L6
Sth 30- .60 9.4 ( 42.5) 25 ( 42)
6th .61- 104 9.3 ( 51.8) 4.6 ( 8.8)
Tth 1.05- 1.63 10.1 ( 61.9) 1.6 ( 16.;)
8th 1.64 - 2.53 107 ( 72.6) 11.9 ( 38; )
Sth 2.54- 442 12.1 ( 84.7) 19.3 ( g)
10th  4.43-76.27 15.3 (100.0) 524 (100.0)

8Cumulative percentages are in parentheses.
SOURCE: Computed from the 1578 Land Cocupancy Survey.

14. F. Tomasson Jannuzi and James T. Peach, The Agrarian Strucrure_ of
Bangladesh: An Impediment to Development (Boqlc?cr, CO: Westview
Press, 1980). These data are discussed in more detail in Chapter S..
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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
1960.1° They also conclude that urban poverty and income inequality is an
extension of that in n+ -\ areas; in fact, urban income is more unequally
distributed than rural income. Alamgir and Ahmad conclude that "unequal
distribution of landholding has been found to be highly correlated with
unequal distribution of income and high incidence of poverty."16 Because
the distribution of income is found to be closely linked to the distribution
of land ownership, transfer taxes that fall on land and property owners will
be bome largely by the relatively wealthy.

It is also likely that the transfer dutes are even borne, in part, by those
owners who do not trade their property. For example, consider a tax on the
transfer of ownership shares (or stock) of a business. To the exiznt that the
price net of tax falls—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 it means that those
who own the stock at the time of the tax bear part of the burden. In the case
of transfer duties, capitalizatiou implies that all owners of property pay part
of the tax. Because ov/ership of property is concentrated in upper income
groups, the burden of the transfer duties will again fall more heavily on the
relatively wealthy.!’

Transfer duties fall short of several other criteria for an equitable tax.
They are not tailored to the individual circumstances of the taxpayer. They
may be evaded by those who are dishonest and avoided by those who find

15.  Mohiuddin Alamgir and Sadiq Ahmad, "Poverty and Incom:¢ Distribution
in Bangladesh: Evidence and Policies,” Harvard Institute for International
Developmeant, Development Discussion Paper No. 119 (Cambridge, MA:
Harvard University, 1981).

16.  Ibid.,p.21.

17.  To the extent that property owners raise the rents charged to tenants or
gharecroppers, or lower the wages paid to laborers, the progressivity 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 hzve done so; the imposition
of the tax per se gives them no opportunity to do so. Only if property owners
Wwere not extracting the maximum amount from clients in the absence of the
tax would th tax be shifted in these ways. Of course, property owners may
Dot in fact maximize their returns. Market imperfections, government
intervention, tradition, paternalism—all these factors may explain prices
that are not competitively determined.
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legal means to circumvent the tax. Nevertheless, the duties are likely to
contribute to the overall equity of the Bangladesh tax system because those
who have the greatest ability to pay are taxed mcst heavily.

Revenue performance of the IPTT is the third major criterion of
evaluation considered here. The IPTT sevenues of selected paurashavas
and all zilla parishads for the fiscal years 1976/77 to 1980/81 are given in
Table 4-6.'® The revenues of all paurashavas showed a substantial increase
both in nominal and real (1976/77) terms over this period. In current taka,
paurashava IFTT revenues rose by oves 200 percent; adjusted for inflation,
revenuss rose by 86.3 percent. The revenues of all zilla parishads in
nominal terms show a steady increase up to 1979/80, with revenues falling
by over 14 percent in 1980/81. Despite te fall in the last fiscal year,
nominal revenues rose by 89.5 percent over this period, and real revenues
of all zilla parishads rose slightly by 15.3 perceni.

The overall increase in tax revenues for all paurashavas and zilla
parishads hides substantial variation in the performance of the IPTT for
individual local governments. For example, the paurashavas of Faridpur,
Khulna, Duiaka, Barisal, and Chittagong had increases in nominal tax
revenues of over 200 percent, while increases in Sylhet, Kurigram,
Habiganj, Mymensingh, an( Gaibandha were less than 100 percent. The
experiences of zilla parishad: azo differed widely. Dhaka, Khulna, and
Pabna zilla parishads had increases in nomin~] {ax revenues by amounts
ranging from 100.1 to 214.2 percent. On the other hand, several zilla
parishadsigolably Dinajpur and Kushtia, experienced little gain in nominal
revenues.

The increases in nominal tax revenues were large encugh to increase
nominal revenues per capita for nearly all paurashavas and zilla parishads
(Tables 4-7 and 4-8). However, real per capita revenues fell for many zilla
parishads due to the sharp decline inrevenues in 1980/31. Again, there were
great differences for the individual governments. Real per capita revenues
rose by over 50 percent for the paurashavas of Faridpur, Khulna,
Chittagong, and Dhaka but fell for Madaripur, Sylhet, Kurigram, Rangpur,

18.  Central government data on IPTT revenues give the aggregate collections
by district, including revenues that are allocated to paurashavas, and they
are not therefore comparable to the data in Tables 4-6 and 4-7.

19. Note that the pominal (and real) revenucs of Sylhet and Jamulpur declined
in 1980/81. In the case of Sylhet this change is dux to the use of a revised
estimate for revenues in 1980/81; for Jamalpur, it is Jue to the lack of data
from earlier years.

)
¥

TABLE 4-6
PAURASHAVA AND ZILLA PARISHAD REVENUES FROM
IMMOVABLE PROPERTY TRANSFER TAX
Paurashava e Percentage Change 1976/77 to 1980/81
or _Paurashava Zilla Parishad
_District® Nominal Real Norainal Real
Barisal 214.2 91.2 89.2 15.2
Chittagong 211.8 89.8 69.7 33
Dhaka 235.9 104.5 214.2 91.2
Faridpur 283.2 133.3 62.5 - 1.1
Gaibandha 99.2 21.3 —_ -—
grlngan j 81.0 10.2 —_ —
a 2494 112.7 .

Kurigram 74.8 6.4 : lf-? 31—.4
Madzripur £9.9 81.7 - —
Maulavitazar 132.6 41.6 —_ -
Mymensingh 94.2 18.2 27.2 -22.6
Rajbari 119.8 338 - -—
Rajshahi 113.5 29.9 64.2 - 01
Rangpur 105.8 25.3 349 -17.9
Sylh?t 36.6 -16.8 -77.5 -86.3
Comilla - —— 89.3 152
Noakhali — — 54.8> 8.sb
Jamalpur — - -24.6° -32.7¢
JT:::ia;l - -— 59.1 - 32
oz ST s
Patuakhali - — 639 - 02
Bf)gr? - — 856 13.0
Dinajpur - - 15 -34.6
Pabna — - 100.1 218
TOTAL 206.0 86.3 89.5 15.3

#*Names of some paurashavas are identical to the districts in which they are located.

. . ihe percentage change is calculated for the period 1977/78 to 1980/81 due to data
Emitations.
) .°I?|e percentage change is calculated for the period 1979/80 to 1980/81 due to data
Emitations.

.. 1he percentage change is calculated for the period 1978/79 to 1980/81 due to data
limitations.
SOURCE: Computed by suthor from zilla parishad and parushava records.

WSS



TABLE 4-7

PER CAPITA PAURASHAVA REVENUES FROM IMMOVABLE PROPERTY TRANSFER TAX
(in takas)
Percentsge Chaa;,gael

198081 1976/T7 1o 19
8 1978719 1979/50 ' : o8
Paurashs éﬁﬁ Nmiﬂn Redl TNomioal Real [Nominal Rel Nomind Real Nominal Real

#v‘ —— S——— SwE— ———— ————— R ———————— ————

3 491
; 0.53 052 045 071 05 1.08 074 130 3579 :;Zg 0.1
manmgong ' 053 046 098 0.7 1.57 107 159 1565 363
' v 06 058 075 059 112 076 116 071 12 543
P ?,"13 05 049 083 065 1.23 0.84 i.;g 3.2 10 536
Pl 0.63 068 05 094 074 0.95 0.65 B os &7 1S
Gn:lh?;nd:“ 0.93 097 084 147 116 i.g (1).% : 9 oms 43 e
i o5 0% o g'g 8'55: 0.76 052 074 045 396 -151

Kurigram 0.53 0.53 g:& 011 009 0.55 037 009 005 757 865

h 0.37 001 568 346 815 142
Madml::w 103 245 213 401 320 3’2 g—z 1.05 064 615  -L5
M""‘“"m“ " o 0.65 066 057 068 054 % 044 0T 047 750 68
Rebes 0.44 033 €29 03 06 06 04 0T 08 OO
Ra}dnhi 0.48 0.50 0.:3 g-;g 3633 8'88 060 09 060 4.1 .11.86

0.68 057 0. : ' ' ' 71 043 134 47
lsl;;gm 052 122 L1112 0% 149 12 O
SOURCE: Computed by author from paurashava records.
TABLE 4.8
PER CAPITA ZILLA PARISHAD REVENUES FROM IMMOVABLE PROPERTY TRANSFER TAX
(in takas)
Perceatage Change
Zilla 1976/17 1977718 1978/19 1979/20 1980781 1976/77 to 1930/81

Parishad Nominal ~ Nominal Real Nominal Real Nominal Real Nominal Real Nowinal Real
Chittagong 0.3s 101 o088 12 o088 L2 083 129 07  SL8  -71
Chittagong :

Hill Tracts 00 00 00 00 00 00 00 00 00 o2 m
Comilla 0.57 067 08 0B 06l 114 078 100 061 754 70
Noakhali - 107 093 1277 100 162 010 15 095 458 22
Sylhet 0.69 0% 083 0% 077 147 100 014 009 797 870
Dhaka 085 LI5S 100 15 123 268 183 257 157 2024 847
Faridpar 0.57 058 050 058 046 082 056 08 052 509 -88
Jamalpur - - - - - 0% 061 067 041  -256° .328
Mymeansingh 058 07 068 074 058 113 077 Q% 05 621 -17
Tangail 059 074 064 089 070 L12 076 087 053 415 .02
Basisal 043 060 052 067 053 0.88 060 076 046 767 70
Jessore 053 069 060 08 068 09 065 074 045 396 -15.1
Khulna 0.76 085 074 111 o087 12 083 149 @91 961 197
Knshtia - - - 084 066 123 034 095 058 1314 g2t
Patuakhali 0.5 093 031 091 072 108 074 09 055 525 -68
Bogra 0.66 091 07 108 085 133 091 L2 068 67 30
Dinsjpar LO4 133 117 L2 088 131 089 161 062 -29 404

053 072 063 02 o072 116 079 101 062 906 170

Rajshabi 0.81 024 021 112 088 1.57 107 120 073 481 -99

Rangpur 0.63 068 059 066 052 0.78 053 @79 o048 254 238
~—not evailsble

141
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Habiganj, and Mymensingh. For zilla parishads, only Dhaka, Khulna, and
Pabna had an increase of mnore than 10 percent in real per capita revenues
over the entire period.
Both the level of IPTT revenues and the growth in these revenues are
matters of concern. It is important to note that the level of IPTT revenues
is quite low. That is, ncminal and real per capita revenues are on the average
very small, even with the growth that occurred subsequent to 1976/77. Only
Maulavibazar among the paurashavas and Dhaka among the zillas received
more than one taka per person in real terms in 1980/81. If per capita
revenues are taken as a measure of tax effort, then such effort is extremely
low. Growth in IPTT revenues is a different issue. Revenues from the IPTT
may grow for several reasons. The value of all properties that are exchanged
may increase, either because there is a greater volume of transactions or
because the prices of the properties increase. An increase in the tax rate
may also generate more revenues. Finally, revenues may increase if there
is an improvement in collection efficiency, notably detection of
undervaluation. Of these three forces, it is likely that only the first has been
a major factor in the growth of revenues here, since th : tax rate has not been
changed and there have been few administrative changes that could have
improved collection efficiency. The revenue growth is primarily due to the
larger volume of transfers that normaliy accompanies economic growth, as
well as 1o the inflation that Bangladesh experienced during the late 1970s.
Given the importance of the IPTT in individual paurashava and zilla
parishad finznces, automatic growth in revenues from the IPTT is
particularly important. There are constant pressures for increased
government expenditures, and it is necessary 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 measure of the responsiveness of the IPTT to changes in economic
conditions is its income elasticity, or the percentage change in revenues
divided by the percentage change ic income. There are no estimates of
personal income by paurashava or by district; bowever, there are two
proxies for district income. One measure of district income is value added
in agriculture. If agricultural income grows at the same rate as al! 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 underestimates (overestimates) the true income
elasticity. A second approximation of zilla incomes is gross district
product(GdP). The problem with this measure is that it is for the entire
district, including urban areas, rather than just the rural portions cf districts.
Similar biases in the elasticity estimates wili occur if district product is a

< et

-
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it::cazz(lieesg;u_ltg of inccme in the jurisdictions. Estimates of the district level
o ;:a tesu::y [a(:‘f the IPTT are presented in Table 4-9, based on average
\ revenues and both of the proxy measures for j
during the period 1976/77 to 1980/81 i i st be e
: . ? - While these estimates must be
v;'uh cauuog, they suggest that on average the IPTT grows only sligulfgd
s o)v(»i/er than ihcome, measured either by agricultural value added or dislric);
product. The slightly iower GdP estimates probably reflect both the

somewhat faster growth of incomes in urban i

. areas and i

the rural tax base in these estimates, e nclusion of anly
o t:eltll;:’);gh' income elasticities provide some indication of the buoyancy
O e IP1 , itis of mt?rest to determine if particular factors associated with
e iocality affect its yields ina Systemaiic inanner. Since the IPTT is based

::dthetval?e of pruperty bougpt and sold within a Jurisdiction, land values
Tate ol turnover are the primary determinants of tax yield. In addition,

TABLE 4-9
GROWTH IN REVENUES FROM THE IMM
OVABLE PR
TRANSFER TAX, GROSS DISTRICT PRODUCT ASSERTY
AGRICULTURAL VALUE ADDED, |

1976/77 TO 1980/81

VA GdP Agricultural
Parishad Elastici Value Added
=asticity Elasti ity
g‘::i;g o8 0.88 1.04
a o
Sylhe ;:3‘7’ 2.17
Fai:'?:;.lr 247 (2).3:
Mo pur 0.74 5
T )'mc.rlmngh 0.38 0.25
Barood 0.70 o::r?
Jeasore 1.09 1.19
Khulna' 0.93 132
Patuakhali 1.05 1.09
Bogea 0.76 082
D 1.06 082
JP 0.10 '
Pabna LO2 0.11
Ra; . o .
s &
0.37 038
TOTAL 0.81 0.96

.\
SOURCE: Zilla parishad records and 1981 Siatis
Bangladesh Bureau of Statistics, 1982).

tical Yearbook of Bangladesh (Dhaka:
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however, the more random effects of differential tax administration within
the several jurisdictions are likely to affect the observed, as opposed to the
potential, tax liabilities. Testing models of this sort is constrained greatly
by the availability of data; however, sufficient proxy indicators are available
at the district level in Bangladesh to allow a first approximation of the effects
of those factors that influence tax yields.

One variable that is likely to influence property values is the general
level of economic activity, as measured by gross district product. One might
argue that this measure is inappropriate because it is based on economic
activity in rural and urban areas alike, while district revenues came only
from rural areas. Howevey, if there is a spillover of urban economic activity
to the value of property in nearby rural areas, the GdP data will reflect it.
Another similar variable that reflects the impact of urbanization on property
values is urbanization itself, measured by tke proportion of total district
population (city plus noncity) living in cities. Again, one would expect that
the greater the level of urbanized population within a district, the greater
would be the rate of turnover and the value of property. Finally, since land
constitutes the principal form of property bought and sold in ihese rural
areas, the amount of land contaiced in the jurisdiction itseif might be
considered to be a positive influerce on the yield of the IPTT.

The specification of the model also requires determination of the most
appropriate dependent variable, There are several ways of standardizing
total yields. One is simply to examine the differential per capita
performance of the IPTT. A second is to standardize on the basis of the area
size of the zilla parichad and use tax vields divided by zcreg of land to
indicate per acre yields from the levy. Both measures are used here.2°

The final specification issue concerns the method of estimation. The
availsble data censtitute a time series of cross sections; therefore some
method based on pooled data is most appropriate. Three different
estirzation techniques have been used—simple ordinary least squares
(OLS) estimation of the model using pcoled data, covariance estimates, and
error components iechniques. Simple OLS estimates assume a unique
underlying structural model without regard for differentials in levels of the
dependent variables either across zillas or across time. These differentials
can be accounted for through the use of covariance estimates. The

covariance technique is especially attractive because no good measures of

20. A third way to standardize is on the basis of economic performance within
the district, or by measuring tax yields divided by GdP. The results from
using this measure are similar to the ones reported here.

2. SeeK_H.Johnsonand}LLLyon. "Experimental E
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differential district administrative efficiency exist, although it is recognized

. y holds the key to collections of the IPTT
Finally, the error componentf; rpodel provides a formal structure to iccoun;

time series effects.

. u;‘hﬁ; c!:le(:::::;;t;:ksﬁmat_io:l technique is not clear-cut. OLS estimates are
» particularly if there are no differences istri
across distric
or years. On th(? pther han.d, more gophisticated techniques m:y (;:

simpl . .22 ‘.
pler covariance technique.** In addition, the error components model

has substantially more de
gr :s of freedom than .
employ ali three techniques 1ere. om than the covariance model. We

gystcma:c response in this variable to differences in any of the three
mmdepenOdel) p:g(tm v::aexza:lgs u_sed. Im:ludxpg disl.rict indicators (the covariance
tho varnpies ilpg'olm';ficam F-s!ahshc with approximately one-third of
et mt,);s. _~ 1 Per capnia revenues explained, When these
R moas«;cuon related €ITors are taken into account in the error
oo aw)ciaﬁe , real »gross district product per capita shows a slight

on g;es:fg: capitaTa result contrary to g priori

: ' greater local economic activity w

fpr?rl,me Increases in property values and, hence, greater revenues gonf ﬁg

2. See TD Wallace and i omponen|
.D, Ashiq Hussain, "The Use of Erro
. . . C
Models in Combining Cross Section With Time geries Daxa,t's'

Econometrica3? (January 1969): 55-72; and Yar Mundlak, "On the Pooling

of Time Series and Cross Sacs: " ]
pr CSs setuoa Data,” Economerrica 46 (January 1978):

vidence on Combining

Cross Section and Time Series Information," The Review of Economics and

Statistics 55(4) (November 1973): 465-474.
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TABLE 4-10
POOLED REGRESSION RESULTS: REAL TRANSFER TAX PER CAPITA
(absoluie values of t-statistics in parentheacs)

Real Gross
District
Product Percent Land 2
Regression Per Capita Urban Area P R
Straight Pooling (OLS)
1 0.0002 0.001 232 03
(1.55) (0.50)
2 0.0002 0.002 -1.08E-7 1.65 02
(1.50) (0.57) (0.59)
Covariance Model—District Intercepts
3 -4.TTE-5 0.062 3.29¢e 34
(0.22) (1.72)
4 -0.0001 0.063 -5.53E-7 311 .33
(0.42) (1.72) (0.46)
Error Components
5 -2.98E-§ 0.0003 249 08
(3.24)+* (1.65)
6 -2.96E-5 0.0003 5.90E-9 1.63 07

(3.19)** {1.60) (0.42)

#sSignificant at less than the 0.01 icvel
SOURCE: Computed by suthor

Considerably stronger results are obtained when the dependent variable
is taxes per acre (Table 4-11). Whereas taxes per capita can be especially
high in either relatively low populated rural districts or in the more
urbanized districts, using taxes per acre avoids these problems and tends to
capture better the relationship between land vaiues and IPTT collections.
The results are particularly interesting and reflect the effects of urban
development on transfer tax collections (the tax ratios are based on taxes
collected only in the noncity areas of districts). Urbanization has a strong
positive ¢ffect on per acre tax revenues. This result reflects the spillover

~—)
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00 TABLE 4-11
r'OOLED REGRESSION RESULTS: REAL TRANSFER TAX PER ACRE
(abeotute values of t-statistics in parentheses)

Real Gross
District
Agression er Capt irbm:'_' Ama F R2
Straight Pooling (OLS)
1 &:;1) :::22).. 16.71% 26
2 -0.74 46.89 -0.002 16.04#» 34

(2.19)* (5.35)ee (3.30)%*

Covariance Model—Diutrict Intercepts

3 :11.;:) 3?3;))” 26.99%¢ 88
o W o we ow
Esror Components
s E;:é;)“ .?;:g;)“ 357299 47
6 E::g)“ i;:g:)“ gggln 29.48%* 52

: Si.gni.ﬁcmt at less then the 0.0S level.
i *Significant at less than the 0.0] level.
SOURCE: Computed by suthor.

effects of urbanization on land valu i
€5 surrounding these urban i
g’:z;q molrie proTn;u?ced when land area of the lelg is included mf:; i.:
uation. The finding that district product is i i i
(X rovemues per capia oty negatively associated with
1 . y reflects the fact that districts with
€conomic activity are those with greater o i y o hich
. ¢ I3 ultural producti hic
18 less directly reflected in the IPTT . s ca et capia
_ base. As in the case of i
co - . - caplta
difl:ecum.:s, u;e chults .mdx:ate the considerable effect on tevegn;s from
erential a¢ministration of the tax across districts, This finding is most
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apparent from a comparison of the straight pocled results and those obtained
when district dummy variables were included (the covariance model).
About 50 percent of the variability in IPTT reveauss per acre can be
attributed simply to these district indicators. To a lesser extent, the error
components model also supports this conclusion. Tax administration and
improvements therein must play a dominant role in any reform measures.
In sum, the IPTT has generated increasing amounts of taxes in the last
several years, both in nominal and real terms. Iis revenues have also tended
to increase at a rate roughly the same as income. However, its yield is still
quite low when viewed in per capita terms, due to administrative
weaknesses. The main problem with the IPTT as a source of revenues thus
appears to be the level, not the growth, of its revenues. If the level can be
increased by improvemenis in administration and collection efficiency, then
revenues can be expected to keep pace with growth in the economy.

Potentials for Change

One area in which changes may easily be made in the IPTT is the level
of tax rates. Because the IPTT tax rate is both low in the absolute and low
relative to the total !ax rate on property transfers, an increase is likely to
generate additional tax revenues with little adverse effect on the exchange
of property. For example, if there are no changes in collection efficiency
and in the level and value of total property transferred, a doubling of the tax
rate would double the revenues currently earned by the local bodies from
tke IPTT. Grne might anticipate that the increase in total rate will discourage
some transfers; however, it is unlikely to expect that a doubling of the IPTT
rate would result in a halving of properties transferred, when the IPTT is
considered in conjunctioa with other stamp duties. One possible outcome
is that the reported value of transferred property would decline
proportionately to the percentage increase in the overall rete. If an average
rate for the stamp duty is 11 percent, an increase in the IPTT {rom 1 t0 2
percent amourts to an 8.3 percentage increase in the effective overall rate
associated with the transfer of property. Even if reported transfers of
property declined by 8.3 percent, the effect of the new higher IPTT rates

woukd be to increase local government revenues by 83.4 percent. In the
case of zilla parishads, which aiready are highly dependent upon the IPTT
as a revenue source, such an increase would greatly improve their abilities
to meet the demands fo: public services. The high existing combined tax
rates, however, may significantiy discourage the efficient exchange of
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property. The central government should consider decreasing the
maximmum stamp duties io reduce this problem.
The IPTT .could also be used to strengthen the fiscal autonomy of local
governments if local governments were given an option to &dd a surtax
to some specified ceiling rate. Such authority would be a very imponal:z
step toward fiscal decentralization. The prircipal difficulty associated with
such local autonomy comcerns sdministration of the IPTT. Currently
transfmed property can be registered and duties, fees, and taxes can be pand
at any dl.stnct headquarters, regardless of property locetion. District rate
dxfferenuals would complicate the collection process by requiring the
fegistration officer to determine the appropriate rates for the district in
whxch. tht_: property is located. If this procedure is seen as overly
comPhcatmg the tax collection process, registration of property could be
fesmcted to the district in which it is located, altkough this strategy would
gu:-ct::::::cl(&i.:&alcomplx'anc‘: costs. Again, a choice must be made betweep
oc overnmen i ini i
S apliaoe co sg[s t autonomy and increased administrative or
. A second essential area of reform concerns tax administration. The
fmgle factor most responsible for restraining the yiel.! of the currem.lP'I’l‘
is un.dcrsl.atcmcnt of the value of the transfer, Improving this situation, with
or without changing tax rates, will require changes in administration <'>f the
tax. Improvements in adwninistration could occur in a number of areas
Under current proccdures, local collection officials are not encouraged to
fletect and correct undervaluation, Indeed, registration officials have been
Instructed to accept the stated value. This practice should be changed. The
faf:t that the central government already administers the IPTT in conjunction
with lhe stamp duties provides an advantage in implementing sucha change;
that is, the Ministry of Law and Land Reform has an incentive to nuse
greater revenues. Thus, in conjunction with amending the manual of
nstructions, the Ministry should make it a policy to reward those officials
whf) are successful in detecting undervaluation. One way to implement this
pohc?' would be to base the evaluation of the Job perfermance of coliection
officials on their effectiveness in detecting undervaluation of property
'.I‘l.le de.tection of undervaluation would also be greatly facilitate.d if
ad.dmonal information were available to local officials. Areasonable selling
price for a parcel of property is likely to be related to its value when
Previously sold. If such information were made available, chances are
lmpmvo@ that undervaluation would be detected. This infor.mation could
be provxde{l by requiring at transfer the preseriation of the previous deed
of owner§h|p, along with evidence of its previcus purchase price. Property
values differ greatly throughout the country. Still, similarly situated
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properties within a paurashava or upazila are likely to have similar prices,
with factors such as neamness o roads, access to water and irrigation
facilities, and types of structures playing the dominant roles in price
differentials. Based on experience elsewhere, it should be possible to
construct a table of average property values per decimal for each upazila.23
The table could then be used as a check on stated values at the time of
transfer (see Chapter V for another use of such data).

