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Role of Income Tax in Nepal’s Tax Structure

- Govinda Ram Agrawalx

1. Introduction

Tax structure refers to the level as well as relative importance of various taxes in the
composition of total tax revenue of a country. A discussion of tax structure, therefore, should

“deal with the balance between direct vs. indirect taxes.

The base for levying taxes may be consumption, income, and capital, Taxes on con-

sumption are known as indirect taxes where as taxes on income and capital are known as direct

as well as indirect taxes.1

2. Indirect Taxes and Developing Nations

Heavy reliance on indirect taxes, especially consumption-based taxes, is the major
feature of the tax structure of developing nations.2 Customs duties, excise taxcs and toa

growing extent sales tax play a dominant role in their tax structure.3

+% Dr. Agrawal is associated with the Centre for Esonomic Development and Administration (CEDA), Tribhuvan

University. This paper has been extracted from his Researeh Report *“Resource mobilization for Development: The
reform of income Tax in Nepal” published by CEDA in July 1978, ' ‘

1 For a detailed analysis of Nepalese tax structure, see Bhavani Dhungana, N. Kayastha and B. P, Rai An analysis

of Tax structure of Nepa| (Kathmandu: CEDA, Dec. 1976)

2 See Walter W. Hellar “Fiscal policies for underdeveloped Economies” in Richard M. Bird and Oliver Oldman,

Readings on Taxation in Developing countries. Op. Cit.

3 See John F, Due Indirect Taxation in Developing Economies (U. S. A.: The John Hopkins Press, 1870} P. 1.
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Table 1 gives a comparative picture of the reliance of more than 70 countries by GNP
class on indirect taxes. It is evident that smaller the per capita GNP of a country, more the
reliance on indirect taxes, couniries with less than US $100 per capita GNP, including Nepal,
mobilize 68 percent of their tax revenue for countries having per GNP of more than
US §800.

"Similarly, an examinaton ~of “fiftyfive: countries shewed the:relative importance of
direct taxes in the total government revenue was markedly less in developing countries.4 The-

broad pattern emerging from the above discussion indicates that indirect taxes have been predo-
minant in the tax stucture of developing nations.
The main reasons for the heavy reliance on indirect taxes in developing nations can be

enumerated as follows:

1. Deep-rooted tradition of raising indirect taxes, mainly because of the feudal or

colonial heritage.s

2. Low per capita income of the vast majority of masses who do not pbssess ability to

pay direct taxes.

3. Concentration of most of the income and wealth in the hands of small “Wealth
- groups” who possess enough political and administrative powers to block direct tax

measures that threaten their positions.

4. Prepondernance of small and unstable business undertakings which present tremen-
duos difficulties in-collection of a small amount of direct taxes from  # multitude of
“lowincomz carners. “The  corpoate - sector tends “of be underdeveloped -in- these

countries.

5. The existence.of large. pockets of non-monetized sectors, inhabitated largely by
illiterate people. These scctors may not be relevant for the immediate purposes: of

4 See A. R. Prest Public Finance in Underdeveloped Countrie (New York: Frederick A. Praeger, 1973)  p. 27.'It was

~found-that Sudan, Guatemala, Haiti, lIran, Jordan and Thailand derived  less than 10 ‘percent of their goveraiment
- revenue from direct taxes whereas this percentage was more than 50 percent for USA,’ Czan'ada, ‘UK., "“Nétherland,

Australia and Nev’ Zealand.

5 Land Tax was the most impottant traditiona !source of revenue in:many.developing “nations, ‘,Perhaps.:this~-w-as'fthe

only major direc itax ofcom s sort.
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direct taxation, but they are important in terms of their future potential for direct.
taxes.

6. Lack of tax consciousness and taxpaying habit on the part of the taxpayers, volun-

tary compliance has been a rare phenomenon in developing nations.

