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Missing Revenues in Bangladesh
Tax Potential, Gaps, and Distributional Consequences

Executive Summary

Introduction: Bangladesh’s persistently low domestic revenue mobilisation has become a major macro-
fiscal constraint, limiting the state’s ability to finance public goods, social protection, and broader
development priorities. Despite sustained economic growth, tax collection remains far below what the
country’s legal tax framework and economic structure would suggest is achievable. This shortfall reflects
not only weaknesses in tax policy and administration, but also deeper institutional problems related to
governance, fairness, and compliance. The current tax structure is marked by heavy reliance on indirect
taxation, especially VAT, alongside a narrow and weakly enforced personal income tax base, raising
concerns about both efficiency and equity.

Againstthis backdrop, the paperexamines Bangladesh’s unrealised revenue potentialand the distributional
consequences of its tax system using household-level data from the Household Income and Expenditure
Survey (HIES) 2022. It estimates the legally implied liabilities for personal income tax and VAT under full
compliance and compares these with actual collections reported by the National Board of Revenue to
derive tax gap estimates. At the same time, it analyses how the burden of taxation is distributed across
income groups and explores the institutional and behavioural drivers of low compliance. By linking
micro-level evidence on tax gaps and incidence with broader insights from the political economy of
taxation, the study sheds light on why Bangladesh’s fiscal system remains both underperforming and
inequitable, and what this implies for future reform.

Tax Capacity, Incidence, and Compliance: Evidence from the Literature: The literature points to a
persistent, structural revenue weakness in Bangladesh. Despite relatively strong economic growth, the
country has remained one of the world’s weakest performers in tax collection, with the tax-to-GDP ratio
hovering at around 7 to 9 per cent for many years. Existing studies suggest that this underperformance
reflects not only low income levels or structural features of the economy, but also substantial unrealised
tax bases, weak enforcement, and shortcomings in tax administration. The problem is compounded by
a tax structure that relies heavily on indirect taxation while direct taxes remain underdeveloped, raising
both efficiency and equity concerns.

The evidence also shows that the personal income tax system is formally progressive in terms of
statutory rates but operates on an extremely narrow base, with only a small fraction of individuals
with taxable income appearing in the effective tax net. At the same time, the VAT system places a
relatively heavier burden on lower-income households and suffers from significant compliance failures,
especially among firms that collect VAT but do not fully remit it. The literature further highlights the
role of widespread informality, administrative weakness, corruption, and discretionary tax exemptions in
undermining compliance and narrowing the effective tax base. Taken together, these findings suggest
that Bangladesh’s weak tax performance is rooted not only in structural economic constraints but also in
institutional and governance failures that weaken both fairness and fiscal capacity.

Data and Estimation Framework: The paper combines household-level microdata from the Household
Income and Expenditure Survey (HIES) 2022 with secondary literature to assess Bangladesh’s unrealised
tax potential, the distribution of tax burdens, and the institutional drivers of low compliance. Potential
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personal income tax liabilities were estimated by applying the statutory FY2021-22 tax schedule to
household income data, while potential VAT burdens were derived from household consumption
expenditure by identifying VAT-liable goods and services and applying the relevant tax rates. These
estimated liabilities were then compared with actual National Board of Revenue collections to derive
indicative tax gaps under the existing legal framework.

To assess distributional incidence, households were ranked by equivalised income using the OECD-
modified equivalence scale, allowing more meaningful welfare comparisons across households of
different sizes and compositions. The analysis then examined tax burdens across income deciles, urban
and rural groups, and broader regional patterns. It also incorporated a simulation of wealth-related
taxation using household asset data to gauge the potential revenue and equity implications of taxing
highly concentrated wealth. Overall, the study adopts a mixed-methods framework that combines
quantitative tax incidence and tax-gap estimation with qualitative analysis of governance, compliance,
and fairness.

Findings: The analysis shows that Bangladesh’s tax system is both underperforming and inequitable.
Personal income tax is formally progressive, but its effective base is extremely narrow: the richest 10
per cent of households account for more than 40 per cent of total income and are liable for over 93 per
cent of potential PIT, while the bottom four deciles have almost no taxable earners. VAT displays the
opposite pattern. Although the richest 10 per cent bear only around 23 per cent of the total VAT burden,
the poorest 10 per cent spend about 20.37 per cent of their income on VAT, compared with just 2.8 per
cent for the richest 10 per cent, indicating strong regressivity when assessed relative to income. The
VAT burden appears to be particularly severe in rural areas, where the poorest decile pays more than
23 per cent of income as VAT. However, the estimation of the VAT-to-income ratio, especially of the
poorest decile, may be overstated due to the underreporting of income in the survey. One of the pieces of
evidence of such underreporting in the survey data is that the average income-to-consumption ratio for
the full sample is 0.85. Furthermore, among the poorest decile, total consumption expenditure is almost
five times higher than their reported total income. On the other hand, VAT appears broadly proportional
relative to expenditure, suggesting that regressivity arises largely because poorer households consume a
much larger share of their income.

The paper also finds very large unrealised revenues. In FY2021-22, actual PIT collection amounted to
only 0.98 per cent of GDP, compared with an estimated potential of 4.85 per cent, implying a PIT gap
of around 3.87 percentage points of GDP. For domestic VAT, actual collection was 1.8 per cent of GDP
against an estimated potential of 3.82 per cent, implying a minimum VAT gap of 2.02 percentage points.
Combined unrealised PIT and VAT revenue thus amounts to at least 5.89 per cent of GDP. Compliance
indicators reinforce this diagnosis: only 3.57 per cent of the labour force appears as active taxpayers
on the PIT register, while filing compliance among e-TIN holders is 43.06 per cent for individuals and
23.61 per cent for companies. More broadly, the evidence suggests that Bangladesh’s weak revenue
performance reflects not only informality and administrative weakness, but also low audit intensity,
governance failures, and perceptions of unfairness that erode tax morale.

The findings further indicate that wealth is far more concentrated than income and remains largely
outside the effective tax net. Using the HIES 2022 data at the household level, it is estimated that the
wealthiest 10 per cent of households hold more than 76 per cent of total private wealth, while the top 1
per cent alone hold more than 47 per cent, rising to over 53 per cent in urban areas. Simulations suggest



that, under full compliance, even a 1 per cent annual wealth tax on the top 10 per cent of households
could yield revenue equivalent to 4.5 per cent of GDP. However, given Bangladesh’s current administrative
and institutional limitations, the paper concludes that an annual wealth tax is unlikely to be feasible in
the near term. Inheritance taxation, combined with stronger asset registries and better taxation of high-
value secondary property, is likely to be a more realistic entry point for bringing concentrated wealth
within the fiscal framework.

Low tax compliance in Bangladesh can be understood through five interrelated lenses discussed in
the paper. Under the Economic Deterrent Model, evasion remains attractive because the probability
of detection is extremely low, making the expected cost of non-compliance small relative to its gains.
Social-Psychology Models help explain how widespread perceptions of evasion, especially by influential
groups, weaken tax morale and normalise non-compliance. The Fiscal Exchange perspective suggests
that the willingness to pay taxes is further undermined when citizens do not see tax revenues translated
into effective, visible public services. Comparative Treatment is also highly relevant, as perceptions that
similarly placed taxpayers are not treated equally and that politically connected groups benefit from
exemptions or escape scrutiny erode confidence in the fairness of the system. Finally, Political Legitimacy
and Trust in Government bring these strands together by showing how weak institutions, corruption,
poor governance, and limited administrative credibility reduce voluntary compliance. In Bangladesh,
therefore, low tax compliance is not simply an enforcement problem. It is the outcome of a broader low-
trust equilibrium in which weak deterrence, low tax morale, fragile fiscal exchange, perceived unfairness,
and limited institutional legitimacy reinforce one another.

Policy Implications: The major policy implications from the analyses are that Bangladesh requires
a broad-based reform agenda spanning tax policy, tax administration, and the wider institutional
foundations of compliance.

First and foremost, the personal income tax system needs to be broadened and modernised so that it no
longer depends so heavily on a narrow pool of visible taxpayers. This calls for stronger use of third-party
information, wider withholding arrangements, closer integration of financial, property, and administrative
records, and a careful rationalisation of exemptions, allowances, and credits that erode the base.

VAT reform is another critical area, with the emphasis placed on improving compliance and reducing
regressivity without weakening its revenue role. Priority should be given to electronic invoicing, stronger
audit trails, better filing enforcement, more transparent input tax credit systems, and a more coherent
treatment of exemptions, while complementing these reforms with targeted transfers or similar
expenditure-side measures to protect lower-income households.

Corporate taxation also requires a more transparent and rules-based framework, with fewer discretionary
incentives, regular publication of tax expenditure statements, and stronger monitoring of profit shifting
and base erosion.

In relation to wealth, the policy direction should be to bring concentrated assets more meaningfully
within the fiscal system through instruments that are both administratively feasible and distributionally
well justified. In this regard, inheritance taxation deserves particular priority. Compared with an annual
net wealth tax, it is easier to administer because it arises at a specific legal moment when ownership must
be established, and assets must be disclosed, making valuation and enforcement more manageable. It
is also more defensible on equity grounds, as it targets large transfers of unearned advantage and
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helps address the intergenerational transmission of wealth and privilege. If designed with sufficiently
high thresholds and progressive rates, inheritance taxation can protect ordinary family transfers while
ensuring only large assets or estates contribute more fairly to the public purse. Complementary measures
should include better taxation of high-value secondary property, stronger asset declaration requirements,
and improved registries of land and financial assets.

More fundamentally, the reforms need to be anchored in a stronger conception of fairness and state
credibility. Tax reform should be designed not only to raise revenue but also to strengthen both vertical
and horizontal equity, so that those with greater ability to pay contribute more and similarly placed
taxpayers are treated more equally. This, in turn, requires a modern data-driven tax administration, deeper
inter-agency coordination, professionalised revenue institutions, and credible anti-corruption measures.
It also requires a clearer link between revenue mobilisation and visible public spending outcomes in
areas such as health, education, social protection, and local public services. In that sense, the policy
challenge is not merely to improve collection efficiency. It is to rebalance the tax system in a way that
enhances compliance, restores legitimacy, and helps build a fairer and more credible fiscal contract.



