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The Daily Star Pre-Budget Roundtable

Plug Collection Loopholes, Don't Raise Tax

“Plug collection loopholes, don’t raise tax” was the key message coming out The Daily Star pre-budget round table held on April 25.
The distinguished participants also made a serious case for education, human resources development and agriculture. All of them
said it was important that the administration and the judiciary be reformed.

The Star idea was to bring people with divergent background and views who would generate suggestions ahead of the national
budget. The participants focused on issues that concerned specifically the forthcoming Budget in the context of such national priorities
as private sector development, generating investment, improving governance and social development. The five-hour open discussion,
was held at the FBCCI boardroom. Following are excerpts of the deliberations.

Mahfuz Anam: At the very
outset, | must apologise for the
delay in organising this round
table. It should have been at
least three weeks earlier. Never-
theless, we feel that ideas gen-
erated from this round table
discussion will help the gov-
ernment to understand the
problems the country is facing
todar t:HE hﬂivedlal kinds l:'.illf

e here -- lea personal-
?tfgf from trade arnlﬁ industry
and academia. W:i ala:d hfavc
some senior, experienc or-
mer and members of the
civil service, who have had long
association with budget mak-
ing.
ngw;- feel that the budget has
become more ritualistic rather
than perhaps an instrument of
the country's march forward.
Just after the budget speech, we
see a lot of media coverage, and
the headlines screamed with
protest and acceptance. As the
year goes by, we see the aims
and projections being changed,
and so ultimately the confi-

dence I‘ai,des away.

‘he [undameital question is
whether the budgelt is actually
made to meet the need of the
Constitution or a traditional
way of addressing the financial
measures. Anyway, at this
stage, |1 think two main broad
issues need to be covered. The
chamber leaders and leaders of
the industries have all made
formal proposals for tax cuts,
which they think, might be an
intermediary step, which are
likely to have a remedial effect
to move forward. The Govern-
ment has admitted some of
those proposals which are being
incorporated in the budget.
Now, | think the real question
for the government is how to
generate more revenue -- the
revenue that is needed to fi-
nance the necessary state ex-

Ses.

As we all know, revenue col-
lection this year has fallen be-
hind Ipmjeclinns. I think the
one of the key questions is: how
do Juu ensure the continuity,
and keep the hopes of high
growth alive? So, the nation is
in need of ideas and directions.
WeTe trying to get pass stag-
nancy as much as possible. It is
more of a dialogue than a
speechmaking. What 1 have
done is to set the ball rolling. I
would like to start withnﬁm
President of FBCCI, Mr. Yussuf
Abdullah Harun.

Harun : Thank you very
much Mr. Mahfuz Anam. The
Daily Star has been organising
seminars and dialogue regu-
larly. This {one) has been very
much timely. [ am sure today’'s
discussions will result in many
important recommendations.
We have a meeting tomorrow
with the finance ministry --
sort of a wrap-up meeting --
(where) all the chambers and
associations will join.

The only thing I would like
to say at this stage (is that) we
have suggested the Ministry of
Finance first do an assessment
of the situation befcre going
into the budget details. But I
think the critical issue today is
-- after seven years of liberal-
ization -- where do we stand? If
you look at the recent figures ...
the export-oriented private in-
dustrial sector, no doubt, has
been playing a very satisfactory
role and 3-4 government sectors
could be named.

Most of the other sectors are
showing negative trends. One of
the biggest reasons for that, of
course ... over the last 2-3
decades ... the liberalisation
process has had a tremendous
effect. Our industries had actu-
ally nice 5&’[;:];) and that was
heyday: but today, by and large,
the industries are faced with se-
vere crisis. The was a period of
nport substitution techniques.