7. Lack of effective information base. Most of the developing nations lack reliable and
up-to-date data about the various aspects of their economy. The tax information.
system is virtnally non-existent. Cooperation and coordination betwesn various.
revenue agencies is poor. Accounting standérds are undeveloped and most of the:
taxpayers either do not maintain account at all or maintain more than on set of

accounts to evade taxes.

8. Policymakers prefer indirect taxes for their revenue generation potential as well as
positive psychological impact on taxpayers. Since indirect taxes ars paid at source-
and included in the prices, most of the people‘ are less conscious while paying such
taxes. Therefore, argument isforwarded that people prefer indirect taxes to direct.

taxes and they are easy and cheap to collect.

9. Ineffective tax administration, which tends to be infested with inefficiency, dis--
honesty, corruption, discretion and incompetent personnel. Tax administrators in
developing nations seem to have a limited capacity for administration of direct.

taxes. This is the important reason for the poor performance of direct taxes.6 e

2. Structure of Nepalese Revenue

The structure of Nepalese revenue is presented in Table 2 and 3. Tax revenue.

=gcoounts for more than 83 percent of the total revenue. Tt has growth absolitely from Rs. 105

~million in 1962-63 to Rs 1102 million in 1976-77, with an estimate of Rs. 1972 million in.

1978-79. This is consistent with the average annual growth of total revenue—about 18 percent.
sover the 1970/71-1976/77 period.

In the total revenue, the share of indirect taxes is about 63 percent and of direct taxes.

gabout 22 percent. There is an indication of declining trend in the share of direct taxes.

& Also see Richard Goode The Individul income Tax (USA: The Brookings, [nstitution, 1964), For a discussion of the-

gonditions in Nepal, see the last section of Chapter one.
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From 1965-66 through 1970-71, revenue increased at an average annual rate of 22
percent. The share of tax revenue increased from 84 percent of total revenue in 1965-66 to 89
percent in 1970-71. However, from 1971-72 through 1976-77 revenues increased at an average
annual rate of 27 percent. The current trend indicate 2 showing down in revenue growth to about
10 percent annually. Although comparative importance of direct tax revenue i3 increasing,

Tepal still derives about 75 percent of its tax revenue from indirect taxes.?

4. Structure of Nepalese Tax Revenue

The structure of Nepalese tax revenue is presented in Table 4 in terms of consum-~
ption, income and capital based taxes. The share of consumption-based taxes has been the
largest and has tended to remain at about 75 percent of total tax revenue. ‘

The share of income-based taxes in the total tax revenue of MNepal was a stable ﬁguré
of 5 percent till 1973-74. However recently it has shown an mcreasmg trend and was 12 percent

in 1976-71.

The share of capital—base'd taxes (including land tax) has shown a declining trend——
from 31 precent in 1967 63 to 14 percent in 1976-77. This indicates poor taxation of capxtal_
in Nepal.

Customs duties, although registering four-fold increase between 1965-66 through
1975-76, declined from a high of 51 percent of total tax-revenuein 1965-66 to 39 percent in
1975-76. Revenue from excise duties increased about seven-fold during the same period and its
share in total tax revenue increase from 11 percent in 1965-66 to about 14 percent in 1975-76.
Sales tax increased by twentyfive—fold over the same period and its share in total tax revenue

increased from 3 percent in 1965-66 to over 20 percect in 1975-76.

Tncome tax has been a fast growing category of tax revenue with twelve-fold increase
during the 1965-66—1975-76 period. Its share increased from 4 percent of total tax revenue in

196566 to about 10 percent in 1975-76.

Taxes on property rank as the lowest growing of the taxes. Their share in total tax
revenue has almost halved from 26 percent in 1965-66 to 15 percent in 1975-76. Two-thirds of
the revenue comes from land tax which has remained inelastic because of the lack of discretionary

changes in rates and base.

7 See George E. Lent and Angelo G. Faria Tax Program for Nepal (Washington, D. C. IMF, Aug. 1977) pp. 8:13.
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Ovwer a ten year period (1967-68 to 1976-77) the average share in total tax revenue was
consumption-based taxes 74 percent, income-based taxes 7 percent, and capital-based taxes 19
percent. The contribution of consumption-based indirect taxss is three times the combined con-

tribution of income and capital-based taxes in the tax structure of Nepal.