1. Introduction}

Domestic revenue mobilisation has emerged as one of the most pressing macro-fiscal challenges
confronting Bangladesh. Despite maintaining relatively strong economic growth over the past decade,
the country continues to collect markedly less tax revenue than what its economic structure and legal
tax framework would suggest is achievable. This persistent gap between the legally implied tax liabilities
embedded in existing tax laws and the revenue actually collected reflects deep inefficiencies in both
tax policy design and tax administration. More broadly, it signals structural weaknesses in the fiscal
system that constrain the state’s capacity to finance public goods, social protection programmes, and
development priorities.

A central feature of Bangladesh’s fiscal structure is the heavy reliance on indirect taxation, particularly
the Value Added Tax (VAT). Indirect taxes constitute a large share of total tax revenue, while direct taxes,
especially personal income taxation, account for a comparatively small proportion. This composition
raises important concerns regarding both efficiency and equity. Because indirect taxes are levied on
consumption rather than income, they tend to impose a relatively larger burden on households with
lower incomes, who devote a greater proportion of their earnings to consumption expenditures. In the
absence of sufficiently strong direct taxation and redistributive transfers, such a structure can lead to
a fiscal system in which lower- and middle-income households bear a disproportionate share of the
effective tax burden relative to their ability to pay.

The narrow base of personal income taxation further amplifies this imbalance. Bangladesh’s personal
income tax system generates very limited revenue relative to the size of the economy, reflecting both
extensive exemptions and weak compliance. As noted in earlier research, the yield from personal income
taxation remains strikingly low (Ahmed, 2015). Although the number of individuals required to obtain
tax identification numbers has increased over time, the proportion of the population that actually files
tax returns remains extremely small. Available estimates suggest that fewer than one per cent of the
population submit income tax returns regularly (Khan et al., 2019). This situation reflects a combination
of structural factors, including the large informal economy, limited administrative capacity, and weak
enforcement mechanisms. At the same time, broader issues related to institutional trust and perceptions
of fairness also appear to influence voluntary compliance behaviour.

Against this backdrop, this study seeks to quantify the extent of Bangladesh’s unrealised revenue
potential and to examine the distributional implications of the current tax structure. Moving beyond the
conventional reliance on macro-level indicators, the paper uses micro-level data from the Household
Income and Expenditure Survey (HIES) 2022 to estimate the legally implied liabilities for both personal
income tax (PIT) and VAT under full compliance with the statutory tax framework. These estimates are
then compared with actual tax collections reported in the National Board of Revenue’s (2023) Annual
Report for fiscal year 2021-22 to derive estimates of the tax gap for these two major revenue sources.
The use of household-level survey data also makes it possible to examine how the burden of these taxes
is distributed across different income groups, thereby providing insights into the equity implications of
the existing tax system.

Much of the traditional literature on tax performance has focused primarily on structural or supply-side
determinants of revenue mobilisation, such as per capita income, the share of agriculture in GDP, trade
openness, and the size of the informal sector (Ahmed, 2024). While these factors undoubtedly shape



a country’s tax capacity, an exclusive focus on them can obscure other equally important drivers of tax
performance. As Bird et al., (2005) emphasised, tax compliance is also strongly influenced by demand-
side factors, including institutional quality, perceptions of fairness, and citizens’ willingness to comply
voluntarily with tax laws. These factors are closely linked to broader governance conditions, including
control of corruption, government effectiveness, and the rule of law. Consequently, weak domestic revenue
mobilisation cannot be understood solely as a technical problem of tax policy design or administrative
capacity; it is also deeply connected to issues of institutional credibility and the perceived legitimacy of
the fiscal system.

The analytical framework of this study, therefore proceeds along two complementary dimensions. First,
the paper assesses the distributional consequences of Bangladesh’s current tax structure. Using household
survey data, the analysis examines the extent to which the heavy reliance on consumption taxation
contributes to a regressive distribution of the effective tax burden. At the same time, it considers how the
limited reach of personal income taxation, together with extensive exemptions and weak enforcement,
restricts the progressivity of the overall tax system.

Second, the study explores the institutional and behavioural factors that shape tax compliance. Drawing
on established theoretical frameworks in the tax compliance literature, including the economic deterrence
model, social-psychological approaches, fiscal exchange theory, comparative fairness perspectives, and
political legitimacy models, the paper reviews the broader institutional environment within which tax
compliance decisions are made. These frameworks highlight how weak governance, low perceived
probabilities of detection, widespread informal economic activity, and the social normalisation of evasion
can jointly erode tax morale and reduce voluntary compliance.

Finally, the paper considers policy options for strengthening revenue mobilisation while improving the
equity of the tax system. In this context, wealth assumes particular importance, not only because it is
typically far more concentrated than income, but also because concentrated wealth can serve as a powerful
mechanism through which inequality is reproduced across generations. In a country such as Bangladesh,
where concerns over rising inequality have become increasingly salient, the concentration of wealth
deserves closer analytical and policy attention, both from the perspective of distributive justice and from
that of fiscal capacity. A tax system that relies heavily on consumption taxes while leaving concentrated
wealth only largely untouched is difficult to reconcile with the principle of ability to pay and may do
little to counteract the intergenerational transmission of economic advantage. To examine this issue more
directly, the study uses the asset-related information available in the HIES 2022 to develop indicative
estimates of household wealth and its distribution. On that basis, the paper explores the potential role of
wealth-related taxation in addressing the extreme concentration of wealth in Bangladesh and examines
the possible revenue implications of imposing a wealth tax on the wealthiest segments of the population.
Given the administrative and valuation constraints associated with annual wealth taxation in developing
economies, the paper also considers the potential merits of inheritance taxation as a more administratively
feasible instrument for enhancing progressivity, mitigating intergenerational inequality, and broadening the
fiscal base. Overall, the analysis aims to contribute to the policy debate on domestic revenue mobilisation
in Bangladesh by linking micro-level estimates of unrealised tax revenues with broader institutional
explanations of tax compliance behaviour. By combining distributional analysis with insights from the
political economy of taxation, the paper seeks to shed light on both the magnitude of the country’s revenue
shortfall and the structural factors that continue to limit the effectiveness and fairness of the tax system.



2. Tax Capacity, Incidence, and Compliance: Evidence from the Literature }

Bangladesh’s tax performance has long attracted attention in the fiscal policy literature because the
country consistently records one of the lowest tax-to-GDP ratios in the world despite registering relatively
strong economic growth. The tax-to-GDP ratio has, for many years now, fluctuated between roughly
7 and 9 per cent, placing Bangladesh among the weakest performers not only in South Asia but also
globally (Ahmed, 2024; Razzaque & Khan, 2021). Cross-country analyses of tax effort further suggest that
Bangladesh collects significantly less revenue than would be predicted by its economic characteristics
and legal tax structure. For example, according to UNESCAP (2014), Bangladesh’s unrealised tax revenue,
referred to as the tax gap, exceeds 7.5 per cent of GDP. Such cross-country analyses typically compare
actual revenue mobilisation with a country’s estimated tax capacity based on structural variables such
as income levels, economic composition, and trade openness. These studies indicate that Bangladesh’s
weak revenue performance reflects not only its stage of development but also substantial unrealised tax
bases and weaknesses in tax administration and enforcement (Bouzouita, 2025; Fenochietto & Pessino,
2013).

The implications of this persistent revenue shortfall are substantial. The planned expansion of the
government in public expenditure as a share of GDP on health, education, rural development, and social
protection has consistently fallen short, reinforcing the case for structural reform of public finances that
increases both the equity of tax collection and the adequacy of public spending (Bangladesh Planning
Commission, 2020). Several strands of the literature emphasise that Bangladesh’s fiscal challenge is not
merely one of revenue inadequacy but also one of structural imbalance. In particular, the tax system
relies heavily on indirect taxation, which accounts for about 66 per cent of total tax revenue, while direct
taxation remains underdeveloped (National Board of Revenue, 2025; Razzaque & Khan, 2021). In the
absence of sufficiently strong direct taxes and redistributive transfers, such a structure can generate both
inefficiencies and equity concerns. Other studies emphasise that a weak rule-of-law, corruption, and
perceptions of unfairness in the tax system can discourage voluntary compliance and undermine revenue
performance (Etzioni, 1986; Jimenez & lyer, 2016; Torgler et al., 2008). As a result, research on tax
systems in developing economies has increasingly moved beyond purely economic models of taxation
and has incorporated insights from behavioural and institutional perspectives to explain compliance
behaviour.

Within the Bangladesh context, a substantial body of research has examined the distributional incidence
and coverage of personal income taxation. These studies consistently show that although the statutory
personal income tax (PIT) structure is formally progressive, the effective PIT base remains extremely
narrow in practice. Analyses based on household survey data indicate that only a very small fraction of
individuals with taxable income actually appear within the effective tax net (Khan et al., 2019). In other
words, while marginal tax rates increase with income according to the statutory schedule, the tax system

TUNESCAP (2014) estimated Bangladesh’s tax gap using a cross-country panel regression of tax-to-GDP ratios on three
structural variables: agricultural value added as a share of GDP, GDP per capita, and trade openness across 144 countries
over the period 1990-2012, with regional dummies included. The estimated coefficients are used to generate a predicted
tax-to-GDP ratio for each country, and the ratio of actual to predicted tax revenue is averaged over time to derive a
country-specific efficiency score. The tax potential is then obtained by dividing the most recent actual tax revenue by
this average efficiency ratio, and the tax gap is calculated as the difference between this potential and actual collections.
For Bangladesh, using the Government Finance Statistics database of the IMF and augmented by data from CEIC, this
method yields a tax potential of 18 per cent of GDP against an actual ratio of 10.5 per cent, implying a tax gap of 7.5
percentage points of GDP.



relies on a very small number of high-income taxpayers for most PIT revenue. This limited coverage
reflects both weak horizontal coverage across potential taxpayers and a broader erosion of the PIT base,
partly owing to the proliferation of exemptions, allowances, and loopholes that allow capital gains and
other income streams to escape the tax net (Bangladesh Planning Commission, 2020; Khan et al., 2019;
Razzaque et al., 2023; Thomas, 2023).