.dat then, rapid liberalization
without any reforms has
pushed these industries into a
very difficult situation. It is
very difficult to keep pace with
increasing competition that is
coming in. Many of them fell

sick.
I'm not against lib--alisa

tion, but | think the libemiisa-
tion must go ahead with re-
forms. Because, once you open
your economy for foreign com-
petitors we have to make avail-
able the factors of retention for
our own investors, industrialist
alt the same level the other in-
dustrialists are likely to enjoy.
Therefore, the other things
were looking at are reforms,
which have been done or over-
done. These might have serious
impact on the budgetary alloca-
tions and other fiscal measures.
Now, we would like to see the
revenue gap. Why has the rev-
enue gap increased in the cur-
rent years? | think analysis is
an important exercise in
reparing this budget. Because
need not be secret of
the secrets. It should be dis-
cussed more openly. People
should know what is
and I think the most important
thing we have to do this time is
reform. The other factor is in
the income tax area.:We are in-
creasing the tax-base but be-
cause ol the corruption at the
grassroots level, a big chunk of
our revenue is lost. There is a
vasl reservoir of revenue that
should be tapped. And on part of
the business community, we
have volunteered many mea-
sures to strengthen laxga.uc for
example, introduction of tax
identification numbers. We
ourselves advocated last year

for that tax registration num-
ber. This is im

All lhli-I time, the business
commun articipated in
budget dugu:[;mn. hSt partici-
pation of other professionals |s
also needed. As far as our im-
port policy is concerned, | think
what the business community
is arguing (should be looked

into) -- in the budget, we want to
see reduction of tax on the raw
materials, not on the finished
goods.

Mahfuz Anam: | would like
to propose that the chamber
leaders speak first. May [ now
invite Mr. Abdul Awal Mintoo
of Bangladesh Association of
Banks. :

Abdul Awal Mintoo: | would
like to congratulate The Dail
Star for (organising) this kin
of discussion. We must decide
on policies first -- whether we
want a tax and tariff-oriented
cconomy or we want an em-

;e:t‘l:fmmt generating, more lib-
ised tariff structure and ex-

?ort-urien ed m:lgm. We egd
o) want the com tion ol the
both, but it doesn't go together.
Because if you are going to bur-
den the whole business by sim-
Ble}r tax or tariff structure at the
ginning. and if the cost of
business is so high, hardly any
industry can survive in. this
country. | with the FBCCI
president that we have liber-
alised r:nuu%h. I am thoro
in favour of liberalisation but
the point is it is not the single
thing you have to do. At the
same timpe, you have to do it in
many fields, if you are going to
liberalise. If you shift our em-
phasis from import substituted
licy which has been the ideal
or many years in our country
.. if you want to change that we
all agree with you -- it must be
supported with other reforms.
The reforms of administrative
forces, judiciary and many
other places. Without these re-
forms. if the red-lape and all
the cost of production remains
the same, if we are burdened
with extra taxes now ... they are
saying that they are reduci
the taxes, but it is not in al
laces. You see the difference
tween tariff and taxes. I think
it has to be changed fundamen-
tally. Because, now in many
cases, the tariff between the raw
materials and finished goods
simply is not enough to support
us. S0, we have got o ensure --
whatever we are proposing here
-- | don't need to have the tariff
burden or protection whatever
-- that there should be enough
difference so that local industry;,
can survive, and flourish. On
the other side, we have a very.
high amount in our expectation
on the revenue collection. Obvi-
m;:.élv, if too much collection is
needed or expected, if you have
to increase tax. The tariff struc-
ture is so bad ... so raw ... it
doesn't seem realistic. What is
happening (as a result}? Our ex-
port and import are coming
down and the ﬁap between tax
collection and development

budget is increasing,

Abdul Awal Mintoo

At the same time, to make-
up for the revenue shortage, the
government is introducing new
instruments at a lot higher in-
terest rate than the normal
bank rate. For example, re-
cently, the government came up
with a new instrument where
interest rate is 14 per cent. Now

tell me, who is m to put their
money in the ; t gov-
ernment is doing right now is

to a lot of pressure on
the

system,

There would be hardly any
money available in the banks
to support the working capital
or any kind of project loan. The
small savers are the backbone
of the commercial banks. They
are going to shift from the nor-
mal and going to buy the
instruments issued by the gov-
ernment. That means bank
would be under pressure and
they wouldn't be in a position to
give any loan for projects. You
are taking the money out of the
system.