While detection of undervaluation is a necessary condition for its
elimination, it is also important that the individuals participating in such
illegal activity be punished. At present there are no penalties on
undervaluation. These penaities for undervaluation should be imposed,
enforced, and publicized. Some type of system whereby either the
government or a private individual is allowed to buy the property at the
declared value might also be considered. However, such schemes have
usually failed to work well.

Finally, it is essential that local governmert be given a greater role in the
administration of the tax. One way-—some local discretion over the IPTT
tax ratc—ias already been mentioned. Property registration and collection
of the IPTT along with other transfer duties and fees are fully the
responsibility of the central government, and this situation should not be
changed. However, the zilla parishads and paurashavas take an entirely
passive attituce regarding the collection of IPTT. Even though the local
bodies have no direct leverage over the local Ministry collection officials,
periodic inspections of the registration process with reports written (o
supervisors of the personnel involved are in order. These inspections should
investigate the munner in which the iax is being administered locally i
insure that undervaiuation is being detected and that the tatal tax liability
due the jurisdicticn is properly being credited to its accounts.

The IPTT is an imperfect tax. But it is a revenue source that can yield
significant revenues in developing countries such as Bangladesh, with large
revenue demends at the local government level.

23.  Use of such tables is widespread in the administration of value-based
property taxes in developing countries. For further discussion, see Bird,
Taxirg Agricultural Land in Developing, Countries.

24.  Such "self-assessment” programs were originally proposed by John D.
Strasma, "Market-enforced Self-assessment for Real Estate Taxes," Bulletin
Jfor International Fiscal Documnentation 15 (September and October 1965):
353-363, 397-414. For a critical discussion, see Shoup, Public Finance.

2' - .
The analysis of the LDT in this chapter is based on

pd
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History and Admnistration

The direct taxation of land in Bangladesh has an ancient hcritage.3 By
the third century B.C. land revenue was the accepted source of income for
the government of northern India, which then included Bangladesh. The
Arthashastra, a text from the era of the Mauryan Empire (321 t0 185 B.C)
that deals with government and economics, refers at length t0 methods and

roblems of land tax assessmert and collection. At that time land revenue
was fixed at about one-sixth of the gross product. Acentralized government
administration was in charge of surveying the fields and maintaining soil
classification records. During the Muslim rules of Sher Shah and Akbar in
the sixteenth and seventeenth centuries, further refinements in the
assessments were made. Akbar classed land intc four grades and stipulated
that settlements should be reconsidered every ten years. Later under the
British, land revenue was still assessed on the basis of the productivity of
land, supposedly 9/10th of what the zamindars realized from their tenants
in rent.

Historical documentation for the change from a tax on productivity of
the land to a flat rate per plot size is difficult to find, though it is clear that
between the time of the British presence in South Asia znd the independence
of Bangladesh from Pakistan, the flat rate per acreage had been introduced.
The most important changes in the land revenue since Independence include
the 1972 exemption by the Awami League government of owners with up
to 25 bighas (8.25 acres) from paying land revenue. In 1976 the Land
Development Tax Ordinance created the basic form of the present LDT by
merging the land revenue with some other land taxes. Although the original
ordinance has been amended several times since then, the basic
administrative features of the LDT kzve not changed.

Property taxes worldwide are typically based on scme measure of the
value of the property, but the LDT tax base is area rather than value.
Area-based taxes are particularly common in countries in which elaborate
administrative machinery is lacking." For example, some local

3. The history of land taxation in Bangladesh is briefly discussed in
Government of Bangladesh, Final Report of the Taxation, Enquiry
Commission (Dhaka: Government of Bangladesh, 1979), pp. 260-262.

4. See Bird, Taxing Agricultural Land in Developing Countries, and Ursula
K. Hicks, Development From Below (London: Oxford University Press,
1961), especially pp. 321-346, fora discussion of the experiences of various
countries with area-based taxes.
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governments in Bolivia, Brazil, India, Liberia, Ne
/ ; ' ' ., Nepal, and Uru
various forms of area-based taxes. Other countries impose land t;‘l;z tlulsa‘:
essgnnally reduce to a tax on area due to administrative deficiencies. The
mdz;xlg gdvan}age c_>f a tax such as the LDT—and it is a significant one—.is its
:1 amx?xaiMUVe simplicity. Many countries have attempted to institute
clabora f prgyeny taxes based or "presumptive agricultural income," for
; . ithout extensive administrative resources, however, the
c.:omp‘eauty of such taxes has often led to confusion, 'mefﬁciency‘ and
;x:zgl.ug. In coutrast, an area-.based tax requires knowledge of only ‘th:ee
, lr earea of the Rroper.ty. its location, and the owner's name. If a finer
classification of land is desired (such as between irrigated and nonirrigated
land), then additional information is required &
The Bangladesh LDT also requi : indivi
family’s total holdings of land 3 qusl:: (f)):lae:r%:ucl){ura:] ml:lj]l(;, s based on
. . isb
$§ ,:fltlsal aggcﬁtural land held by a family or individual for more &S;l :)i:
. whethier or not these holdings are located in diff c
- - . . eren
Jt:;lssdxc‘uons throughout Bangladesh. That is, the combined holdingts :I(J)C aﬂ
g} i ac;:: tgfac?lmgl)/ alrhe tg be determined for each individual and then, in
amily, the holdings of all famil ined
. . he hol . y members are combined t
ﬁ:lgg%a]mf:sl:gd?sggngus. }l‘h;; pcl)lilcy of aggregation, if enforced make(s)
utive than otherwise, but it also greatly < oli
tax administration. Ownershi i ol o oo
tax ad : n. ner p records are currendy maintained only fo
:gdlc\:cc:]ual:l;:qldmgs within a single kharian, which lists all details ryelatrinmgl
fo cach Jan interest. Complete aggregation reguires adding for each
i eax hua o.ldmgs in all kharians in a single mauza,” toen for all mauzas
ch upazila, then for all upazilas in each district, and finally for all

Public graveyards, cremati iliti igl |

exempt o e o, on facilities, and religious structures are all
I"Jlg:i:rmu;chBla&l)glades‘h Land Holding Order of 1972, no family may own
more than 100 stanaard'blgh‘as (33 acres). Violators are subject to a
undeamnl m of six months imprisonment, Tk. 10,000 fine, and forfeiture of
fomcoz;‘xe‘ge lz)n;; lt-lo\:~fl;:I\;.:;)r‘;::!Iumemus exemptions significantly reduce the
oree of ! . ore, the Order does not appear tc be strictly

A khatian is an area of land
A Kharian o defined solely for the purpose of administering
A mauza consists of one or two villages. It was the original land revenue

unit under the British zamindar i
mauzas in Bangludedt system. There are approximately 60,000



118 The Land Development Tax

districts. Such a tas would be enormous. Interviews with local officials
indicated that in practice even ownership in different mawzas within the
same upazila are seldom checked.”

The 1976 Ordinance established the original rate schedule. Within five
months this schedule was altered stightly (Table 5-1). Since then the rates
have been altered several times. The graduated rate structure established in
1982 is shown in Table 5-2. The origina! 1976 rate system distinguished
between agricultural and nonagricultural land. For agricultural land a

TABLE 5-1
1976 RATE STRUCTURE FOR THE
LAND DEVELOPMENT TAX
Dexcription of Land Tax Rate
For Agricultural Land 3 paisa per decimal on holdings not
exceeding 8.25 acres; 15 paisa per
decimal on holdings greater than 8.25 acres.
For Nonagricultura! Land: Tk. 15 per decimal for land in com-
Land located within the mercia! o: industriai uses; Tk. 3 per
police stations mentioned decimal for land in residential or
in Ordinance No. XLII of uses; or such amount as is equal 2o the
1976 total amount of the rent or land revenue
and land taxes payable on the land im-
mediately before the Ordinance.
Land located in any other Tk 3 per decimal for lend in commercial
area or industrial uses: Tk. 1 per decimal

for land in residential or other uses; or
such amount as is equal to the total
amount of the rent or land revenue and
land taxes payable on the land immedi-
ately before the Ordinance.

SOURCE: Land Development Tax Ordinance of 1976.

9.  Forabrief period in 1983, aggregation of holdings -»as not required. This
temporary change was iostituted because of adininistrative problems in
implementing a new rate structure. The result was a substantial increase in
collection efficiency. The original policy has, however, now been

S e e b i L e e a— ——————— o ot e .

e vt e e o Aot I e = e <
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1982 RATE TRUCo
STRUCTURE FOR THE
LANDDWPMENTTAX
—Description of Land _ Tax Rate
For Agricultural Land:
Total arza held by a family
or body:
Not more than 2 acres 3 pei
peasa per decimal subj inj
P joct to a minrimum
More than 2 acres but Tk.
6 for 2 acres lus 15 paisa
Jess th i :
an 5 acres deuml]fotdhehndinexceus:;mu.
Mor= than 5 acres but
oy a5 e RSIforSacmplus%paiupa

decimal for the land in excess of 5 acres.

More than 10 acres but

Jess than 15 acres Tk 231 for lOl’::uplusGOP.i“Pe,

dedmdfcrtbehndinexceuofmactu.

M
ore than 15 acres but Tk. 531 for 15 acres plus 95 paisa per

less than 25 i
acres decimal for the land in excess of 15 acres.
More th
an 25 acres '!1.'1481 for 25 acres phus Tk 1.45 per
deamnlfalhehndinemeu of 25 acres.
For Noaagricultural Land:
Land located withi decim omme,
police mations mestimged ot i e e o i commerca
in Ordinance No. XV of 1982 lmdhmdmlthotlb?;u. mal for
Land located withi
and ko ‘mb.zthc lk:li)lpu:decimdforlmdincmnnemid
.unmpd. Limits mdustrial uses; Tk. 4 decimal
DlmctHudqunmn lmdinuienﬁdmotbexpe:xna for
Land located in decim commercial
mmm:yo&h« Tk. 8 per dexi al for land in i

or indusirial azes; Tk. 3.00 per decimal
lmdinnidcnﬁdormn;’::l. for

\
SOURCE: Land Development Tax (Amendrment) Ordinance of 1982,
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were taxed more heavily than rural and residential properties. The 1982
changes increased the tax rates on all types of land and established a more
complex graduated rate system for agricultural land. Taxes per acre now
increase for holdings above one-third acre; below one-ihird acre the
minimum one taka tax leads to falling taxes per acre. Under the original
rete schedule, taxes per acre were constant up to holdings of 8.25 acres; for
larger holdings, taxes per acre were also constant but at a higher level. The
1982 rate structure created much confusion among collection officiais, and
revenues fell significantly. In response, the tax rates were temporarily
changed back to their original 1976 levels, and revenues quickly recovered.
The 1982 rate structure was nevertheless reinstated in 1983.

The LDT is administered and collected by employees of the Ministry of
Law and Land Reform, based upon an official record of the size, location,
and ownership of each plot of land in each mauza. Although the process is
supervised by officials at the district level, the tax is collected at the upazila
leve! by a tabsildar. The tahsildar is a remnant of the British zamindar
system. Upon appointment by the Deputy Commissioner, each tahsildar
receives some training at district headquarters, although interviews with
several tabsildars indicated that the specific features of this training vary
widely. His duties include collection of the LDT, verification of property
transfers, and collection of loans for the Bangladesh Agriculture
Development Corporation.

Landowners may pay the LDT in two installments without penalty.
Indeed, proceedings against a delinquent taxpayer are not started until the
landowner has not paid taxes for three years. After that period, a Certificate
is issued stating that the tax payment is due. The delinquent taxpayer then
has 30 days either to appeal the Certificate or to pay all back taxes plus an
(uncompounded) interest penalty of 6.25 percent on unpaid taxes plus the
costs of serving the Certificate. If neither of these occurs, the Certificate
may be executed by sale of any movable or immovable property necessary
to satisfy the Certificate, by attachment (or the issuaace of a Distress
Warrant) and sale, and/or by arrest of the delinquent taxpayer.

1t is difficult to assess the LDT colleciion efficiency. Local officials
interviewed generally believed that at least 75 percent of the LDT is
collected. They attribute this relatively high percentage to the use of
penalties against delinquent taxpayers. For example, in fiscal year 1980/81
there were over 600 Certificates issued in Beani Bazar upazila of Sylhet
district, and 1,094 issued in Bhanga upazila in Faridpur district. Officials
gtated ibai ai this point most individuals pay ali back taxes. Possibly as a
result, the use of Distress Warrants and auctions is much less commaoa, and
variation in the use of these penaliics across areas is very wide. There were
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no Distress Warrants issued in Beani Bazar in 1980/81, and no aucti
ever been he:ld tiere. On the other hand, there were 1727 Distrc:: &mt:
in Bhanga in that year, and 273 Distress Warrants and 50 auctions in
Nagar!:anda. However, without more detailed upazila information on
peaelties and on tax collections, both current and arrears, the performance
of lhc_LD’I‘ c;ollection officials is difficult to judge. '

lmox.mauon on collection efficiency at the circle and district levels is
shown in Tables 5-3 and 5-4.1° Collection efficiency is calculated by
dividing total collections from both, arrears and current lLiabiilties by total
assessments (or demand) also arrears and current. Collection effic ;ency for

5 p TABLE 5-3
LAND DEVELOPMENT TAX COLLECTION EFFICIENCY FOR
COLLECTION CIRCLES IN FARIDPUR DISTRICT,

1981/82 (in percents)

" Collection
Circle Efficiency
Bhanga
o 2
orwali 930
Nagarkanda 3.1
Sadarpur 74.8
aliakandi 94.7
Pangsa 97'3
Rajoari 927
Gopalgan; 55.7
Kasiani 45.1
M"”"“"’P‘“ 50.6

oksudpur 73.5
Kalkini 60.7
s"""‘“*"" 74.3

hibchar 48.1
Damudia P
Naria 77‘8
Palong 824
Zanjim 7.5
TOTAL 702

SOURQ: Revenoe oﬁce. Farid fistrict.

10. The LDT séministration apparatus is tganized by "circle
- lw is i [ P " wln-
commonly, but not necessarily, coincide with txpazilut.’y -



122 The Land Development Tax

TABLE 54
LAND DEVELOPMENT TAX COLLECTION EFFICIEN CY
FOR DISTRICTS, 1980/81
(in percents)
Collection
District Efficiency
Chintageng 91.5
Comilla 89.6
Noakhali 94.1
Sylhet 71.5
Dhaka 91.5
Faridpur 85.0
Jamalpur 284
Mymensingh 91.2
Tangail 96.8
Barisal 82.7
Jessore 92.1
Khulna 86.6
Kushtia 68.8
Patuakhali 91.9
Bogra 92.8
Dinajpur 98.5
Pabna 7.9
Rajshahi 94.7
Rangpur 96.0
TOTAL 88.3

SOURCE: Ministry of Law and Land Reform

the entire district of Faridpur was 70.2 percent; however, there was
substantial variation from ciscle to circle, ranging from 45.1 percent in
Kasiani to 97.3 percent in Pangsa (Teble 5-3). District level collection
efficiency for 1980/81 is on average higher, and there is much less variation
than at the more disaggregated level (Table 5-4).

Our attempts to explain collection efficiency by regression analysis met
with little success. One might expect that collection efficiency would be
affected by such factors as population density and urbanization, although
each of these variables may work in several dimensions. For example, a
larger number of acres per capila may mean that on average each tahsildar
has jurisdiction over a larger area, making scrutiny of each owner more
difficult. It also may mean that the average ownership size is larger,
although the implication of this for collection efficiency is unclear. On the

. ——— 6 A———————————- —— A . 5 S
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one hand, this may mean fewer owners from which
thereby easing the tahsildars® work loads. On thelixlhe:rml.lea:::lbelacroiecl;?s
owners may also be politically more powerful and, therefore ,lessgwillin
toco:.nply. Similarly, a greater preportion of total population ix,x urban ar .
may improve cqllection efficiency to a point. However, as .n'bamzauﬁ
omcﬂ:ases,;cﬂ'ectwe mo_mtoring of taxpayers may become more difficult
r mblu. especially those representing administrative effici .
should be mcl_uded but are not amenable to empirical measurement =
0 8((1)‘1/’;:8-secuon regression results for district-level collection efﬁcfency in
are presented in Table 5-5. In each case the dependent variable is
the proportion of total assessments (arrears and current) that is actuall
collected. Several specifications of independent variables are used, but ch

TABLE §5-5
REGRESSION RESULTS FOR DISTRICT COLLECTION EFFICIENCY®
(t-statistics in parenthesis)

___Independent Variable
Per Capica Population® Per Capin? E RZ
.08
(1.13) 1-271 .070
1
C_15) .255 015
-69.74 309
- .56) 018
08 -.04
(.98) -.15) 610 071
.10
) -120.48 1.073
(1.35) e 118
A7 30
= -206.95 973
(1.57) (-89 ¢ 128 .163

p The dependent variable is district coll
G‘Wwpmductpcrclpin.
dh“Pmﬂl‘IOflhcdimictpopuhﬁoninmbmm

[4

Acres (excluding rivers) per capita.

SOURCE: Computed by suthors from data in Table
Statistics,

ection efficiency for 19 districts.

5-4 and from Banglacssh Buresu of
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choices are limited by the availabie data. In no case is there a statistically
significant relationship between an independent variable and district
collection efficiency, although the coefficient on acres per capita has a
plausible (negative) sign. The failure to find a relationship between
collection efficiency and the various independent variables is most likely
due to the difficulty of quactifying administrative efficiency. Data
availability difficulties are even more severe 2t the upazila level. Only acres
per capita and a crude measure of agriculturalﬁnoduction per capita could
be calculated for collection circles in Zaridpur.” Neither of these variables
is significantly related to collection efficiency (the results are not reported
here).
Even high collection efficiency does not guarantee that the LDT makes
z large met contribution to ceniral government revenues because the
collection process itself may be costly. For example, the Ministry of
Finance estimated that the cost of collecting land revenues for each fiscal
year from 1970/71 to 1974/75 was more than the taxes actually collected.
However, this outcome was due mainly to the dramatic decline in land
revenues during this period, following the War of Liberation and the 1972
Presidential Order that exempted ail owners of less than 25 bighas from
paying the land tax. Land revenue fell from Tk. 134.9 million in 1969/70
to a low of Tk. 25.4 million in 1972/73, while there was no large increase
in collection costs. Furthermore, thess estimated coilection costs overstate
the actual cost of LDT collection per se. LDT collection officials perform
duties unrelated to the LDT, but because their entire salaries, as well as the
cost of their offices, were attributed eniirely to the LDT, the costs allocated
to the LDT were greater than the costs actually incurred for the LDT itself.
It is still likely, however, that the relative collection costs of the LDT exceed
those of other taxes in Bangladesh, as noted by the Ministry of Finance.!
High collection costs are typical for property taxes, and the LDT appears to
be no exception.

11.  The gross value of the major crops produced in Faridpurin 1979/80—aman,
aus, boro, jute, and wheat—is calculated from data in Bangladesh Bureau
of Statisdcs, Thana Statistics, Volume II, Major Crops (Dhaka: Bangladesh
Bureau of Statistics, 1982). '

12. Informatios on the collecticn and the collection cost of the major central
government taxes is given in the 1981 Statistical Yearbook of Bangladesh
(Dhaka: Bangladesh Bureau of Statistics, 1981), p. 332.
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Evaluation

We firstconsider the LDT’s effects on the use of resc i
effects, and.lfast its revenue perforinance. Property m:c::e' t:fet:;t;eglmgg
to have positive effects on the efficiency of resource use, but these effects
dcpend on the specific featurss of the tax. Here we prcscr;t the results of an
nnalysxs. of the _effects of the LDT on the level and composition of
product.xon. work effort, marketing, facior mix, and land use. Th
coaclusion is that on balance its effecis are beaeficial, but minimal . )

.As emphasized by Wald and Bird, the margine!] tax rate, or thc rate at
which th.e last increment to income or production is taxed i; an important
element in determining the ecoromic effects of & tax. 1> A'higher mlt;rQ inal
tax rate reduces the rewards to work and investment and so makes i.uch
actmt_les less attractive to an individual: a lower marginal tax rate has th
opposite effects. Because the LDT on zgricultural land is a fixed assessmcnt:
thm depgnds only on the holdings of an izdividual, its marginal tax rate

against income is zero. For nonagricultura! land the LDT is also a fixed
amount pet acre, and its marginal tax rate is also zero.'* In short, the LDT
does not tax increments to income or production.

o A?Jero margma.l tax rate has several implications. Because the LDT must
b dig;a'Jd from.mcome, it does not discourage efforts to increase income.
] iduals will v.vork harder in order to increase production. They wiil also
Increase the efficiency of land use. For example, idle land will be cultivated
or sold, and land will be used to grow those crops or produce those gcods
that are most profitable. The LDT may also increase the emougilt f
oulpu.t—.agricu.lun'al or otherwise—that is marketed because the LDT muzt
be paid in cash. Finaliy, the LDT increases the cost of land relative to other

13.  See Wald, The Taxation of Agri
. . : ricultural Land in Underdevelo
1 ﬁcananflcs; and Bm:l,.T axing Agricultural Land in Developing Cou::ri‘::d
. mmaﬂm@hn@mﬁnﬂxrdnsﬁ&dﬂodmercommﬂdﬂﬁndumh.l
mny or xesx!entml property, with the latter being taxed less beavily. If
geasdyswgd:edbetweenum.mediﬁ'aemmmwﬂlwtthesme

switching seems unlikely, due to the iow tax rates.
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factors and so may encourage more labor-intensive techniques of
production.

The graduated rate structure on agricultural land may affec' land
productivity. There is some evidence that per acre yields for most
agricultural commodities are higher on small farms than on large farns.
Because higher per acre assessments or a larger holding may encourage 2
landowner to divide his property intc smaller parcels, or to sell part of his
holding, the LDT may work to raise per acre yields.

Not all effects are positive. The higher tax rates on nonagricultural iand

than on agricultural land may decrease the incentive for switching land to
nonagricultural uses, and thereby slow industrial development. A similar
disincentive may exist because of higher tax rates on commercial/industrial
land than on residential 'and. The magnitudes of these effects are uncertain,
but the evidence does not suggest they are significant. For example, the
1976 LDT rate schedule imposed a considerably higher per acrc tax rate on
holdings above 8.25 acres than on holdings below that level. This tax rate
differential might be expected to generate a cluster of families with boldings
slightly less than 8.2% acres. However, Jannuzi and Peach found no
evidence of such a high concentration of ownership in their study of rural
land ownership.”

On balance, the effects of the LDT on the efficiency of resource use are
favorable. However, the extremely low level of taxation also means that
the effects are very small. The LDT at curreat levels is therefore unlikely
to have any appreciable effect—positive or negative—on resource use.

15. Ina courtry in which a large and growing population makes employment
difficult to find, this effect is desirable. Of course, the actual magnitude of
these effects is an empirical question. Itis unlikely that these forces are very
strong, given the low level of land taxatic... Nevertheless, to the extent that
these forces are present, they are favorable.

16. R.A. Berry and William Clipe review the empirical evidence for a wide
range of developing countries in Agrarian Structure and Productivity in
Developing Countries (Ba'timore, MD: Johns Hopkins University Press,

1979), especially Chapter 3 and Appendix B. For a study of agriculture in
Bangladesh that reaches the same conclusion, see Mahabub Hossain, "Farm
Size, Tenancy, and Land Productivity: An Analysis of Farm Level Data in
Bangladesh Agriculture," The Bangladesh Development Studies, Yol. 5,
No. 3 (July 1977), pp. 285-348.

