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(1) Revenue Mobilization failed to keep pace with economic
growth in recent years and consistently fell short of budget targets.
Bangladesh’s Revenue as a share of GAP is one of the lowest in
the world and significantly below its regional and aspirational
peers. Its tax revenue and tax effects are among the lowest in the
world.

(2) Bangladesh’s tax revenue is largely dependent on Indirect
taxes.

e Vat is one of the major sources of revenue, but a Vat gap

analysis shows that thre is potential to collect more than three
more Vat if three were no policy and compliance gaps.

e Trade related taxes another major source of revenue, are

characterized by many para tariffs.

e Income tax and Corporate tax suffer from very low compliance

with most of the taxes coming from a few large tax payers and
sources.

e Bangladesh lags behind peer countries in terms of income tax

productivity.

e Nearly one third of total tax revenue originated from trade

related taxes.



3)

e Revenue collections from customs duty is higher than other

comparable countries.

e Additional taxes like Regulatory duty (RD) -and

Supplementary duty (SD) on imports reduce the transparency
of the tariff regime and increase the complexity of trade policy.

e Bangladesh has much higher tariffs than East Asian countries.

e High Tax expenditure and illicit capital flows deprives the

government of significant revenue.

e Automation of Vat and Tax system is very slow. Within a

fragmented tax administration, the manual and paper based tax
collection provide tax officials enormous discretion.

e Moreover, govt is deprived of large amounts of tax revenue

every year due to money laundering, tax evasion and illicit
capital flows.

e Most of these challenges have persisted for at least the last

decade but have not yet been addressed.

To overcome the inefficienies arising out of the complexities of
the Vat Act. 1991, the Vat and Supplementary Duty Act 2012 was
enacted. But it faced resistance from different stake-holders,
including the business community due to its almost single rated
15 percent standard rate with input credits.

This law was finally revised and came into effect from July
2019 making the new Act more complex than its original 2012
version.

Instead of the originally proposed single rate of 15 percent, the
new Act had multiple rates.

The new law inserted a new provision which requires all
registered firms to submit input output coefficients in a
specified manner to their respective vat offices. This created
further complexities.
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The new Act also differs from the original version in terms of
its application of the supplementary duty. The original version
of the Act lowered the protection on domestic production by
reducing the number of products subject to supplementary duty
and by applying it equally to domestic and imported goods.

The new Act applied supplementary duty primarily on importer
and thus does not help reduce protection of the domestic
market.

Corporate tax compliance is also poor. According to NBR data,
more that 56 percent of firms do not have a TIN and over 55
percent of the TIN holding companies do not pay corporate
taxes. Only a handful of telecom operators, tobaceo companies
and banks account for bulk of the collection.

Lower tax rates could help reduce tax evasion and encourage
businesses to comply. However, the extent to which lowering
tax rates would reduce tax evasion in Bangladesh needs
rigorous data based assessment.

Political economy dynamics have been a major barrier to
meaningful reform.

Limited Automation of tax system remains a major
boottleneck.

The problems are aggravated due to high degree of
administrative fragmentation.

Most of Bangladesh’s peer countries moved towards greater
integration of tax administration, but Bangladesh mostly
maintained an administrative structure based on separate
direct tax, Vat and Customs departments.

The three departments of NBR work mostly independently of
each other. There is serious lack of integration and data
sharing among the three departments.



Efforts to merge the two cadres, running the three
departments, failed in the past.

A significant trust deficit is a major barrier. A lack of trust in
the tax collection authorities, fear of harassment by them
discourages individuals and firms from paying proper tax.
Amnesty programs for illicit wealth can demoralize compliant
taxpayers. Such policies create a moral hazard problem and
widen the trust deficit.

Automation of the Vat system faces several challenges. NBR
developed 16 modules of the Integrated Vat Administratrative
system (IVAS) of which 13 have become operational. It has
yet to complete 3 partially completed modules of Audit, Risk
Management and Objection and L.itigation.

Compliance measures can be enforced through
implementation of the Audit, Risk Management and Litigation
modules and integration with the tax and customs systems.
Furthermore, integrating the IVAS with Key service providers
in public and private sectors to promote data exchange and
verification would enhance transparency in Vat and Tax
adimistration.