Mahfuz Anam: Now, lel's
hear another business view.
The view of the foreign business
community. May | invite Mr A
K M Shamsuddin of Foreign
Chamber ..

A K M Samsudduin: Thank

you Mr. Mahfuz Anam. Thank
ou on lwo [ronts. Thank you

or organising this roundtable
-- which is timely. Thank you
also for setling the tone of this
roundtable. You said, in your
letter, that emphasis should be
given on the En‘nrtucs like pri-
vate sector development, in-
vestiment generation, improv-
ing governance and social de-
velopment etc. Let me start b

asking a basic question: Why cﬁ’::
we do a budget?

We can say from our experi-
ence in Ba.ngl,;duh. that we do
budget for revenue collection
and give some outline for the
development of the country.
But, today, also in the budget
exercise, we have to keep In
mind the globalisation and

2005 by which time we have to
implement the WTO recom-
mendations. If we come to the
first one -- the revenue collec-
tion exercise in Bangladesh, it
seems to me that revenue collec-
tion. to some extent, is in con-
trast with tax rate. If you look
at our revenue collection sce-
nario over the years, we will
see, in real terms, it is all fail-

ure.
We iav: very good incentives

to the black nmnea holders in
this year's budget. But this did-
n't succeed. y? Whereas in

India. they did the same thin
and with very big success. Why"
We reduce the tax and hope that
tax horizon will be widened.
What is the guarantee that tax
rate will not be revised, not
even in the next budget but the
next day? This is very impor-
tant situation in our case. So, I
think, the first priority of the
government in this year's bud-
get should be to earn trust of the
people. To make sure thatonce
the budget is passed in the par-
liament, no deterring changes
will be made. To do so, it should
be done through parliament,
not through tax department. Let
there be assurance that tax rate
remain static, if not going down
and will not be increased during
the tenure of the present gov-
ernment and thereby generate
trust. 5o the people will not be
afraid to come under tax net. In
the language ol law minister
and new finance minister of In-
dia. Inspector Raj should be
abolished. If 1 ng 0.000, I am
scot-free and | don't even need
to submit a return. Therefore.
the tax administration needs to
be completely simplified. The
number of controllers should be
reduced to reduce the control.
We have to have a different rev-
enue administration system,
long-term policy assurance and
reduction of rates.

There is an utter need to
downsize the bureaucracy and
thereby reduce the revenue
(spending) for the unproductive
purposes -- and divert the sur-
];}_1;:5 for development purposes.

e second point of the budget,
to me, is development. We have
a long-term perspective plan
alm:l we have a budget as part of
Lhis.

The liament doesn't ap-
prove of our ADP, if I am not
wrong. So what is required? If
we look at our neighbouri
countries -- their view is (that
reform should go on and there
should be some sort of protec-
tion too. But it should not be
overdone. Because if we defer

Mahfuz Anam: At the very
outset, | must apologise for the
delay in organising this round
table. It should have been at

least three weeks earlier. Never-

theless, we feel that ideas gen-
erated from this round table
discussion will help the gov-
ernment to understand the
problems the country is facing
today. We have all kinds of
people here -- I:adinﬁ personal-
ities from trade and industry
and academia. We also have
some senior, experienced for-
mer and servin mI?nh:hrs ;}I‘ the
civil service. who have had long
association with budget mgk-

ing. Z
; qgWq: feel that theibudget B
beegme more ritualistic ra
‘than perhaps an instrument
the country’'s march forward.
Just after the budget speech, we
see a lot of media coverage, and
the headlines screamed with
protest and acceptance. As the
year goes by, we see the aims
and projections being changed,
and so ultimately the confi-
dence fades away.

The fundamental question is
wliether the budget is actually
made to meet the need of the
Constitution or a traditional
way of addressing the financial
measures. Anyway. at this
stage, | think two main broad
issues need to be covered. The
chamber leaders and leaders of
the industries have all made
formal proposals for tax cuts,
which lﬂq" think. might be an
intermediary step. which are
likely to have a remedial effect
to move forward. The Govern-
ment has admitted some of
those proposals which are being
incorporated in the budget.
Now, | think the real question
for the government is how to
generate more revenue -- the
revenue that is needed to fi-
nance the necessary state ex-
penses.