Over the period 1965-66—1975-76 as a whole, about 40 percent of the growth in
Nepal’s tax revenue appeared to have been due to the “built-in” response to economic growth and
jmproved tax administration. The remaining 60 percent may be attributed to discretionary tax
measures: However; over ‘thé period 1971-72-1976-77, these proportions were 54 percent and 46

i)ercent respectively, reflecting better tax administration.8
5. Income Tax in Nepal's Tax Structure

The role of income tax in Nepal’s tax structure is presented in Table 5. It is interest-
ing to note that the collection of income taxin absolute terms has shown a constantly rising
trend-Rs 2 million in 1962-63, Rs 23 million in 1972-73, Rs 33 million in 1976-77, and as esti-
mate of Rs 175 million in 1978-79. Tts share in total revenue of Nepal, however, remained
constant to about 4 percent till 1974-75. It markedly incresed to 10 percent in 1976-77. In
1978-79, this share is estimated to decline at 8.6 percent. During the period 1970-71 -to 1976-77,
the total vevenue incirased at.18-1 percent. while income tax increased at the rate of 32.03

PCYCGHY.

Thae share of incoms taxin total tax revenue of Nepal was about 4.5 percent till
1572-73%. However, This share increased to 12.1 percent in 1976-77 but is estimated to decline to
10.5 percent in 1973-79.

The share of inzoms tax in the tax structure of Nepal has shown. a remarkable increase
in recent ysars and contributes about 40 percent of the total direct taxes.® This tox has appeared

as one of the fastest growing taxzes of Nepal.

The trends of incoms tax in selected countries for years 1970-7{ are presented in Table
6 which shows that the share of income tax (individual --corporate) to total tax revenue was

56 percent in Canada, 46 percent in Japan, 41 percent in U. K., 36 percent in USA, and 36

8 ibid.p. 10-14 for calculations and further elaboration.

9 See Table 2-1 for calculations of income taxes as percent of direct tax.
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Table-b

Income Tax in Mepal’'s Tax Structure

16

1978/79+ 175.00 10:46

Collection in Percent of Total Percent of Total
Fiscal Year Rs in Million Tax Revenue Revenue
1962/63 2.00 1.91 1.54
196364 ‘ 2.79 | 2.36 1,77
1964/65 5.6 349 273
1965/66 7.08 4.00 327
1966/67 773 3.42 3.01
1967/68 11.41 402 3.50
1968/69 16.73 454 4.05
1969/70 19.63 477 423
1970/71 21.17 5.35 4.61
197172 22.05 ' 4.72 3.98
1972/73 23.38 4.49 3.80
1973/74 I 32.64 5.08 4.26
1974/75 " 47.00 557 4.66
1975/76 87.17 9.56 781
1976/77 13330 12.10 10.08
1977/78@ 140.00 11.27 8.86 .
8.64

@Revised Estimates; -+ Budget Estimates;
Source: Budget Speeches (Kath-nandu : Ministry of Finance)

b
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percent in France. It was 11 percent in India but only 5 percent in Nepal.10 However, in 1976-77
this share increased to 12 percent in-Nepal which represents a leap forward in domestic resource.

mobilisation.
6. Structure of Income Tax in Nepal

The structure of income tax in Nepal is presented in table 7 which shows that individual
taxvayers coutributes more than half of the total income tax in Nepal and salaried taxpayers make:
the lowest contribution. The contribution of public enterprises has been steadily declining from 21.3.

percent in 1973-74 to 17.5 percent in 1976-77. The share of semi-public corporation rose sharply
from 2 percent in 1973-74 to 18 percent in 1976-77 but is estimated to decline at 10 percent in
1978-79. The share of private corporate bodies in the income tax of Nepal has shown wide fluc=

tuations—30 percent in 1975-76, 14 percent in 1976-77 and an estimate of 3 percent in 1978-79,

The structure of income tax in Nepal reveals that the corporate sector has not been

" effective in making meaningful contribution to income tax.