Existing policies are insufficient and illicit capital flows
through trade mis invoicing remains widespread.

Most of the money laundering in Bangladesh occurs through
trade misinvoicing. Banglaesh ranked 4™ globally and 3™ in
South Asia in terms of illicit outflows of money through trade
misinvoicing.

Challenges to bring the informal economy under the tax net

remain. The share of informal economic activity remains high
in Bangladesh.
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e To reachitsupper-middle income growth objectives,
Bangladesh will need to negotiate trade agreements, which
will require a transition away from highly protective tariffs.
The National Tariff Policy (2023) provides the basis to reduce
tariff andnon-tariff barriers, which would reduce the country's
anti-export bias and enhance its international competitiveness.
However, the transition away from trade-based taxeswill require
mobilizing new sources of income and consumption
taxrevenue. Reducing the tariffs and para-tariffs could lower
the revenue collection in the short term, but itwill promote
export diversification and economic growth which in turn will
raise revenue collection in the medium to longterm.

e Implementing the policy recommendations outlined in this
section will require identifying and addressingkey political
economy constraints. Political economy constraints
playedan important rolein the cancellations, reversals, and
delayed implementation of reforms related to domestic
resource mobilization, including the delayed preparation and
implementation of the new Act on VAT, Income Tax,
Customs, and reforms and automation of tax administration.
The implementation of broad policy and administrative
reforms will require extensive stakeholder consultation and
clear communication plans to manage pressure from vested
interests, while also strengthening confidence in the
effective management and spending of public resources
mobilized. Political economy analysis can help shape an
effective reform strategy, informed by the successes and
challenges of previous reform attempts.

e Separating tax policy and administration, with narrower
revenuetargets. Tax policy should be separated from tax
administration. Under the current structure, the NBR is
responsible for policy formulation and administration.
Policy functions are split between the three wings of the
NBR, limiting opportunities for coordinated policy
changes. Tax policy has been driven primarily by

09



revenue targets, with Ilimited incentive to support
structural reforms. Creation of a separate unit for
coordinated tax policy within MoF would allow for a
more comprehensive reform program to coordinate
reductions in trade-based taxes with reforms to mobilize
additional income tax, consumption taxes, and non-tax
revenue.

e Annual revenue targets should be decomposed between
trade taxes, VAT, income tax, and non-tax revenues.
The current practice of adopting a single revenue target
has created a strong disincentive to lower trade-based
taxes, impairing the pace of policy reform. While the
Ministry of Commerce and the National Trade and
Tariff Commission have recommended lower tariffs to
prepare for trade negotiations ahead of LDC graduation,
implementation is constrained by the revenue targets
that the NBR is required to achieve. Decomposing these
targets with a clear path for a transition from trade-
based taxes to consumption and income taxes will better
incentivize change.

Implementing the National Tariff Policy

e The 2023 National Tariff Policy provides guidance on
tariffs, para tariffs, access to bonded warehouses, and
other related issues. A proliferation of para-tariffs like
the supplementary duty and the regulatory duty, has
also promoted protectionism and created an anti-export
bias, particularly for non-RMG products. Rapidly
growing economies have tended to reduce tariff barriers
to promote trade and sustain growth over the long run.
To implement this policy, tariffs should be
progressively rationalized by moving toward low and
uniform tariffs and adopting a single rate for similar
goods, irrespective of origin. Para-tariffs could also be
reduced Iin phases with a time bound and performance
based approach.
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Adopting a modern VAT

e The VAT should be amended to incorporate a single
standard rate with limited exemptions. The VAT and
Supplementary Duty Act that come into effect from
July 2019 included multiple, truncated VAT rates, and
extensive VAT exemptions remain in effect. This
complex policy design limits the effectiveness of the
VAT and distorts economic incentives. As envisioned
in the 8" Five- Year Plan, the introduction of a single
VAT rate with Ilimited exemptions, would help
Bangldesh mobilize substantial additional revenues.