As we all know, revenue col-
leetion this year has fallen be-

hind projections. | think the
one of the key questions is: how
do you ensure the continuity,
and keep the hopes of high

ve? So, the nation is
in need of ideas and directions.
We're trying to get pass stag-
nancy as much as ble. It is
more of a dialogue than a
speechmaking. at I have
done is to set the ball rolling. I
would like to start with the
President of FBCCI, Mr. Yussuf
Abdullah Harun.

Harun : Thank you very
much Mr. Mahfuz Anam. The
Daily Star has been organising
seminars and dialogue regu-
larly. This (one) has n very
much timely. | am sure today's
discussions will result in many
important recommendations.
We have a meeting tomorrow
with the finance ministry --
sort of a wrap-up meeting --
(where) "all the chambers and
associations will join.

The only thing 1 would like
le say at this stage (is that) we
have suggested the Ministry of
Finance lirst do an assgssment
of the situation before goin
into the budget details. But
think the critical issue today is
-- alter seven years of liberal-
ization -- where do we stand? If
you look at the recent figures ...
the export-oriented private in-
dustrial sector. no doubt. has
been playing a very satisfactory
role and 3-4 government sectors
could be named.

Most of the other sectors are
showing negative trends. One of
the biggest reasons for that, of
course ... over the last 2-3
decades ... the liberalisation
process has had a tremendous
effect. Our industries had actu-
ally nice set-up and that was
heyday: but today, by and large,
the industries are faced with se-
vere crisis. The was a period of
import substitution techniques.
But then, rapid liberalization
without any reforms has
pushed these industries into a
very difficult situation. It is
very difficult to keep pace with
increasing competition that is
coming in. Many of them fell
sick.

I'm not against liberalisa-
tion, but | think the liberalisa-
tion must go ahead with re-
forms. Because, once you open

your economy for fo come-
tors we have to m avail-
able the factors of retention for
our own investors, industrialist
at the same level the other in-
dustrialists are likely to en{n}r,

Therefore, the other things
we're looking at are reforms,
which have been done or over-
done. 'Ihufhmli]gh{; have s:lxl'inus
impact on the budgetary alloca-
tions and other fiscal measures.

Now, we would like to see the
revenue gap. Why has the rev-
enue gap increased in the cur-
rent years? | think analysis is
An important exercise in

eparing this budget. Because

need not be
the secrets. It be dis-
cussed more openly. People
should know what is happening
and I think the most important
we have to do this time is
reform. The other factor is in
the income tax area. We are in-
creasing the .tax-base bul be-
cause ol the corruption at the
grassrools level 3 .lﬁ-‘hﬂﬂk of
our revenue js lost. There iﬂ a
vasl resérvoir of reventie that
should be tappéd. 'And bn' part of
the business community, we
have volunteered many mea-
sures to strengthen tax-base, for
example, introduction of tax
identification numbers. We
ourselves advocated last year
lor that tax registration num-
ber. This is very important.

All the time. the business
community participated in
budget discussion. but partici-
pation of other professionals is
also needed. As far as our im-
port policy is concerned, I think
what the business community
IS arguin%’ (should be looked
into) -- in the budget, we want to
see reduction of tax on the raw
materials, not on the dfinished
goods.

Mahfuz Anam: | would like
to propose that the chamber
leaders speak first. May | now
invite Mr. Abdul Awal Mintoo
of Bangladesh Association of
Banks.