17. F. Tomasson Jannuz and James T. Peach, The Agrarian Struciure o
Bangladesk: An impediment to Development (Boulder, CO: Westview

Press, 19803.
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Indeed, because the level of taxation i
, ation 1s 80 low, even rates of taxati

are !t;lwu;il bﬁrgater than current levels may have little impact. flon tha

s oD aufonal and equity eﬁ:ects are the next consideration. The LDT

prixoad actcr that is fixed in supply. Economic ikeory ic clear on the
incide e of sucha tax:.the burden of the LDT is on the owners of the land
anc g;srlﬂt of q:e tax is that the price of land falls by the capitalized valué
o whe[here[h !aex l:;:ligms.t ez:s noted by Bird, "the incidence is independent

: rented or owner cultivated, or whether th.
or tenant is the statutory taxpayer...fMoreo : omor s
ver,] landlords cannot shif:
tax to farm laborers or to s i i 18 downet 1o
farm uppliers of inputs."™ If the landowner j
&u;cxméd Ir:;xlll: t.em?nts as mucl? rent as possible before the imposition (::'
et , e is likewise paying to input suppliers as low an iritial price
at,.ljage as possxble,. then the LDT per se does not give the owner an gxl;a
o [lh ty 1;:: improve hls.posuion by raising rent or lowering factor pay{l'mms
o : dlc;lw'll]ler was in fact able to do these things, he would already have.
s0. Ins th it i '
done ort, theory concludes that it is the landowner who pays the
ho!d’lmses;::;:;;siqn de;;ends on several assumptions that may not always
) Yy n a developing country like Bang] i
landowner may not be receivin i ot or be payis e
ndowner | . g the maximum rent i
plnlmug lnput prices before the imposition of lh(::r Ecbgayl:iirgz
f1_;1::puczrt'¢.ecuons. government intervention, tradition, pa{ema.lism—.wall these
em'irrs may explain prices that are not competitively determined. In this
Mdloonmr " ent the LDT may be shifted in part to fenants, input suppliers
esscnﬁauonsumers. Second, while the total supply of land to all uses ls'
vera pe g ot;u:fd, ﬁgc s;xfpgly to specific uses is variable and may be changed
e. e amount of land in cultivati i i
due to taxation, the initial i e il e
: tax-induced fall in land value will i

offset. Both possibilities may lead to partial shifting ofwtheblfg;‘nflra;g

landowners, but the latter d
’ oes not a i
apparently varied little over time. 1° ppear important because land use has

m';l:; :Ec.on.ae distributionat t:ffects of the LDT depend on who bears the
o and m:x;n;zomes. Assuming that landowners bear most of the tax, we
Occupancy Survey (LOS) data on land ownership in rural

18. i 7 1 :
5 g:e'd,&ia;zang Agricultural Land in Developing Countries, pp. 163-164
o & ta on land use in the 198] Statisticai Yearbook of Bangla;‘lesh
haka: Bangladesh Bureau of Statistics, 1981), pp. 140-142.
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i incidence of the LDT
ollected by Jannuzi and Peach tc? analyze the inci nce

:;e?)swixers. Ev?dence on the distribution of land owxfxershlgl:: r;gllma;e:i
and that of potential LDT liabilities (the amount 0 tax that ob
collected from each taxpayer given. the rate smmTt;reexa;eme ine:ported.ty
holdings of the taxpayer) are shown in 'I‘abl.e 5-6. ebouom halfeql.mlof mj y
in the distribution of land holdings is obvious. The tom 2 the
households (the first five deciles of households, representing hi.lepg;ct
of the sample population) own only 4.2 percent of the land, w op

TABLE 5-6
DISTRIBUTION OF POPULATION, LANDHOLDINGS, AND
POTENTIAL TAX REVENUE
ile of Percent of Total Total
HouDuegdhtl‘di.W'uh Percent of Snmp!e hn&hglg:%s P;x::}l:g: ]:)oumial
Plot-Size Range Populauor_leW'.nhm Wi ” o e
— (acres) Decile? _ __ Decil
0.0)
b 0 (00) 00 (GO 00 (
l“d (())((xl)) 155 (153 g.l i 0.1) 00 (00 02 (02
2nd O.

S
3d 004 010 87 (242) 04 (05 02 (3_2’; g.; igsi
4h 011- 029 89 (33.1) L1 (16 05 ( on 03 (08
sh 030 060 9.4 (425 26 (42 12 ( 19 04 (1D
sth 061- 104 93 (51.8) 46 (88 20 ( 29 07 (19
h 105 163 101 (619 76 (164 34 (11.6) 12 (30
mols 15 l07 (e M9 (M3 2 (RO (39

q . - - -
?;h 254;72';'21 }‘5—; ((100.0; 524 (1000) 789 (100.0) 865 (1000)

®Cumulative percentages are provided in parenthescs. )
bBec “l:cn:m than lg::mer.t cf the househclds own no land, there is novr';y tgm deﬁnemd
pxecinely.::c upper bound of the firat decile. These numbers, therefore, refer to the
d deciles combined. ‘
.S'S;(CE Comptied by authors from and Occupancy Survcy data.

i i Peach, The Agrarian
description of the survey, see Japnuzi and )

2. l.S-:'otr‘;a?mre of Bangladesh: AnImpediment to (I;;f:g;!/p We an; oir:ut;f;l:;i(;!;
belping us use the data, and to haka ‘
‘mhocopy ff ft;: datg tfpe For more information on the results sz::r:?n
see Barbara D. Miller and James A. Wozny, w_Teqm s of
Bangladesh: lmplications for the Revenue and’Dnsmbuumall o o4

Changes in Land Taxation,"” Journal of Developing Areas, Vol. 13, No.

(193%), pp. 459-481.

2. For further discussion of
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decile owns 52.4 percent of the land. There is &lso a substantia] percentage
of landless households;the landless include 14.7 percent of all households
and comprise 11.6 percent of the sample population. The extreme
inequality in land holdings means that the sample distribution of potential
LDT liabilities on rural land is borne most heavily by the larger owners.
Under the 1976 agricultural rate schedule, 78.9 percent of the :otal potential
tax revenues is paid by the largest 10 percent of all landowners. Under the
more graduated 1982 rate schedule, this same group pays 86.5 percent of
the total potential tax revenues. It should be emphasized, however, that a
progressive tax imposed at a low level has only a marginal effect on income
distribution.

Additional information from the LOS data analysis on potential LDT
liabiliti -5 under the 1976 and 1982 schedules is provided in Table 5-7. The
per household and per capita poiential tax liabilities increase as land
holdings increase under both schedules. Because the 1982 revision
increased potential LDT revenues in the sampie by 179.8 perceni, these
lisbilities are also substantially higher under the new rate schedule, Peracre
liabilities under the 1982 rates are highest for the smallest landowners
because of the 1982 provision that establishes a minimum LDT of one taka.
On a per acre basis, the existing agricultural rate structure is therefore
regressive for small landowners (holdings less than one-third acre) and
progressive for large landowners (holdings more than two acres). The fact
that per capita LDT liabilities are quite small for the small landowners,
however, reduces the importance of regressivity on small landowners.

The progressive incidence of the LDT does not mean that it is an
equitable tax. Indeed, property taxes in general may not be equitable if they
are cast in an impersonal or i rem mold. The commonly accepted criterion
for interpersonal equity in tax administration requires that a tax be tailored
to the individual circumstances of the taxpayer.zz A tax based solely oa
land area is not personalized. Two individuals with holdings of equal size

21l.  Using land ownership as a measure of ability to pay, the Suits Indices are
382 and .516 for the 1976 and 1982 rate schedules, respectively. A Suits
Index of +1 indicates maximum progressivity: values of 0 znd -1 indicate
proportionality and maximum regressivity, respectively. The calculated
values therefore suggest that both rate schedules are, at the least, moderately
progressive. The Gini Indices for the two schedules—.612 for criginal rates
and .859 for the new ones—indicate the same conclusion.

equity in taxation, see Richard M. Musgrave, The

g'heory of Public Finance (New York, NY: McGraw-Hill, Inc., 1959), PP.
1-115.
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TABLE 5-7 ?
COMPARISON O 7 THE DISTRIBUTION OF LDT LIABILITY i
FOR LAND OCCUPANCY SURVEY VILLAGES UNDER THE ! l 238 8 3 -gi ©0o
1976 AND 1982 RATE STRUCTURES | ;q, Egﬂ $ fp2g~ SeY
(in takas) i > 3 S &
| g ¥EX 8 BREdd nep g
Per Houschold Per Capita Per Acre i g g 8 vi ‘o &
Decileof  _Total Liability Liability Liability Liability ! = < z
Houscholds _1976 1982 1976 1982 1976 1982 1976 1982 l 5 = 8 8
LS ) A

in 0 o o0 0 0 0 o o0 E 583 B

2nd 1221 1786 04 50 50 01 30 441 KR8 K
3d 715 3553 21 102 04 20 30 149 - - 283 8
4th 1912 3482 55 100 B H 9 30 55 3 S22 ]
sm - 4691 4726 135 136 25 25 30 30 28y ¥
6th 3322 8322 240 240 44 4 30 30 ded
Tth 13801 13801 397 397 67 6 30 30 B f,ﬁ': SR w = = =

3th 21453 27294 617 1786 9 126 30 38 o 3 e 3 = é‘

9th 34861 91240 1003 2626 140 373 30 19 z g 288 § & geE 3
Jo 321632 985917 9257 28376 1040 5194 102 312 E % aeig = E Sx2 §
a0 o a)
S - E8K ®
TOTAL 407,508 1,140,121 g ; E zl mas o
z . =1 bl o | =3

SOURCE: Computed by suthors from Land Occupancy Survey data. al g § g § ] :h"{ §

N —t

&3 §
but unequal value will pay the same tax, tWO individuals with holdings of g é g gHY © S§5 3
ual value but unequal size will pay a different tax, and two individuals lé Z § §1 o g
with holdings of equal size and value but with unequal income will pay in & nes =
tax a different frection of respective incomes. Thus, the LDT may not | § -

always satisfy a society’s notions of horizontal and vertical equity, but 00 E % | 28 § g
tax can aiways meet these standards. The LDT is likely, on balance, to é a £ E g E ;‘5 2 = % § § o
contribute slightly to the equity of the Bangladesh tax system. E “l|= & e § H " § § é
- z D=

=3 B ©

Revenue Periormance

r demand) and total LDT collections for all

of Bangladesh between 1976777 and 1980/81 are given in Table 5-8.
f the revised rate were low relative to the

Collections during the first year O
of this levy and the need to educate

subsequent years, due to the newness
both taxpayers and collectors of its details. Between 1977/78 and 1980/81
nominal total collections rose by only 27.0 percent. Nomiral cusrent

demand also fell during the first three years of the tax, most likely in

The official assessments (0.

-1976mi.ﬁ.¢b.,m

Officia] Assezsmerts
SOURCE: Ministry of Law and Land Reform.
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response to appeals by taxpayers of the amounts assessed. Only by 1980781
had current demand returned to its original level in nominal terms. Slow
growth in assessments highlights one of the problems associated with an
area-based tax whereby discretionary rate changes and alteration in the
composition of holdings constitute the only factors promoting growth.

Because prices rese by 60 percent between 1975/77 and 1980/81, real

assessments declined by 16 perceat cver that period. Although real
collections have increased &t an average anrual rate of 7.5 percent during
the late 1970s, this rise was due primarily to the poor collection performance
ir: the first year of the tax. From 1977,78 through 1980/81 real collections
fell in total by 11.0 percent.

The 1982 rate schedule was introduced partly in response to the poor

growth performance of the LDT. According to estimates from the LOS, the
rate changes should increase the potential LDT revenues in rural areas by
179.8 percent. Unfortunately, difi-ulties in «dministering the new rates
substantially reduced *he revenue impact. Official district level assessments
and collections for 1980/81 are shown in Table 5-9, and those of circles in
Faridpur district for 1981/82 are given in Table 5-10. Because these
iurisdictions differ in total area, in land ownership patterns, and in industrial
and residential developmen;, official assessments vary considerably across
both circles aad districts.?> Current annuzl district demand in 1980/81
varied from Tk. 2.4 million in Tangail to Tk. 23.8 million in Dbaka, due
largely to the concentration of commercial/industrial property in Dhaka.
There was also much variation in current annual demand in the collection
circles of Faridpur in 1981/82. The official assessments in Naria totaled
only Tk. 155,937, while the assessments in Rajbari were over three times
that much. The collection circles are also likely to differ widely in
administrative capabilities, adding another source of variation to actual
collections. District-level total collections were again smallest in Tangail
and largest in Dhaka. Circle-level total collections wer: smallest for
Kasiani (Tk. 169,968) and largest fcr Rajbari (Tk. 614,739).

Examination of the variation in potential LDT coliections across villages
can be done using the LOS data (Table 5-11). The coefficients of variation
reveal that there is considerable variation in tax poteniials—measured either
in per capita or per acre terms—across villages, even after controlling for
village size. Because the LOS data reveal only levels of tax potential, any
variation in this potential is due entirely to variation in the size distribution

23.  Since circles may include more than a single upazila, the data in Table 5-9
may exaggerate variability across upazilas.

-----
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SMENTS AND COLLECTIONS
THE LAND DEVELOPMENT TAX, 1980781
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TABLE 5-10
LAND DEVELOPMENT TAX ASSESSMENTS AND COLLECTIONS
¥ FARIDPUR DISTRICT CIRCLES, 1981/82
(in taka)
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TABLE 5-11
R I VARIATIONAG(OSSVIU.AGES!NPOMLMND
§§§§E§§§§§§§§§§S§=g % DEVELOPMENT TAX COLLECTZONS
REEEREETRESSRIARERS § Powasial R Poential Revenue
Per Capita Per Acre
1976 Rate 1982 Rate 1976 Rate 1982 Rate
Structure Structure Structure Structure
O ® EIERSSRABRERE 5
315§3=5~—§:Rﬂ'§§§3§§ 2 Unweighted Mean 2.03 5.68 573 15.60
EHERERTFIRENELEZREEE §
- i Weighted Mean® 1.96 5.65 6.56 18.94
Coefficient of Variation? 88.23 10122 38.10 49.96
NN O — oo agg o
£E§:’{?RR§.§3&3§;§§.§-"\*§ 3 *The weighted mean is weighted by population for the per capita vasiabiss and by
23352538383§2§2§38: S acreage {or si.e per acre variables.
Inhaliie o coefficient of variation is the ratio of the standard devistion of the variable 1o the
mean of the variable.
SOURCE: Computed by asathors from Land Occupancy Survey data.

[ wy . . . .
BERCISSEREAZRARRERS 2 of landholdings across villages and not to any differences in the
8% g ‘:’g 5 2 g < S < g g :é = é S28 B cffectiveness of tax administration. Examination of inter-village variation
MRBARITREAET © = in tax potential reveals a clear regional pattern. High-tax-per-acre villages

are found predominantly in the moribund delta districts on the periphery of
Bangladesh, cxtending from the northwestern corner eastward to Sylhetand
N o . southward to Khulna.“* This region is generally characterized by relatively
B EEEEREEEE TS oD ¥ lower population density and less rich soil than the active delta districts. In
ARETEIENISSRTBEIERH q ty
e § o = § a A3 9 E § g g RS g the active delta region, comprising the districts of Dhaka, Faridpur,
N¥ITmaAmTas © Noakhali, Barisal, and Patuakhali, population depsities are the highest and
the soil is the most fertile, Along with Chittagong, this group of active delta
districts contains mainly low-tax-per-acre villages.

O 0 gLy o The regional contrast decomes even more distinct wien high- and
BRE2B338C8REsR3=AE 8 low-tax-per-capiis villages are examined. Villages in the active delta region
ERBJELI5GEIREER e = i P g & 4
§§§g§gg§3§§§§§§§ogg § haveahxgherpopulationdensitythanthemstoflhecounty. Their potential

per capita taxes are correspondingly lower, and there is much greater
variation across villages in potential revenue per capita than in revenue per
acre.

SOURCE: Revenue Office, Paridpur district.

24, Ahigh-ux(low-tax)villageisdcﬁnedasoncinlhehighen(lowut)qumﬂe
of!hemlavﬂhges,nnbdm*diag:cpo@g@iﬂtaxmmpum
Or per capita, depending upon the context.
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Some indication of the ievel of taxation may be found in Tables 5-11,
5-12, and 5-13. Teble 5-11 shows the potential revenue in villages in per
capiia and per acre terms, under the 1976 and the 1982 rate structures; Table

5-12 expresses the current
1980/81 in per capita and per acre terms,
circles of Faridpur District in 1981/82.

variation in assessments and collections across circ
also illustrate the extremely I

demand and total collections by district in
Table 5-14 does the same for the
These tables illustrate the great
les and districts. They
ow level of taxation. Khulna, the district most

successful in per capita total collections of the LDT, collected only Tk. 3.42

TABLE 5-12

DISTRICT LEVEL CURRENT ASSESSMENTS AND TOTAL COLLECTIONS
FROM THE LAND DEVELOPMENT TAX, 1980/81

Current Agsessments
Per Per
District Capita Acrs
Chittagong 1.75 €2
Comilla .87 3.92
Noakhali 1.09 4.38
Sylkxt 2.2 4.29
Dhaksa 2.38 13.81
Faridpur 1.34 4.18
Jemaltzar 149 4.37
Mymensingh 1.11 4.43
Tangail 95 2.99
Barisul 1.73 591
Jessore 1.88 494
Khulna 253 4.49
Kushtia 207 6.06
Datuabhali 2.65 5.50
Bogra 1.65 489
Dinajpur 2.65 5.23
Pabna 1.66 5.30
Rajshahi 2.16 5.11
Rangpur 1.63 4.96
TOTAL 1.80 5.33

SOURCE: Ministry of Law and Land Reform.

Total Collections
(Axrears and
Current)
Per Pex
Capita Acre
221 7.85
1.07 4.82
141 5.66
2.38 4.9
320 18.55
1.78 5.53
1.64 4.79
1.33 5.32
1.36 427
1.92 6.53
2.35 .18
342 6.08
2.62 7.68
CX4R) 6.28
1.80 5.34
291 575
1.68 5.36
243 5.75
1.70 5.19
2.16 641
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25
2;:0 lﬁc;s:en.m'me least successful district was Comilla, which collected
; per perscn.  There is even more variation i i
collections at the circle ievel, as shown in Table 5-13. O;Inypgsnc:ﬂa
;::llgcted more than four taka per perscn, and twe circles—Kasiani an:
comﬂ::ned less than one taka per person. Per acre assessments and
ipeaons d fonstratc: the sam= variation and low level of taxation.

B el of LDT revenues, however measured, is low. Even if all
o w:ssessed taxes under the 1976 rate structure at the district level were

» Per capita assessments would average less than two taka per

TABLE 5-13
CURRENT ASSESSMENTS AND TOT.
AL COLLECTIONS FRO
DEVELOPMENT TAX IN FARIDPUR DISTRICT GRQES?I?SISSLZAND

Total Collections
Cumens Amesments ey
. .' Pei Fe
District_ Capita A Capita el
Bhanga 1.09 oo
_ . 3.97 146
Boumxoma_n 1.80 443 177 igg
Koowli 179 499 2.2 5.63
Sldamxpnr 1.34 3.33 1.45 3.6
Suinipur 131 3.26 148 '
Buikans 172 3.98 2.09 3'67
a4
Pungu 1.80 411 2.10 pos
' 210 7.98 3.07 bye
Gopalgasi 1.52 458 1.04 ne
Kusiani :fg 344 83 ;_;;
Komaipar 143 2.66 121 221
su g 3.28 1.38 445
Mlmmduipur 2 317 1.03 3.51
Maduipy 149 5.80 2.02 7.83
Shibcha 114 3.79 110 3.68
e a 18.31 401 16.47
Neia . 2.87 9”2 3.20
Puong 113 39 141 488
1.07 2.90 132 3.57

SOURCE: Revenm m' Faﬁdpm' l. .

25. Theseare .
per capita data based on total i
owner would be considerably larger. populations. Tax payments per land
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TABLE 5-14
LAND

RESULTS FOR TUTAL DISTRICT
RSGM“SSJ% TAX COLLECTIONS PER CAPITA®

ndent Variable
—Indcpendent Yanable Acres

2
Urban .. d _RZ
w b lati c Per Capita .
4.397 -206
(1.05)
(2.05)*
5.007 228
3.55
(2_24)‘0
2279.86 7.483 .306
(2.74)**
2.41 3042 776
62
(1.030 a4 108
1894.53 5.297 .
.‘;:) (2‘27).0
(1
25.083 834
-.95 1.50 402(-8,.%)00
(2sTyee (©21y°* '

igni .10 lcvel in 2-tail test.
P ST T e o e
g .ho".n m g r capita in 1980/81.
:ﬁﬁmﬁﬁ ; arncn:;:l f-opulnion in urban areas.
sounAg; (er:tl::pmzd by the authors from data in Table
of Statistics.

on, and per acre assessments
gf’li). Expressedina differt;nt v;y.
of total agricultural income in 192
also verygl;:mll. One acre of land may eas

S-5 and from Bangladesh Burcau

would average Tk. 5.33 per acre (‘Ne);el
assessed taxes were less than .2 perc

alue are
1. Taxes as a percent of land v
o ily be valued at 20 thousand
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taka.2® Even the highest per acre assessment—TX. 80.03 per acre jor total
boldings of 33 acres—yields taxes of only .3 percent of value. Using these
as measures of the tax burden on agriculture, it is apparent that such a burden
is minimal’

It is important 10 understand the reasons for different per capita LDT
collections. Districts with larger urban centers will have more land in the
higher tax categories (comme:rcial/industriaj classification). More acres per
capita should also generate greater revenues per capiia because average
landholdings may be larger. The impact of income is iess evident. On one
hand, greaier per capita income may be attributable t0 greater urbanization
and, possibly, greater collection efficiency (see Table 5-5). On the other
hand, greater per capita income may be associated with lower per capita
collections if smaller, less heavily taxed landholdings are more efficient,
thereby generating larger per capita income. Other variables, especially
measures of administrative efficiency, may also be iraportant but data for
their aralysis are not available.

Linear regression results under various specifications for total district
per capita LDT collections for 1980/81 are presented in Table 5-14. As
expected, the coefficients on urbanization and acres per capita are positive.
When used alone or in conjunction with oaly one of the cther variables, per
capita gross district product is positively correlated with tax collec:ions and
probably reflects industrializztion of the district. The final specification is,
however, most interesting and explains over 80 percent of the variation in
per capita LDT collections. Urbanization and per capita land holdings are
again positive, as anticipated, and income per capita is more negative. One

26. Mmyagriwlmralsmdiesesﬁmatememtmnnnpcnm&omvnﬁousaops
Of Crop patterns. Anctleturuaslowas'lk.ZOOOperm.discoumedma
10 percent inteiest rate, £ives a per acre land price of 20 thousand taka. See
various publicatioas of the Bangladesh Agricultural Research Institute, the
Bangladesh Rice Research Institute, and the Ministry of Agriculture and
Forests. Field interviews in 1982/1983 tlso revealed land prices per acre
well over 20,600 taka in many cases.

21. It has been estimated that, when the bencfits of public experditure on

govemment than it paid to government. See Mzhabub Hossain, Atuir
Rabman, and MM. Akash, "Agricultural Taxation in Bangladesh,”
(Dhaka: Bangladesh Institute of Development Studies, March 1978).
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possible explanation of the negative but significant coefficient on the
income variable is that the other two variables reflect the important
attributes of the tax rate structure, while larger land holdings are less
productive and, therefore, yicld lower distct producis levels even though
they are taxed more heavily.

It is apparent that both the level ox coileciions and their growth over time
are inadequate. Of taese two problems, the inelastic nature of “he LDT is
probabty its more severe limitation. Unfortunately, the ability or ize LDT,
indeed any property tax, to geuerate automatic jrowth in revenues over time
is limited. LDT demand will rise only if agricultural land ownership
becomes more concentrated (due io the graduated rate structure for
agricultural land), if nonagricultural iand is switched from residentizl to
commercial/industrial uses, or if the raie schedule is altered. Actual tax
collecions will rise only if, in addition to the above factors, collection
efficiency improves. None of these sources of growth is automatic because
each would require some change in the administration of the LDT. In fact,
"automaticity” may not be a useful concept by whichto evaluate the revenue
growth of any property tax, inciuding the LpoT? of greater importance
are administrative adjustments that might be made.

Possible Reforms

The LDT has positive effects on the efficiency of resource use and on
the distribution of income in Bangladesh, but these effects are minimal,
given the low levels of tax rates and collections. Increased LDT revenues

28. A similarequation may be used to explain nal district collections per acte.
However, attempts to explain per capita and per acre collections at the circle
level were not successful (and are not reported here). Although the
coefficient signs are often the same as in the above formulations, the
coefficients are not statistically significant.

29. This point is emphasized by Oliver Oldman and Ching-mai Wu, "Tte
Elasticity of Property Taxes on Site Value and Improved Value,” in Bahl
(ed.), The Taxation of Urban Property in Less Ceveloped Countries, vp-
237-245. See alco Roy Bahl and Lamy Schroeder, "Forecasting

Govemnment Budgets,” Occasional Paper No. 38, Metropolitan Studies
Progzam, The Maxwell School (Syracuse, NY: Syracuse University,
December 1979).
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would strengthen efficiency of resource use and woul ili
:e;::irlc:s l:'::iﬁﬁt;!;c :::tot use. If the LDT were rcassig:e;nt(:)b:e?ot::o:;
par » InCcreased revenues from it id i
o o parist ! . would aid in
dece govemmm:asf-fort.‘: and provide an important own-source revenue for
ﬁom0::: e:e;n:aat;ll; l(::ger term reform in.the tax base would be to change it
o greatovaly m tax based on va.lue is better able to promote an efficient
amom(ofmrev'en eq%table distribution of the tax burden, and a rising
X eV ue;ls. Developmex.n of a value-based tax tied to specific
alipngtics o :;: parcc;l .o.f land is a difficult task, but the necessary
va uati pmpem:s Wi&aisned 1mt1al}y ona a_xophisticated approach. Similarly
i fam s Wit an upazila are likely to have guite similar values
iigation facii s; guahty. neamess 10 roads, and access to water and'
e noels Playing dominant roles in the determination of land
e oa:)sd accurate as a parcel-by-parcel ocular survey of each
p '&ecimal u); g app-roxxmfmons can be made of average land values
el fn l&: upapla using these characteristics as the primary
tmn-mt’mmanclion bl t(‘i lg:;lces. The va.lues could be based on a survay of
pnosact ealtJ,l : o d togf:atherﬁv:th information collected from those
- gso a: :)o k:ical land prices. Ideally, land values would be updated
effects of public sezt:;x ;:;ﬁ:;tsm‘;ft flosely e mone 1o -
recaris ves , It may be more reasonable
gy samt: dthﬁie c\(')t:ll;ades periodically, for example, every three to five yeartso
i ( be.used to enhance administration of the ,
Ane;' utlax asfdnscussed in the previous chapter. property
Bother retorm could occur in the rate dminisirati
officials express dissatisfaction with the hi g;lu;cgtrl:del;altd]?’rra; smnc::;ufz?