An analysis of 1975/76 data indicates that about 95 percent of assessmernts were
related to individuals in employement and business they accounted for 64 percent of total
income assessed and 44 percent of income tax payable, the share of individual business tax
payers being 28 and 38 percent respectively. Thus, all but a small proportion of employecs are
excluded from income tax net because of exemptions. On the other hand, partnership and
corpozate taxpayers with -incomes upto Rs 20,000 represent 60 percent of such taxpayers but
only 10 percent of tax base and 3 percent of tax assessed while 2 percent of such top income

earners account for 65 percent of tax base and 78 percent of tax assessed.1

7. Stucture of Income Tax Rates in Nepal

P

The current income tax rates in Nepal are the result of ths several years of experimen=
tation with separate and integrated rate structures. In twenty years the rates and slabs have

been changed at nine occasions. The slabs have varied from a minimum of five to a maximum.

of twelve. The rates have varied from 49 to 60%, with a maximum of 51 9] since 1976/77. Same

10 For further details see UN Statistical Year Book 1972 (New York: UNO).

11 For details about calculations see George E. Lent and Angelo G. Faria Tax Program for Nepal op. cit. pp. 45-524




“The Economic Journal of Nenal 19

Table-6
Trends of Income Tax in Selected Countries "
b
US § in Million «
Total Individual Percentage Corporate Percentage Total
-Country Year Tax Income to the Income to the Percentage
Revenue Total Tax Tax . Total Tax (a) + (b)
Revenue (a) Revenue (b)
Canada 1970 15,280 6,302 41.2 2,283 15.0 56.2
_ 1971 16,925 7,081 42.0 2,493 14.7 56.7
Japan 1970 24,280 5-572 22.9 5,580 23.0 45.9
' 1971 29,625 6,744 22.8 7,130 24.0 46.8
U. K. 1970 98,1961 37,246 37.9 3,131 3.2 41.1
1971 104,141% 8,32 38.2 3,458 3.3 41.5 v
U. 8. Al 1970 363,493 101,225 27.8 36,567 10.1 37.9
1971 377,578 98,130 26.0 30,209 8.0 34.0
France 1970 29,217 5,799 19.8 3,537 12.1 31.9
1971 31,559 6,080 19.3 3,624 11.4 30.7 n
India 1970 9,471 620 6.5 471 6.0 11.5
1971 10,347 649 6.3 494 4.8 111
Nepaltt 1970 34.3 1.6 4.7 4.7 '
1971 33.0 1.8 5.5 5.5
<

+ Capital Tax of Public Sector Included.
41 US $ converted at the rate of N. C. Rs. 12= US $L.
Note: For Nepal 1970 means 1969/70 fiscal yers and 1971 means 1970/71 fiscal year.

Source: U. N. Statistical Year Book 1972 (New York: UNO)
For Nepal--Budget Speeches (Ministry of Finance)

W___—_
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slabs and rates were applicable to all taxpayers till 1966/67. However, since 1967/68 nigher sche-
dule of rates have been prescribed for partnership firms, corporations and non-resident. See
‘Table 8 and 9 for details about slabs and the rates from 1959/60 to 1978/79.12 Also
see Tabel 10 for exemption limit allowed over the years which has ranged from a low of
Rs 3000 to a high of Rs 8500,

A married couple with three children remains outside the sphere of income tax
‘until the income is 9 to 12 times of the average national per capita income in India, Ceylon and
Maolaya and 15 times in Burma and Phillipines. In Nepal, it was only 6 times in 1974/75, and in
-about 7 times in 1978/79. Income tax coverage begins at less than twice the average national per