A frequently cited explanation for the narrow PIT base in Bangladesh is the large size of the informal
economy. Estimates suggest that roughly 85 per cent of the workforce operates in informal employment,
where earnings are rarely documented and are therefore difficult for tax authorities to monitor (Moazzem
et al.,, 2023). As a result, a significant share of economically active individuals remains outside the
formal tax net. In addition to these structural constraints, administrative weaknesses also play an
important role. Previous studies note that weak audit capacity and the continued reliance on manual
tax assessment procedures create opportunities for underreporting and informal negotiation between
taxpayers and tax officials (Ahmed, 2024). In such an environment, individuals with greater economic
and political influence may find it easier to avoid or minimise their tax liabilities. The combination of the
extremely narrow tax net, corrupt practices, and a large informal economy has collectively contributed to
Bangladesh’s chronically weak fiscal performance (Razzaque & Khan, 2021).

The heavy reliance on indirect taxation, particularly the Value Added Tax (VAT), has also been widely
discussed in the literature on Bangladesh’s tax system. VAT constitutes a major component of domestic
tax revenue and is collected at multiple stages of production and distribution. From a theoretical
perspective, consumption taxes such as VAT tend to place a larger burden on lower-income households
when evaluated relative to income, since poorer households typically spend a higher proportion of their
income on consumption. Consequently, many studies describe VAT as regressive when assessed against
income distribution (Blasco et al., 2023; Maboshe & Woolard, 2018; Razzaque et al., 2023). Although
reform of the VAT system was a stated priority in the 7th Five Year Plan (7FYP), most notably through the
planned implementation of the VAT Law of 2012, the reform did not materialise, leaving the structural
regressivity of the indirect tax system largely unaddressed (Bangladesh Planning Commission, 2020).2
This persistent regressive pattern may contribute to widening inequality if it is not offset by sufficiently
progressive direct taxation or targeted social transfers. In addition, higher consumption taxes can limit
the ability of poorer households to save or invest in human capital, potentially reinforcing longer-term
income disparities (Maboshe & Woolard, 2018).

The institutional mechanisms through which VAT is administered also affect its revenue performance.
In principle, VAT is paid by consumers through prices, while firms act as intermediaries that collect the
tax and remit it to the authorities. In practice, however, the effectiveness of this system depends heavily
on compliance among firms. Evidence from Bangladesh suggests that many small and medium-sized
enterprises (SMEs) either fail to register properly for VAT or do not submit regular returns, even when
they charge VAT to consumers in market transactions (Faridy et al., 2014). Empirical studies based on key
informant interviews with SMEs indicate that compliant firms often cite the complexity of VAT legislation

2 Many of the key tax reforms envisioned under the 7FYP, such as full implementation of the VAT Act 2012, establishment
of a comprehensive and progressive personal income tax system, rationalisation of income tax exemptions, and
modernisation of tax administration, were not effectively implemented (Bangladesh Planning Commission, 2020). As
a result, tax revenue performance remained weak despite strong economic growth. These same reforms have been re-
emphasised under the 8FYP, with renewed focus on broadening the tax base, improving compliance, and modernising
both VAT and income tax systems to strengthen domestic resource mobilisation.

8



and the high administrative costs of compliance as major obstacles. By contrast, non-compliant firms
frequently report that their behaviour is influenced more by their interactions with tax officials and the
possibility of resolving disputes informally rather than by formal legal requirements or penalties (Faridy
et al.,, 2014).

International evidence also suggests that VAT compliance costs can be relatively high compared to other
forms of taxation, and these costs tend to fall disproportionately on smaller firms that lack economies
of scale in accounting and administrative capacity. Consequently, small businesses may remain informal
or underreport their activities to avoid compliance burdens (Faridy et al., 2014). This dynamic creates a
situation in which consumers may pay VAT embedded in prices, while a portion of the tax collected by
firms fails to reach the tax authorities. Such leakages help explain why Bangladesh can simultaneously
experience a relatively high consumption tax burden at the household level and yet collect comparatively
low VAT revenues.

A further constraint on revenue mobilisation arises from weaknesses in governance and tax administration.
Several studies emphasise that corruption and administrative discretion can significantly erode the
effectiveness of tax systems in developing economies. In Bangladesh, discretionary incentives and tax
exemptions granted through instruments such as Special Regulatory Orders (SROs) have been widely
discussed as a source of revenue loss and policy distortion (Ahmed, 2024). While such measures are
often justified as tools for promoting investment or industrial development, their proliferation can reduce
transparency, complicate tax administration, and narrow the effective tax base.®> The International
Monetary Fund (2025) has identified the rationalisation of such exemptions as a central reform priority,
noting that the country’s low tax-to-GDP ratio underscores the urgent need for reforms to create a fairer and
more transparent system by rationalising exemptions, enhancing compliance, and separating tax policy
from administration.* According to the IMF staff estimates based on the data from the National Board
of Revenue, removing tax exemptions through repealing or phasing out selected SROs and eliminating
certain provisions in the Income Tax Act 2023 could yield more than 0.1 per cent of GDP in FY26.

Moreover, the process through which exemptions and special tax treatments are granted may create
opportunities for political lobbying and rent-seeking. When tax policies become fragmented through
numerous discretionary interventions, both compliance and enforcement can be weakened. In this
context, malpractices within tax administration can further undermine taxpayer confidence in the
fairness of the system. The existing literature identifies political economy factors that prompt rent-
seeking activities, encourage tax evasion and corrupt practices as among the most important barriers to
reform in Bangladesh, arguing that a strong commitment to tackling these factors is a prerequisite for
any durable improvement in domestic resource mobilisation (Razzaque & Khan, 2021).

3 Effective tax base is the actual amount of income which is subject to taxation, after accounting for all legal deductions,
exemptions, credits, and other tax provisions.

4 The IMF recommends a comprehensive reform agenda to enhance revenue mobilisation in Bangladesh, centred on
broadening the tax base, rationalising exemptions, and strengthening tax policy across VAT, customs, and income taxes.
It also emphasises administrative modernisation through digitalisation, including e-filing, e-invoicing, improved taxpayer
data systems, and risk-based auditing to reduce evasion and improve compliance. Institutional reforms, such as separating
tax policy from administration, strengthening governance, and enhancing transparency through tax expenditure reporting,
are also highlighted as critical. These measures are embedded within a Medium- and Long-Term Revenue Strategy aimed
at sustainably increasing the tax-to-GDP ratio and creating a more efficient, equitable, and transparent tax system.
These reform measures also inform the policy implications discussed in Section 5 of this paper, aimed at addressing the
domestic revenue mobilisation constraints highlighted in this study.
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The existing literature highlights several interrelated explanations for Bangladesh’s weak tax performance:
the narrow coverage of direct taxation, heavy reliance on indirect taxes, widespread informality,
administrative weaknesses, and governance challenges that undermine voluntary compliance. These
insights provide an important foundation for analysing the structure of Bangladesh’s tax system and for
assessing the distributional and institutional factors that contribute to the country’s persistent revenue
shortfall.
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3. Data and Estimation Framework}

This study relies primarily on the Household Income and Expenditure Survey (HIES) 2022 conducted by
the Bangladesh Bureau of Statistics (BBS).> The survey provides detailed household-level information on
income, consumption expenditure, assets, and demographic characteristics, making it a useful dataset
for examining both the potential tax liabilities of households and the distributional implications of the
existing tax structure. Using the HIES microdata, we estimate the potential personal income tax (PIT)
liabilities and the value-added tax (VAT) burden associated with household consumption in 2022.

Unlike approaches that infer tax potential indirectly from cross-country relationships between tax
performance and broad structural characteristics of the economy, the present study adopts a country-
specific micro-simulation approach grounded in Bangladesh’s own statutory tax framework. The
advantage of this method is that it derives the revenue benchmark from the taxes that would be due
under existing laws if households and firms complied fully, rather than from the average performance
of structurally comparable economies. In this sense, the exercise undertaken here is better understood
as an estimate of the legally implied revenue potential under the current tax regime. Such an approach
is particularly useful for identifying the extent of unrealised revenue within specific tax instruments,
locating the sources of leakage more precisely, and examining how the burden of taxation is distributed
across income groups. It therefore provides a more policy-relevant basis for analysing compliance gaps,
administrative weaknesses, and distributional consequences than benchmarks derived solely from cross-
country structural averages.

For estimating the potential personal income tax (PIT) liability of all earners, first, the annual income
of each earner in a household was calculated using the standard income aggregation methodology
adopted by the Bangladesh Bureau of Statistics. This approach consolidates income from multiple
sources, including wage and salary earnings, self-employment income, agricultural income, remittances,
and other transfers. In HIES 2022, wage income is reported at the individual level. However, other income
sources, such as agricultural income, business profits, and remittances, are reported at the household
level. To estimate each individual’s total income, household-level non-wage income was allocated
equally among all active earners in the household. This allocated share was then added to each earner’s
reported wage income to approximate the total individual income of each earning member. Although
this approach inevitably simplifies intra-household income distribution, it provides a tractable method
for estimating potential individual tax liabilities using household-level survey data.

The potential PIT liability of each earner, that is, the amount of tax payable under full compliance with
the statutory tax rates imposed in Bangladesh, was calculated using the tax brackets specified in the
National Board of Revenue (NBR) Income Tax Paripatra for Fiscal Year 2021-22.% For example, if a male

5 In the official household income estimates of the Bangladesh Bureau of Statistics (BBS), household incomes were
defined as money inflows from various sources into the household occurring during the last 12 months. For instance,
labour income includes wages and benefits of household members who are day laborers or employees with missing values
imputed using medians by stratum, area, or industry. Business income equals net revenue after deducting expenditures.
Agricultural income accounts for crop, livestock, and related production with outliers and missing data adjusted using
median imputation, and non-labour income covers rents, dividends, interests, social transfers, and remittances received
in cash or kind. See Ahmed et al. (2019) for an elaboration of the estimation method.