30. The favorable eff
ects of a value-based i i

T : ' property tax are discussed
Tz‘:ax:non ?f Agricultural Land in Underdeveloped Areas l;wB:g:
B g fnci_x;.mrql Land in Developing Countries. In the.comext f
o theglade.,ir stg’d o"ssanq, Rahman, and Akash recommend a value-based o.
U y, "Agricultural Taxation in Bangladesh " s

scofsudxm!?lcsiswidespmadintheadnﬁnisu-aﬁouofval
despmpeairg taxes in developing countries. A rrocedure sim;l arue‘b“ed
dherewesmedtoreassesspropenyvainesinunf’hﬂippﬂ:eo p

3L

1982), pp. 53-57. For a discussi
e on of practices in cther countries .
Taxing Agricultural Land in Developing Countries. ©see Bird,


http:heavily.28
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agricultural land introduced in 1982. The complexity of the six-slab
structure created much confusion among collection officials during 1982/83
and led to a temporary change in rates back to their previous levels. A
simplification of the rate schedule would aid the collection process and
would still keep the LDT a reasonably equitable tax. Estimates using Land
Occupancy Survey data reveal that a proportional tax rate of Tk. 20 per acre
would generate potertial tax revenues from agricultural land slightly greater
than those attainable under the 1982 schedule. Based on the conservative
estimate of Tk. 20,000 per acre land value, a Tk. 20 per acre LDT results in
a tax rate of only 0.1 percent of value, certainly not cne that could be judged
expropriative. The main advantage of a proportional system is its
simplicity. A proportional tax also gives no incentive for artificial,
tax-induced dreak-up of parccls. Moreover, a proportional schedule in
Bangladesh will be modestly redistributive given the extreme concentration
of land ownership. And, if combined with a provision that exempts the
smallest landowners from the tax—a provision that wou'd have little effect
on revenues—the progressivity of the tax is increased subzatza.ntially.32
Whate.er the structure of the rates, their level should be increased. The
level of LDT collections is very low, whether measured in per capita, per
acre, or per land value terms. The beneficial effects of land taxation depend
on the existence of substantive (though not prohibitive) rates. Further, to
maintain or to increase real revenues as prices increase over time, some
regularity should be introduced into rate changes by tying the adjustment
in rates (0 an appropriately chosen price index if a land-value based levy is
not adopted.

Thesz changes could be undertaken regardless of which level of
government administers the LDT. If the LDT were transferred to upazilas,
these bodies should be given some discretion in the choice of local LDT
rates. Although the central government should continue to derive some
revenues from the LDT, upazilas could share in the revenues and be given
the option of imposing an additional surcharge, perhaps up to Tk. 10 per
acre, with all revenues flowing to the locality. The fact that these monies
would remain in the local area shouid also aid the collection process.

As is the case with most taxes, administrative improvements are crucial
to the development of an effective land tax system in Bangladesh. One
obvious requirement for good land tax administration is landownership

32.  The LOS indicates that an exemption of plots one-tenth acre or smaller io
gize would remove 4.2 percent of the sample population from the LDT rolls,
at a revenue cost of only 0.5 percent.
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records, including land maps. While Bangladesh is more fortunate than

:n::;)y d?zv:;ol?gg countries in having some tax maps, the maps are outdated
. ource constraints, new surveys are bein
. . co
;il::vtll;'. - Expen:t::e In other countries has shown thalgtax ﬁgﬁgvceg
improve administration of operty i i
equity and collection effici 33 Chann0 el die ol e Broved
eduty and. efiiciency. eling additional resources to land
s ey efforts coulfi therefore yield large dividends. In particular
o ;;‘a;onrfl donors interested in aiding decentralization should scriousl}:
using grants or long-term loans to help support mapping efforis

F())et:::;'tyadrmmspl"m; trative im;:lrlovements could be made by strengthening the
©5s, upgrading the vaining 5f coliection i {
- . - - Off-
mst';t‘;]xmli:gorous and regular evalvation :)f the officials. el wad
b o ufwd 8:1 eabs;ﬂspurlnem:alax as currently imposed in Bangladesh cannot
ted ‘ € usual grounds of economic effici i
cr::tgecubxhty. bu.t Improvements could be made. Shon-tlg;;nzm:lstyi;latﬁg
r -stf'u;:u;ehﬂwensr;gul.ar updates would result in a ta~ that is easier to
dminis ucing revenue growth, In the longer th
;hi; ;; ﬁ::li;le bsfctgznhgeld djl:: reglect the productivity of tghe lrz‘:nnc; rafht;rastf::;
olding. Since the tax lends itself well to convers;
toa ll;cdzl levy, thought should be given to reallocating it to the :lxepazum'o;l
paris where the LDT could be a significant aid to decentralization.

33.

See, for example, Daniel Holland, M;i

. Tolland, Michael Wasylenk
:;:I Proeeny Ta.n.ltbninistraa'on Project (t!xal’sl’,;ilipp(zll.;t)i l;iozog;l'hll'p{l‘,;
Metropolitan Studies Program, The Maxwell School (Syracuse, NY.
yracuse University, October 1980), T
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The Holdings Tax
Showkat Hayat Khan and Hasan Murshed

Property-based taxes have traditionally been the principal tax revenue
source for union parishads in Bangiadesh. Two different levies are assessed
on permanent siructures and the land on which they are situated: the union
rate and the rate for the remuneration of village police, known as the
chowkidari tax. Each tax is subject to the same set of rules and regulations
as specified in the Rules Under the Basic Democracies Order.! Since these
levies are 50 similar, we have lumped them under the term holdings tax.
Likewise, many unior parishads do not differentiate between the union rate
and chowkidari tax in their accounts; the holdings tax is shown as a single
eatry.

As explained in Chapter 2, own-source financial resources of umion
parishads prior to the decentralizing reform coasisted of property taxes, a
tax on professions, trades and callings, a vehicle tax and fees, including
income derived from haats, bazaars and ferry ghats. Property taxes
constituted the primary own-source revenues for most of the union
parisb-.ds, although some earned substantial revenues from sources such as
markets and fees. Union parishads can also levy minor fees on births,
marriages and feasts, and can impose a commurity tax (see chapter 8),

One of the results of the reform is an erosion of the already small set of
Tesources available to union parishads. Indeed, nearly all of the revenue
sources made available to the upazi'a parishads were previously assigned
to the union parishads, and union parishads became almost entirely

L Government of East Pakistan, Rules Under the Basic Democracies Order
(those applicable to Union Councils) (Dhaka: East Pakistan Government
Press, 1969), pp. 17-22.

A
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dependent upon the holdings tax. If union parishads are to be fiscally sound,
this tax must carry the load in revenue production.

Statutory Basis

According to the Local Government Ox'dinance.2 both the union rate and
the chowkidasi rate are to be levied against the annual value of property.
For rented properties, the annual value is defined as the gross annual rent
less two monihs’ rent fcr maintenance cxpenses. If there is a morigage on
the property, the annual mortgage interest costs are also to be deducted from
the annual value.

For owner-occupied preperty, the annual value is to be establisbed either
by surveying comparable rental property in the area, or at 7.5 percent of the
estimated capital value of the property, whichever is less. Owner-occupiers
are also granted a deduction of one-sixth of the annual value (iwe months’
rent) as a maintenance allowance. An additional one-fourth of the net rental
value is deducted for owner-occupied housing. TLis second deduction
provides an incentive for owner-occupancy but is difficult to justify on
grounds of economic efficiency or equity. Owner-occupiers can deduct

annual mortgage costs as well. While these provisions were undoubtedly
included to improve the perceived equity of the levy, they have the effect
of narrowing the tax base and unduly complicating tax assessment.

The ordinance stipulates that the union rate is to be levied at a rate not
exceeding 7 percent of the annual value of buildings and land, but it does
noi fix a lower limit on the rate. The chowkidari rate is also to be levied as
a percentage of the annual value of buildings and land. The rate should be
set 50 as 10 ensure adequate funds to meet the salary, equipment, and other
costs of supporting the village police and the cost of collecting the rate.
Thus, the ordinance provides room for nonuniform rates across union

parishads.

The statutes specify that the union parishads should appoint assessors (o
determine the annual value of immovable property. The rules do not specify
who is qualified to serve in these posts. Assessments are to be updated every
five years. The revised assessment list is to be published and any
dissatisfied taxpayer can apply for a review of the valuation.

Subcommittees of union parishad members are to act upon these appeals.

2. See Local Government Ordinance, 1976, pp. 77 and 81.
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Subggquenl appeals to the controllin
possible.

Holdings taxes can be paid on a i
- . ‘Quarterly, instaliment basis.

Esﬁﬁ Zt:d n;}aylzz ma!:le to lhfe union parishad office directly or to any pe;'g::
- ioryto u]umon parishad as a collections agent. When the tax bil

= pa pfr ; ¢ payment deadline, a 5 percent rebate is allowed, If
sident fails to pay the tax withir. the specified time, the union pari had is
supposed lo serve a notice on the defaulting individt:'al Ifa Panshf!d o
pay within 15 days of receipt of the notice, the union pansha%e?m o is
hairman is

empowered to recover the tax i
iodity es, ultimately through the sale of movable

g authority, the upazila, are aiso

Actual Practice

s. Statutgry and actual administra
ignificantly ip rural Bangladesh, as th L
: ‘ : , ey do in most developi i
;I‘sl;:s;il:lfferenccs are evident in all aspects of tax a%l;giri:i(s)tl;ﬁ?es:
admmis:::.;.l record-.keerg, and collections. The following reviewocl)]t.’
. ede practice is based on interviews with and questionnair
— stered to 31 union parishad chairmen and secretaries and P
g-term study conducted in a single union parishad jn St istri 0[31 )
Tax assessment is carried out by uni  parishad oy
X on parishad members i i
. rs in
Spective wards rather than by professional assessors. While the smt:::sf

define in detail how an as i
sessmenlt is 10 be conducted, it a
;chls;il;lom followed. Rather than being a tax on the annum:hm'mese
lldings and land, the holdings tax is administere e a

ngs : d I
combination of / 1come and wealth tax, assessed pnmanlz;s ol: ;:1:: ; :
oc

basi )
mfin;.g 1l.: [:Zarly all ttﬁucns we studied, the tax was said to be assessed by
ccount the economic condition of th
re thy c e taxpayer.
Ofslic;nts;s to ou{' %ueeum gbout the basis for assessed vglau);s wffl-ns::atlhl;
e panP;):zir’m ecg:omxc condition of the taxpayer as determin;ad by the
embers," or "paying capacity.” i
oo m / pacity.” In some unio
assessment” is more systematic with all potentiai axpaycrzsdxu\lri‘?;‘xocfsf
v

fo . .
ur groups according to their perceived ability to pay; each group is

tion of the holdings tax differ

3. Details on the ni
nipe-menth field study in Kushi Ny

Hayat Khan, "Loca ) ¥ 10 Kushiara are provided

Ca::t l;?:g, Local Lgad_ersh'l'p and Rural Developme;;oin Banm Sbo“tk:
y of Kushiara,” doctoral dissertation, Dep BhdeShm : A

Anthrepology, Syracuse University, forthcoming.
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assessed at a flat rate, with the poorest group tax exempt. In several union
parishads, local officials knew the statutory rate of the tax, but they did not
know whether the rate was to be applied to the annual rental value or the
capital value of buildings and land. Furthermore, even respondents with a
knowledge of the statutory tax base admitted that the particular economic
situation of the taxpayer was taken into consideration when determicing tax
liabilities.

Information gathered from a case study conducted in a five-village area
of Kushiara union parishad, Sylhet district, provides additional insight into
the tax administration process. The computation of tax liabilities in
Kushiara is not based or 2 determination of annual values and a unifoi.n
tax rate. Instead, union officials simply decide, cn a more or less arbitrary
basis, what the tax liability of each resident will be. It is little wonder, then,
that the tax liabilities of different parcels vary considerably.

In the study area, there is only one brick building with a
concrete roof in the five villages. One of the richest farmers
of the area owns it. His union and chowkidary rates were
assessed to be Tk. 15. The house next to him is kutcha (iron
roof and mud plaster walls) and is owned by a smail farmer.
This man was also assessed at Tk. 15.

The concrete roof building could earn approximately Tk. 12,000
annually in rent; the Tk. 15 iax thus amounts 1o an effective rate of only
0.00125. The kutcha building would earn, at most, Tk. 3,600 annually
yielding an effective tax rate of 0.0041. Four other persons owning houses
of lesser, yet obviously unequal values, were all assessed Tk. 60 each.

Since land constitutes a reasonable proxy for wealth, further indication
of nonuniformity in the property tax can be gained from an examination of
the relationship between land ownership patterns and holdings tax
assessments (although the tax is levied only on buildings). While the data
in Table 6-1 suggest a general positive relation between land ownership and
amounts cf holdings tax due, the reiationship is far from uniform. Some of
those owning between one and three acres of land were assessed no taxes
whereas several others owning the same amount of land were to pay Tk. 11
or more.

Even though locai officials purportedly base tax liabilities on "economic
well being,” the ad boc nature of the assessment precess revealed in the case

4. Ibid.
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HOLDING TABLE 6-1
S TAX ASSESSMENTS BY LAND OWNERSHIP IN
FIVE VILLAGES OF KUSHIARA UNION PARISHAD,
SYLHET DISTRICT, 1981/82

Hou-:hold!-!olding Tax Liability (i )
o e Lisbility (in taka Total

S1 and d_

—(orm) 0 12 35 610 1125 2650 Absve  omn
0 6 1 7
001- 050 58 22 7 87
0.51- 1.00 18 14 14 1 47
1.01- 3.00 12 17 29 9 3 70
3.01- 6.00 3 3 14 2 22
6.01 - 10.00 i 4 2 2 9
10.01 - 20.00 3 2 s
20.01 and above 1 1 1 3
Total 94 57 54 27 12 3 3 250

SOURCE: Comrgliled by authors from Kushiara case study data and union parishad tax
records.

;tutdy rpakf:s it ?Jore likely that noneconomic factors will enter into the
clermination of assessed values. Farticularly im rtant is iti
towarfi the l.u'nsmen and political supporters of lhz unic?: parishadfx:;z-lbtzzs:
Such inequities in the tax undermine the people’s confidence in the local
govemmx and discourage payment of the taxes that are levied.

Holdings tax collection results are quite poor in rural Ban :ladesh. Teble
6-2' provifies two indicators of collecti~n performance in 10980/81 for 31
un:on parishads in the districts of Faridpur, Rangpur and Sylhet.5 The per
Capita yields from the holdings tax in this sample of unions are extremely
low, averaging Tk. 1.32 per person.  Due to the ad hoc nature of the
assessment process, collection efficiency ratios ars not necessarily good
measures of how successful a jurisdiction is in mobilizing resources. If tax
aseessments are low, a greater proportion of the taxes are likely to be
collected than if the initial assessments are high. Therefore, the overall
average tax collection ratio of nearly 50 percent cannot be viewed as an
indicator of acceptable collection perfi - Nevertheless, there are

3. Onlythoseunion parishads for which both questionnaire information as well

as financial data available are included in Table 8.2.
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TABLE 6-2 instances of extremely low collection efficienc

y ratios in the range of only
TY TAX PERPORMANCE INDICATORS 16-20 percent.
UNION PARISHAD FROFER The Kushiara case study fourd collection ratios within the range of the
1980/81 Property Téfulcam three-district survey data: 44 percent in 1975/80, 78 percent in 1980781,
*;:f C‘P“: Efficiency® and 54 percent in 1981/82. Given what are probably fairly consistent
District Usion Puiishad Revenues =acency

assessments year-by-year in this area, the relatively high ratio in 1980/81

ol Tx. 0.38 prompted further inquiry. The union secretary reported that toward the end
Pasidpur l’tmhMlih la 1.76 of 1980781, the area experienced a severe food shortage. The central
?hh;di - 3.59 governmeni provided grain which was distributed through local ration
X 0.78
Alipur

0 cards. The union parishad made the payment of the holdings tax a
Ramkantapur 0.

&
@ ;g dealers. The people of the area rushed to the union parishad office for ration
Mizanpur 0. 16
Kasiani 1.69 P

precondition for recziving the ration

cards, and the colleciion rate that year
Maheshpur 2.68 thus improved.
a1 What reasons can be given for such generally poor performance of the
Rangpur Ulipur ?g; 53 holdings tax? Primarily, it can be attributed to a very inadequate collection
Gunaigach 079 45 process which is further impeded by political facters. Tax collection in most
Dharanibari 0.86 30 union parishads is performed by appointed tax collectors who, rather than
Holokhana 0 . .
Kanthalbari 1.02 i being full-time employees of the local government, are compensated on a
Kholahati 0.46 20 commission basis—usually about 15 percent of totai collections. The
Ramchandrapur g";g 7 appointments tend to be granted to kinsmen and followers of elected leaders.
Boali 073 - Collectors may continue in their positions even with poor records of tax
:‘iﬁ’;‘:‘h 1.01 58 collection as long as they maintain & cordial relationship with union parishad
Kuptala 0.97 6_:7_ officials. It is rare for tax coliectors to be dismissed RO matter how poor
Darshana 0.83 their performance. Texpayers in the Kushiara casce study union parishad
L35 a8 preferred to pay their taxes directly to the union parishad representatives,
Sylhet gl‘:s‘::gmj 0.53 .61 primarily to obtain political patronage which the representative can provide.
Noorpur 0.95 3’; Many people default on their holdings tax payments, but few
Richi 0.44 . jurisdictions maintain accounts of amears and seldom do they pursue
Chadnighat 71—'(’)‘1’ 0 delinquent taxpayers with much enthusiasm. The two primary reasons for
Kamalpur 259 — the failure to pursue delinquents are the fear of provoking public criticism
Mustafapur 252 27 and loss of political popularity. In some instances, negotiations between
‘mm.' 0.02 _ the union parishad and the delinquent taxpayer are used to attempt to raise
Beani Bazar 0.51 57 fevenues. This technique is viewed to be more politically acceptable than
Kulsura G.56 use of formal, legal pursuit of delinquent taxpayers.
b Tk 132 47 There is a vast difference between the statutory basis of the holdings tax
Avenge end the manner in which it is actually admivigtered in the union parishads.
R The 8ocio-political environmeni tends (o discourage political
'R;n:;;ht:;' collocted to those impo Geflision-ma.kers from fully discharging their duties in the area of tax
- dable. ) collection. Furthermore, the system permits considerable political
sou;g;,n og;m suthors from nm:::mh&d sample, financial records, p intezference in the role elected union parishad members play in the
nterviews, and questionnaire

&sessment and collection process. There is also a circular dilemma in union
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parishad finances: local revenues are small and, therefore, provide for few
public services: in turn, the low level of public services discourages local
residents from paying their taxes. Finally, the intergoveinmental grants
system does nothing to encourage local resource mobiiization (Chapter 3).

Holdings Tax Revenues

The discussion above suggests that the overall level of holdings tax
collections in the union parishads is iow. But the tax nevertheless
constitutes the primary form of own-source revenue in these jurisdictions.
Information from 31 union parishads in Faridpur, Rangpur and Sylhet,
shows that the holdings 1ax generally accounted for more than one-half of
total own-source revenues during the five-year period 1976/77-198C/81
(Table 6-3). The relative importance of the tax in the overall revenue
structure of the unions deciined over the period from 48 percent in 1976/77
to only 35 percent in 1980/81, due primarily to increased flows of grant
money from the central government. In nominal per capita terms, holdings
tax revenues in these union parishads increased during the first three years
of this time period only to fall in 1979/80 and then rise again 1980/81." We
have derived the population estimates for the interim years by linearly

interpolating union populations observed in 1974 and 1981.

The observed fluctuation in per capita collections may be eitributed to
several factors. First, there is much variability in the per capita amouats,
as shown in the ranges exhibited in Table 6-3. To the extent that this
variability also occurs within a jurisdiction over time, overall means can be
affected significantly. Second, it may be that the lifting of msntial law in
1979 had a detrimental effect on the willingness of taxpayers to comply with
the local statutes. Several local leaders indicated that the national political
environment definitely affects the revenue-raising ability of local
governments in the country.

When adjustzd for declines in the purchasing power of the taka as
estimated by the consumer price index, tke per capita holdings tax revenues
exhibit very little growth over the period. In general, the data suggest that
the purchasing power of holdings tax revenues in these union parishads just
barely kept pace with the twin pressures of inflation and population growih.

6. Bangladesh Population Census, 1981: Union Statistics, Bangladesh
Bureau of Statistics, November 1383.

FEA TABLE 6-3
TURES OF UNION PARISHAD HOLDINGS TAX, 1976/77-1980/81

Fiscal Years

1979/30

16299
(40)

1978/79

17,920
(38)

21319
(4n

13322
G7N

10,131
34"

Mean Holdings Tz Revenves

(in taka)

1.20
0.02-3.%9

0.4
0.25-3.22

1.06
0.094.49

0.84

0.19-2.43

0.66
0.06-3.58

g Tax
R‘“S‘Ofpﬂ'cwlﬂolding

Tax (in taka)

Mean Per Capita Holdin
(in taka)

0.66 0.73 0.83 0.64 073

Moan Real Per Capita Holding

Tax (in 1976 taka)

1361 56.03 47.61 0.9

69.60

Share of Holdings Tax in Own-
Sowrcs Revenue (in pcmem)b

35.48

29.21

48.30 34.30 33.89

b

Share OfHOldinnglx in

» fiscal records and questionnaire data.

ber in the perentheses represents the number i oapute mean
: al : of obscrvations used 1o ¢
on 31 nmmpmsmdxfawinchdmmnvnihbleforﬂreenﬁmpeziod. *

: Cmdbymtbmfmmunionpm’sh;dnmple

*The n
bBased
SOURCE
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The ratio of per capita holdings taxes to per capita personal income
constitutes one common measure of tax effort, but the lack of local personal
income data in Bangladesh make it impossible to estimate such a ratio. Table
6-4 pro«ides an alternative indicator of relative tax effort disaggregated by
districts. Per capita gross district product is used as a proxy for per capita
personal income. Among the three districts, union parishads in Rangpur
district have the lowest property tax effori. Inierestingly, even though per
capita distri~t product ameng these three districts is lowest in Faridpur, the
tax effort in that disirict consistently exceeds that in the other two districts.
This finding indicates chat either district product is not an adequate measuze

TABLE 64
UNION PARISHAD PROPERTY TAX REVENUE EFFOKT IN FARIDPUR ,
RANGPUR, AND SYLHET DISTRICTS, 1976/77-1980/81

1976/17 1977718 1978/79 197980 1980781

Per Capita District Product
(in taka)
Faridpur 921 1108 1243 1468 1535
Rangpur 1121 1358 1405 1864 1980
Sylhet 982 1412 1451 1951 2152
Relstive to Faridpur
Rangpur 1.22 1.22 1.13 1.27 1.29
Sylhet 1.07 1.27 1.17 1.33 1.40
Property Tax Revenues Per
Capita (in taka)
Paridpar 0.74 112 1.31 097 1.30
Rangpur 0.44 0.52 0.84 073 0.83
Sylhet 0.80 0.98 1.20 1.06 1.28
Relative to Faridpur
Rangpur 0.59 0.46 0.56 0385 0.64
Sylhet 1.08 0.88 0.92 1.09 0.98
Tax Effort Kelative to
Faridpur®
Rangpur 048 0.38 043 0.59 0.50
Sylhet 1.01 0.69 0.79 0.82 0.75

*Computed as the ratio of relative (to Faridpur) taxes per capita to relative per capita
istrict o-
SOURCE: Union Parichad Financial Records, 1976/77-1980/81; Bangladesh Bureau of
Statistics, 198/ Statistical Yearbook of Bangladesh (Dhska: Bangladesh
Burean of Statisiics, 1982), pp. 363, 366-67.

.
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of tax capacity or that administrative practices outweigh economic factors
in deiermining the success of union parishad resource mobilization efforts.
Given the case study findings that local leaders are unwilling to collect the
holdings tax, it may also be that political consideraticns in tax administratior.
play important roles in generating the results shown in Table 6-4.

Growth of holdings tax revenues in these union parishads was erratic
toth in nomirnai and real terms.’ Elasticity estimates can be made to
estimaie the linkage between local economic growth and property tax
revenues. Such elasticity is measured as the percentage change in per capita
property tax revenues divided by the percentage change in per capita
income, in this instance measured by per capita gross district product. If
per capita GdP grows at the same rate as personal per capita income, then
the results are equivalent to income elasticity estimates. If per capita GdP
grows faster (slower) than personal per capita income, then the calculated
elasiicity underestimates (overestimates) the true income elasticity.
Estimates of the gross district product elasticity of per capita property tax
revenues shown in Table 6-5 are based on average growth rates in per
capita holdings tax revenues and per capita GdP for the period 1976/77
to 1980/81; they were calculated separately for the union parishads in
different districts.

In the two districts experiencing slower economic growth—Faridpzr
and Rangpur—per capita property tax collections grew slightly more
rapidly than did district product. This finding is somewhat unexpected, but,
because of the large year-to-year fluctuations in revenue, quite different
results would have been obtained had 1979/80 been used as the termiral
year of the ti-ac series. In Sylhet, which exhibited a considerably stronger
growth in economic performance, union parishad holdings tax revenues
grew only about ore-balf as fast as did district product. Unchanged tax rates
and an unwillingness to raise assessments or to pursue payments of the tax
may have led to these results.