‘capita income in U. K., U. S. A., Canada, Australia and Mexico.13

Table 1lgives a comparative picture of maximum marginal rate of income tax along
‘with the level of income beyond which this rate is leviable in selected countries. The maximum
‘marginal rate 51 percent in Nepal is lower in relation to the countries compared. However, the
Tevel of income beyond which the maximum $marginal rate is leviable varies considerably from

<country to country. In Nepal, it was only Rs 40,000 in 1973/74, Rs 740,000 in 1976/77 and Rs
1,80,000 in 1977/73. ’

In the case of Nepal in 1974/75, the highest rate of tax 60 percent was applicable where
‘the taxable income exceeded Rs 46,000 for a family taxpayer but the effective rate at taxable

12 Forreference purposes the Indian income tax rates for 1977/78 ate given below:

First Rs. 8000 ‘ Exempt
Next 7000 15%
5000 18%
5300 25%
5000 309
20000 407,
20000 50%
30000 55%
Balance 609,

Source: Budget Speech for the year 1977/78 of the Government of Tndia.

138 See R. N. Tripathy Public Finance in ‘Underdeveloped ' Countries ob. it. p. 186.
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Table-10
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Exemption Limit in Nepalese Income Tax

{2016-17 to 2035-36-1959-60 to 1978-79)

Rupees

All Taxpayers Single Married

With Family

2016-17
2017-18
2018-19
2019-20
2020-21
2021-22
2022-23
2023-24
2024-25
2025-26
202627
2027-28
2028-29
2029-30
2030-31
2031-32
2032-33
2033-34
2034-35
2035-36

(1959-60)
(1960-61)
(1961-62)
(1962-63)
(1963-64)
(1964-65)
(1965-66)
(1966-67)
(1967-68)
(1968-69)
(1969-70)
(1970-71)
(1571-72)
(1972-73)

(1973-74)

(1974-75)
(1975-76)
(1976-77)
(1977-78)
(1879-79)

7000
7000
7000
7000
7000
7000
7000
7000

3000
3000
3000
3000
3000
3000
3000
4500
5500
6500
6500
6500

4500
4500
4500
4500
4500
4500

4500 -

6000
6500
7500
7500

7500

6000
- 6000
- 6000
6000
6000
6000
6000
. 6000
7500
8500
8500
8500

Note : The exemption was withdrawn for corporate taxpayers from the fiscal year 1965/66, for

non-resident taxpayers from 1974/75, for partnership firm from 1975/76.

Source ! Finance Acts (Kathmandu : Ministry of Law and Justice)
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Table-11

Income Tax Rates in Selected Countries

e d Level of Income beyond - Maximum- rate in
Country which maximum rate ig percentage
leviable Rs in Thoushnd

India (1973) | 278 | 85
(1977/78) 92 60
Japan (1973) 3176 75
U. K. (1973) 488 75
Nigeria (1971) 320 72.5
USA (1973) - 1056 70
Kenya (1973) 304 70
Pakistan (1971) 21 70
Australia (1972) 537 66.7
Ceylon (1971) 3y 65
France (1973) 197 60
Singapore (1971) 363 55
Nepal (1973/74) 40 55
(1976/77) 740 51
(1977/78) o 190 51

| Source : Branko Horvat “Anti-inflation ary. Taration” in The Economic Times : Taxation

and Development (Special Issue Annual 1974) Times of India Press, Bombay, 1974.
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income of Rs 4,46,500 Was only 51 percent. For corporate taxpayers the taxable income of Rs