Strengthening direct tax collection

e Direct taxation priorities include operationalizing a
modern income tax and improving the property tax
system. Building on the recent adoption of new income
tax legislation, a program of taxpayer education and
enforcement could be considered to promote voluntary
compliance. Policy adjustments through additional
wealth and capital gains taxes should be explored, with
policy modeling. Property taxes are currently collected
by the local governments based on rates that have not
risen with property prices. Tax rates could be updated
and combined with the wealth tax collected by the NBR
to make the system more efficient. A modern property
taxation system could be established with rates based on
the true market value of properties.

e Building a culture of voluntary tax compliance is
needed to support revenue mobilization. For many
years, amnesty programs have been used to legalize
undisclosed wealth by paying a low tax rate and
investing in certain sectors, such as the stock market
and real estate. Although these programs have provided
limited sources of new revenue over the short term,
repeated use of amnesty programs has discouraged
taxpayer compliance and incentivize tax evasion.
Alternatively a program of positive rewards and
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recognition of taxpayer compliance could be
considered.

Reducing tax expenditures

e Tax expenditures rationalization provides an
opportunity for revenues in the near term. A
comprehensive tax expenditure review for each major
tax type should establish a benchmark tax policy,
identify the source of each tax expenditure, and evaluate
its rationale. A tax expenditure review should quanlify
the revenue expenditures, which should be published in
annual budget by tax type. The original rationale for
each tax incentive should be reviewed to rationalize the
tax benefits that are no longer delivering the intended
benefits. The number of SROs provided after the budget
and tax exemptions provided on an ad-hoc basis need to
be substantially reduced to maintain policy consistency.
For example a recent NBR estimation of total tax
expenditures for direct taxes in FY 21 indicated that
these totaled 3.6 percent of GDP.

Building a modern and integrated tax administration

e An effective tax administration will require greater
integration and data sharing between the wings of the
NBR. An effective tax administration minimizes the
costs of operation, promotes compliance of taxpayers,
and reduces discretion and discrimination by increasing
transparency. Connecting the Business Indentification
Number (BIN, maintained by the VAT and Customs
Wing) and Tax ldentification Number (TIN, maintained
by the Income Tax wing) would help reduce gaps in tax
administration. Furthermore, to detect rampant tax
evasion through moneylaundering and transfer pricing,
the Central Intelligence Unit (CIU) and other
intelligence units of the NBR need to work together
with relevant units of BB such as the Bangladesh
Financial Intelligence Unit, and the Anti Corruption
Commission.
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Achieving efficient and broad-based automation will be
crucial. An automated system that is easy to use for
taxpayers and able to support integration across tax
types is a crucial step toward preventing tax avoidance
and corruption. The automated system should be able to
identify individuals and business who are (i) registered
In the system but are not submitting returns and (ii) who
are registered, submitting returns, with compliance
gaps. In terms of income tax, activities such as filing of
returns, processing of returns, assessment of total
iIncome, computation of taxes, and payment of taxes
need to be automated and linked to the taxpayers
national identity numbers (NID). Similarly, for the
VAT, existing modules should be fully implemented,
and remaining modules need to be activated as early as
possible. Sequenced implementation of electronic VAT
receipting should be a priority, starting with large
taxpayers. Tlhe three wings of NBR could share data
and information through a common database.

Capacity building of NBR officials is needed to ensure
robust technical analysis and effective policy
formulation. Over the years, NBR has received
technical support from development partners, which
helped increase the technical capabilities of NBR
officials. However, as Bangladesh aspires to climb up
the income ladder, it will be important to have a
revenue administration able to carry out high quality
policy analysis. NBR reeds the capacity to analyze the
Impact of taxation on economic activity, produce
reliable revenue forecasts, and conduct tax expenditure
analysis. Hiring temporary external tax professionals
with proper incentives could help fill the knowledge
gap in the short to medium term.

ARG 2SOIPAD, NG, G GF ALAST TLAF R N2qe N2
Gq NI o “Toward a Middle Income Tax Structure : A
Development Perspective with a Focus on Bangaldesh” Tos
JRECACHR T YR @6, e 8 RN Sl7 g 2o ¢ Tead oy
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FY 2035 Goal and Tax Shares: With the goal of achieving Upper
Middle Income (UMI) status in the near future, it is prudent for
Bangladesh (BGD) to single mindedly focus on achieving a tax
effort of 20% of GDP by FY 35, while engendering a significant
shift in the structure of taxation so that by FY 35, the share of both
direct and indirect taxes become equal at 50% each. The target
revenue ratio for Personal Income Tax (PIT) is 25% of all taxes
(and thus half of direct taxes), while VAT would emerge as the
primary vehicle of indirect taxation, raising 35% of all tax
revenue.