7. For a discussion of local revenue instability in developing countries see

William Duncombe and Larry Schroeder, “Tax Instability in Developing
Countries and its Effect on Budgeting and Financial Management,"
International Journal of Public Administration 11(3) (1988): 271-309.
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TABLE 6-5
ELASTICITY OF DISTRICT LEVEL UNION PARISHAD
PROPERTY TAX, 1976/77-1980/81

P_ucem Change Percent Change
in Per Capita in Per Capita Gross District
Property Tax Gross District Product
Revenue Product Elasticity
Faridpur® 75.5 66.7 1.13
Rangpur? 89.4 76.6 1.17
Sylhet® 60.7 119.1 0.51

*Inchudes six union parishads for which we have data for the entire period.
c cludes cleven union parishads for which wz have data for the entire period.
Includes fourteen union parizhads for which we have data for the entire period.

SOURCE: Computed by the authors from union parishad financial records and estimates
oZ gross district product.

Future Role

Our study of the holdings tax in union parishads of Bangladesh involves
both the statutory ard actual basis of the levy as well as its revenue
performance. In general, the tax, as currently administered, leaves much to
be de:sired. At issue is wheiner and how performance might be improved.
Th.e impcrtance of such improvement is greater than ever before, since
union parishads are now almost entirely dependent upon this tax for
own-source revenues. If union parishads are to become fiscally sound and
bave some sense of local fiscal autonomy, the holdings tax must be
strengthened.

The current statutory basis of the holdings tax is adequate, although
overly complex. Cne can argue that with effective administration, the tax
could kave desirable economic outcomes. In less developed localities the
bulk of any increment from holdings tax revenues is likely to be spent on
dcve!opmem projects. Since most development projects in the rural areas
are site-specific, such as a road, embankment, or canai, then some postion
of the project benefits accrues to property owners at that site.3 Given a

8. SeeBatbam D. Miller, "Benefit Finansing in Bangladesh: A Review of the
Pos.n.bl_lxl:es. for Rural Pubiic Woiks," Asian Journal of Public
Administration, 6(2) (1984): 178-192.
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functioning property market, benefits of site-specific projects will be
capitalized in the value of the property. Properties which benefit more from
past and present public investments will have higher values than those
wwhich are less benefited, and the property tax should be higher on such
properties if the tax base appropriately captures value increments. The
property tax collected represents a return of a purtion of the beaefits to the
government. Tte tax may be seen as a benefit charge with desirable equity
implications.

Likewise, with proper assessment and collection practices, revenue
growti from the holdings tax should be sufficient to meet increasing public
expenditure needs. While there are some statutory inefficiencies inherent
in the tax, notebly the differential assessments between owner-occupied and
rented structures, such inefficiencies could easily be corrected. Overall, the
statutory basis of this tax needs only seme simplification and minor changes.

The major problems with ihis tax are attributable to its administration.
Each of the components of property tzx administration—assessment,
recora-keeping, and collection—must be improved. Those individuals
currently assessing tazes do not, for the most part, have any specialized
training in valuation practices. Lecal politicians anrually determine total
taxes in an ad hoc or politically-motivated fashion. Good property tax
administration is possible oniy if politics are removed from the valuation
function. Politics should enter only in the question of rate setting. One
suggestion for removing local politics from the valuation process, while
increasing the likelibood that the assessor is trained in valuation techniques,
is to station a full-time, paid assessor in each upazila. This valuation officer,
working under the upazila finance officer, would be responsible for
reassessing all properties in each union parishad every five years as directed
in the statutes. Local politicians could then "blame” local assessinents on
this higher lcvel of government, thereby deflecting the onus of higher
assessments from themselves.

It is also clear that there are considerable weaknesses in holdings tax
records. Assessment rolls are not up-to-date; the records do not clearly
indicate who has or has not paid their tax; and procedures for rccording
property sales/transfers are not well-defined. The valuvation officer, whose-
total time would not be consumed in reassessment of properties, couid also
be assigned the task of working with the union parishad secrciary io improve
bookkeeping procedures so as to increase the accuracy of records on tax
payment and nonpaymcat. Additional formal training programs provided
directly to the secretaries could be undertaken under the guidance of the
Local Government Division of the Ministry.
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Tax collection procedures are also inadequate. Appointments of tax
collectors are often politicaliy motivated. Those selected are sometimes not
committed o the task or aie pressured to overlook the nonpayment of the
tax by influcatial persons and relatives of tre union parishad chainnan. The
use of roving private collectors also presents greater opportunity for
taxpayer-coliector collusion and, -inless policed very closely, for collector
fraud through nonissuance of receipts. It may be helpful to abandon this
payment method in favor of personal appearances of taxpayers at the union
parishad headquarters or at specific preannounced sites throughout the
union, such as the local market on specific market days.

Also important is the need for some direct incentive to be given to local
taxpayers to comply with the legal tax Liability. One method, mentioned
above in describing the Kushiara case study, was to tie benefits from
centrally-administered programs, such as issuance of ration cards or
permission to purchase subsidized rice, to documented proof of payment of
the holdings tax. This practice could be extended to other services provided
through the union parishad as well as to the issuance of nationality,
character, birtk, or death certificates.

Education of politicians ard taxpayers must go hand-in-hand with these
structurat changes designed to improve taxpayer compliance, Paying taxes
ig less painful if taxpayers recognize that they derive some benefit from the
taxes they pay. Likewise, political decision makers must de willing to
coll=ct the taxes levied and implement techniques for improving tax
compiiance. The latter is possible both through formal legal methods of
collecting delinquent taxes {according to our survey, when these methods
are used, people do pay) and informal methods of encouraging compliance.
Inforn:ai methods include campaigns which buiid upon a sense of
community and stress the importance of everyone paying his share to
support projecte undertaken by the focal government.” The upazila property
tax technician could aid in carrving out thes= educaticnai efforts.

In summary, the holdings tax imposed ¥:- .. 2ion parishads in Bangladesh
is a good example of a revenue instrument that contains few major
theoretical flaws but has failed in practice. The fuilure can be traced
primearily to difficulties in administering thic levy. With some changes in

9. Similar programs were found to yieid positive results its the Philippines. See
Roy Bahl and Larry Schroeder, "The Real Property Tax," in Loca!
Government Finance in the Third World: A Case Studv of the Philippines,
ed. Roy Bahl and Bar" aru D. Mitler (Nsw Yoix: Pracger Publishers, 1983),
pp. 46-81.
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its statutory basis and the rules which underlie this tax and with considerable
efforis to improve administrative practices at the local level with insertion

of the proper incentives to implement these practices, the tax could improve
revenue performance by union parishads
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Business Taxes and Fees
Larry Schroeder

Local governments in Bangladesh have the authority to use numerous
minor revenue sources ranging from taxes on local businesses to taxes on
births and marriages. Business taxes and fees are two sources that currently
generate some small amounts of revenue but that have the potential to
becr 1e more important generators of own-sowce revenues.

-sinesses are popular targets of local taxation in many developing
countries, particularly in urban areas.! At present in Bangladesh the tax on
professions, trades and callings does not yield an especially large amount
of revenue. It is probably for that reason that not much attention has been
paid to this levy in analyses of local public finance in the country. As
upazilas develop with each containing a marketing center, ¢iere should be
increased poteatial for revenue generation from businesses; however, for
this potential to be realized, certain changes in the structure will be
necessary.

The second source of local government revenue considered here is from
fees imposed on the use of local public enterprises. Particularly important
in Bangladesh local governments are fees charged for the use of ferry
landings and for markets with additional potential revenues to be earned
from some major farm-to-market roads built and mzintained by local
jurisdictions. Particularly unique in Bangladesh is the use of a
private-gector oriented franchise system to operate these facilities. Again,

1. Roy Bah! and Johannes Linn, Urban Public Finance and Administration in
Less Developed Countries (Washington, DC: The Word Bank,
forthcoming); and Robert J. Beanett, "Local Business Taxes: Theory and
Practice,” Oxford Review of Economic Policy 3 (1987): 60-80.
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there appears to be a poteatial for incrcased revenue generation from these
sources.

The Business Tex

Prior to the implementation of the decentralization policy, union
parishads had the statutory authority tc tax local businesses, but this right
was tracsferred to the upazila parishads upon their creation. Paurashavas
had, and retained, the authority to impose such taxes, Since each upazila
will contain a market center that is at least semi-urbanized, business taxes
can become iraportant revenue producers for upazila parishads. At present,
however, -.::siness-based local taxes are relatively unireportant.

As is the case for all local taxes in Bangiadesh, the structure of local
business taxes is controlled by the central government. Under the
ordinances, taxes on professions, trades and callixgs are specific taxes, i.e.,
levied at a fixed amount rather than based upon the amount of bu;iness
conducted. Localities can, however, impose diffcreiit rates on different
types of business. Nevertheless, the specific rates mean that revenues from
this source can grow only through discretionary increases in the rates
imposed or from additional businesses being formed within the taxing
jurisdiction. There is no automatic growth in reveniics directly linked to
increased prices or growth in business incoines.

The statutes specify maximum rates which a locality can impose. There
is nothing ir the rules which states that localities must impose these
maximum rates or even that all types of businesses listed in the rules must
be taxed by individual jurisdictions. One major problem associated with
the setting of maximum tax rates by the Ministry of Local Government is
that there can be long lags between changes in these allowable rates. In
fact, new rules written in 1983 replsced rules originally imposed in the early
1960s, loug before the independence of Bangladesh.

Table 7-1 displays the maximum rates which upazila parishads are
allowed to levy under the tax on profession:, trades and callings. These
rates are considerably greater than those 'vhich union parishads were
allowed 0 impose under the 1960 tax rules. The maximum amount that
could be charged by union parishads (aiso, the maximure ailowable rates

for urban governments) was only Tk. 50. Evea the 1983 rates are not
particulariy high; the highest rate of Tk. 500 per aanum for milis or factories
employing more than 100 workers constitutes 2 small propostion of total
labor expenditures and, therefore, probabiy a very low proportion of total

L
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TABLE 7-1
MAXIMUM UPAZILA PARISHAD TAXES ON BUSINESSES
(in taks)
Maximrr)
Source Amount
1. (=) Godown 50
(b) Cold storage 100
2.  (») Regular shops (excluding hawkers—those buying or
selling goods in open space) with structurss
(i) Large (with investment above Tk. 10,000) 20
(iij Small (with investment up to Tk 10,000) 10
(b) Hotel 50
(c) Restaurant 20
(d) Tea-stall 10
(¢) Saloon znd laundry 10
3. Cinema hall 250
4. Rice mill, flour mill, oil and saw waill (power driven)
and other mills not covered 50
5. Mill and faciory having fewer than 10 workers 50
6. Mill and factory having 10-50 workers 100
7. Mill and factory having 50-100 workers 250
8. Mill and factory having more than 100 workers 500
9. Rickshaw 10
10. Auto-rickshaw 10
1L Taxi 30
12. Bus, truck and launch (license obtained from the upazila
pui:had,ﬁunwberetheaenrvicumopanwd) 100
13. Brickficld 100
14.  Rate chargeable for snlistment as contractors
(a) 1t Clazs (no limit) 500
(b) 2nd Class (up to Tk. 400,000) 300
(c) 3rd Class (up to Tk. 250,000) 100

SOURCE: Govemment of the People’s Republic of Bangiadesh, The Upazila Parishac
(Taxation) Rules, 1983 (Dhaka).

revenues. Indeed, the allowable rates should be viewed as little more than
regulatory fees rather than as revenue-generators. If additional revenues
are to be raised from this source, considerably higher allowable rates will
be necessary.

We do not have information regarding actual tax rate structures imposed
by upazila parishads since the authority to impose the professions, trades
and callings tax was transferred to this level of local government after our
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fieldwork was c:ompleted.2 We do have data regarding the rates which a
small number of union parishads ir Faridpur, Rangpur and Sylhet districts
imposed on businesses in 1982 (Table 7-2). Generally, the rates are
extremely low, a finding which supports the statement above that they are
used more for regulatory purposes rather than as resource mobilization
devices. Furtocr, less than one-half cf all union parishads in the sample
imposed any taxes at all on local businesses. The combination of low rates
and spotty coverage of the tax suggests that not only does it fail as a revenue
producer, it is also not a useful regulatory instrument.

TABLE 7-2
TAX RATES ON PROFESSIOLNS, TRADES AND CALLINGS
IN SELECTEL UNION PARISHADS, 1982

(in taka per year)*

District and Shops and Mills and Medical
Union Parishad Traders Factories Prectitioners Contractors
Faridpur

Khowajpur 50
Rangpur
Kanthalbari 6-12 12 12
Holokhana 5
Boali 2-15 50-1G0
Badiakhali 5-300
Ulipur 24-50
Ramchaadmapur 5-10 50-100
Darshane 50-500
Sylhet
Akailkura 6-14 25
Noorpur 2-25 25 10 12
Mustafapur 515 23-50
250-500°
Shaistagan;j 6-50
Khalilpur 5-10
Kamalpur 5-20

°Whmtmngc-mpwvided.mimpmd genenlly depend on aize of business.
szickyanh caly.
SOURCE: Computed by author from unica , stizhad sample and fiscal records.

2. in fact, it may be that few upazilas bave used this taxing power since the
upazila parishads have been recipients of extremely large grants from the
govemnment and are thus unlikely to puirsue such gources of financial
support.
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Since we have no information concerning the revenue productivity of
the business tax in upazila parishads, the only indicator of revenue yields is
based on union parishad data. The revenue performance of taxes on
busiaesses and vehicles by union parishads is not encouraging. The
business tax, including taxes on vehicles, constituted only about 2 percent
of total union parishad revenues (never more than 4 percent of own-source
revenues) and, on a per capita basis, amounted to about Tk. 0.10 in 1980/81.

Given the generally poor state of administrative expertise at the union
level, one might anticipate that per capita collections wili be greater in
upazila parishads. This possibility assumes, however, that upazila
parishads will be willing to impose this tax and will not rely eatirely upon
intergovernmental grants to constitute their only source of revenue.

Evaluating these taxes and fees can be done on grounds of equity,
revenue growth, and efficiency. The equity issue is complex and difficult
0 measure. Taxation of business caa be justified on the grounds of
benefit-based taxation, although (e issue of who ultimately bears the
burden of the tax and emjoys the benefits of the spending is far from‘
clearcut. Many of the services provided by local governments, especially
those in more urbanized areas, yield benefits to businesses. Streets and
16ads, conservancy services, and drainage services all permit businesses to
operate more cheaply than if the establishments had to provide these
services for themselves. While it is probably the case that all businesses
derive some benefits from Iccal public services, it is difficait to judge
whether the rates employed accuraiely reflect differential levels of benefits.
With a rate structure that differentiates only crudely between different sizes
of businesses engaged in the same industry, there is little reascz to believe
that vertical equity principles are accomplished.

Ween taxing businesses at the local !evel in low-income greas there is
always a conflict between finding a base for the tax that is equitable acioss
different business and that can be administered locally. While profits might
Tepresent a reasonable tax base that would distinguish among businesses on
their relative abilities to pay, determining the tax base for different
businesses is a difficult task. Instead of basing taxes on profits, local
governmeats in the Philippines base taxes upon esiimated 8rC88 revenues;
however, even this tax base is not easily deteanined for many small
businesses that do not mzintain accounts.? In many francophcne African

3 Rode:landhnySclnoeder,"ﬂxaninessLioemeTm"inLomi
Government Finance in the Third World, ed. Roy Bahl and Barbara D.
Miller (New York: Pracger Publishers, 1983), pp. 82-99. '
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nations local governments impose the patent, a tax on businesses that is a
combination of a flat tax (similar to that currently used in Bangladesh), and
a tax based upon the value of the property owned by the business.® Other
countries allow localities to base business taxes on the number of employees
or on the amount of floor space occupied by the business. Unfortunately,
all of these alternative bases can discriminate significantly between
different kinds of business pursuits with their differing capitzl-labor ratios.

Vehicles constitute another form of local tax base that might be used
more extensively in upazila parishads. Cumnrently, localities are allowed to
tax only nonmotorized vehicles (rickshaws, bicycles, carts). With
additional economic growth ard increased usage of automobiles, extending
this tax base to motorized vehicles v-ould constitute a desirable addition to
the lo2al tax base since such taxes would be related to benefits derived from
local spending on road maintenance and would generaily be progressive in
their incidence.” Receni reviews of local government finance in Indonesia
have recommended similar chemges.6

The revenue growth implicatiors of the current tax on professions, :rades
and callings were noted above. The tax is inherently inelastic with respect
to changes in local incomes and prices. Even if the Ministry of Local
Government were to change the maximum allowable rates on a regular
basis, discretionary changes in the specific rate structures of individual
jurisdictions would be necessary for increased revenues to be obtained.
While the low allowable rates in Banglac=sh limit the amounts of revenue
that can be generated by the tax, they aiso limit any unfavorable neutrality
or equity implications of the tax. The low rates make it unlikely that
interjurisdictional differences in the tax rates would have any real effects
on the location of businesses. Similarly, rate differentials across types of

4. See, for example, lerry Miner and Robert Hall. Local Revenue
Administration in Burkina Faso. Monograph: 17, The Maxwell School,
Syracuse, NY: Syracuse University, 1956 for a discussion of the
administration of this levy,

5. The desirability of motor vehicle taxation by local governments is reviewed
in Roy Bahl and Johannes Linn, Urban Public Finance and Administration
in Less Developed Countries.

6. See Nick Devas, "Loca' Taxation and Rela’ed Issues of Central-Local
Financial Relations," Pzpers on Regional Finance for the Government of
the Republic of Indonesia, Development Administration Group, Institute of
Local Government Siudies (Birmingham, England: University of
Birmingham, 1986).
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businesses are probably not ir: -+ iant enough to have any significant effect
on the composition of business cctivity.

Just as the low rates minimize any nonneutralities, they also essist tax
compliance. There is little reason for businesses to avoid payment of such
low tax burdens. In small jurisdictions with relativeiy few business
establishments the task of administesing the levy is not particularly great,
and it is made even easier by the fact that the statutory rates do not require
determination of the level of business activity. Still record-keeping is
necessary as are some minimal efforts at collecting the tax. Administration
would be benefited if certificates (licenses) issued upon payment of the tax -
had to be publicly displayed. Yet, unless higher tax rates on profzssion,
trades and callings are imposed, there is little resson to alter current
administrative practices since such changes would add to administrative
costs without producing substantial revenue effects.

Public Enterprises

One potential revenue source for at least some rural local governments
in Bangladesh is public enterprises. Nearly every upazila contains markets,
localiy called haats or bazaars (with the former open daily and the latter
operated weekly or biweekly). In many rural areas of tae country where
there are numerous rivers but few bridges, ferry boats constitute the primary
means of crossing rivers. The lLocal Government Ordinance permits local
governments to provide ferry services. Finally, some other activities are
opeiated by local governments including modern market buildings called
"shopping centers” (permanent iulti-siore structures bailt by local
governments and rented to private leaseholders), slaughterhouses, and a few
rural roads.

It is common for local governments in developing countries to operaie
enterprises which yield benefits to users and which have the potential to
generate additional revenues for the loc.nlity.7 While in many couriries
throughout the Third World local goveinments themselves operate the
enterprises, few local governments in Bangladesh manage and operate

7. See Bah! and Line, Urban Public Finance and Administration in Less
Developed Couritries; and David Greytak and Benjamin Diakno, "Local
Govemnment Public Enterprises,” in Local Government Finance in the Third
World: A Case Study of the Philippines, ed. Roy Bahl and Barbara D. Miller
(New York: Pracger Publishers, 1983), pp. 140-187.
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facilities using public sector employees. Instead, leases are auctioned to
private operators to provide the service; the entire proceed of the auction is
turned over to the local government. Al revenues subsequently generated
by the enterprise activity are kept by the private lease holder. This is a
unique public-private partnership which can have some advantages to the
local governments, but it is not without potential protlems.

The auction technique is used by localities to provide for the operation
of markets, ferry ghats, and toll roads. The leases are generally for one year
and are issued to the highest bidder in an auction held between four and six
weeks prior to the subsequist lease period.8 Most localitizs use verbal
bidding. Commonly, some proportion of the winning bhid must be paid
immediately with the remainder due within a few weeks to several months
of the auction. In the auction process employed for toll roads in Sylbet
district, the zilla parishad retains the option to hold additional auctions if it
is felt that higher bids could be obtained. If the willing bid at the later
auction is less than the previous auction winning bid, the previous auction
winner has the right cf first refusal, i.e., he can obtain the franchise (at the
level of his earlier winning bid) even though he was not the winner ir the
subsequent auction. The Sylhet zilla parishad put no limit on the number
of auctions they hold in any particular year.

The bidding process, if efficient, should result in no excess profits to the
winning bidder. A necessary covdition for this outcome to occur is that there
be a sufficient number of bidders in each auction. Table 7-3 displays the
cumber of bidders participating in each auction for each of the Syihet roads
during the period 1977-1981.” For the cases in which there was more than
one auction held, the number of bidders at each auction is shown. In no
case was the winner of an earlier quction granted the franchise, suggesting
that the option of allowing for subsequent auctions has beesn successful in
extracting additional economic rents from the potential bidders.

The number of bidders has ranged fromn zero (in two cazses) to as many
as ten. When a new toll franchise is offered, neither the potential bidders
nor the locality is likely to have much information regarding appropriate
bids. This fact may explain why, except for Sylhet district’s

8. Some urban governmeuts in Bangladesh have used similar methods for tax
collection activities with winning bidders given the right to collect octroi
taxes imposed on goods entering the city.

9, Sylhet zilla parishad records include the names of individual bidders and
the amount of each bid. -

TABLE 7-3
NUMBER OF AUCTIONS AND BIDDERS ON SYLHET TOLL ROADS

Fiscal Year

1979-80
Numter

1978-79

1977-78

Toll Roed

Bidders
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1981-82

1980-81
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franchise izsued.
SOURCE: Sylhet zills parishad records.
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Tamabeel-Jaflong Road in 1977-78, mcre than a single auction was used in
the first year of a toll road’s operation.

The auction winners bave different responsibilities depending upon the
services being provided. Ferry operators must provide the ferry toats and
personnel to operate them. Toll road franchise winners provide oaly toll
collectors. Those businessmen earning the right to opcrate markets must
supply the labor to collect the fees and to keep the markets clean.
Maintenance of the facility itself is, however, the responsibility of the local
governmexit; as well, local authorities are responsible to inspect the premises
to insure that proper fees are being imposed, that the fee :chedule is
displayed, and that the facility is being maintained in a sanitary condition.

Under the auction-le2<e approach, the leaseholder is permitted to keep
all revenues collected. The primary advantages enjoyed by the locality
under this arrangement are that all revenues are received near the start of
the fiscal year rather than throughout the year and that the locality is not
required to use and supervise its own personnel to operate these facilities.
Furthermore, in the case of ferry ghats, the local government is not required
to maintain the ferry boats themselves. The auction technique is also, at
least theoretically, an ideal system to maximize local government revenues
mobilized from these activities. Maximizatior requires, however, that a
sufficiert number of bidders participste in the aucticn to make it competitive
and to insure that bidder collusion does not occur. Even then the auction
market may not maximize local revenues since bidders are unlikelv to have
full information regardiag the revenue potential of a market and, wierefore,
may be conservative in their bids.

A second form of enterprise administration has been used in a few local
governments in Bangladesh, mostly in cities. Under this alternative, a
capital investment is made by the city and Icng-tesm leases are provided to
private entrepreneurs. The most common form of enterprise is shopping
certer buildings containing shops that are leased to shopkeepers under
long-term leases (of at ieast five to ten years or often longer). The
leaseholder pays an initial fee for the privilege to rent space in the shopping
cenmier. The sum of these payments from the various shopholders is .71
sufficient to pay for the construction of the building. Monthly rents are iren
also imposed cn the leaseholders by the local government. These paymenis
are used to provide maintenance and utilities 0z the structure. At the same
time, most local officials admit that the monthly rents are usually only a
fraction, seldoin more than oane-half, of what the privale market would
charge for equivalent space.
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There are a few instances in which local governments provide enterprise
activities directly. One example of this arrangement is in Dhaka where daily
markets are provided by the municipal corporation. Other things being
equal, this approach should yield greater net revenues since the local
governrient would retain the normal profits earned by private enterprises
under the franchise system. On the other hand, the local government may
be inefficient in its management of the facilities resulting in smaller overall
revenues than with the private entrepreneurs managing the operation. In
light of increased privitization of public services throughout the Third World
additional study of these alternative institutional arrangements seems
desireable.

The level of revenues associated with local entersprises is highly variable
and dependent upon several different factors. In great part, the amounts of
money which can be raised depend upon the opportunities available within
a particular jurisdiction. For example, sgome local governments are located
in areas where numerous ferry ghats are not only possible, but are necessary
due to the local terrain. Likewise, some localities have traditicially been
the site of major haats and, therefore greater revenues can be derived from
guch locations. Even though the enterprises are operated by the private
sector, the leaseholder has no influence over the prices to be charged. The
local government has the power to set the fees, although a:y change in the
fee schedule requires the approval of the government.

Fees have never been an important revenue source for zilla parishads,
primarily because they have a productive alternative revenue source—the
immovable property transfer tax. The oely zilla parishad activity for which
fees are usually imposed are ferry ghats and zilla parishad roads. During
the late 1970s and early 1980s only about 2 to 3 percent of total zilla parishad
revenues were generated in this manner (see Chapter II). On the other hand,
our study cf toll roads in Sylhet found that there is the potential for greater
use of such a revenue mobilization technique. Tolls in Sylhet raised more
than 20 percent of the total expenditures on those roads for which toils were
being charged.