v 3,62,500 was subject to an-effective rate of 51 percent. 14
4 | Table--12

Effectiﬁre Rates of Income Tax in Nepal

1976-78 ' 1978-79

Personal Case’ Corporate Case Personal Case Corporate Case

Slab Rs.  Effective Slab Rs.  Effective Slab Rs. Effective Slab Rs. Effective

rate % rate % rate % rate %
1,00,000 28.11 - 1,00,000 34.00 1,00,000 26.96 1,00,000 25.50
2,00,000 33.81 2,00,000 37.00 2,00,000 35.90 2,060,000 37.55
3,00,000 36.79 3,00,000 39.77 3,00,000 40.79 3,600,00 42.03
4,600,000 38.80 4,00,000 40.63 4,00,000. 43.29 4,00,000 44.28
- 5,00,000  40.02 5,00,000  41.50 5,00,000 44.81 5,00,000 45.62
6,00,000 . 40.84 6,00,000 42.03 6,00,000 45.83 6,00,000 46.52
7,00,000 41 .43 7,00,000 42.50 7,00,000 46.66 7,00,000 47.16 :
8,00,000 42.31 8,00,000 43.34 8,00,000 47.11 8,00,000  47.64
’ 9,00,000 13.47 9,00,000 44.19 9,00,000 47.53 9,00,000 48.01 ’ |
10,00,000 44.03 - 10,00,000 44.87 10,00,000 48.28 10,00,000 48.31 3
. Personal Ca.e- = Taxpayer with family.
14 The formu!a_‘used 10 ca!culat’eq‘the arﬁount for which the effective rate in percent is:
K PEFYE-100t . e (D)
e P

Where X=Amount fér which' effective rate is P percent

P=Effective rate -~ " -
Y= Amount after which X is supposed to lie.
t=Tax upto Y
r=rate of Inocme tax after Y

" E=Exemption limit - . .

.-For corporale faxpayer-E=0, (i) reduces to
X=Yr-100t v vee vs wen e (i) 7
Ll SR P R )
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¢ Table 12 gives a picture of effective income tax rates for the years 1976/79. The
highest rate prescribed for a taxpayer with family was 51 percent where the taxable income €¥ce=
eded Rs 7,48,500. However, the effsctive rate for this level of income was about 42 percent. The
effective rate was 44 percent for taxable income of Rs 10,00,000. In the case of corporate

taxpayer, the effective rate was about 45 percent for taxable income of 10,00,000.

In the 1978/79 budget the maximum rate of 51 percent is payable where the taxable-

‘income exceeded Rs 1,98,500 for a family taxpayer, however, the effective rate at this level of
income is only about 35 percent. It is about 48 percent where the taxable income is Rs 10,00,000.
For corporate taxpayors, the maximum rate of 51 percent is applicable where the income exceeds
Rs 1,90,000. However, at this level of income effective rate is only about 37 percent and does not

exceed 48 percent even in cases where the taxable income is Rs 10,00,000.

It can be concluded that there is a signﬁcant gap between ths marginal rates of incore

tax and the effective rates of income tax in Nepal.

8. Important Taxes as Percent ofAGDP

Nepal’s tax structure is characterized by significant changes in the level and composition
of tax revenue over ths yoars. Over the period 1964/65-1974/75 GDP of Nepaf increased dy less
than three times compared to a five-fold increase in the tax revenue. The rate of total taxes to
GDP increcsed from 4 percent in 1967/68 to 5.6 percent in 1974/75. '

" Table 13 presents data about important taxes as percent of GDP in Nepal. The

ra io of custom duties to GDP was 1.8 percent in 1967/68 but went upto 2.2 percent in 1974/75.
The ratio of sales tax to GDP increased from 0.4 percent in 1967/68 to 1.3 percent in 1974/75.

~ The ratio of excise taxes to GDP went up from 0.3 percent to 0.8 percent over the same period.

Thus, indirect taxes as a whole have shown an increasing trend in terms of GDP percentage.

As regards direct taxes, the ratio of inoome tax to GDP increased from 0.2 percent
in 1967/68 to 0.3 percent in 1974/75. Land tax had a declining trend 1.2 percent  in 1967/68 to
0.6 percent in 1974/75. e |

The share of income taxin total GDP of Nepal, t‘he’refbrre,. was insignificant il
1974/75. Data about GDP of recent years are not available. However in view of the substa.ntla.l

growth in income tax revenue in recent years, its- share in GDP should increase.