5 According to the Income Tax Paripatra for the fiscal year 2021-22 from the National Board of Revenue, no income tax
was payable for the first BDT 3,00,000, 5 per cent for the next BDT 1,00,000, 10 per cent for the next BDT 3,00,000, 15
per cent for the next BDT 4,00,000, 20 per cent for the next BDT 5,00,000, and 25 per cent on any remaining income.
For individuals who are females or older than 64 years old, the tax-free income threshold limit is BDT 3,50,000. These
brackets were employed for the income tax liability estimation for each earner of the household.
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individual earned BDT 450,500 in a year, his tax liability under the Tax Paripatra would be calculated as
follows: O per cent on the first BDT 300,000; 5 per cent on the next BDT 100,000; and 10 per cent on the
remaining BDT 50,500.

Finally, to estimate the potential PIT revenue achievable at the household level, total potential PIT liability
was calculated at the household level by summing the liabilities of all earners within each household.
Each household’s estimated potential tax liability was then multiplied by the corresponding household
weights provided in HIES 2022 to obtain the population-level potential tax liability represented by each
sample household. Finally, the population-level expanded tax liabilities of all sample households were
aggregated to approximate the national potential PIT revenue.

Itis important to recognise that the rich and very rich are typically underrepresented and often underreport
their income. This underrepresentation and income underreporting in household-level surveys may stem
from intentional misreporting, privacy concerns, recall difficulties, and limited access to high-income
individuals. For example, a study by the Inter-American Development Bank covering 18 Latin American
countries finds that individuals in the top decile of survey-based income distributions report earnings
comparable to well-educated professionals rather than to the truly highest-income households, suggesting
that the upper tail of the distribution is not adequately captured (Székely & Hilgert, 1999). On the other
hand, income is also frequently underestimated among lower-income households, particularly those
relying on informal or agricultural activities. In such cases, recall error, irregular earnings, lack of written
records, and the complexity of separating household and business finances contribute to substantial
underreporting (Carletto et al., 2022; Meyer & Sullivan, 2003). Furthermore, HIES 2022 captures only
around 33 per cent of GDP in terms of total household expenditure, whereas private consumption
constituted more than 68 per cent of GDP in FY22. These distortions would imply that the simulated
potential revenues estimated from HIES 2022 are likely to be conservative estimates, and that the true
tax gap in fact should be considerably larger than the estimate. To partially address these limitations,
a HIES-consistent GDP equivalent is constructed by dividing total household expenditure estimated
from HIES 2022 by the actual private consumption-to-GDP ratio, so that potential tax revenues can
be expressed as credible percentages of GDP. The potential PIT-to-GDP ratio is then estimated using
this GDP equivalent as the denominator, and further adjusted upward to account for the systematic
underrepresentation of high-income individuals in HIES relative to NBR’s administrative tax return data.
The methodology underlying both adjustments is elaborated in detail in Appendix Al.

The VAT burden of households was estimated using the consumption expenditure data reported in
the HIES 2022 survey. The first step involved identifying VAT-liable consumption items by excluding
goods and services that are exempt under The Value Added Tax and Supplementary Duty Act 2012. In
Bangladesh, most VAT-liable goods and services are subject to the standard VAT rate of 15 per cent,
although a number of items are taxed at reduced rates, including 1.5 per cent, 2 per cent, 2.4 per cent,
4.5 per cent, 5 per cent, 7.5 per cent, and 10 per cent (Price water house Coopers (PwC), 2025).

Using the expenditure information in HIES 2022, each household’s consumption was classified according
to the applicable VAT rate for the relevant goods and services. It was assumed that VAT is fully passed on
to consumers through prices and that the expenditures reported in the survey are VAT-inclusive. Therefore,
for each category of goods and services subject to the same VAT rate, VAT-inclusive household spending
was converted into VAT-exclusive spending by dividing total spending by one plus the applicable VAT
rate. The VAT amount embedded in the reported expenditure was then obtained by multiplying the VAT-
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exclusive expenditure by the corresponding tax rate. This procedure was applied across all VAT-liable
consumption categories, after which the VAT amounts were summed to obtain each household’s total
annual VAT burden. National potential VAT revenue was then estimated by applying the HIES sampling
weights to household-level VAT burdens and aggregating the weighted values across all households in
the dataset. The potential VAT-to-GDP ratio is then estimated by the ratio of the national potential VAT
revenue estimate from HIES to the GDP equivalent calculated in Appendix Al.

For the potential VAT revenue estimations, the VAT rates applicable to domestically produced goods
have been used, and the VAT rates applied to imported goods have not been considered because the
survey does not distinguish between the consumption of imported and domestically produced goods;
the estimated potential VAT revenue actually reflects the VAT revenue achievable from domestic goods
and services under full compliance.” Furthermore, under the Value Added Tax and Supplementary Duty
Act, 2012, a large number of goods are listed as VAT-exempt only when sold in unwrapped or uncanned
form, such as milk, vegetables, raw meat, fish, and spices. As the survey does not indicate whether such
goods were purchased in wrapped or unwrapped form, they have been assumed to be unwrapped and
no VAT has been applied to them. In addition, many luxury purchases made by high-income households
are unlikely to be fully captured in the survey, which may further contribute to the underestimation of
potential VAT revenue.

To assess the magnitude of unrealised tax revenues, the estimated potential revenues from PIT and
VAT were compared with the actual collections reported by the National Board of Revenue for fiscal
year 2021-22. The official data on PIT and VAT revenue were obtained from the NBR Annual Report
for FY2021-22. The difference between estimated potential revenue and actual collections provides an
approximate indication of the revenue gap under the existing legal framework.

In addition to estimating aggregate revenue potential, the analysis examines how the burden of taxation
varies across income groups. For this purpose, households were grouped into income deciles, where the
lowest decile represents the poorest 10 per cent of households and the highest decile represents the
richest 10 per cent. A key methodological consideration in such distributional analysis concerns the
choice of welfare metric used to rank households. While total household income is often used for this
purpose, relying solely on household income may distort welfare comparisons because it assigns equal
weight to households of different sizes and compositions (Thomas, 2023).

An alternative approach is to use per capita household income, which divides total household income
by the number of household members. However, this method implicitly assumes that each additional
household member requires a proportional increase in income to maintain the same standard of living.
In reality, this assumption is unlikely to hold because households benefit from economies of scale in
consumption. For example, a three-person household does not require three times the housing space
or electricity consumption of a single-person household. Furthermore, the resource needs of household
members vary across age groups and economic activity status. Children typically require fewer resources
than adults, while working adults may incur additional costs related to transportation, clothing, and
other employment-related expenditures (OECD, 2013).

To address these issues, this study employs equivalised household income as the welfare metric for
ranking households. Equivalised income adjusts total household income using an equivalence scale

7 Later in this study, the potential domestic VAT revenue is compared with the NBR’s domestic VAT revenue collections.

13



that accounts for differences in household size and composition while allowing for economies of scale
in consumption. Two widely used equivalence scales are the square-root scale and the OECD-modified
scale. In this study, the OECD-modified scale is applied, which assigns a weight of 1 to the first adult
household member, 0.5 to each additional household member aged 14 or above, and 0.3 to each child
under the age of 14 (Thomas, 2023). This adjustment allows income levels to be expressed in terms
of the income required by a single-person household to achieve the same standard of living as the
household in question. Equivalised household income can therefore be interpreted as a proxy for the
economic resources available to each individual within the household.

The distributional incidence of taxation was then evaluated by examining the tax burden borne by each
income decile. To assess the progressivity or regressivity of the tax system, we calculated the relative tax
burden of each decile using the following measure: @

Decile’s share of tax in total tax revenue

Relative tax burden = — - - :
Decile’s share of income in total income

A value greater than 100 indicates that a particular income group contributes a larger share of total
tax revenue than its share of national income. If the index increases as one moves from lower to higher
income groups, the tax structure can be interpreted as progressive. Conversely, if the index declines
with rising income groups, the tax structure is considered regressive. Using this framework, the study
evaluates the distribution of both PIT and VAT burdens across income groups. In addition, household
expenditure estimates derived from HIES 2022, following the official BBS methodology, are used to
calculate the share of consumption expenditure allocated to VAT across different income deciles.

The analysis also explores regional differences in tax incidence by comparing urban and rural households.
This allows an examination of how variations in household income levels, consumption patterns, and
economicactivities translateinto differences in effective tax burdens. Beyond household-level comparisons,
the analysis also highlights broader regional patterns such as differences in the concentration of taxable
capacity and the relative contribution of different tax instruments to inequality in urban and rural areas.

In addition to the quantitative analysis, the study incorporates qualitative insights from the literature to
examine how institutional and governance factors influence tax compliance behaviour in Bangladesh.
This includes the role of administrative capacity, enforcement mechanisms, corruption, and perceptions
of fairness in shaping compliance decisions. By integrating these insights with the empirical estimates
derived from HIES data, the analysis seeks to provide a more comprehensive understanding of the
structural drivers of Bangladesh’s weak revenue mobilisation.

Finally, the study evaluates the potential role of wealth taxation as an instrument for enhancing equity
and expanding the fiscal base. An attempt has been made to estimate the potential revenue that could be
generated from applying different tax rates to the wealth held by the richest households. To identify these
groups, households were ranked according to their equivalised wealth and grouped into wealth deciles.

For this purpose, household wealth was estimated using information available in the HIES 2022 dataset.
In this study, a household’s assets are referred to as the household’s wealth, which is the sum of financial
assets (savings, stocks, bonds, etc.), real property, hard assets (e.g., automobiles, jewelry), business

8 This measure of relative tax burden is adopted from Faridy & Sarker (2011).

14



capital (machines, equipment), and durable goods, minus any outstanding personal debt (Sherraden,
1991).° The household asset base includes owner-occupied housing, land, business and agricultural
assets, livestock, durable goods, insurance holdings, savings, jewellery, stocks, bonds, and other reported
assets. Most of these values are directly available in HIES 2022 through respondents’ self-reported
assessments. Since the survey reports the area but not the value of operational land, its monetary
value is imputed using median unit land prices estimated at the upazila and, where necessary, district
levels, separately for rural and urban areas, drawing on information reported for non-operational land.
The resulting estimates provide an indicative measure of household wealth distribution in Bangladesh,
although they should be interpreted with caution given data limitations, including incomplete coverage
of additional residential properties and partial information on savings. Further details of the estimation
procedure are provided in Appendix A2.