Presumptive Value Paradigm: The reforms analysed in the paper
call for a large role for presumptive taxation in order to overcome
the informational constraints on property values, house and land
rents, and even sales of informal sector firms. We offer a
methodology of how to set up such a data base at NBR to be
updated as feasible, say quinquennially.

On Personal Income Tax (PIT) we recommend a reduction of the
number of tax slabs as well as the broadening of the tax base,
primarily by clawing back tax expenditures and by widening the
concept of income to include all personal capital income and
capital gains.

On Corporate Income Tax (CIT) Reform and Encouragement of
Equity Finance, We recommend disbanding most tax expenditures
in the CIT code and introduce a standard deduction (prorated to
the estimated value of new investment undertaken by the firm in
the tax year), regardless of the mode o finance, reflecting the cost
of capital. This policy ought to discourage reliance on bank
borrowing and render the CIT investment neutral.

Informal Sector: In order to bring informal sector entities under
the tax net, we propose a three- pronged styrategy encompassing
(i) easy registration/licencing, (ii) ready access to formal finance,
and (iii) light taxation of profits and sales as per eligibility, and
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especially for providers of services.

e VAT: OECD research finds that about 71% of potential VAT
revenue is lost in Bangladesh annually mostly to tax expenditures.
We believe that a good fraction of these losses can be recouped by
a judicious blend of policies (i) initiating the entry of the informal
sector firms and other small traders/service sector firms under the
VAT net, (ii) rationalization of the rate structure, and (iii) a new
tax on luxury spending.

e Import Tariff Cuts: We foresee a dramatic decline in the tax
revenue from imports (import duties with VAT and
supplementary dues added in) from about 28.4% of tax revenue to
about 7.5% by FY 35. The tariff cuts would remove the bias in
favour of import substitution, pave the way for more export-
oriented growth of industry, allow faster economic growth, which
along with PIT and VAT reforms can make up the lost evenue
over time.

Tax administration, Compliance and Evasion: Reforms Proposal
Thereon-

e \We now turn to the softer aspects of tax reform, namely that of tax
administration. At various stages in the foregoing analysis, we
have noted the large potential losses of revenue from most major
tax instruments is due to the lapses on account of the code tax
expenditures, but a significant portion was due to what has been
termed as the compliance gap, resulting from ineffective and
corrupt tax administration. A World Bank study analysed FY 19
VAT revenue losses and concluded that while it collected roughly
a third of potential tax, the share of the compliance gap was 42
percent while it ranges from 5-10 percent in South Africa and 28-
31 percent in Costa Rica. Evidence of this genre leads Hutton to
claim that even when LMIEs get the tax policy right, the
compliance issues emerge as the villain of the piece (2017, p8).
Below we briefly analyse how the compliance challenges can be
met and the fallout minimized over the medium term, so that the
tax effort target of 20% of GDP can be realized by FY35;
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e Administration: Institution building is a long term project, but a
start has to be made soonest. Building an upgraded professional
and dedicated tax administration cadre of officials to be engaged
in NBR would be the first step toward developing a functioning
modern tax system befitting a middle income economy. Many
observers claim that presently NBR lacks the staffing both in
quality and in quantity. We offer the following observations and
recommendations.

e Staffing: Recruitment may be combined with that for the Central
Bank staff and thus detached from the general administrative
services (the BCS cadres) since the background preparation would
have to be more specific (e.g., maths/ stats/computer science,
economics/commerce/accounting, and ethics /law).

e Training and Capacity Building: Over and above knowledge of
the role of tax policy in economic development, public economics
focused on tax avoidance and tax evasion, familiarity with the tax
laws, Excel/Stata capability/accounting/ stats, and a strong
grounding in ethics ought to form the core curriculum. Beyond the
probation period, staff should be exposed to regular training on
both evolving analytical developments and how technology,
including Al can aid in the daily work of tax administration.