Upazila parishads are now to be the sole local government beneficiaries
of market fees raised within the jurisdiction. While a pertion of the monies
thus raised are to be used to maintain and improve market facilities

throughout the upazila, excess funds can be used however the locality sees
fit. :
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There are several good reasons for local governments in Bangladesh to
rely on user fees associated with local public services.”~ Foremost is the
fact that user fees constitute the most obvious form of beneficiary charge;
users must value the benefits of the services provided since their actions
show they are willing and able to pay for the service. To the extent that user
fees offset the total costs of producing the public service, tax financing, with
the political and economic costs it may entsil, is unnecessary.

Although user charges have desirable attributes, there are some limits
on their use that should also be recognized. One such limit concemns the
extent to which the service being provided yields benefits to society as a
whole, in addition to those who were willing to pay the fee. In such
situations, the employment of fees car result in a suboptimal level of
services. Since the services for which fees are collected in Bangladesh do
not have such spillover effects, this problem is not particularly significant.

A second reason to qualify approval for user fees is the equity question.
Fees can exclude low-income E)f:r:ons from a service and therefore may be
deemed socially undesirable.” To the extent that markets have some
beneficial redistributional effects, market fees which are below full custs
are probably appropriate. Unfortunately, the aucticn method of
administering market fees does not lend itself to such subsidized pricing.

Interestingly, the shopping center schemes that have bezn used in several
cities, most extensively in Chittagong, are subsidized even though there is
litle apparent reason for such subsidization. These shopping centers in
cities are permanent structures that contain retail outlets for which the
retailers pay a subsidized rent. While this subsidy might result in sightly
lower prices, the fact is that the retailers lucky enough to obtain space within

10.  Fordiscussions of the potential roles of user fees by local governments see
Ved Prakash, "Role and Structure of User Charges in Financing Urban
Services in Developing Countries,” Regional Development Dialogue 7
(Aumimn, 1986): 1-24; acd Kenneth Davey, Financing Regional
Government: International Practices and Their Relevance to the Third
World (Chichester: Wiley and Sons, 1983).

11.  Although equity considerations may constitute a constraint to the levying
of fees for some services, some analyses show that equity goals can be
attained while charging for some social services. See Johannes F. Linn,
Cities in the Developing world: Policies for Their Egquitable and.Efficient
Growth (London: Oxford University Press, 1983); and Emmanuel Jimenez,
Pricing Policy in the Social Sectors: Ccst Recovery for Education and
Health in Developing Countries (Baltimore, MD: The Johns Hopkins
University Press, 1987).
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the shopping center are in competition with other retailers who were not so
lucky. An unfair advantage: will be enjoyed by retailers located in these
facilities. Furthermore, it is difficult to argue in favor of income
redistributional benefits attainzble from these retail nutlets rathzr than for
similar benefits from weekly or daily markets located near low-income
families. Thus, there appears little justification for subsidy of shopping
centers owned by local governments. Indeed, the economic benefit to the
general public of such activity is questionable, especially if the activity is
cubsidized. If the activity is profitable, there is little reason for the public
sector to getinvolved in the activity since its net effect is to crowd out private
sector initiative. On the other hand, if the private sector is not engaged in
the activity since it is not economically viable, then there is also littie reason
for the public sector to do so unless there are other major social benefits
obtained from such services.

Future Roles

This chapter has addressed some of the general issues associated with
the mobilization of resources tied to particular economic activities within
Bangladesh localitics. In the long-run it will be desirable for local
governinents to place greater emphasis on business activity as the basis of
lccal revenues. The primary advautage of such instruments, if designed
appropriately, is that tney can produce revenues which grow automatically
in response to increases in prices, population, and incomes. As curently
imposed, the tax on professions, trades, and callings does not accomplish
this objective. With additional analysis a better instrument could be
designed.

User fees, especially those associated with certain basic local
government services including markets, ferries, and roads, are more likely
to be important revenue producers in the short-run than are local business
taxes. The analysis suggests that using auctions and private leaseholders to
deliver the services can have the advantage of maximizing ¢ cal revenues,
but only if particular conditions are fulfilled. Finally, local government
subsidies of particular enterprises, such as the case of provision of
permanent structures to be shopping centers, should be reconsidered as they
satisfy neither efficiency or equity criteria.
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Voluntarism
Showkat Fayat Khan and Barbara Diane Miller

One often overlooked possibility for augmenting local resources in
Bangladesh is to increase local voluniarism (cash, in-kind, or labor
donations) and incorporate it into development planning. Voluntssism can
be channeled either through the private sector or the public sector; this
chapter considers the latter since the government in Bangladest: is largely
responsible for rural development projects. Additionally, this chapter is
focused on public works-related projects end not the entire range of
developmen: =fforis.

Local voluntarism has several advantages as a source of local
government finance for public works projects in Bangladesh.l First,
voluntary contributions for development projects are culturally sanctioned
and socially feasible under certain conditions. Second, there is an
abundance of labor, especially during the dry season, that some
developmentalists fzel could be mobilized as 2 local government resource
for building and maintaining rural works. Third, the government of
Bangladesh has consistently supported varicus programs that incorporate
voluntary activity into the domain of local government. Some important
lessons can be learned from these experiences.

It is difficult to define precisely the ingredients for successful
incorporation of voluntarism into local government development projects,
but three factors are key:

* Indigenous culture, including ideology, social organiza-
tion, and political factors thai promote or inhibit volun-
tarism;

1. "Voluntarism" is detined, minimally, as "the offering of goods or services
through one’s own free will."
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« Government policies that allow for or inhibit coordina-
tion with local pztterns of voluntarism;

o The availability of a surplus of wealth, labor power,
managemeat expertise, and time among a broad portion
of the population.

Within apy specific country context, each of these three general factors
should be considered in appraising the feasivility and effectiveness of
efforts to promote increased voluntarism. It is recognized that several of
more gpecific variables are also important at the local level such as
leadership, the nature of a particular public good and its relevance to the
area, incentives to participation, and the effects that these have on
controlling the free-rider problem.

These three factors—culture, surpius labor, and central government
policies—contain both potentials and problems for greater reliance upon
voluntarism in Bangladesh. In this chapter, we discuss each factor on the
basis of evidence from the secondary literature, government reports, field
interviews with local government officials, fiscal records, and long-term
participant observation in Kushiara union, Sylhet district.

Socio-Cultural Factors

The socio-cultural factors examined here are divided into those related
to the ideology of giving, social institutions, and political institutions.
Within these sub-categories, various potentials of voluntarism will be
discussed as well as the related ccnstraints.

Islam, the predominant religion in Bangladesh, contains important
norms about voluntary giving. In 1974 Muslims constituted 85.4 percent
of the population of Bangladesh; Hindus, the only other numerically

2. The free rider problem refers to the situation when someone consumes a
good without contributing to its coce.

3. The fieldwork was carricd out by Showkat Hayat Khan. ror details see his
study, "Local Leadership and Rural Development in Bangladesh: A Case
Study of Kushiara," doctoral dissertation, Department of Anthropology,
Syracuse University, forthcoming.
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significant religious group, formed 13.5 percent of the population.‘ In the
Islamic tradition, the concept of zakat is noteworthy. Scholars of I amic
law dispute the meaning of the term: whether it is a compulsory tax or a
voluntary form of charitable giving, whether or not zakat is synonymous
with sadaqah as "almsgiving," and what relevance the cor:cept of zakat
would have for public finance in a modem state.’ Zakat is translated
generally as almsgiving and is one of the five pillars of the Islamic faith.
But it also has been iuterpreted as a tax on wealth collected by the state to
be used for the poor, or as a voluntary contribution from the wealthy for the
poor under supervision of the sua‘e. There is some indication that zakat can
be used to finance public goods as a "condibution that every Muslim, man
or woman, of means must make to further social assistance and subsidize
establishments and works of public welfare for the benefit and progress,
i.e., the growth of the Islamic Nation."®

In addition to doctrinal legitimation, the degree of popular consensus
and practice must be considered. In Bangladesh, we know little ab~uy the
practice of Islam in rural areas, particularly relating to voluntary behavior.
One source documents that certain village "assets” such as the burial ground
and madrassa (Islamic school) are_considered public property and are
maintained "frown public donations.”’ Another source refers to the giving
of z~nual dues by the mosque congregation as caanda (dues) for the upkeep
of the mosque and to pay the prayer-reader.

4. Bangladesh Bureau of Statistics, Statistical Yearbook of Bangladesh
(Dhaka: Govemment of the People's Republic of Bangladesh, Statistics
Division, Ministry of Planning, 1981), pp. 52-53.

5. See the discussicas in Keaneth Cragg, The House of Islam (Belmont, CA:

Dickenson Publishing Company, Inc., 1969) pp. 47-48; A. Bena Shemesh,

Taxation in Islam, Vol. I1l, (Leiden: E.J. Brill, 1969) pp. 25-32; Peter J.

Bertocci, "Models of Solidarity, Structures of Powe.: The Politics of

Community in Rural Bangladesh," Political Anthropology Yearbook I:

Ideology and Interest: The Dialectics of Politics, ed. Myron J. Asonhoff

(New Brunswick, NJ: Transaction Books, 1980) p. 104.

Shemesh, Taxation in Islam, p. 21.

A KM. Aminul Islam, A Bangladesh Village: Conflict and Cohesion, An

Anthropological Study of Politics (Cambridge, MA: Schenkman

Publishing Company, 1974), p. 46.

8. Peter Bertocci, "Elusive Villages: Social Structure and Community
Organization in Rural East Pakistan,” doctoral dissertation, Michigan State
University, 1970, p. 125.

N
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Fieldwork in Kushiara reveals that zakat i not involved in any formal
way with !ocal govanment.9 Everyone who has amassed a surplus is
prevailed upon to give zakat and its giving is widely practiced. There is a
tendercy, however, for people to underestimate the percentage of what they
should give. Zakat is usually given in the form of cloth (saris, lungis) and
is distributed first to needy kinspeople and then next to needy neighbors.
The distribution is effected from family to family—neither the state nor the
mosque is involved in overseeing the operation. On occasion, one’s zakat
for the year can be partially convered into a cash contribution to a cause
promoted by the mosque such as repairs. One would then give less as zakat
to relatives and neighbors that year.

Hindu doctrine presents a rather different picture. There is little in the
scriptures which legitimizes the kind of almsgiving promoted by Islam.
While Hinduism traditionally encourages the giving of food to wandering
sadhus (holy men) and destitute beggars, therc is no formalized concept of
regular redistribution from thc wealthy. In terms of voluntary behavior of
Hindus in Bangladesh, th: giving of chanda has been notec}oby an
anthropologist who worked in a rural area of Comilla di,'rict.'’ Aziz
reports that Hindus give cash contributions on a regular basis for religious
festivals held in the bari (neighborhood). Chanda (or, in some places,
chaday) is a common Bengali word referring to dues, or contributions, made
to a specific cause. Although chanda is frequently collected in cash or kind
for religious purposes, fieldwork reveals that it is also a financing source
for secular projects such as repairing a road or constructing a latrine.
Chanda can be collected through the influence of the mosque or temple, a
local gevernment committee, or an ad hoc committee of citizens desiring to
underiake & specific project. Village or neighborhood influentials usually
collect contributions, aad their means of "enforcement” is persuasion
buttressed by social norms concerning generosity and the stigma labelled
kripon (stingy). Chanda is collected from the direct beneficiaries of a
particular project; those who attempt to avoid paying (“free riders") are
easily apparent to the public eye. In a Rangpur village, contributions to

9. See Showkat Hayat Khan, "Local Leadership and Rural Development in
Bangladesh."

10. KM Ashraful Aziz, Kinship in Bangladesh (Dhaka: Intemational Centre
for Diarrhoeal Disease Research, Bangladesh, Monograph Series No. 1,
1979) p. 34.
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Hindu religious events are called musti and are collected by the respected
men of the village.l ! Musriis given in the form of handfuls of rice. A similar
practice occurs in Kushiara union among Muslims where housewives
regulaily put away a handful of rice which is thep periodically given 10 the
mosque as musti.

Questionnaires we administered in interview sessions with officials in
our sample of upazilas and unions in Faridpur district revealed little in the
way of chanda or other monetary contributions being mobilized for rural
works projects. The situation was different in Sylhet district where we
found some instances of monetary contributions: one union parishad had
received small contributions to the general fund from residents living abroad
during two different years; another had built a wooden bridge through
monetary contributions and also reported small contributions placed in the
general fund. Union-level interviews in Rangpur revealed no income from
contributions, but chanda is cited in several budgets as a miscellaneous
expenditure (perhaps a contribution to poor families in the area).

Zakat, chanda, and musti are locally accepied concepts relating to
contributions that provide for some kinds of collective goods. 12 Some
policy alternatives aimed at tapping contributions in Bangladesh present
themselves. One cculd increase efforts to mobilize zakat, but the
disadvantages to this option seem to outweigh by far the advantages. Zakat
is religiously specific, that is, tied to the Islamic faith and therefore does not
have ideological appeal for the many Hindus who still live in Bangladesh,
particularly in some regions. It would be preferable to select a religiously
neutral term for contributions. Additionally, it is uncertain if either doctrine
or popular belief would favor using zakat consistently for public works
construction or maintenance since it is generally viewed as a method to
redistribute wealth betweea kinspersous.

Alternatively, increased efforts could be made o mobilize chanda or
musti. The advantages of mobilizing contributions under these names are
Clear. Both Hindus and Muslims employ the words and they have no
religious specificity. Chanda implies a one-time donation given for some
gpecif:~ neighborhood purposes. Musti, on the other hand, is regularly
8aved and then deposited for either one project or several. Field interviews

1. William Von Schendel, Peasant Mobility: The Odds of Life in Rural
Bangladesh (Assen, The Netherlands: Van Gorcum, 1981), p. 70.

12 Tt is important to note the lack of a widely used term for the donation of
hborsud;asisfmndinoounui&sndivemasSﬁhnh(:hrmndan)and
Peru (minga).
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produced a case in which Tk. 20,000 in cash had been generated in one
union during ove year for four projects: repair of a retaining wall, repair of
a kutcha road, and construction of a section of pukka road that also included
a drain. Total vnion revenues for that year were Tk. 207,663 so that
contributions represent a substantial addition. In other cases, contributions
for the year were smaller but stil} helped to support minor road repairs.

There is strong evidence that local commuaities are able to mobilize
regular funds to support religious institutions in their neighborhoods,
including physical structures. Contributions for road projects are used or
roads that lead to local mosques. Contributions on the basis of the number
of houscho!d members (similar to a head tax) or calculated as a rough
percentage of family surplus are culturally accepted forms of donation, but
the donation of labor is not. It seems quite feasible that mosques could
assume greater responsibility for maintaining transport routes (either roads
or canals) in their periphery. Planners should be consulted to dzcide what
is the "area of influence” of mosques, and how local governments could
make it known to mosques that future government funding for such roads
would be limited or available only on a matching basis. Thus, local
governments could use their scarce resources for other projects and
communities could promote more self-reliance around a broadly-valued
item.

In addition to the ideology of giving, it is impcrtant to consider
indigenous organizations that might exist which could be mobilized for
voluntary contributions to rural development. Effectiveness of voluntarism
as a source of local government finance is often a direct result of the quaiity
of voluntary organizations which act as an auxiliary to local governments
in the provision ani maintenance of public goods. Such indigenous
organizations in Bangladesh are not easy fo find. A sociologist who did
lengthy field research in rural Bangladesh comments that "there are
relatively few horizontal formal organizations in the rural areas."!? One
major indigenous organization is the samaj, a group of influeptial village
maies with strong political functions (discussed in the foliowiag section).
Neighborhood (para, bari, or mohalla) groups are often very cohesive even

13.  Jan P. Emmen, "Breakdown of an Organizational Ideology: The
Replicaticn of Comilla-Type Cooperatives in Banglacesh," doctoral
dissertation, University of Michigan, 1981, p. 7. Another source which
notes the lack of local collective action groups is Eirik G. Jansen, "Rural
Bangladesh: Competition for Scarce Resources,”" DERAP Wozking Papers
A-257 (Bergen, Norway: The Chr. Micheisen Institutc, 1982) pp. 42-43.
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though they are not formal organizations in the strict sense, nor do they have
much horizontal spread. :

In Kushiara union the key social groupings are the mohallas, or
r'osque-centered neighborhoods comprising three to six lineages. Each
mohalla grouping takes leadership from the mosque imam (prayer leader).
There is no formally designated leader, but one lineage is dominant in
decision-making. The mohalla occasionally takes collective action for
specific projects, usually concerning care of the mosque. In one instance,
the mosque was damaged by a storm, and mohalla leaders raised funds and
in-kind contributions (building materials and land so that an enlargement
could be made). In this area of the country, there is little evidence of a
“federation” of monallas to undertake joint projects, though at one time in
the recent past, two mohallas considered the possibility of jointly funding
the construction of a school; the project was not implemented because
imer-mohalla cooperaiion could not be sustained. There is no formal
relationship between the mohalla as a collectivity and local government,
but key actors have roles in each arena.

It is not certain that mohalla groups have potential for voluntary action
throughout all of rural Bangladesh (see the section below on "political
structures”). Nor are the active mohalla groups closely knit with local
govermnment; they are mosque-centered. Nevertheless, the mohalla could
be involved in a way complementary to local government efforts to maintain
tural infrastructure. Concepts of public rzsponsibility dictate that the
mohalla must support the rosque buildiug, grounds, and personnel, and,
on occasion, tocal voluntarism Las been mobilized to reconstruct a kutcha
road leading to a mosque.

Women's organizations and youth groups have potential for involvement
in some aspects of public goods provision, but there are serious enough
problems with each of these in Bangladesh that involvement should be
encouraged with caution. Women's voluntarism in most developing
Couniries tends to be focused on health and education rather than roads and
irrigation.' Although women in Bangladesh work on road crews, the work
is performed for wages and is thus not voluntarism.!® Given the current

14.  See Barbara D. Miller, "The Role of Women in the Public Domain in
Developing Countries," International Suppleme=: to the Women's Studies
Quarterly, (January 1982): 6-9.

15.  Several experimental programs throughout the country employ destitute
women.
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functional assignments of local governments in Bangledesh (road:,
irrigation, drainage), there is little chance that women can be involved
dircctly through voluntary organizations, since the present womet:’s rural
organizations are primarily concerned with family planning, family health
and nutrition.

Youth groups in many developing countries make significant voluma%
contributions to the maintenance of local roads and irrigation facilities.
Unfortunately there is little current effort to involve voluntary public service
of youth in Bangladesh. One instance was initiated a few years ago when
youth groups were given the responsibility of collecting market fees and
were allowed to keep a percentage. Little enthusiasm was generated among
local officials for this system since there was a general belief that the youth
groups often harassed marketeers and kept the funds.!

Most urban youths spend little time in the rural areas and know litile
about conditions there; when they assume positions in the government or
other institutions, their decisions will suffer from a lack of knowledge of
rural conditions. Some form of rural voluntarism involving both urban and
rural youth might usefully be implemented.18 One option is that students
at universities who reczive subsidies be required to spend service periods
in the rural areas helping in the implementation and supervision of
small-scale development projects. Here, the experience of olher Asian
countries such as Nepal, India, and 'ndonesia are most instructive.”® Such
youth volunteers would need preliminary training; perhaps a private
voluntary organization with significant fieid experience could be involved.

16. A discussion of the role of youth groups in the repair of local roads in Upper
Volta and Mali is provided in Barbara D. Miller, "Local Social
Organizations and Local Public Finance in the Third World," Journal of
Voluntary Action Research 13, (4) (1984): 6-9.

17. Interview with Florence McCarthy, Women’s Section, Planning Cell,
Ministry of Agriculture, Dhaka, November 1981.

18. Rural youths would require a different form of involvement which is
currently beyond our experience.

19. Papess ca youih programs in several developing courtiss of Asia are
contained in UNESCO, Youth Mobilization for Deveiopment ir Asian
Settings, Final Repont, Asian Regional Youth Meeting, 17-22 September
1978, Kathmancu, Nepal (Paris: UNESCO, 1979); a study comparing the
Irdoaesian experience with Nepal is that of Diana Fussell and Apdrew
Quarmby, "Study-Service: Voluntary Service in 2 Form Suitable for Third
World and Other Ccuntiies,” Jli‘zrnational Journal of Comparative
Sociology 21, (3-4) (1980): 281-287.
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In addition to long-term service, students could serve intemnships with
agencies and private voluntary organizations in need of extra persornel.
Student vclunteers would be a valuable asset and would simultazieously
receive much-needed experience in rural development.

Acnects of local polmcal structures have direct relevance to voluntarism
in rural Bangladesh. The most important vertical grouping is called the
reyai, which refers to a patron-client <et, that is, a male lineage head, his
descendants, and landless "followers" who look to the leader for many kinds
of support and in turn owve him favors.2! The extent tc which the reyai
t'mnctions 25 a collective action group is limited, and the more important
instituticn is the samaj, or "neighbarhood brotherhood.” The rumaj is a
multi-reyai groupicg centered around the mosque; i.;s members are the
sardars (leacers of the constituent reyai). In the area of Comilla district
where Bertocci did fieldwork in the 1960s, one samaj stretc is2G over an area
of eight mauzas, with a total population of about 1,800. There is increasing
eviden:z, howeves, of regional variation in the existence and strength of the
samajjreyai structure. In Dhaneswar village, rear where Bertocci studied,
it is reported that the samaj system is in a stzte of decline. 22 In Kushiara
union parishad, there is no samaj system and the mohalla is the most
important grouping.

In much of rural Bangladesh the union parishad and the samaj (or some
similar grouping of local leaders) have overlapping functions. The major
differences are: the uniun parishad is composed of elected persons while
the samaj is formed of traditionally validated leaders; the union parishad
has formal revenue-raising rights while the samaj raises resources through
social pressure; the functions of the union parishad are more focused on
local development than the functions of the samaj. It is not appropriaie or
feasible at this time to consider "co-opting” local political groups in the
name of government rervice. Complementarity of functions and

20.  "Politics” bere does not refer to formal parties and processes, rather to the
organized power relationships among groups of people.

21.  Bertocci, "Elusive Villages,” pp. 139-141.

22.  VonSchendel, PeasantMobility, pp. 215-217. A similar reduction in extent
of samaj grouping and their control over members’ conduct is documented
for Jagatpur village in Jessore district; see Kamal Siddiqui, The Political
Economy of Rural Poverty in Bangladesh (Dhaka: National Institute of
Local Government, 1982), pp. 273-277. Siddiqui views the decline of the
sarnaj as a pecessary precondition for mobilization of the rural poor.

23.  BRAG, The Net: Power Structure in Ter Villages (Dhaka: Bangladesh
Rural Advancement Commitiee, 1980).
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responsibilities with local government, however, should be the goal. The
sama;, mohalla or local facticn lcaders cannot be ignored by. lpf:al
governments, but rather encouraged to assume a larger social responsibility.

Ceatrai Gevernment Programs

The central government can play & role in mobilizing voiuntarism
through appropr:ate policy. A review of past programs that incorpora.ted
such policy allows us to assess their relative success. Programs promoting
the incorporation of voluntary participztion into Iacat jovernment iinance
in Bangladesh have never been as prominent as they were ia India during
the 19605, but there is nevertheiess a conspicucus thread of concem for
voluntary pariicipation running itwough the policies and programs of
Bangladesh during t:ie last decads. Goverpmeni policy on voluntarism is
apparent in two areas: in the quast-governmental cooperatives under the
Integrated Rural Development Programme (IRDP) following the Comilla
model, and in mass mocbilization schemes.

One of the major institutional innovations spawned ty the development
experiments i Comilla during the 19€0s under the inspiration of Akhter
Hameed Kban was a revised and icvigorated system of two-tiered
cooperatives.""‘ The primary cooperative society (the KSS) is formed at the
village level, with the secondary level being the Thana Central Coonerative
Associatior (TCCA). Ix ;978 the program had been launched in 25C thanas

24.  For background on the Comilla rural d«velerment experiment, see Arthur
Raper, Rural Developr:ciit in Action: The Comprehensive Experiment in
Comilla, East Pakistan (Ithaca, NY: Comell Univessity Press, 1970). More
recent discussions include S.A. Rahim, "Coogperatives and Agricultural
Deveicpment in 3angladesh,” Papular Participation in Social Change:
Cooperatives, Collectives, and Nativnalized industry eds. June Nash, Jorge
Dandler, and Nicholas S. Hopkins (The Haxue: Mouton Publishers, 1976),
Pp- 173-184; Harry W. Slair. "The Elusiveness of Equity: Insthational
Appraaches to Rural Development in Bangladesh,” Special Series on Locat
Govermmen!, RLG No. 1, (Ithaca, NY: Comell University, Rural
Cevelopment Committee, 1974) and "Rural Development, Class Structure
and Bureaucru.y in Bangladesh,” World Development 6, (1) (1578): 65-82;
Joseph F. Stepanek, Bangladesh: Equitable Growth? (New York, NY:
Pergamon Press, 1979); and Emmert, "Freakdown of an Organizational
Ideology,” which coniains a useful bibLography.
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and over 26,600 KSS’s wcre registered; the interim Two Year Plan for
1978-1980 projected an 2xpansion to 300 thanas,> The nation is now fairly
well covered by rural cooperatives under the IRDP.