Overall, the study adopts a mixed-methods approach that combines cross-sectional micro-level analysis
using the HIES 2022 survey with qualitative insights drawn from the existing literature. This approach
allows the analysis to capture both the quantitative dimensions of tax incidence and revenue potential,
as well as the institutional and behavioural factors that shape tax compliance and perceptions of fairness
within Bangladesh’s fiscal system.

° Sherraden (1991) listed tangible assets as including (1) money savings; (2) stocks, bonds, and other financial securities;
(3) real property; (4) hard assets other than real estate, such as automobiles, jewelry, art, and collectibles; (5) machines,
equipment, tools, and other tangible components of production; (6) durable household goods; (7) natural resources; and
(8) copyrights, patents, and other intellectual property. Intangible assets include (1) access to credit, (2) human capital,
(3) cultural capital, (4) informal social capital, (5) formal social capital or organizational capital, and (6) political capital.
This list is not definitive, but illustrates that the term assets (along with a related term, capital) has been broadly applied.
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4, Findings}

4.1 Overview of the current tax system of Bangladesh

A well-functioning tax system is expected to do more than raise revenue. It should do so in a manner that
is efficient, administratively workable, and reasonably consistent with accepted principles of fairness.
In the public finance literature, fairness is typically understood through the lenses of horizontal and
vertical equity. Horizontal equity requires that individuals with similar economic capacity be treated
similarly, while vertical equity implies that those with greater ability to pay should contribute more, both
in absolute terms and, in progressive systems, as a proportion of income. Progressive taxation, therefore,
is generally seen not only as an instrument for resource mobilisation but also as a means of supporting
a more equitable social contract and financing public goods, services, and social protection programmes
(Alm, 2024; Razzaque et al., 2024). Against this backdrop, we begin by examining the extent to which
Bangladesh’s current tax structure aligns with these principles.

Figure 4.1: Cumulative share of household income, income tax, and VAT held/to be paid by the
cumulative share of households
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022,
Note: The distribution curve for income shows the cumulative distribution of national income (sum of weighted
household income estimated from HIES 2022) across cumulative households ranked from poorest to richest based

on their equivalized income. The line of equality represents an income distribution in which all the households
possess the same level of equivalized income, that is, the ability to have the same standard of living.

Figure 4.1 plots the cumulative distribution of weighted household income, potential personal income tax
(PIT) liability, and VAT burden across households ranked by equivalised income. The figure is informative
because it shows how the burdens of the two principal taxes examined in this study are distributed
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relative to the underlying income distribution. If the system were proportional, in the sense that each
group contributed a share of tax equal to its share of total income, the concentration curves for PIT
and VAT would coincide with the Lorenz curve.’® A progressive tax would lie below the Lorenz curve,
indicating that higher-income groups contribute more than proportionately, while a regressive tax would
lie above it.

Figure 4.2: Distribution of income tax and VAT relative to the distribution of household income
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: The graph shows the cumulative distribution of potential VAT and PIT burden across percentiles of national
income. If the VAT and PIT were imposed proportionally with income distribution, then the distribution curves for
potential VAT and PIT would lie on the line of equality. In this graph, a large number of households are clustered in
the lower segment of the income distribution (x-axis), while relatively few households represent a disproportionately
large share of total income at the top. This pattern is consistent with substantial income concentration and also
reflects the underrepresentation of high-income households in HIES 2022. The bottom 52 per cent of households
account for only 20 per cent of total national income, while it takes 84 per cent of the households to constitute
just half of the country’s aggregate earnings. That is, the top 16 per cent of households represent half of the total
national income on the horizontal axis. The top 20 per cent of the total national income is represented by only 2
per cent of the households.

The results point to a sharp contrast between PIT and VAT. The richest 10 per cent of households account
for more than 40 per cent of total income and are estimated to bear over 93 per cent of total potential

1 The Lorenz curve for income shows the cumulative share of income received by the cumulative share of income units when
those units are ranked from poorest to richest. The further the Lorenz curve lies from the line of equality, the greater the degree
of income inequality. Traditionally, it has been used as a simple visual tool to describe inequality in income or wealth. Over
time, the idea has been generalised to compare the distributions of other economic variables as well. These generalised Lorenz
curves for other indicators are called concentration curves, and the Lorenz curve is just the concentration curve for income. In
Figure 4.1, the income Lorenz curve is demonstrated to compare the distribution of household income with tax concentration
curves for PIT and VAT.
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PIT liability. On paper, therefore, the PIT structure appears highly progressive. Yet this progressivity is
achieved through an extremely narrow base rather than through broad-based vertical equity. By contrast,
the same top decile bears only around 23 per cent of the total VAT burden despite holding more than
40 per cent of the national income. This indicates that VAT is distributed much more heavily towards
lower- and middle-income households when assessed relative to income, and is therefore regressive in
incidence.

This pattern becomes clearer in Figure 4.2 and in the estimated relative tax burden indices reported in
Table 4.1. The relative PIT burden rises sharply towards the top of the distribution. Nationally, it increases
from 31.84 in the ninth decile to 229.09 in the top decile, implying that the highest-income households
bear a share of PIT liability far in excess of their income share. This confirms that PIT is progressive in
statutory incidence. At the same time, the magnitude of the jump also reveals how thin the effective tax
base is. Much of the middle and upper-middle distribution contributes relatively little, leaving the system
heavily dependent on a narrow group at the very top.

The VAT pattern runs in the opposite direction. Lower-income households pay a much larger share of
total VAT relative to their share of income, while the relative burden declines steadily as one moves up
the income distribution. The index exceeds 400 for the poorest decile and falls below 60 for the richest.
This is strong evidence of regressivity. Even though exemptions and reduced rates are intended to soften
the burden on essential consumption, the overall structure remains regressive, which is consistent with
earlier findings for Bangladesh (Faridy & Sarker, 2011).

Table 4.1: The estimated index of relative tax burden

Relative Personal Income Tax Burden Relative VAT Burden

National Urban Rural National Urban Rural
Decile 1 0 0 0 410.63 365.45 446.7
Decile 2 0 0.04 0 230.46 211.02 229.39
Decile 3 0.02 0.02 0 174.96 185.54 173.71
Decile 4 0.08 0.62 0 153.09 161.3 151.38
Decile 5 0.3 1.38 0.23 1353 144.21 130.14
Decile 6 1.86 3.99 1.19 131.93 125.92 121.04
Decile 7 4.34 9.38 4.08 107.99 120.34 111.25
Decile 8 13.03 21.93 12.33 103.25 104.61 95.01
Decile 9 31.84 53.03 35.49 86.48 101.09 85.9
Decile 10 229.09 196.34 270.12 57.82 59.16 47.56

Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022,

Note: A value greater than 100 indicates that a decile contributes a larger share of total taxes than its share of
total income. The results show that, at the national as well as regional level, only the richest decile has a relative
PIT burden greater than 100. This implies that no other income group are supposed to contribute a higher share
of potential personal income tax relative to its income share. In contrast, all lower and middle-income deciles are
supposed to bear a higher share of total potential VAT burden than their respective income shares, while only the
richest one or two deciles bear a tax share lower than their income share.

Figure 4.3 provides a complementary view by expressing tax burdens as shares of household income
and expenditure. Here too, the contrast is striking. The richest 10 per cent of households are found to be
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liable to pay about 11.03 per cent of their aggregate income as PIT, whereas the second-richest decile is
liable for only around 4.12 per cent. In the bottom four deciles, PIT liability is close to zero because very
few earners cross the taxable threshold. This again shows that the statutory PIT structure is progressive,
but also that the effective base is extraordinarily narrow.

Figure 4.3: Distribution of tax burdens as shares of household income as well as expenditure
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: In the bottom two deciles, there are no earners with taxable income. In the next two deciles, there are so few
households liable to pay personal income taxes that the total PIT liable to these groups as a share of the aggregate
income is near 0.

That narrowness is reinforced by the structure of exemptions and credits. The Sixth Schedule of the
Income Tax Act, 2023 excludes a range of major income flows from the tax base. These include pensions,
gratuity, provident and superannuation fund receipts, workers’ participation funds, and various forms
of capital and financial income. Partial or full exemptions also apply to certain dividends, interest from
selected savings instruments, repatriated foreign income, some agricultural income, and specific SME
and export-related incomes.? In addition, tax credits for investments and donations are concentrated
in instruments that are more accessible to formal, better-off households. The cumulative effect is to
reduce the breadth of the PIT base and increase reliance on a relatively small segment of top earners.
The PIT base is further squeezed through tax credits for investments and donations in eligible items.

1 PIT base erosion is deepened by a long list of fully exempt incomes under the Sixth Schedule of the Income Tax Act,
2023. Major retirement flows such as government-approved gratuity (up to Tk 2.5 crore), pensions, and provident fund
and superannuation fund receipts are excluded from taxable income. Financial income exemptions include returns from
wage earners development bonds and foreign currency bonds (US dollar, euro, and pound sterling), as well as interest
from pensioners’ savings certificates up to Tk 5 lakh in accumulated investment. Additional exemptions cover repatriated
foreign income, small agricultural income (up to Tk 2,00,000 for farmers with no other significant income), certain SME
incomes, income from handicraft exports, and income of indigenous communities within the Chittagong Hill Tracts. Tak-
en together, these provisions carve out a sizeable portion of government revenue achievable from personal income taxes,
shrinking the effective PIT base relative to total household income.
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Since these eligible items are mostly formal financial products like life insurance, provident or pension
savings, savings certificates, listed securities and approved donations, the people who benefit most are
richer, formal-sector households who can afford these investments and keep records documented. As a
result, the same high-income groups who earn taxable incomes and can pay taxes at higher marginal
rates make the tax system rely even more on a small number of top earners.

The VAT results require more careful interpretation. As per the estimates from the HIES 2022, if all
individuals complied fully with the legal taxation framework, then the poorest 10 per cent of households
in Bangladesh would end up spending around 20.37 per cent of their aggregate income on VAT, whereas
the richest 10 per cent would pay only 2.8 per cent of their aggregate income as VAT. These findings are
demonstrated in Figure 4.3. This occurs due to the fact that low-income earners spend larger portions
of their earnings on consumption; therefore, they pay a greater portion of their income in indirect taxes
compared to their wealthier counterparts (Razzaque et al., 2024). However, this estimation of the VAT-
to-income ratio may be overstated due to the underreporting of income in the survey. For example, the
average income-to-consumption ratio for the full sample is 0.85, which implies that, on average, reported
incomes are substantially lower than reported household expenditures in HIES 2022. This discrepancy is
even more pronounced among the poorest decile, whose total consumption expenditure is almost five
times higher than their reported total income. Given that poorer households typically have limited access
to credit or assets to sustain persistent dissaving, such large gaps are widely interpreted as evidence of
significant income underreporting in the household-level surveys rather than dissaving.'?