e Control of Corruption: Strict enforcement of disciplinary
measures against corruption by staff ought to be maintained. With
pervasive corruption, the average citizen may be less inclined to
support higher taxation and to comply with those taxes already in
place. This of course relates to corruption both within tax
administration and in the overall economy. Internal peer
review/audit of staff behavior ought to be a routine matter. The
senior management ought to guard against politicization and make
all acts of malfeasance a sufficient ground for dismissal. A clear
statement to this effect may be made part of the Mission
Statement of the tax administrative body (i.e., NBR), which each
staff member may be asked to pledge to in writing while being
appointed afresh and upon all subsequent promotions.
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e Professionalism: The kind of reforms that have been advocated
above, namely the reliance on presumptive valuation of assets,
sales, and some incomes (e.g., rents) would require honesty of a
level which tax officials have hitherto not been likened to. How to
forge the new morality? Reward, recognition, and reprimand are
the known answers.

e Technology: The other major task for the NBR would be to invest
in technology and promotion of electronic communication in all
spheres of its activities. All communication between a taxpayer
and an official, must be in writing delivered by post or
electronically as feasible. It must expand and eventually
universalise the practice of online submission, online payment,
and online delivery and receipt of relevant documents. The
relevant tax forms ought to be simplified as much as possible for
easy compliance. The practice of an individual meeting between a
prospective taxpayer and a tax official must be avoided,
Ultimately such endeavours would allow newer tax bases to
become feasible. Investment in technology would also require
adequate safeguards of all data of a prudential and fiduciary
nature.

Inducing Voluntary Tax Compliance: To induce voluntary
compliance, the following ideas may be tried out in this context:-

e Public Awareness: First of course s greater public
awareness/education of why taxes are necessary to fund essential
public goods and services. Public signboards may be put up by the
new project sites (e.g., roads/hospital/clinics/schools/water
treatment plants and similar infrastructure etc) citing the usage of
tax funds allocated to the project. Identification and redressal of
loan defaults and or money laundering be made widely publicized
to give an indication of the government’s total commitment to the
rule of law.

e Third Party Informaiton Reporting (TPIR): Third party
information reporting (TPIR), widely used by the tax
administrations around the world as a tax enforcement device, has
so far remained unutilized in the BDG context. states that Such
information (name and tax ID of the recipient plus the amount and
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date of payment) reporting has been legislated as an obligation on
the part of the payer in many countries. This kind of information
can be utilized by tax officials to match the returns submitted by
the payees in question and triangulated with other tax records
available with them on such persons to detect underreporting of
incomes and also to identify the non-filers (2019, p18). This is
particularly relevant when dealing with the self employed and the
owners of small and medium enterprises (SMES).

Monitoring Technology: The compliance regime may have to
randomly monitor the monitors and auditors to detect
unprofessional conduct. Data intra operability procedures when
fully entrenched in the NBR modalities would make it easier to
detect unusual developments in some teams or zones dealing with
similar tasks. The team concept cited above is also expected to
alleviate the incidence of errant behavior.

Tax Evasion and Avoidance: Tax planning/avoidance erodes the
tax base and hence the design of tax instruments ought to be
sensitive to such leakages, e.g., by minimizing tax expenditures in
all major tax handles and above all, by avoiding high rates of
graduated tax schedules. Keeping evasion in check, would require
a team of dedicated and well-trained professional staff of high
morale.