These cooperatives represent a form of voluntarism, since membership
and participation are of a voluntary nature and the organizations themselves
fit into sociological definitions of vcluntary cn'gzmizatiom;.26 Voluntary
commitinent and activities are important parts of the "Comilla discipline,"”
the standard ideological basis for the Comilla-inspired cooperatives. The
Comilia discipline involves: financial voluntarism such as annual share
purclizse, regular savings deposits, and loan repayment; and non-financial
voluntarism ircluding member self-management, generating membership,
frequency and conduct of regular meetings, adoption of agricultural
innovations, and promoting regular attendance of the cooperative’s manager
and modei farmer at TTDC training classes.’ Major incentives for
participatioa are access to loans, subsidized agricultural inputs such as
fertilizer and pumps, and the opportuniiy to obtain an irrigation scheme for
the village-level KSS. Finarncial participation invoives paymeat of an entry
membership fee (Tk. 10) by eack farmer and the purchasc of an annual share
{Tk. 10). Acdditionally, farmers are cxpecied to make weekly savings
deposits (Tk. 25). Each KSS within the TCCA federation ideally
contributes a mizimum of Tk. 50 anuually in shares to the TCCA.

Emmert’s study of the cooperatives’ financial perfortiiance on the basis
of accounts data and interviews in Singra thana of Ra’st ahi district shows
a high rate of non-compliance with most aspects of the voluntarism invoked
by the Comilia discipline. Nonetheless relatively substantial revecues
through KSS share purchases were gcnerated by the Singra TCCA from
1973 t0 1978, Tk. 187,780.%8 Savings deposited at the Singra TCCA were
Ti. 29,707 at the end of the second year of operation (1974) but had grown
to Tk. 140,354 in 1978. In spite of low compliance in most of the member
KSS's, the annual average capitai accumulation of Singra thana, estimated
on the basis of Emmert’s data, is about Tk. 20,000 annually in shares and
Tk. 40,000 annually it savings, an amount which could be increased

25.  Emmen, "Breakdown of an Organizational Ideotogy,” p. 40.

- Estelie James, for example, cites cooperatives as a type of voluntary
orgamization in her paper on "The Noa-profit Sector in Intercaticcal
Perspectve: The Case in Sri Lanka," Journal of Comparative Economics
6 (1952): 99-129.

27.  Emmen, "Breakdown of an Organizational Ideology," pp. 159-174.
28.  ibid., pp.297-303.
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aporeciably if the rules and incentives in the Comilla model were better
used.

These figures are roughly similar to those fonnd in Comilla district for
cooperatives operatin%between 1965 to 1970, where the range extended
from 26 to 46 percent.

An important policy question concerns the rate structure of cooperative
dues and shares. It seems that the rates have ot changed since the initial
Comilla model was implemented in the 1960s. If thet is the case, rates
should be adjusted upward. Although this increase might seem inequitable
in that it will exclude smaller farmers from joining, the current situaticn
already excludes smailer farmers. Middle aad upper income farmers should
be charged a more appropriate rate, while separate mechanisms should be
instituted for small and marginal farmers to receive credit on a different
format and rate structure,

We turn now to mas; mobilization and self-help programs. Programs
emphasizing local coraributions of physical iabor for the construction of
rural public works have beer. periodically prominent in Bangladesh since
the War of Liberaiion. Labor is often seen as a potential development
resource. in rural Banzladesh where labor appears abundant during the dry
season (approximatcly January to June, but varying regicnally and a:mua!%
depending on conditions), a logical form of voluntarism is in labor power.
The Government of Bangladesh has long been aware of this option,
particularly for the construction of public works projects:

During the British regime, some missionary-minded
officials introduced some projects on the basis of self-help,
self-reliance, and self-dependence. In the 1930s, the programs
introduced by the Rurai Reconstruction Department of Bengal
propagated this philosophy. I 1934-35, Mr. M.N. Khan,
ex-ICS officer and then SDO at Brabmanbaria, voastructed a
new canal at Brahmanbaria purely by voluntary labor which
creatzd a sensation.

29. Emmert, "Breakdown of an Organizational Ideology.” pp. 287-290.
30. Nurul Islam, Development Strategy of Bangladesh (New York: Pergamon
Publishers, 1978), especially pp. 40-45.
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During the 1950s, the Viliage-AID Programme was launched. It was
structured on 2 self-help basis and involved voluntary labor with a matching
grant from the central government,

Several "experiments” with mass mobilization were tried out in
Bangladesh in the past decade, notably the gonomilan (union of people) and
the swarnivar (self-reliant) movements. Thesc movements culminated in
the Ulashi-Yadunathpur (1JJ) Self-Heip Canal-Digging Project of 1976.3!
The origiaal UJ Project was hiziled as a successful case of local participation
and contribution, and it prompted a nationwide effort to mobilize a
voluntary workforce for nation-building projects. The UJ’s financing
structure mvoived three sources: one-third from the central government in
cash or kind (such as spades or baskets for earthmoving); one-third from
the union parishad from either regular tax sources or special contributions
(cash); and one-third from labor contributions or an equivalent amount of
cash, with these contribtions based on wealth.>> Within five years of the
original UJ Project, the Ulashi program was nearly defunct.®>

Another important mass mobilization scheme is the Countrywide
Canal-Digging Programme (CCDP), launched in 1979, a program inspired
by President Zia who pezsonally appeared at many project sites with a spade
in hand. Two hundred and fifty projects :ere begun in the first year and a
high degree of eathusiasm was reported.> The CCDP emanated from the
President’s House and had a financing structuze of 85 percent ‘otal project
costs o be bomne through voluntarism (cash or labor) mobilized at the vnion

31.  Muhiuddin Xbhan Alamgir, Developmeni Strategy for Bangladesh (Dhska:
Dhaaa Univessity, Cenire for Social Studies, 1980); Quaz: Eholiquzzaman
Abmad and Monowar Hossain, eds., Development Through Self-Help:
Lessons from Ulashi (Dhaka: Bangladesh Instiiute of Development Studies,
1978); M. Ghutam Sattas, Rural Development Through Self-Help: A Study
of the Self-Help UlashiJadurathpur Project in Jessore, cangladesh
(Comilla, Bangladesh: Bangladesh Academy for Rural Development, |
1979).

32. Interview with Muhiuddin Khan Alamgir, Joint Seczetary, Exterpal
Resources Division, Ministry of Finance {formerly District Commissicoer,
Jessore District), Dhaka, November 1981.

33.  The term "Ulashi-type” project lives on as ooe minor category of funding
available trough the Union Parishad Rural Works Programme. The
funding is specifically for irrigation projects.

34. No author, "Revolution First Phase: Countrywide Canal-Digging
Programme” (Dhaka: Control and Co-ordination Cell for Canal Digging
Programme, n.d.}.
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level, with the rest coming from the central government in the form of wheat,
But these two sources of financing did not ackuowledgs the importance of
central government "rewards"” to local farmers’ cooperatives in ihe form of
free pumps upon completicn. This subsidy was said to be necessary in order
to secure the farmers’ "cooperation.”

The policy of matching grants in cash or kind for local contributions
geems a sound one, but the problem of generating local contributions was
serious. Applications were made for schemes and grants from the central
government allocated, but then the localities have had great difficulty
raising their share. The system led to inflated assessments of anticipated
costs of the project wien the grant was reque%lcd. and inflated reporting of
the amount of local contributions generated.

Trying to program mass voluntarism creates unique policy problems.
Most successful mass mobilization efforts are spontan=ous, irregularly
successful, fueled by popular commitment, and involve a charismatic
leader. Such efforts by definition do not lend themselves to being
systematized into a centralized national program with set guidelines and
deadlines. Asecond policy weakness is that little attention is given to future
maintenance needs of mass mobilization projects. Nevertheless, reports on
a few of the more famous projects of this nature reveal a fairly clear local
knowledge of the major beneficiaries—something that can be learned from
a simple social survey. 7 One way to mobilize the resources necessary to
maintain projects is to assess the long-term beneficiaries of any mass
mobilization undertakings (such as those who gain title to reclaimed land).
With the recent creation of the upazila level, there may be ezough local
government strength to implement some form of post-project graduated
benefit charges.

The main statutory instrument for mobilizing voluntary labor is the
community tax. Undes the Local Government Ordinance, 1976, tke union
has the right to collect a community tax, defined in 1976 the same way it

35.  Interview with Habib Ur Rahman, Joint Secretary in the President’s House,
Coatrol and Co-ordination Cell, Countrywide Canal-Digging Programme,
Dhaka, December 1981,

36.  Interview with Muhiuddin Khan Alamgir about the W project, November
1981, and field inferviews in various upazilas where CCDP projects were
in place.

37.  Alamgir, Lieveloprient Strategy, Mohammad Faizullah, "A Report on
Masulia-Rempur-Khowai Project (MRKP)," unpublished mimeo, Dhaka,
1980.
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was during the Pakistan era in the "Rules Under Basic Democracies Order”
of 1969:

A special community tax on the adult males for the
construction of the public work of general utility for the
inhabitants of the local area unless the local council concerned
exempts any person in lieu of doing voluntary labor or having
it done on his behalf—no model tax schedule is proposed. The
rate of levy in respect of a particular work will depend upon
the cost of the work or part thereof which a council may decide
to recover and the number of adult males who may volunteer
to do the work or get it done on their behalf. Whatever sum
remains to be realized may be recovered from the remaining
beneficiaries in proportion to the benefit derived by each. 8

The community tax is thus a combination of a project-specific "head tax™
on males and a surcharge levied proportionally on the basis of benefit. The
rate of the "head tax" portion is determined on the basis of the toial cost of
the project in relation to the number of "volunteers."

The idea of a community tax seems well suited to a country such as
Bangladesh where there is a great need for recurrent public works
construction and maintenance as well as an apparent abundance of surplus
labor, particularly during the dry season. There are, bhowever, several
important problems with the levy which inhibit the realization of greater
labor contributions in the countryside.

First, there is widespread dislike for the term "community tax" itself. At
every interview conducted in the thirty-one-unicn sample, officials stated
that they never collect the community tax. Second, aside from scattered and
inconsistent labor mobilization for mass participation schemes, there
appears to be a pervasive inability of local leaders 10 generate dependable
supplies of labor participation for projects. In all our field interviews, we
found no occurrence of a local government body regularly mobilizing
voluntary labor for projects.

In conirast to the situation in other developing areas such as Northern
Thailand, where annual irrigation crews comprise all able-bodied male
members of the community, village-wide collective action is rare in
Bangladesh. The elite consistently prefer to pay someone to do their share.

38. "RulesUnd=rBasic Democracies Order,” 1969, Dhaka, Government of East
Pakistan, Basic Democracies and Local Government Department, p. 82.
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The rural poor are too destitute to give their labor free of charge since they
lack enough money to replace the calories they would expend. More
sensible than trying to extract free labor from either the elite or the very
poor would be to institute a form of benefit financing that secures cash from
those who gain from specific rural infrastructure projects (generally the
landholding elite) and to use those funds for paying landless laborers to
maintain the projects—somewhat in the spirit of zakat-style redistribution.

Fostering Voluntary Efforts

Compared to many other developing countries, the level of voluntarism
in rural Bangladesh appears to be low, but this appearance is deceptive. It
is true thai there has been no widely successful movement like harambee
in Kenya, and there is no ongoing tradition of voluntary labor for public
works maintepance. In Bangladesh the arena in which indigenous
voluntarism operates is religiously demarcated. Religious leaders inspire
voluntarism and religious places and events are traditional targets of
support. Religious tradition dictates the way in which contributions are
given: in-kind as handfuls of rice from each family, or in cash, and
sometimes in labor.

Modern forms of organizations such as cooperatives and attempts at
mass mobilization of labor often incorporate strategies that run counter to
traditional patterns of motivation and organization. Rather than ignoring
local forms of voluniarism, and rather than trying to co-opt local
voiuntarism by local governments, it might be better to devise policies that
allow for and promote a greater role for religiously-inspired voluntarism as
a complement to local government efforts. Spkeres of public responsibility
for local government and mosque are accepted by Bangladeshis. One policy
challenge would be to extend the range of non-governmental responsibility
in public works maintenance and construction. Without further
data-gathering on cases of local contributions to apecific projects
throughout Bangladesh, it is impossible to say what percentage of regular

- public works costs could be assumed through voluntarism. Cash and
in-kind coatributions as supplements to union parishad budgets could be
important, though often unrecognized, sources of development finance.

9

Strengthening Local Governments in
Bangladesh

Larry Schroeder

As is the case in some other countries of the developing world, local
governments are the focal point of the current decentralization policy i
rural Bangladesh. While these local self-governing bodies have the
potential to improve the efficacy of decision-making and lead to more rapid
developmeni of this extremely low income country, the policy is unlikely
to be successful unless these local governments are strengthened. One
crucial aspect of this strengthening is finance. Without additional fiscal
autonomy and an alteration in the incentives inherent in the system, local
governments may simply be extensions to the already long arms of the
central government with little real decentralization achieved.

The analysis of the previous chapters has shown that the current status
of local resource generation in Bangladesh is weak. Local governments do
little to mobilize resources nor to spend them effectively, especially so as
tomeet the recurrent costs of rural infrastructure. There appear to be several
reasons for this state of fiscal affairs. In part, it is due to the fiscal
instruments provided to these local bodies and io the incentives or
disinceniives inherent in these revenue sources. The situation is also
attributable to the extremely weak siate of the revenue administration
apparatus; even though certain of the revenue instruments are reasonably
well designed, they are not being administered effectively. Finally, some
blame must be attached to the structure of iransfers being made to local
governments from the central government. As long as a flow of funds can
be anticipated from the center with few incentives for local governments to
be more self-reliant, the politically disiasteful action of mobilizing greater
resources locally wil! be avoided.

Altering this situation must b= initiated at the center in spite of the local
orientation of decentralization. It is the central government that frames the
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ruies and regulations governing iinancial affairs at the local level. It is the
centrai government that is &lso most likely to be able to fund and oversee
the necessary upgrading of the administrative apparatus. indeed, some of
the most sizrificant resources flowing to local bodies today, such as the
immovable property transfer tax, are administered by central ministries.
Improvements in their administration will need to be initiated centrally
(with the added effect that central revenue coliections could also be
enhanced through such administrative improvements). Finally, it is the
central government that shapes and controls the transfer ¢f funds to
localities; alterations in these grant mechanisms will have to be initiated
centrally.

In the short run, one should not expect that local governments in
Bangladesh will become financially self-sufficient. They will continue to
rely heavily on the flow of funds from the center. Nevertheless, steps can
be taken to improve the local mobilization of resources which, over the
longer run, can strengthen the fiscal autonomy of local governments and
make them more effective participants in the decentralization process. The
sorts of policy adjustments mentioned in the previous chapters and reviewed
as a package here could provide significant assistance in this strengthening.

Given the current and likely continued significant role that
intergovernmental transfers will play in local government finance in
Bangladesh, we begin with a discussion of the issues and potential policy
initiatives that could be undertaken in this aspect of the local financial
systern. We then turn to the own-source revenues that have constituted the
principal flows of locally-based resources to local governments and which,
in our opinion, offer the most reasonable hope for future improvements.

Intergovernmental Transfers

The analysis of Chapter 3 suggests that there is a need to rationalize the
distribution of grants to rural local governments. To do 50 requires a careful
examinatioa of the goals of the system which must be done in a context of
recognizing tradeoffs. In particular, some equity may be lost in the system
in the effort of promoting more development activity by local governments.
Regarding the goals of the system, the most important issues are how much
the Bangladesh grant system will retain its relief orientation and how much
it will be used as a tool for strengthening the development activities of local
govemments. If relief is to remain the primary goal of the system, the
present grants structure does a reasonavle job. If strengthening local

7\\
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governments as a partner in the development process is to be an important
goal, further reforms in support of fiscal decentralization are needed.

The changes we propose are: rationalizing the scheme for distributing
grants among ali local governments ircluding greater coordination of the
components of the system; improving the targeting of the flow of grants,
including the use of fewer but larger grants; strengthening local government
institutions; and encouraging maintenance through improved monitoring
of project activities. These reforms are discussed below.

Each of the rural development grant programs is distributed by a
different formulz, some are reinforcing but others are offsetting. If the
objectives of the programs are similar—relief and development with an
increased emphasis on development—the approach to distribution among
upazilas ought to be more similar. It makes little sense to favor
larger/smaller local governments under one grant but to discriminate against
them under another. At the very least the distribution formulae ought to be
cocrdinated. A rationalization of the distribution formulae could begin by
considering some basic principlcs. A good distribution formula might
reflect need, give incentive to better local government fiscal performance,
and be as objective as possible. The first suggests that measures such as
population, land area, and degree of distress are appropriate for inclusion
in the formula; the second vould call for measures to stimulate improved
local reveaue effort, improved project implementaticn, and better provision
for maintenance; and ihic third calls for the use of indicatoss that are
measurable anc can be easily described to recipient governments.

Rural normai grants are a collection of compensation grants that seem
to exist more because of historical tradition than because of the needs of
local governments. The obiectives of these programs are unclear in some
cases and conflicting in others, aad little monitoring of their success has
been done. They could gradually be replaced.

There are also important horizontal equity issues to be faced in
rationalizing the grants distribution system, i.e., eliminaticg some of the
differential grant treatment of similar upazila parishads. The overall system
needs to be better coordinated so that upazilas are treated diffzrenily on
more reasoned basis, for example, because they have larger populations or
land areas, or because they are poorer. The integration of the Food For Work
and Development Fund grant programs should resolve some of this
problem.

Further, the independent designs of the Deveiopment Fund Programme
grant and the Food For Work Program are an unnecessary waste of
resources. Grants from both programs tend to be used for the same kinds
of projects. By treating these as completely separate programs, the

<
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goveinment forgoes the opportunity to use them in concert to promote
development activities. A number of important advantages could be gained
by coordination. First, 2 combined program could be used to provide more
cash for matsiials and equipment while still retaining the public
employrient orientation of the granis. Second, the distribution of funds
under taese programs could be coordinated to insure that the desired
allocation across local governrients could be attained. That is, one could
avoid the possibility that FFWP would provide a relatively heavy grant for
an upazila while the Development Fund grant would have an offsetting
effect by providing relatively less to that same upazila parishad. Third, the
FFWP could draw more heavily on the engineering staff if the programs
were better coordinated. Finally, the upazila parishad would be in a better
position to allocatz efficiently the full amount of its resources for
development purposes—if the total of the grant amounts were known some
time ahead.

There is not great agreeinent, in any country, on hcw intergovernmental
grants should bc allocated among local governments. Some favor
“targeting"” the grant distribution to those local governments which have the
most potential for making effective investments and maintaining these
assets. Others favor a targeting on the most needy local governments, and
still others favor a "spreading” of grant funds, more or less on a population
basis. The Bangladesh grants system has traditionally fallen in the latter
category. So long as the focus of the Bangladesh grant system is on
providing relief to the rural poor, the spreading strategy is a good one. It
distributes money accotding 10 where the people are, and if one assumes
that rural unemployment is severe throughout the country, the population
allocator is as good as any.

If the focus of Bangladesh grant policy were to continue its move from
relief to development, however, the spreading approach might be
reconsidered. By using larger grants distributed on the basis of
development potential, many local governments could still be covered, but
they would tend to be those with the best possibilities for constructing and
maintaining a viable development project. This approach would maximize
the return which could be earned from each taka of central government grant
and it would allow local governments to make maximum use of the limited
funds available for materials, equipment, and specialized technical
assistance. Such astrategy would also allow the limited number of qualified
engineers to play a much greater role in project selection, design, and
implementation. The major route to shifting the focus of the grant system
toward development is to develop good indicators of project performance
and to use these indicators in the grant distribution process.
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If the Bangladesh grant system is to promote decentralization, then it
must be redesigned to encourage local governments to take more fiscal
initiative. What is needed is an incentive to promote the mobilization of
local revenues. Such incentives can be built into the grant system and are
done so in many countries. Specifically, local governments should be
encouraged to think of grants as having a "price,” or a matching requirement.

Presently, there are no matching requirements built into the Bangladesh
grant system. A revenue effort measure could be included in the
Development Fund grant aliocation formula. For example, 20 percent of
the Fund might be allocated according to per capita revenues raised in the
preceding year, and the percent increase over the penultimate year. In other
words, if local govarmments in an upazila raised more relative to those in
other upazilas, and/or increased their rate of revenue mobilization at a
relatively faster pace, they would be rewarded with an increased grant
amount. For purposes of measuring "effort,” all revenues raised at the union
and upazila levels should be included.

Where will these local matching funds come from? The answer is that
the matching contribution may be raised from local taxation, contributions,
or user charges. This need, in turn requires that local governments be given
increased local taxing powers.

These incentives can be further strengthened through the intra-upazila
distribution of Development Fund grants to the union parishads. A portion
of the upazila grant is allocated to the constituent unions lying within the
upazila. If this sharing, too, is based upon union revenue collection
performance within these union parishads, another stimulus to local
government resource mobilization would be inserted into the system.

While centrally-mandated voluntary labor contributions are not
appropriate local resource mobilization techriques, the intra-upazila
allocation of the Development Fund grant to union parishads does provide
an opportunity to encourage local voluntarism. That is, contributions to
finance new local schemes or to maintain existing facilities can be included
in the determination of total local resources mobilized within a union and
be used to allocate the Development Fund grant among the unions in an
upazila. One difficulty associated with nationwide programs requiring
voluntary contributions is monitoring the activities. Localities have
incentives to misuse funds by inflating project costs or by failing to follow
through on the project. By basing this year’s allocation on the amounts
actually raised in the past year and by keeping the monitoring activity at the
local (upazila) level, these problems should be reduced.

Regardless of whether the Bangladesh grant system is refocused cn
development, there is « need to track its performance and to increase the
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likelihood that those local development activities tiat do occur are
maintained. The Government has implemented some monitoring of how
local governments are using their grant funds. Such monitoring will take
on even more importance if "performance” indicators including the use of
arevenue effort factor is used in distributing Development Fund assistarnce.

A major problem with the present grant system-—to the extent it is meant
to promote public works—is a lack of provision for maintenance. The RWP
required a contribution of 25 percent of the normal budget for maintenance,
but it is not clear that this regulation was effective: there was uncertainty
among local governments as to the exact meaning of the 25 percent
requirement; there was confusion as tc what constitutes maintenance
activity; and, the 25 percent requirement was not effectively monitored.
The Food For Work Program makes no provision for mainterance, and
many FFWP projects involve major reconstruction of previously-built
schemes that have fallen into disrepair due to a lack cf routine maintenance.

The maintenance problem is an obstacie to an effective rural
infrastructure in Bangladesh. Before construction activitics go further, the
government neads to establish a firm policy about adequate maintenance of
existing facilities. Rather than require a certain percentage of the normal
budget to be spent for maintenance, a better approach would be tc require
that the facilities constructed be maintained at "acceptable” standards. The
central government would lay down those standards and would require that
they be met as a condition to receiving grant momes for other works
projects. This could become a part of the performance conditions of
receiving a full grani share. In fact, the new Guidelines call for a
maintenance plai &s a precondition to taking union parishad any project.

High level decision-making is called for to work out the details necessary
for ensuring i>at intergovernmental grants in Bangladesh are allocated and
spent in a coordinated fashion whiie providing incentives to local
governments to mobilize their own resources to supplement the grant
monies. This incentive can be provided in part through the inclusion of
revenue effort measures in the grants allocation formulae as well as by
monitoring the performance of iocal governments in using grant funds.
Coordination can be simplified by phasing out the current normal grants
while fiscal planning would be aided by tying total grant allocations to some
percentage of national revenues.
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The use of land-based levies for local resource mobilization should be
an effective strategy in Bangladesh. Most development projects are
site-specific, e.g., a roadway, embankment or canal, and in turn some
portion of the project bencfits are also derived at that site. While user
charges represent the most direct method for imposition of benefit levies,
in Bangladesh there is currently little attempt to impose such charges and
fees. For example, no charges are currently levied on users of imrigation
water taken from public canals.

In the absence of widespread employment of user charges, land-based
levies represent a reascnable alternative. Given a functioning land market,
benefits of site-specific projects will be capitalized in land value. Capturing
some share of these land value increments is one important route to
increased revenue mobilization and is in keeping with the benefit charge
theme followed here.

There is much to recommend this approach. First, because those to be
taxed—landowners—can see direct benefits from the locally-financed
projects, they may be more wiliing to pay the charge than they would be to
pay a more general levy. A second advantage of land-based taxes for local
governments is the immobility of the tax base. Since legal tax avoidance
through mobility is impossible, revenues are more stable. A third advantage
is that land ownership tends to be positively related to income and wealth.
Therefore, to the extent that a land-based levy is borne by landowners, the
tax conforms to the ability-to-pay principle of taxation. Fourth is the fact
that land-based levies already exist in Bangladesh. Thus, administrative
changes need to be less radical than if new levies were to be imposed.

Three land-based taxes have been analyzed in this volume—the
immovable property transfer tax, the land development tax and the holdings
tax. Only the last is now a purely local levy in Bangladesh. The immovable
property transfer tax is administered by the central government although
the reveaues are earmarked for the zilla parishad or paurashava in which
the transferred property lies. The land deveicpment tax is administered by
and yields revenues exclusively for the central government. Altering these
assignments and the administration of these levies could go far to strengthen
local institutions.

The immovable property transfer tax (IPTT) is based on the value of the
land and buildings bought and sold within a district or paurashava. The levy
has generated relatively large revenues for zilla parishads and, to a lesser
extent, for paurashavas. At the same time, the amounts of revenues
generated remain low and growth in revenues has not kept pace, on average,
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with increasas in district GDP nor with district value added in agriculture.
It is, therefore, desirabie that the elasticity of this revenue source be
iccreased and that the overall yield be raised.