Figure 4.4: Weighted average household income levels, and shares of income tax and VAT by (a)
rural household deciles and (b) urban household deciles
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: To generate these graphs, deciles are constructed separately for rural and urban households by first splitting
the sample by region and then ranking and dividing households into ten income groups from the poorest to the

12 Using a large cross-country database of household income surveys in low- and middle-income countries, a study found
that the extent of underreporting is closely associated with the source of income, with agricultural income suffering more
from underreporting than any other component (Meyer & Sullivan, 2003; Carletto et al., 2022). Income data collected
in household-level surveys are also highly vulnerable to recall error as respondents are often required to report earnings
from multiple and sometimes irregular sources over a reference period. In contexts where households do not maintain
written records and rely on memory, particularly for seasonal or self-employment activities, misreporting is very likely
to take place. This issue is especially relevant for Bangladesh, where a wide majority of households depend directly or
indirectly on agricultural activities. As a result, reported income is likely to be substantially distorted due to both recall
problems and the inherent complexity of agricultural accounting.
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richest based on their equivalised incomes within each region. The blue bars show the weighted average household
income (in thousand taka) for each decile, using the HIES 2022 household weights, for rural areas in (a) and urban
areas in (b). The orange and pink lines plot the ratio of PIT liability and VAT burdens to their expenditures for the
corresponding deciles.

Figure 4.5: Weighted average household expenditure, and VAT as a share of total expenditure by (a)
rural household deciles and (b) urban household deciles
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: To generate these graphs, deciles are constructed separately for rural and urban households by first splitting
the sample by region and then ranking and dividing households into ten income groups from the poorest to the
richest based on their equivalised incomes within each region. The blue bars show the weighted average household
expenditure (in thousand taka) for each decile, using the HIES 2022 household weights, for rural areas in (a) and
urban areas in (b). The pink lines show the ratio of VAT burdens to expenditures for all income groups.

When VAT is measured relative to expenditure instead of income, the burden appears broadly proportional
across the income distribution. This pattern is expected, since VAT is fundamentally a tax on consumption.
Lower-income households pay a larger share of income as VAT, not because the tax rate on commodities
differs across people, but because they devote a much larger fraction of their income to consumption.
This is precisely why consumption taxation often conflicts with the ability-to-pay principle, especially in
settings where redistributive transfers are weak (Faridy & Sarker, 2011). Although exemptions, reduced
rates, turnover thresholds, and differential treatment of essential items are intended to mitigate these
effects (Bird, 2013), the evidence suggests that VAT in Bangladesh remains regressive overall. This is
consistent with the finding that increases in indirect taxation are associated with higher poverty incidence
in Bangladesh (Razzaque et al., 2024).

The urban-rural breakdown adds another layer to the incidence story. Figures 4.4 and 4.5 show that
income inequality is more pronounced in urban areas, where the upper deciles pull away much more
sharply. Rural households have lower incomes across all deciles, and the rural PIT base is even narrower
than the urban one. Indeed, the bottom six rural deciles contain virtually no households with taxable
income. The richest rural decile faces an estimated PIT burden of 6.87 per cent of income, compared with
14.64 per cent for the richest urban decile. This suggests that, structurally, rural PIT revenue depends on
a very small number of high-income households.
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At the same time, estimated VAT burdens are considerably higher among poorer rural households (Figure
4.4). The poorest 10 per cent in rural areas pay more than 23 per cent of their income in VAT, compared
with around 16.5 per cent among the poorest urban households. When measured relative to expenditure,
however, VAT remains fairly stable across deciles in both regions, again indicating that the main source of
regressivity lies in the underlying consumption-income relationship rather than in sharply differentiated
effective rates across the spending distribution. The slight upward drift in VAT burden at the top of the
urban distribution may reflect greater spending on higher-value goods and services subject to VAT.

Although the core empirical analysis in this paper focuses on PIT and VAT, it is also useful to briefly
consider the broader tax structure, including corporate income taxation (CIT). Statutory CIT rates in
Bangladesh are relatively high by regional standards. In FY2021-22, according to the Tax Foundation’s
data, the average CIT rate was about 32.5 per cent, exceeding that of several neighbouring South Asian
economies. Yet the effective corporate tax base remains narrow. Bangladesh’s economy is characterised
by a large informal sector, a dominant SME presence, and a concentration of formal corporate activity
in a limited number of sectors, notably ready-made garments. With informal activities accounting for
84.9 per cent of employment and around 30.2 per cent of GDP (Bangladesh Bureau of Statistics, 2023;
Moazzem et al.,, 2023), only a relatively small set of registered firms contributes meaningfully to CIT
revenues.

High exemption thresholds and widespread incentives, exemptions, tax holidays, and credits further
erode the base, while the capacity of elite firms to evade liabilities through underreporting and
informal dealings with tax authorities further narrows the corporate tax base. For instance, eight
types of industrial companies, including jute, textile, knitwear, and poultry industries as well as private
educational institutes, enjoy reduced tax rates ranging between 3 per cent and 15 per cent based on
various criteria. In the interest of industrialisation and investment, tax holidays have been continuing
in the tax regime of Bangladesh since its liberation in 1971. The benefits of these tax holidays are
enjoyed mainly by the garment industry. However, it has been argued in the literature that the growth
of the RMG sector in Bangladesh has been driven largely by external factors. The cumulative fiscal cost
of these preferential treatments is substantial. The National Board of Revenue estimates that, for the
2021-2022 fiscal year, total corporate income tax (CIT) expenditure in Bangladesh was Taka 71,394
crore, equivalent to around 1.8 per cent of GDP (National Board of Revenue, 2024). The CIT expenditure
refers to the revenue forgone due to deviations from the benchmark tax system, including reduced
rates, exemptions, deductions, and tax holidays granted to specific sectors or firms. It underscores how
deeply embedded preferential treatment is within Bangladesh’s corporate tax architecture and how
significantly it constrains the effective revenue yield relative to what the statutory framework would
otherwise imply.

4.2. Assessment of tax revenue performance

Bangladesh’s weak revenue effort becomes even more evident when viewed in comparative perspective.
As shown in Figure 4.6 the country’s tax-to-GDP ratio stood at 7.3 per cent in 2023, well below many
regional comparators and far short of thresholds often cited in the literature as broadly consistent with
financing sustainable development objectives (Choudhary et al., 2024). This underperformance matters
not merely as a descriptive statistic. It reflects a chronic shortfall in domestic fiscal capacity.
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Figure 4.6: Tax-to-GDP ratios in Asia and Pacific Countries, 2023
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Source: Organisation for Economic Cooperation and Development (OECD), 2025; Revenue Statistics in Asia and
the Pacific 2025, https://oe.cd/revstatsap2025.

Note: For Australia and Japan, data for 2022 are derived, as for these countries, 2023 data were not available. To
estimate the average tax-to-GDP ratio for South Asia, Nepal’'s 2021 data were used, derived from World Bank data,
and India’s 2022 data was derived from Khan et al. (2019).

The picture sharpens further when actual collections are compared with the legally implied revenue that
could, in principle, be obtained under full compliance. In FY2021-22, NBR’s reported PIT collection was
equivalent to only 0.98 per cent of GDP. By contrast, our HIES-based simulation suggests that potential
PIT revenue under full compliance with the statutory schedule could have reached at least 4.85 per
cent of GDP. This implies an approximate PIT gap of 3.87 per cent of GDP. In other words, if all citizens
earning taxable income had filed returns in accordance with the legal tax schedule, domestic tax revenue
would have increased by about 3.87 per cent of GDP. The corresponding VAT gap is also large. The NBR’s
domestic VAT collection in FY2022 was 1.8 per cent of GDP, whereas the estimated potential domestic
VAT revenue amounts to around 3.82 per cent of GDP. Thus, the domestic VAT revenue foregone due to
the lack of compliance was at least 2.02 per cent of GDP. These findings are summarised in Table 4.2.

Table 4.2: Summary of tax revenue performance in FY22

Actual Collection Potential Collection Tax gap
% of total % of GDP (a) % of GDP % of GDP
tax (p) (p-a)
Personal Income Tax (PIT) 12.90 0.98 4.85 3.87
(Domestic) Value Added Tax (VAT) 23.70 1.80 3.82 2.02
Corporate Income Tax (CIT) 19.32 1.46 - -

Source: Author’s estimation from HIES 2022, Annual Report 2021-22 of the National Board of Revenue (NBR),
Bangladesh Bureau of Statistics

Note: Taxes withheld at source are included in the personal income tax. In the values of actual collection of taxes as
a percentage of total tax, the total tax amount is actually the total amount of tax collected by NBR in FY22, which
is BDT 301,050.34 crore. The tax revenues and tax gaps are presented as percentages of GDP at current market
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prices, which is BDT 3,971,716.40 crore. Potential corporate tax calculation is beyond the scope of this paper. In this
table, actual revenue collections of PIT and VAT as percentages of GDP are referred to as “a” and potential revenue
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collections as percentages of GDP are referred to as “p”. Hence, “p-a” infers estimated tax gaps, the difference between
the actual and potential collections. The higher (lower) the value of the tax gap, the higher (lower) the amount of
domestic revenue loss due to factors such as non-compliance, tax evasion, and administrative inefficiencies.

Some international comparison is useful here. Tax gaps exist in all countries, including advanced
economies. Yet the magnitudes are generally much smaller. The tax gap in the United States, for example,
has been estimated at around 3 per cent of GDP (Sarin, 2026). Bangladesh’s estimated tax gap reaches
5.89 per cent of GDP, only accounting for the PIT and domestic VAT gap. So, the unrealised PIT and VAT
revenues resulting from non-compliance and weak enforcement, it can be said that Bangladesh’s tax-to-
GDP ratio could have reached at least 13.47 per cent in FY2022 under full compliance within the existing
statutory framework, as demonstrated in Appendix Al. It should be noted that this does not imply that
the two estimates of tax gaps are strictly comparable in a methodological sense, but it does underline
the depth of Bangladesh’s compliance and enforcement problem. The coexistence of a very low tax-to-
GDP ratio and a very large legal tax gap indicates that the country suffers from both a narrow effective
base and substantial leakage within that base.