Abdul Awal Mintoo: | would
like to congratulate The Daily
Star for (organising) this kind
of discussion. We must decide
on policies first -- whether we
want a tax and tariff-oriented
economy or we want an em-
ployment generating, more lib-

dustry
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eralised tariff structure and ex-

port-oriented industry. We }_tend
lo) want the combination of the

both, but it doesn't go together.
Because if you are going to bur-
den the whole business by sim-
gle}r tax or tariff structure at the
ginning, and if the cost of
business is so high, hardly any
industry can survive in this
country, I with the FBCCI
president that we have liber-
alised enm:ﬁh* I am thnruuihlll}r
in favour of liberalisation but
the point is it is not the e
thing you have to do. At the
same time, you have to do it in
many fields, if you are going to
liberalise. If you shift our em-
phasis from import substituted
fholit:jr which has been the ideal
or many years in our country
... if you want to change that we
all agree with -- it must be
supported wit{m;thcr reforms.
The reforms of administrative
forces. judiciary and many
other places. Without these re-
forms, if the red-tape and all
the cost of production remains
the same, if we are burdened
with extra taxes now ... they are
saying that ther are reducin
the taxes, but it is not in
laces. You see the difference
tween tariff and taxes. I think
it has to be changed fundamen-
tally. Because, now in many
cases, the tariff between the raw
materials and finished goods

simply is not eno to support
us go we have to ensure --
whatever we are here

-- | don't need to have the tariff
burden or protection whatever

-- that there should be enough -

difference so that local indy

can survive, and flourish. On

the other side, we have a very

high amount in our expectation
on the revenue collection. Obvi-

ously, if too much collection is =

needed or expected, if you have

increase The tariff stru i :

ure is so bad ... so raw ...
doesn’t seem realistic. What is
hap (as a result)? Our ex-
port and import are coming
down and the gnp between tax
collection and development
budget is
At the same time, to make-
up for the revenue shortage, the
t is in new
truments at a lot higher in-
E:r:]':t rate ‘E:an “the' lﬂrﬁial
rate. For example, re-
, the came ap
S e
interest rate is 14 per cent: Now
tell me, who is w their
money in the ‘ t gov-
ernment is doing right now is

to a lot of pressure on
the

system.
There would be hardly any
money available in the banks
to support the working capital
or any kind of project loan. The
small savers are the backbone
of the commercial banks. They
are going to shift from the nor-

mal and going to buy the
instruments issued by the gov-
ernment. That means bank

would be under pressure and
they wouldn't be in a position to
give any loan for projects. You
are taking the money out of the
system.

Mahfuz Anam: Now, let's
hear another business view.
The view of the foreign business
community. May | invite Mr A
K M Shamsuddin of Foreign
Chamber ...

A K M Samsudduin: Thank
you Mr. Mahfuz Anam. Thank
yvorr on two fronts. Thank you
for organising this roundtable
-- which is timely. Thank you
also for setting the tone of this
roundtable. You said, in your
letter. that emphasis should be
given on the priorities like pri-
vate sector development, in-
vestment generation, improv-
ing governance and social de-
velopment etc. Let me start by
asking a basic question: Why do
we do a budget?

We can say from our experi-
ence in Bangladesh, that we do
budget for revenue collection
and give some outline for the
development of the country.
But, today, also in the budget
exercise, we have to keep in
mind the globalisation and
2005 by which time we have to

- implement the WTO recom-

mendations. If we come to the
first one -- the revenue collec-
tion exercise in Bangladesh, it
seems Lo me that revenue collec-
tion, to some extent, is in con-
trast with tax rate. If you look
at our revenue collection sce-
nario over the years, we will
see, Iin real terms, it is all fail-
ure.

We gave very good incentives
to the black money holders in
this year's budget. But this did-
n't succeed. y? Whereas in
India, they did the same thing
and with very big success. Why?
We reduce the tax and hope that
tax horizon will be widened.
What is the guarantee that tax
rate will not be revised, not
even in the next budget but the
next day? This is very impor-
tant situation in our case, So, 1
think, the first priority of the
government in this year's bud-
get should be to earn trust of the
people. To make sure that once
the budget is passed in the par-
liament, no deterring changes
will be made. To do so, it should
be done through parliament.
not through tax department. Let
there be assurance that tax rate
remain static, if not going down
and will not be increased during
the tenure of the present gov-
ernment and thereby generate
trust. So the people will not be
afraid to come under tax net. In

the language of law minister
and new finance minister of In-
dia, Inspector Raj should be
abolished. IfIlpgy 0,000, | am
scot-free and on't even need
to submit a return. Therelore,
the tax administration needs to
be completely simplified. The
number of controllers should be
reduced to reduce the control.
We have to have a different rev-
enue administration system,
long-term policy assurance and
reduction of rates.