Since the current IPTT rate of one percent is low—both in the absolute
and relative (o the total tax rate on property transfers—an increase is likely
to generate tax reveaues with little adverse effect on the exchange of
property. The IPTT could also be used to strengthen the fiscal autonomy of
local governments. If a new minimum rate of two perceat is imposed, local
governments could be given an cption to add to the rate union parishad to
a specified ceiling rate, e.g., an additiona! 1 or 2 p=rceat. Such authority
would be a very important step towards decentralization.

Taxes on the transfer of property in developing countries have received
much criticism by students of land taxation beczuse of their adverse effects
on the rate at which nroperty is exchanged. Nevertheless, given the revenue
neecs, the scarcity of taxable economic activity in the rural areas of
Bangladesh and the relatively low rates imposed, the current tax constitutes
a reascnable basis for taxation. Furthermore, the tax falls more heavily on
higher income landowners.

While z rate increase would produce additicnal revenues from the IPTT,
another desirable and productive area of reform concerns tax
administration. The singie factor most responsible for restraining the yield
of the cuzrent IPTT is the understating of transfer values. Under current
procertures, neither district registrars nor sub-registrars have been instructed
to detect and correct undervaluation; instead, officials have been instructed
to accept the stated value. The manual of instructions for collection officials
should be amended. Officials should be directed to attempt to determine
the correct value of the recorded tiansfer. Evaluation of the job performance
of collection officials should include their effectiveness at detecting
vndervaluation of property.

Property values differ greatly throughout the country. Still, similarly
situated properties within a paurashava or upazila are likely to have similar
prices with factors such as nearness to roads, access to water and irrigation
facilities, and types of structures playing dominant roles in price
differentials. It should be possible to construct a relatively simple table of
average property values per decimal for each upazila. The table could then
be used =5 a check on stated values at the time of transfer. The task of
constructing suct a table could be assigned to the upazila statistical officer
who would prepare it after consultation with oiher upazila officers,
members and chairmen of the UZP, as well as individuals knowledgeable
about the local real estate market.
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While detection is necessary to elminate undervaluation, it is also
important that the individuals participating in such illegal activity be
punished. At present there are no penaities on undervaluation. Penalties
for undervaluation should be imposed and publicized. These penalties,
possibly equal to twice the evaded tax plus interest, would have to be paid
in addition to the tax due prior to subsequent transfer of the property.

The land development tax (LDT) has, since its inception in 1976, been
exclusively a central government revenue. With ke push to decentralize
and the formation of upazilas, the time is right to allow local bodies,
specifically the upazilas, to share in the receipts from this tax. The four
arguments for local land-based taxes presented above hold for the land
development tax. The LDT provides an effective way to tax recipients of
benefits of locally-financed projects, cannot be legally avoided by moving,
generaily conforns to ability-to-pay, and is already levied throughout the
country. With additional administrative and structural changes it could
provide an cxcellent opportunity to tap the most abundant taxable resource
available at the upazila level, land, in a manner such that those who benefit
from a public investment (such as, upgrading a rcad to an all-weather
surface) bear a portion of the costs. Furthermore, the link between taxes
paid and benefits received should be much more visible when revenues are
retained locally.

Because of these incentive effects and the need for a productive local
revenue source at the upazila level, the tax structure should be altered to
provide that 50 percent of land development taxes collected within an
upazila parishad should be retained by that upazila parishad. Tax
administration should remain ti:-* responsibility of the central government,
at least in the short term. Over tLe longer run greater responsibility could
be undertaken by the local governmeni in administering the levy. Even in
the short run, however, change could be made to the tax to improve its
efficiency and equity implications while improving its yield.

The statutory base of the LDT on agricultural land is the total holdings
of a household.! In theory, each individual’s holdings are summed, the
individual’s holdings are aggregated by family, and the LDT is based on the
family’s total acreage. If this procedure were actually practiced and the
current progressive rates applied, then the LDT would be redistributive in

1. We ignore here any discussion of the noo-agricultural LDT under the
assumption that the rural upazilas—the local bodies of primary interest
bere—would be principally affected by LDT policies regarding agricultural
Iand.
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nature, and the tax could even be used as an instrument to pro:aote land
reform. But because of the administrative difficulties of aggregation and
the irequities which partial aggregation produces, ii is more reasonable to
base the LT on a family’s holdings within a single khaticn.

The LDT is au area-based tax. It has long been recognized that a tax
based on value is better able to promote an efiicient use of resources, a more
equuiable distribution of the tax burden, and greater automatic growth in tax
revenues. The development of a value-based LDT will be no easy task in
Bangladesh in that a schedule of land values will have io e constructed.
The necessary valuation need not be based on a sophisticated approach, at
least at the outset. While not as accurate as a survey of each plot, reasonable
approximations can be made of average land values per decimal in an
upazila using these characteristics as the primary determinants of land
prices. The values would be based on a survey of transaction prices of land
together with information collected from those knowledgeable of local land
prices. As noted above, such a table of land values could also be used in
conjunction with the IPTT. Having the upazila statistical officer construct
such tables would also split the tax assessment-tax collection processes.
This is an advantage in that it separates the political issue of raie-setting
from the technical issue of land valuation. The result is to increasc overall
property tax performance.

The upazila land value information can then be used to determine a
taxpayer’s LDT liability as the product of the acres of land owned ip a
khatian, the average value per acre for that land type, and the tax rate.
Ideally, land values would be updated annually so as to tie tax liabilities
more closely to the value-enhancing effects of public sector investments.
Since altering tax assessments can involve considerable acministrative
costs, reestimating values every three to five years might be more feasible.

A simplification of the rate schedule would aid the collection process
while keeping the LDT a reasonably equitable tax. For example, a
proportional tax rate could easily be designed to generate revenues equal to
those of the existing schecule. The main advantage of a proportional system
is its simplicity. A proportional tax also gives no incentive for artificial,
tax-induced break-up of parcels. Moreover, a proportional schedule in
Bangladesh will be medestly redistributive given the extreme concentration
of land ownership. The estimated distributional effects of a proportional
rate system suggest that the per household and per capita potential tax
liabilities are higher for small landowners than under the 1982 schedule
while the liabilities of a large landowner under a proportional system are
lower than before. Nevertheless, the liabilities still rise markedly with
holdings size.
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Thelevel of LDT collections is very low, whether measured in per capita,
per acre, or per iand value terms. Our analysig indicates that the current
rates are, on average, no greater than 0.1 percent of land value. The
beaneficial effects of land taxation depend on the existence of substantive,
though not prohibitivs, rates. With a Tk. 20 per acre proportional tax rate
and an exemption level of 1/10 acre for agricultural land, the potential yield
of the LDT would be about the same as under the 1982 rate schedule. If
this rate were increased to Tk. 25 per acre and if collection fficiency
remained constant, potential agricultural land tax revenues would increase
by 25 percent.

The level of real LDT collections has fallen over time as prices have
increased. In order to maintain or increase revenues, administrative
adjustmeants in the tax base, tax rate, or collection efficiency are necessary.
In the absence of a change to a value-based tax, the simplest of these
adjustments is a rate change. Given a simplified tax rate structure,
proportional increases in rates are easy to administer and avoid the problems
such as those associated with the 1982 rate structure changes. Moreover,
some regularity should be introduced into the rate changes in order to
prevent declines in real LDT collections.

As is the case with the IPTT, administrative improvements are crucia!
to the development of an effective land tax system in Bangladesh. These
administrative improvements involve both the determination of the tax base
(even under the current area-based levy) and collection of the tax. One
obvious requirement for good land tax administration is land-ownership
records including land maps. While Bangladesh is more fortunate than
many developing countries o have some tax maps, the mowza maps are
outdated and, due to resource constraints, new surveys are being completed
very glowly. At the same time, expesience in other countries has shown that
tax mapping can greatly improve the administration of property tax, leading
to improved equity and collection efficiency. Some central government
resources should be diverted to the land survey efforts. In addition,
international donors interested in aiding decentralization should seriously
consider utilizing grants or long-term loans to help support these mapping
efforts. Not only would such efforts aid in LDT administration, but they
could also be useful in economic planning.

The key to successful administration of any tax is in its collection. In
the case of the LDT this means that the tahsildar must perform effectively.
Some short course training should be implemented for tahsildars, especially
those in that position pricz to the institution of the LDT in 1976. These
training sessions would focus on record-keeping procedures and would
instruct tahsildars in any changes that had been made in the LDT.
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The holdings tax is a property tax based on the valie of buildings and
the land on which they are situated. Revenues from these taxes might be
seen as approximating a benefit-based levy siuc: spatially-specific
government activities are capitulized in the value of property. With the
institution of the Local Government (Union Parishads) Ordinance, 1983,
union parishads will b almost entirely dependent upon these levies since
their list of permissible taxcs, rates #nd fees has been shortened. If union
parishads are to become fiscally sound, the holdings tax must carry the load.

Analysis of the statutes defining these taxes suggests that they are
efficient and reasonably equitable. On the other hand, the analysis suggests
that there is little correspondence between the statutory definition of the
taxes and what actually occurs in the unions. This finding suggests that
administration is the key to revenue yield improvements from this levy.
Only after such improvements are begun would it be reasonable to give
addcitiona! statutory autonomy to local bodies imposing these taxes.

Each of the three components of a successfully-administered property
tax—assessment, record-keeping and collection—contribute to the
weaknesses in the union parishad holdings tax. Assessment tends to be ad
hoc; records are poorly kept; and collection is random, at best, and often
politically motivated.

The ad hoc assessment "system” employed in union parishads leads to
inequities sufficiently severe to call for a thorough overhaul of the process.
Those carrying out tax assessments do not, for the most part, have any
specialized training in valuation practices. Instead, local politicians
annually determine total taxes in what appears to be an ad hoc or
politically-motivaied fashion. Good property tax administration is possible
only if politics are removed from the valuation fun« tion: politics should play
a role in ratemaking, not assessments or collections.

One method whereby local politics could be removed from the valuation
process while increasing the likelihood fthat the assessor is trained in
valuation techniques wouid be to station an assessor in each upazila. This
valuation officer, working under the upazila finance officer, would be
responsible for reassessing all properties in each urion parishad every five
years as directed in the statutes. Local politicians could then "blame” local
assessments on this hugher level of government thereby reducing some of
the locai poiitical pressures against this tax.

It is also clear that there are considerable weaknesses in holdings tax
records. Assessment rolis generaily are not up-to-date, the records do not
clearly indicate who has or has not paid their tax and procedures for altering
records wher property was bought and sold are not well-defined. Since
reassessment of properties is unlikely to occupy the toial time of the
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valuation officer, he could also be assigned the task of working with the
union parishad secretary to improve bookkeeping procedures so as to
increase the accuracy of records on tax payment and ncnpayment.
Additional formal training programs provided directly to the secretaries
should also be undertaken under the guidance of the Ministry of Local
Government. Without such efforts, accurate assessments are unlikely to be
transformed into more equitable and greater yields from the koldings tax.

Collection procedures are also inadsquate. Most unions rely upon
private collectors who are reimbursed some proportion (usually from 15-20
percent) of their collections. While this appreach should contain a sufficient
incentive to promcte successful collection efficiency, it has largely failed
to do so. Appointments of tax collectors are often politically motivated and
those selecied are often not committed to the task or are strongly influenced
by political pressures such that relatives of the union parishad chairman or
other powerful persons do not pay their taxes at all. The use of roving
private collectors also presents greater opportunity for taxpayer-collector
collusion and, unless policed very closely, for collector fraud through
nonissuance of reccipts. It may therefore be helpful to abandon this
payment m:ethod in favor of personal appearances of taxpayers at the union
parishad headquarters or at prc-announced sites on particular days
throughout the union, .g., on market days.

More important is wae need for some direct incentive to be given to local
taxpayers to comply with the legal tax liability. One such method that
worked in the case study area in Sylhet district was to tie benefits from
centrally-sdmiiuistered programs such as issuance of ratica cards or
permission to purchase subsidized rice to documented proof of payment of
the holdings tax. This procedure can be extended to other services provided
through the union parishad such as issuance of nationality, character, birth,
or death certificates.

Education of poliiicians and taxpayers must go hand-in-hand with these
structural changes designed to improve taxpayer compliance. No one likes
1o pay taxes, but it is Iess painful if there is a recognition that one derives
some benefit from the taxes that are paid. Likewise, political decision
makers must be aware of the importance of being willing to collect the taxes
levied and to implement techniques for improving tax compliance. The
latter is possible both through formal legal methods of collecting delinquent
taxes—we found that when these methods are used, people do pay—and
informal methods of encouraging compliance. Among the latter are
campaigns which build upon a sense of community and the importance of
everyone paying his share to support projects undertaken by the local
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government. Again, the upazila property tax technician could aid in
carrying these educational effcitc.

Activity-Based Revenues

While real property constitutes the most obvious taxable resource for
rural local governments in Bangladesk, boih iie statutes &nd sctuel nractice
indicate that other economic and noneconomic &ctiviiies can alsc provide
resources to these local bodies. Indeed, under the combination of the Local
Government (Thana Parishad and Thana Administration Reorganization)
Ordinance, 1982, and the Local Government (Union Parishads) Ordinance,
1983, upazila pariskads must rely entirely upon such nonland based taxes,
rates and fees.

Local governments in Bangladesh are permitted to levy a long list of
taxes on activities and wealtn other than land, e.g., on births, marriages and
feasts. Due to their relatively narrow base and costs of administration, few
of these levies can ever be expected to be productive revenue producers.
Two exceptions to this are the tax on professions, trades and callings and
the vehicle tax. Each might be viewed as a kind of benefit-based levy. To
the extent that development initiatives undertaken by local governments
improve the economic lot of local residents, economic activity will increase.
In tumn, local businesses and businessmen will benefit, at last indirecily,
from a more vigorous local economy. Likewise, vehicles are a good
taxation target since a substantial portion of local government rescurces are
devoted to road maintenance. While some roads may have characteristics
lending themselves to the imposition of tolls (discussed below), mest do
not. Vehicle taxes constitute one method whereby local governments can
obtain revenues to support road maintenance.

As currently imposed, these tax levies have several weaknesses. The
maximum allowable rates are low, flat rates. As such they are unlikely to
gensrate significant revenues nor will they allow revenues to grow
automatically in the face of iuflationary pressures or expansions in busizess
activity other than through the creation of new business cutlets. While a
longer term goal may be to develop a rate structure that bases busimess taxes
on net or gross receipts, administering such rates in the environment of rural
Banglad=sh at present is probably infeasible. Ascertaining such
information from large numbers of extremely small busizesses, many of
which do not maintain sufficient records, wouid likely be beyond the
administrative capability of loca! governments. Instead, with additional
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study of local business operations it would be feasible to design a rate
structure that reflects differences in size and profitability of different
business activities and wiich yields greater overall revenues.

The most productive forms of nontax revenues derived by local
governments in Bangladesh are fees placed on msrxets and tolls on roads,
bridges and ferries. Unlike some countries in which these types of activities
are operated directly by the local government, the practice in Bangladesh
has been to lease facilities to private enterprises. Probably the most
important advaniage of ithe leasing system is that it relieves the local
gcvernment of the peed to staff enterprise facilities on an on-going basis.
if, as some argue, privately-held organizations are operated more efficiently
than are publicly-run facilities, leasing can generate greater local revenues
thaii would governmental operation.

Leasing is not without potential disadvantages. In order for the auction
method te extract all but normal profits from operators, multiple,
noncolluding bidders must participate. Further, to protect the bealth and
safety of the general public, the locai guvernment still must insure that
sanitary conditions are mainiained in the markets and that ferries arc kept
in safe operating conditions. Local bodies may fail to carry out these
inspections when the jurisdiction is not immediately responsible for the
service. Another potential disadvantage of leasing arises when the service
0 question, such as, a ferry, is justified as a governmental service due 10 its
redistributional or external benefits.2 In such instances, facilities need not
‘make a profit” in order to be justified as a governmeat activity. But if
facilities are being leased and no prefits can be earned, no bidders will be
willing to operate the facility. In such an eveat, the jurisdiction must either
subsidize the activity or close it down thereby foregoing any redistributionai
enefits.

If local government enterprises such as ferries or markets, either
ielf-operated or leased, are to be managed efficiently in the 'ong run, full
“osts of enterprise operation must be recognized. In the short run there may
se littic need to account for the fact that, while the market is operated, the
acility is being "used up" as capital stock depreciates. But over a longer
»eriod the facility will have to be replaced, thus full market costs include
eplacement cosis as well as current operating and maintenance costs. In
he absence of separate fund accounting which provides for capital stock
eplacement, the facilities may fall into complete disrepair with no local

. External bepefrts arise when society as a whole, or segments thereof, derive
benefits over and above those enjoyed by the immediate user of the service.
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resources available for reconstruction. Whiie this outcome can arise under
either leasing or self-operation, leasing can make it easier for the jurisdiction
to ignore these longer term issues and view the annual revenues earned from
the facility as fully available ¢o the general fund.

With further study of the economics of these facilitics, it should be
possible to estimate replacement cost needs for public enterprise facilities
such as ferry ghats and markets. Rules should be written regarding
establishment of a "sinking fund" designed to be used to accumulate monies
for subsequent use in repiacing these facilities. Such self-financing would
relieve the central government of demands to provide funds for the
provision of these facilities while, simultaneously, encouraging
mainienance of the infrastructure.

As currently formulated, local jurisdictions have considerable power
over rate setting in public enterprises whether or not they are leased. Fees
for upazila parishad markets are set locaily while fees on zilla parishad
ferries and roads must be approved at the divisional level. A nonstandard
set of fees is most reasonable since i allows fees to reflect market conditions
within the locality. Local government should recognize, however, that with
no rate changes, revenues will grow only in response to changes in real
incomes and population and will not respond automatically to increases in
prices. As aresult, revenues will be substantially eroded by inflation unless
rates are changed periodically. With local autonomy in rate-setting the
central government cannot prescribe a schedule which reflects inflation.
The Local Government Division of the Ministry can, however, annually
provide informational circulars indicating the degree to which major cost
components of public enterprise operation have increased, e.g., fuel cost
increases for ferry operators and labor costs for ail enterprises.

As a potential local government resource, voluntary givicg of money or
labor is statutorily allowed at the union parishad level through the
"community tax,"” levied on adult males and based partially on
project-specific costs. In form, the community tax is thus a benefit-based
levy. If effectively levied, the community tax could be as significant a
source of union parishad finance as the holdings tax. But in the local
governments we studied, there was little use of the community tax. There
is, furthermore, significant overlap in the base of the community tax with
the holdings tax and with other benefit charges that might be imposed. With
improvements in the administration of the holdings tax, the community tax
can be removed from the statutes with the holdings tax relied upon as the
principal benefit-related levy within these jurisdictions. With improved
record-keeping, a benefit surcharge attached to holdings tax liabilities
would be simpler to admixister than would a separate community tax.
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Although voluntary labor is mobilized for public sector projects at the
local government level in some countries, mandating its use or including it
as a necessary local resource match as a part of grant programs does not
appear to be justifiable in Bangladesh. Experience shows it does not work
well there as a benefi‘-vased form of finance. That is, persons who benefit
most from public works projects do not participate by giving labor. On the
other hand, spontaneous, locally-based schemes depending on voluntary
cash donations for construction or maintenance should be encouraged. This
encouragerment is most feasible when incorporated into the grant
distribution process.

Conclusions

This volume has reviewed the state of rural local government finance in
Bangladesh and has indicated how changes might be undertaken so as to
strengthen the ability of local governments to participate effectively in the
decentralization process currently underway in the country. The analyses
undertaken here represent the first wide-ranging investigation of the
economic implications and revenue administration practices of local
governments in this extremely poor nation. In great part, the lack of analysis
stems from the fact that, until now, no systematic attempts have been made
to collecl data concerning the fiscal roles of local governments in the
country. Only with such data can the sorts of analyses conducted here be
successfully ccmpleted.

While the focus heie has been on Bangiadcsh with the specific findings
and possible policy changes applicable only to that country, more general
lessons can be gleaned from the exercise. Local governments in much of
the Third World face many of the same sorts of problems highlighted here.
yet, if decision-making powers are to be decentralized, it is reasonzable to
anticipate that local governments may be calied upon to play a more active
role in local level decision-making. An important aspect of this shift in
power is iiiely to be the expectation that localities also participate in the
difficult tnsk of mobilizing the resources necessary to insure that
development takes place. Analyses, as conducted here, of the mobilization

3. The iack of systematic data on subnational governments in Bangladesh, as
well as in many other Third World nations, is highlighted in the World
Bank’s 1988 World Development Report.
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methods to be employed is a necessary first step in the policy reform process
if the reforms are more likely to lead to overall improvements. Still, it
should be recognized that ip most countries, as in the case of Bangladesh,
such policy reforms are likely to lead to both additional benefits as well as
Cosls.

As envisioned here, the principal benefit of a revised system of local
finance in Bangladesh would be to provide incentives to local governments
to encourage them to mobilize resources at a higher level, with greater
built-in growth potential, and with reasonable efficiency and equity effects.
Such a system would go far in promoting successful decentralization of
governmental decision-making within the country while improving local
governments’ ability to operate and maintzin development projects. The
reforms would also help move the government closer to the pecple and
would increase the accountability of local government officials. With
greater resources available, public works investments should be more
productive, especially as they are better maintained.

These changes would not come without some costs. One set of costs of
this rejorm package is a taka drain on the central treasury. Revenue would
be lost to the national government if a portion of the land development tax
were transferred to local governments. Investments would be needed for
new centrally-financed programs designed to strengthen the administration
of local governments including the support for training programs. These
investments are not insignificant, but they can buy considerable
improvement in local government finance in Bangladesh.

A more development-oriented program of fiscal decentralization would
also entail some costs. By allocating grants more on the basis of
development potential and the ability to match central taka, and less on a
basis of need, some equalization of fiscal capacity would be sacrificed.
There could be fewer centrally-financed projects to spread around under
such a system, but they should be more productive investments. The
projects would have more capital content and, with improved local resource
mobilization, could be better maintained. But construction of such projects
would generate fewer jobs than would pure earthworks activities. Local
taxes and fees would go up, but would be levied primarily on pclitically
more powerful landowners and merchants which would likely entail
significant political costs. Greater local government autonomy would mean
that the national government may give union parishad some flexibility in
controlling the total amount of government spending in the country. All of
these are real costs to both government and the people, but are necessary
for fisca! decentralization and rural development.

A Note on Terms and
Selective Glossary

Throughout this book we use many non-English terms and many terms
that have come into English from other languages, particualry South Asian
words such as zamindar, pukka and ghat. Conceming spelling. we use the
unabridged version of the Random House Dictionary of the English
Language (1973) as the anthority. For underlining, we follow the rule that
if the word appears in the Rardom House Dictionary, it is printed in normal
typeface; words not appearing there are, with a few exceptions, printed in
italics. The exceptions are the Bangladeshi terms—zilla, thana, upazila,
paurashava and taka—which we use frequently and which if constantly
italicized, would unnecessarily clutter the text.

For non-English terms not in the Randim House Dictionary, we use the
mosi common spellings found in the literature and avoid the use of
diacritical marks. In only one case do we provide a transiiteration
presenting a long "a" in the word haat, by spelling it with a double vowel
rather than a single so that the reader will know that the pronounciation
differs from that of the English word, "hat." For the sake of simplicity long
and short vowels are not distinguished in other words such as medrassa,
samaj, or sardar.

Pluras to Bangladeshi terms are formed, as is the usual practice in
English language social science literature, by adding an "s" to the end of the
word such as gushis and bighas, although there are some exceptions in the
case of such words as taka and paisa which are found variably with and
without an ultimate "s."

Here we attempt to provide some general definitions of many of the
Bangladeshi terms used in the text.

Bari Cluster of neighboring houses

Bigha A measure of land area; 1 bigha is about 1/3 acre
Chanda (chada) Donation

Decimal A measure of land area; 100 decimals is about 1 acre
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Ghat
Gonomilan
Gusthi
Haat
Harambee
Imam
Khatian
Kripon
Kutcha
Lungi
Madrassa
Mauza

Minga
Mohalla
Mohot
Musti

Paisa
Para
Parishad
Pukka
Reyai

Sadaqah
Sadhu
Samaj
Sardar
Sari
Shramdan

Swarnivar

Taka
Thana
Upazila

Zakat
Zamindar
Zilla

Passage or steps leading to a river; a river lar ‘ng

A self-help movement

Lineage based on descendence from a male ancestor

A local market

Self-help movement in Kenya

Islamic religious leader

An area of land used for administering land taxes

Stingy: ungiving

Temporary; unpaved; unfinished; rough

Male clothing

Islamic school

The original land revenue unit under the British
zamindar system; consists of one or two villages

Peruvian term for voluatary labor

Neighborhood organized around a mosque

Respected man of the village

Voluntary contributions made especially by Hindus to
support religious events

Currency valued at one hundreth of a taka

Neighborhood grouping of several baris

Council

Permanent, paved, finished; smooth

Local grouping comprising male-related kindred and
associated followers

Variant of zakat

Hindu holy man

Cluster of Gusthis

Local leaders

Female clothing

Term used for voluntary labor in Sri Lanka

Self-reliant, used to refer to various self-help move-
ments throughout South Asia

Basic unit of currency used in Bangladesh

Former local administrative unit; now upazila

Rural local administrative unit; approxinately 460 in
Bangladesh

Voluntary giving required as one pillar of Islam

Landlord

Administrative unit; district
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