An alternative simulation further accentuates the magnitude of unrealised VAT revenue. In this exercise,
the reduced VAT rates are not taken into account; instead, the standard 15 per cent VAT rate is uniformly
applied to all non-exempt VAT-applicable goods and services. After adjusting for the discrepancy between
total household expenditure estimated from HIES 2022 and private consumtpion at current market prices
reported by the Bangladesh Bureau of Statistics (BBS), the potential domestic VAT revenue, without
the reduced rates, is estimated at 5.16 per cent of GDP. Under this assumption, the overall tax-to-GDP
ratio could have reached approximately 14.81 per cent in FY2022 under full compliance. This exercise
illustrates that a significant portion of the Bangladesh government’s revenue shortfall can be attributable
to reduced VAT rates.

Table 4.3: Active taxpayers on the PIT register as a percentage of the labour force and the tax-to-
GDP ratio of various countries of Asia and the Pacific

Country Active taxpayersotf)r: |:2T_ :tl,-l; l:c:g'j:ij::er as a percentage Tax-to-GDP Ratio
Bangladesh 3.57 7.3
Pakistan 7.04 10.5
Mongolia 10.41 24.7
Indonesia 12.87 12
India 13.43 11.7
Maldives 15.90 23.5
Thailand 26.74 17.6
Bhutan 29.98 11.6
Japan 33.16 19.8
Nepal 41.86 17.5
Malaysia 53.76 10.6
China 79.42 20.2

Source: International Survey on Revenue Administration (ISORA), IMF; OECD (2025); Revenue Statistics in Asia
and the Pacific 2025, https://oe.cd/revstatsap2025.
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Note: The data for the Tax-to-GDP ratio for India is for 2022 and derived from PwC. Nepal’s tax-to-GDP ratio in
this table is for 2022 and derived from World Bank data. The data for the ratio for all other countries is for 2023.

Table 4.4: Income tax compliance rates

Number of e-TIN accounts Number of total taxpayers Combliance rate
until 2022 in 2022 o
Individual and others 7,519,261 3,237,848 43.06%
Company 157,846 37,268 23.61%

Source: Authors’ representation using data from the Annual Report 2021-22 of the National Board of Revenue (NBR).

Note: “Individual and others” include sole proprietor, firms, etc. In the study, it is referred to as personal income tax.
The compliance rate is measured as the percentage of the total number of taxpayers in the total number of e-TIN
holders. Anyone eligible to pay tax according to the Income Tax Act, 2023, is required to obtain an e-TIN.

Compliance indicators reinforce this diagnosis. IMF International Survey on Revenue Administration
(ISORA) data suggest that only 3.57 per cent of the labour force in Bangladesh appears as active taxpayers
on the PIT register (Table 4.3). NBR data show a higher filing rate among e-TIN holders, with a compliance
rate of 43.06 per cent for individuals and others, but this metric is narrower because it excludes the large
share of economically active individuals who remain outside the registration system altogether (Table
4.4). Bangladesh, therefore, appears to face a double weakness: a low proportion of potentially taxable
individuals enter the system, and even among those who do, compliance is incomplete.

Despite the overall low level of compliance, income tax collection in Bangladesh depends heavily on taxes
withheld at source, with 62.8 per cent of total income tax revenue collected through this mechanism
(National Board of Revenue, 2023). Withholding arrangements, often implemented through Advance
Income Tax (AIT), undoubtedly facilitate revenue collection by targeting formal-sector income streams
and recorded transactions that are relatively easy for the tax authority to observe. Yet this also reveals a
deeper structural weakness in the tax system, namely its disproportionate dependence on income that
is visible, documented, and administratively convenient to tax. In effect, employees and other formal-
sector participants, whose earnings are automatically deducted or otherwise traceable, shoulder a much
greater share of the effective tax burden than many other income earners.

By contrast, income derived from self-employment, small and medium business activity, professional
services, and other less transparent sources is far more difficult to verify, assess, and enforce, leaving
substantial room for evasion, underreporting, and tax minimisation. These income streams are
often loosely associated with the broader informal economy, but treating them simply as part of an
exogenously given informal sector risks missing an important point. The failure to bring such activities
within the effective tax net does not merely reflect informality, it also helps reproduce and sustain it.
When significant segments of economic activity can continue operating outside meaningful tax scrutiny,
the incentives for formalisation remain weak, the culture of non-reporting becomes entrenched, and
the tax base remains persistently narrow. In this sense, weak enforcement and informality are mutually
reinforcing: limited tax coverage allows informality to persist, while the continued prevalence of informal
and weakly documented activity further constrains the expansion of the tax base. The result is a system
that captures revenue primarily from accessible tax handles rather than from the full distribution of
taxable capacity, thereby weakening both the horizontal equity and the intended progressivity of the
personal income tax regime.
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The VAT story is equally revealing. The large VAT gap suggests that the problem lies less in statutory
design alone and more in weak remittance and enforcement. Consumers pay VAT through prices, but firms
serve as the collecting agents.* Where sellers fail to register, underreport sales, or do not remit what they
collect, the state loses revenue even though households still bear the burden of the tax in the marketplace
(Ebrill et al., 2001; Faridy et al., 2014). Thus, the final incidence falls on consumers, disproportionately on
lower and middle-income households, while leakage occurs upstream among businesses.

Corporate taxation exhibits a similar imbalance in the tax structure composition of Bangladesh. Only
19.32 per cent of total tax revenue comes from corporate income tax, despite Bangladesh having the
highest average CIT rate of 32.5 per cent among the South Asian economies, followed by Pakistan at
29 per cent and Bhutan, India, and Nepal at 25 per cent (Moazzem et al., 2023). From the NBR data, we
have found that the corporate compliance rate is only 23.61 per cent (Table 4.4). It has been suggested
that Bangladesh’s tax-to-GDP ratio would be about 2 percentage points higher without various tax
exemptions (Razzaque et al., 2023). According to the recent IMF staff estimates based on the data from
the National Board of Revenue, rationalising tax exemptions by repealing or phasing out 12 VAT-related
SROs, 4 income tax-related SROs, and exemptions under the Income Tax Act 2023 is projected to yield
over 0.1 per cent of GDP in FY26. These exemptions are often random, not based on any cost-benefit
analysis to evaluate the effectiveness of the proposed tax incentives, and influenced by elite stakeholders
(Razzaque et al., 2023). It has been pointed out that influential and politically connected businesspeople
are often able to evade taxation by failing to file returns or by submitting low declarations that avoid
audit scrutiny (Ahmed, 2024).

Businesses incur substantial costs to comply with the VAT laws, which require meticulous record-
keeping, complex calculations, regular filing, and frequent direct engagement with tax officials. It has
been argued that these compliance costs for small and medium-sized enterprises amount to roughly 2-3
per cent of annual turnover, and are inherently regressive insofar as smaller firms lack the administrative
economies of scale that allow larger enterprises to absorb such costs more efficiently (Faridy et al,,
2017). In Bangladesh, these pressures are further compounded by a VAT compliance architecture that
has remained extremely complex.

The Eighth Five Year Plan (8FYP) explicitly acknowledges that the failure to implement the VAT Law
of 2012 during the period of 7FYP, a fundamental reform designed to modernise the VAT system and
reduce the VAT compliance costs, represents a significant institutional shortcoming. So, 8FYP lists full
adoption of the VAT and Supplementary Duty Act 2012 as an urgent and overdue priority (Bangladesh
Planning Commission, 2020). The persistence of this outdated legal and procedural framework means
that small firms continue to operate under a compliance environment that is both burdensome and
costly, reinforcing their incentive to remain in the informal sector or underreport their activities rather
than engage fully with the formal tax system.

4.3. Factors influencing low tax compliance

The weak compliance outcomes documented above are not merely technical failures of tax administration.
They are rooted in deeper structural, institutional, and behavioural features of Bangladesh’s economy
and governance system. One of the most immediate constraints is the large informal economy. A
substantial number of individuals and firms earn taxable income while operating outside registration,
filing, and audit systems. This directly narrows the observable tax base. Although cross-country evidence

1 It is assumed that VAT is fully shifted to the consumers via prices.
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does not always show a simple unconditional relationship between informality and tax-to-GDP ratios,
the informal economy has nevertheless been identified as a major source of domestic revenue loss in
Bangladesh, with one estimate placing the loss at around BDT 842 billion, which is equivalent to 0.25
per cent of the total tax revenue collected in FY2023 (Moazzem et al., 2023).

However, informality alone may not explain the full pattern of non-compliance. The broader literature on
tax behaviour has long moved beyond purely mechanical accounts based on tax rates and enforcement.
Drawing on Ali et al.,, 2023; Bello & Danjuma, 2014; Fjeldstad et al., 2012; OECD, 2012, five broad
frameworks are especially relevant for interpreting Bangladesh’s compliance challenge: the economic
deterrence model, social-psychological models, fiscal exchange, comparative treatment, and political
legitimacy or trust in government. These are summarised in Table 4.5 and together provide a useful
framework for understanding why a low-compliance equilibrium can persist.

Table 4.5: Summary of models explaining factors influencing people’s decision to pay taxes

that people are more willing to pay taxes when they feel that they receive valuable
public goods and services in return. In this sense, taxpayers “trade” some of their
purchasing power for government services, and their compliance rises when they are
satisfied with government performance, even without strong enforcement.