T T S R L LR A L LA B R L T
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Table-13

Inportant Taxes as Percent of Gross Domesti@ Prdouct

(Current Market Prices)

Rs. Million
Gross  Customs Sales Excise Income Land Total Revenus
Domestic Tax Tax Tax Tax Tax

Year
Product Rs. %of Rs. %of Rs. %of Rs % of Rs %of Rs %of
(GDP) GDP GDP GDP GDP GDP GDP

1967-68 7174 1297 1.8 269 0.4 2.5 03 114 02 83.3 1.2 283.8 4.0
1968-69 7986 183.6 2.3 48.0 0.6 28.0 04 167 0.2 79.4 1.0 368.3 4.6
1969-70 8768 193.5 2.2 51.1 0.6 381 0.4 196 02 877 1.0 4113 4.7
1970-71 - 8938 1565 1.8 62.3 07 566 0.6 212 02 764 09 3957 44
1971-72 10369 198.6 1.9 ’69.1 0.7 63.6 0.6 220 0.2. 832 08 4668 4.5
1972-73 999>6’ 7382 24 798 0.8 67.8 0.7 234 02 745 07 5211 5.2
1073-74 12808 2862 2.2 98.6 0.8 774 06 326 03 96.9 0.8 6424 3.0

1974-75 14602 329.5 2.2 190.5 1.3 119.7 0.8 47.0° 03 90.9 06 843.7 5.6

Source: 1. For GDP Figures

For years 1967/68 Rs 1968769 Statistical Pocket Book, (Central Bureau of Statis-_
tics, 1974). ‘

For years 1969/70 to 1974/75 Progress Evaluation of Fourth Plans (in Nepali)
National Planning Commission, 1976, p. 9. ’

2. Budget Speecheé, Ministry of Finance.
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1969/70 extrapalated at the rate of 2.07 per annum.
Population from 1971 is from Population Pro_]ectlng for Nepal (1971- 1986) CBS/NPC

May 1974, Tax

Revenue from Budget Speeches.
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Table-14
Per Capita Burden of Important Taxes in Nepal
(At Current Market Prices)
Fiscal Population Income Land Customs  Excise Sales Total Perc’eﬁtag@it
Year Million Tax Revenue Duty Tax Tax Tax ' increase
Rs. Rs. Rs. Rs. Rs. Rs.  previous yi.
1962/63 9.61 0.21 5.51 - 3.89 0.96 10.89
1963/64 9.81 0.28 4.08 6.00 1.09 12.04 11
1964/65 10.01 0.53 4.31 8.32 1.3y 15.07 25
1965/66 10.22 0.69 4.35 9.15 1.96 0.61 17.32 15
1966/67  10.43 0.74 5.43 11.67 1.91 1.16 2165 25
1967/68 - 10.64 1.07 7.83 12.19 2.02 2.50 26.68 23
1968/69 10.86 1.54 7.31 16.90 2.58 4,42 33.91 27
1969/70 11.08 1.77 791 17.45 3.44 - 461  37.00 '9-
1970/71 ' 11.32 1.87 . 6.75 13.83 5.00 5.51 34.95 6
1971/72 11.56 1.91 7.19 17.18 5.50 5.89 40.37 16
1972/73 11.81 1.98 6.30 20.17 5.74 6.76 44.12 9
1973/74  12.06 2.71 8.04 23.73 6.42 8.17 53.27 21
1974/75 12.32 3.81 7.38 26.67 9.71 15.47 68.48 29
1975/76 12.59 6.92 ©17.53 28.47 10.49 12.86 72.44 6-
1976/77 12.82 10.37 7.62 30.03 12.91 17.26 85.68 18
1977/78 13.14 10.65 693  35.05 12.18 20.55 94.52 10
1978/79 13.42 13.04 10.06 48.36 - 16.87 24.937 - 124.61 32
Notes : 1. Per Capita Burden calculated by dividing the tax amount by population. -
2. Population of 1962 assumed to be the population of ﬁscal year 1962/63.
Souree :  Population of 1961 was 9,412,996 From 1961 Census. Populatlon of 1962/63 to -

‘
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9. Per Capita Burden of Important Taxes

The per capita burden of important taxes in MNepal over a period 1962/63 to

peopie are paying more and more

1978/79 is given in Table 14 which shows that IN:

taxesy every year. The per capita burden of total taxes in Nepal was s 11 when the incoms tax was
introduced in 1962/63, went up to Rs 17 in 1965/66 when ths sales tax was introduced, increased
to Rs 351in 19'7{}‘/‘71 and Rs 86 in 1976/77. In 197879, the p3r capita tax buorden is estimated to
be Rs125.