Tax Tribunals and Disputes: With more vigorous enforcement of
the tax code, tax assessments according to the evolving
presumptive paradigm, and implementing newer tax handles are
likely to lead to many concerns and complaints by the tax-paying
citizens. These must be dealt with professionally with care and in
a time bound manner. In view of the shortage of skilled staff,
contractual appointment to such tribunals can be offered to
retired specialists including judges and magistrates. Tribunals
may also be tasked with the offering of advisory services on the
side to allay public’s concerns such that many complaints can be
settled in a mutually amicable manner without actually going
through formal hearing process and judgement.
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e Conclusion: The political economy literature suggests that
significant improvement in tax effort can only come after the State
commits in earnest to improve the relevant institutions than
merely undertake tax reforms. A more balanced position, in light
of the discussion presented above, would be that tax reforms must
be undertaken while at the same time initiating serious measures
to repair the weaknesses of tax administration, and more generally
the rule of law in all matters of the State. Given that institution
building/strengthening is a slow process, a match has to be found,
perhaps by trail and error, so that one comes up with a tax system
that can actually be implemented to yield the desired revenue
share so that we move away from a bad equilibrium to a hybrid
state, if not jump altogether to a good equilibrium.
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TR | RIS L4 € =0 3 (1) Tax on Income not on payments
(2) Repealing Minimum Taxation (3) Gradual Removal of Tax
Deductions at Source (TDS) (4) Rationalization of Advance Value
Added Tax Rates (AT), (5) Streamlining Tax Incentives (6)
Withdrawal of Minimum and Tariff Value (7) Rationalizing
Expenditure Limits (8) Single Vat Rate (9) No withholding Vat
(10) Withdrawal of Restrictions on Definition of “Input” in the
VAT Act, (11) Withholding Tax Rate Lower than Legitimate
Corporate Tax Rate (12) Enhanced Automation of the Tax System
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Based Customs Clearance Management (17) Coordinated Physical
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©.5.0 GO AT (G FToRF FRAHT “0F] I FOF FEF (TP 03¢
s W1 @dte “Medium and Long Term Revenue Strategy: FY
2025-2026 to FY 2034-2035 (MLTRS) " ¥ wgeroivs [@ifie
TG F41 TR | «qro Fo7 =@ee: MLTRS is the culmination of two
distinct documents developed by the Customs and Vat Wing and
the Income Tax Wing. These documents were meticulously
crafted to address the specific challenges and opportunities within
their respective domains. The combined MLTRS has integrated
the conclusions and recommendations from these two separate
documents, creating a cohesive and comprehensive strategy. This
integration ensures a harmonized approach to revenue
mobilization. By bringing together these diverse perspectives, the
MLTRS creates a robust framework that supports sustainable
economic growth and development.

The MLTRS will enhance the implementation of policy and
administrative reforms within NBR. The MLTRS incorporates several
key actions, including:

X/
0’0

Ensuring harmonization and taxpayer data sharing across
various wings of NBR
% Developing and implementing an internal audit manual

s Promoting awareness among all stakeholders of existing
legislation
s Organizing peer-to-peer learning

% Strengthening NBR staff capacity in tax administration

* Introducing registration and filling of online VAT returns

% Improving the online payment system for VAT, income tax,
and customs, with an interface to iBAS++

% Building taxpayer awareness of the new VAT system to
promote voluntary compliance.

* Introducing new arrangements (legal, institutional, procedural

and others) for strengthening the withholding of VAT and

Income tax.
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In this strategy paper, the medium terms is defined as the period from
FY2025-26 to FY2029-30 and the long term form FY2030-31 to FY
2034-35. The MLTRS, with a major emphasis on digitalization, pursues
the following six goals:

/
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\/
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Goal 1 : End-to-end automation of NBR’s business processes
Goal 2 : Increase the tax-to GDP ratio to 10.5% by FY2034-35
Goal 3 : Improve voluntary compliance

Goal4 : Close the gap between actual and potential tax revenues
Goal 5 : Ensure uniformity of practice and enforcement of law

Goal 6 : Improve integrity and transparency.

The overall objective of the MLTRS is to create a transparent, efficient,
and effective revenue system that supports the country’s fiscal policy
and budget framework. To achieve this, the MLTRS has outlined
following specific objectives based on the aforementioned goals,
representing high-level planned outcomes.

>

vV V. YV V V V

YV V. VYV 'V

Enhancing cost effectiveness through automation;
Inproving horizontal and vertical equity;
Improving taxpayer services;

Aligning tax policy with macroeconomic realities;

Making the tax system more resilient to uneven
macroeconomic situations;
Strengthening partnership among stakeholders;

Enhancing  taxpayers’and  professionals’education  and
dwareness;

Developing professional knowledge and technical skills of the
tax officials;
Improving logistics and infrastructure;

Ensuring certainty of tax regime;

Improving litigation management;
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Ensuring cost effectiveness through automation;
Rationalizing tax expenditures;

Promoting research and development;

YV V VYV V

Addressing taxation of digital economy; and issues of
international taxation.
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