There is an utter need to
dowmnsize the bureaucracy and
thereby reduce the revenue
(spending) for the unproductive

urposes -- and divert the sur-
lus for development purposes.

e second point of the budget,
to ]mt': is develo t. We h]a'.r:
a long-termm perspective plan
aﬂdmhawabudgetaspaﬂof
this.

The parliament doesn’t ap-
prove of our ADP, if I am not
wrong. So what is required? If
we look at our neighbourin
countries -- their view is (that
reform should go on and there -
should be some sort of protec-
tion too. But it should not be

overdone. Because if we defer
mands for increase of taxes in

some areas. | feel that Mr. Mdh-
fuz Anam can make a lot of rec-
ommendations. It is not possi-
ble for the government to a
most of the recommendations
coming from chambers. Be-
cause, even if | am honest, and
in fact, study all the recom-
mendations instead of reforms
in NBR and other areas ... (th
always propose to reduce 7-
9% tarrif reduction. These are
national calculations. So, | feel
that government has limita-
tions to accept all the recom-
mendations. | would say, there
are (some valid). points, raised

- here to mobilise resources.

¥ -

There is an hilyﬂcy to raise rev-
enue, C inly you cannot
raise ue by removin {ﬁc

ents only. I wo say,

'yd'u cannot do mobilization, it

i on time and deter-

wm question is
some issues have come up

‘in the discussion. Removing

: =y ]

_ n is one of them. The
international organisations
continue to tell us to remove
l:ﬂl'!'l;])ﬂﬂl‘l and to augment in-
ternal resource mobilisation.
My n is that our in-
dustries are in a serious situa-
tion and protection must be
there. What will be the protec-
tion? 1 ac almost 90 cent
(of whatfismbeing said). in-
terest o local indus :
mlfﬂtt be taEEL inturfgmﬁﬁﬂ

account.

(Howeve rther r
&ﬁm'w is not 'i‘sul gﬂﬁ%ﬁ
thisstegel .~ .
I also we must-not sur-
render belore international
bodies. There is a | demand
to reduce 10%, 12%. I don't ac-
cept believe it ...-it is not possi-
ble for the government to accept
it. On the procedure side, the
duty is subject to serious distor-
tion. Because, we have to avail
more resources. On the expendi-
ture side also, I would like to
say something, which has also
been highlighted. For example
-- | am not an (though) --
what should be the size ol the

revenue now? .
Expenditure in some areas is

very poor. Revenue expenditure
and development budget ... |
think we should now remodel
the annual development budget.
now that the private sector is
expected to take up much of the
responsibility. For example in
science sector the allocation is
only Tk 93 crore. If you want to
¢o lorward, you will have to
make progress in science and
technology. How will 1 do it? |
would say vision of our expen-
diture is not appropriate. We in-
troduced the so-called privati-
zation policies.

Beyond that, why the minis-
ter should be concerned for a
posting in the airport ? Why
should the NBR chairman re-
ceive phone calls for such re-
quests? A stubborn policy is
needed to fight corruption. How
does this [posting)] concern a
minister? Bad lobbying (tadbir)
must be sto .

Salahuddin Kashem Khan: |

would like to come to the point.

| think the budget should reflect
the fundamentals of national

-------
" i

Salahuddin Kashem Khan
development. Mr. MK Anwar
agreed that the sickness of the
industries has been due to the
policies of the Previuus gov-
ernment. Today the industries
are sick. This is due to liberali-
sation without taking into ac-
count the national interest. In
Chittagong., we had a meeting
with WB president Mr. Wolfen-
son and talked about the impact
of liberalisation. In India. tar-
rif reduction on raw cotton is 65
per cent and in Bangladesh the
government reduced only 25 per
cent. We are not exces-
sive .trontectlnn but we are talk-
ing ut adequate protection.
country in the world pro-
tects its local industries. Sick-
Continued on page 7