As regards customs duties, the per capita burden has steadily increased over the
years—Ifrom Rs 91n 1965/66 to Rs 28 in 1975/76 with an estimate of Rs 48 in 1978/79. The per
capita burden of sales tax has shown the highest increase from less than Rs 1 in 1965/66 to Rs 13
in 1875/76 with an estimate of Rs 25 in 1978/79. The burden of excises duaies increased from Rs 2
in 1965/66 to Rs 10 in 19757/6 with an estimate of Rs 17 in 1978/79. The per canita burden of

indirect tax as a whole, therefore, has shown an increasing trend over the years.

The per capita burdsn of income tax increased from Rs 0.2 in 1962/63 to Rs 7 1975/76
with an estirnate of Rs 13 in 1978/79. The burden of this tax has increased significantly since
1975/76. The per capita burden of land tax remained constant at about Rs 7 till 197677 but is
estimated to increase to Rs 10 iu 1978/79 owing to the substantial increases wmade in land

revenue rates.

It can be concluded that there is an increasing in per capita burden of taxation in
Nepal The burden of income tax has also been rising. This burden islikely to increase in

years to come.

10. Concluslion

As per capita income increases, ratio of taxes to GNP increases, and that freign torade
taxation tends to decline relatively While‘ direct taxes on personal and business income rise
relatively.'s This phenomenon has been widely observed in the fscal history of many countries.
Moreover, a significant change in the tax ratio almost invariable involves or iz accompanied

by a shift in the composition of taxes.16

pu—

15 Harley H. Hieniich A General Theory of Tax Structure Change During Economic Development (Cambridge, Mass.

Harvard Law School, 1966).

16 See Raja J. Chelliah “Trends in Taxation in Developing Countries” in Richard Bird and Oliva:r Oldmam

f eadings On Taxation in Underdeveloped Countries Op. Cit., p. 1086.
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Mul‘tiphéa‘tion of taxes may weaken the entire tax structure. The rationale of structure
may be lost in the compl\ex maze of oae set of taxes imposed to adjust for the defects of another
set. The rates may be pushed to such heights that the effective enforcement of taxes may not be
tenable.17 Trrational tax strurcture may adversely affect tax compliance. Size of tax base may be

groded by increases in exemptions.

Taxation trends in Nepal have shown that the role of indirect taxes has been
predominant in the tax structure. More than 60 percent of tax revenue is derived from foreign

trade alone. However, since 1974/75 the role of income tax has been increasing significantly.

The design of a tax structure must take into account the tax objectives such as revenue
géneration, equitable distribution and stabilizaion etc. The tax structure of Nepal has failed to
take propzr account of the prevailing economic structure and patterns of income distribution.
The low share of direct taxes is a clear indication of the ineffective use being made of taxes

10 effect equitable distribution.

The role of direct taxes must, therefore, increase in the design of tax structure of
Nepal. More effeciive use should be made of income tax to bring about the desired structural
changes. This process of fiscal transformation, however won't happen aufomatically. It has to

be deliberately implc.aented.

Tax structure, at any given time, is the result of a series of policy decisions taken in
the past. Sound policy decisions, therefore, are needed to make the tax structure of Nepal

responsive to the needs of development.

17 See Stanley S. Surey “Tax Administration in Underdeveloped Countries” in Richard Bird.-and 0. Oldman

Readings on Taxation in Underdeveloped Countries, Op, Cit., p. 480