Model Explanation Studies

The It explains tax evasion by assuming that taxpayers are rational and self-interested, | Allingham & Sandmo, 1972;
(Economic) and therefore choose whether to comply by comparing expected costs and benefits. | Becker, 1968; Bernasconi, 1998;
Deterrent In this school of thought, evasion is like gambling: taxpayers weigh the certain loss | Webley et al., 1991
Model* of paying taxes against the potential gain from evading and not being detected,

and the potential large loss if detected and punished.*
Social- The theory of reasoned action implies that people make decisions based on personal | Evans & McKerchar, 2009;
psychology factors and social influences. While explaining taxpayers’ behaviour, these factors | Franzoni, 1998; Lewis, 1982;
Models are usually referred to as personal norms and social norms, and both are seen as | OECD, 2012; Sour, 2001; Taylor,

important drivers of tax compliance. In taxation, personal norms include tax ethics, | 2004

tax morale, and attitudes toward paying taxes. People may avoid evading because it

causes guilt, anxiety, or a negative self-image. In fact, fear of guilt and social shame

can deter evasion more strongly than the risk of audits or penalties. Social norms

reflect the influence of society on behaviour. As people often discuss taxes with

friends, family, and colleagues, their compliance decision may depend on what they

believe others are doing.
Fiscal This theory builds on economic deterrence and social-psychological ideas, and views | Alm, 1999; Alm et al., 1992;
Exchange taxation as part of an informal contract between citizens and the state. It argues | Evans & McKerchar, 2009; Feld

& Frey, 2007; Fjeldstad et al.,
2012; Torgler, 2003

Comparative
Treatment

People are more likely to follow tax laws when they feel the tax system and its
decision-making process are fair. This idea is central to this model; taxpayers
compare their own treatment and tax burden with those of others with a similar
economic background. When people perceive their tax burden to be broadly
comparable to that of peers, they are more willing to comply. Perceptions of fairness
also extend beyond one’s own judgments about how tax burdens are distributed
across society and whether others are complying. If taxpayers believe evasion
is widespread, non-compliance can become socially normalised, weakening the
intrinsic motivation to pay taxes.

Ali et al., 2023; Evans &
McKerchar, 2009; Feld & Frey,
2007; GIZ Sector Programme
Public Finance, Administrative
Reform, 2010; OECD, 2012;
Sour, 2001; Torgler & Schneider,
2005; Tyler, 2006; Walsh, 2012

14 The classic Allingham-Sandmo model predicts that evasion is mainly driven by the tax rate (which raises the reward
from evasion), the probability of detection through audits, and the severity of penalties (Allingham & Sandmo, 1972;
Cowell, 1985). As a result, higher audit probability or stricter penalties should, in theory, increase compliance, and tax
authorities can curb evasion by raising either detection risk or penalty rates (Allingham & Sandmo, 1972).

15 The literature also highlights major limitations of the (Economic) Deterrent models. They are often criticized for being
overly simplistic as they reduce people’s decision of compliance to a narrow cost-benefit calculation and ignore other
important influences such as morality, social norms, trust in government, and the costs and complexity of complying;
they also focus mainly on direct taxes and explain changes in compliance more than levels of compliance (Allingham &
Sandmo, 1972; Tonry, 2011).
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Model Explanation Studies

Political The more citizens trust their government and social institutions and believe them | Ali et al., 2023; Bello &
Legitimacy to be appropriate, just, and work for the common good, the more it is likely for | Danjuma, 2014; Fjeldstad et
and Trust in the citizens to voluntarily abide by the rules set by the institutions. Many cross- | al., 2012; OECD, 2012; Picur
Government country studies support the fact that tax compliance is higher where corruption is & Riahi-Belkaoui, 2006; Tyler,
controlled and bureaucracy is smaller, suggesting that commendable credibility 2006

and reputation of the government encourage taxpayers to cooperate.

Source: Authors’ compilation based on secondary literature.

Note: The words “fair” and “fairness” appear multiple times in these models. So, to assess the factors influencing
compliance, the OECD’s definition of fairness is used. The OECD identifies three dimensions of tax fairness.
Distributive fairness concerns whether taxpayers view the government as a responsible and efficient user of tax
revenues. Procedural fairness refers to whether tax authorities follow established rules and treat taxpayers impartially
and respectfully. Retributive fairness indicates the perceived appropriateness and consistency of penalties when
tax rules are violated. Distributive fairness aligns with the fiscal exchange perspective, that is, how efficiently the
government is using the tax revenue to deliver public services. Procedural and retributive fairness depend on the
quality of tax administration through transparent and equitable handling of tax matters.

The traditional deterrent model, rooted in Allingham and Sandmo (1972), assumes that taxpayers are
rational and self-interested, and therefore evade tax when the expected benefit of evasion outweighs the
expected cost of being caught and penalised. Under the deterrence model, evasion becomes attractive
when the expected probability of detection is low relative to the gains from non-compliance. Bangladesh
appears to fit this pattern closely. According to the NBR Annual Report 2021-22, only 497 VAT-registered
companies were audited out of 353,762 registered entities in that year. Even allowing for some reporting
or definitional issues in the underlying data, the implied audit intensity is extremely low. Where detection
is unlikely, statutory penalties, even if severe on paper, lose much of their practical force (Faridy et al.,,
2014). For many taxpayers, evasion then becomes a rational gamble.

But deterrence alone does not explain the observed behaviour. Experimental and empirical studies have
repeatedly shown that actual compliance tends to exceed what narrow neoclassical models would predict,
even where enforcement is weak (Sikayu et al., 2022). This is where social norms and tax morale become
important. When people believe that evasion is widespread, especially among those with economic
or political influence, the moral cost of non-compliance declines. In Bangladesh, weak enforcement
visibility, frequent informal transactions, and a widespread perception that the better connected can
escape scrutiny all contribute to a social environment in which evasion becomes easier to justify (Bello
& Danjuma, 2014; Jimenez & lyer, 2016). Over time, this can normalise non-compliance.

Since the 1990s, tax morale and social norms have received increasing attention in compliance research.
A large part of taxpayers’ behaviour can be explained by personal norms such as ethics, attitudes,
guilt, self-image, and social norms regarding what they believe others in society are doing (Bello and
Danjuma, 2014). Tax compliance decisions are not determined solely by a taxpayer’s interaction with
the revenue authorities and the tax structure; they are also reflected by the attitudes, perceptions, and
moral judgements of individuals formed through their associations with family, friends, and reference
groups (Lewis, 1982). In other words, the societal norms regarding paying taxes influence compliance by
shaping the individuals’ personal tax morale (Jimenez & lyer, 2016). In a country like Bangladesh, where
corruption is prevalent and political or wealthy influence is very common, tax evasion or avoidance by
the elites is common knowledge socially. When taxpayers believe that evasion is widespread, among
businesses, wealthy professionals, or politically connected groups, non-compliance becomes easier to
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justify socially. The weak visibility of credible enforcement, combined with daily exposure to informal
transactions and underreporting of income and wealth, has gradually normalised evasion and weakened
the internal moral cost of not paying taxes in Bangladesh. Even when individuals know that evasion
is legally wrong, the social state of widespread non-compliance reduces the psychological pressure to
comply.

The fiscal exchange perspective points to another weakness. People are generally more willing to pay
taxes when they believe that tax revenue is being converted into visible and useful public goods. Equity
Theory similarly argues that people are more likely to obey rules if they feel that they are treated
fairly in terms of benefits relative to contributions (Bobek, 1997). Where public spending is perceived
as ineffective, captured, or poorly targeted, willingness to comply tends to weaken. Empirical work
has found that better human development outcomes and more effective public service delivery are
associated with lower evasion and stronger tax morale (Altaf et al., 2019). Bangladesh has remained in
the “Medium Human Development” category since 2009 and ranked 130th among 196 countries in HDI
in 2023, which suggests that progress in health, education, and living standards has been moderate.
Similarly, in 2023, Bangladesh’s Government Effectiveness percentile rank in the World Governance
Indicator (WGI) was only 26.89, which means that the country performs better than only about 27 per
cent of countries and lags behind nearly three-quarters of the world in terms of the quality of public
services and the effectiveness of policy implementation. In such a context, the informal fiscal contract
between citizens and the state remains fragile, and this could be one contributing factor to the low tax
compliance rate.

Comparative treatment, or fairness in relative terms, is equally important. Taxpayers compare themselves
not only with the state but also with one another. If ordinary citizens believe that others, particularly
politically connected or economically powerful groups, can avoid taxes through exemptions, lobbying,
or informal arrangements, their willingness to comply deteriorates. Bangladesh’s low score on control of
corruption and the prevalence of discretionary interventions, including special tax treatments through
SROs, reinforce these perceptions. Where the system appears selective in whom it burdens and whom
it relieves, non-compliance may come to be seen not as deviant behaviour but as a rational response to
unfair treatment.

The above channels ultimately converge on a broader issue of institutional credibility. The deterrence
model depends on enforceable rules. Social norms depend on the visibility and legitimacy of institutions.
Fiscal exchange depends on state effectiveness. Comparative treatment depends on fair administration.
In that sense, poor institutional quality sits at the centre of the compliance problem. Earlier studies have
noted that manual assessment procedures and weak administrative systems create room for informal
negotiation, selective enforcement, and underdeclaration (Ahmed, 2024). More generally, cross-country
evidence shows that stronger institutions and better governance are associated with higher tax morale
and better compliance outcomes (Baum et al., 2017; Sebele-Mpofu, 2020; Torgler, 2011).

The Financial Secrecy Index (FSI), published by the Tax Justice Network, adds a related dimension to
this discussion. The FSI measures the extent to which a country’s legal and institutional framework
enables financial secrecy, which in turn can facilitate money laundering and tax abuse. Bangladesh’s
relatively high secrecy score in the 2022 index suggests a greater perceived scope for shielding finances
from regulatory scrutiny. While this should not be interpreted too mechanically as a direct measure of
domestic compliance behaviour, it is broadly consistent with the concern that weak transparency and
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limited information exchange in Bangladesh facilitate the concealment of taxable assets and income.
In such an environment, where influential actors are perceived to benefit from opacity in the legal and
institutional framework governing financial disclosure, the perceived fairness of tax administration
deteriorates further, weakening voluntary compliance more broadly (Onu et al., 2019).

Cross-country analyses provide evidence on how governance shapes compliance. Studies show that the
quality of political institutions, determined by indicators such as voice and accountability, rule of law,
political stability, regulatory quality, and control of corruption, has a strong effect on tax morale (Torgler,
2003). It is also found that a one standard deviation increase in corruption perception is associated
with about a 12 percentage-point lower tax revenue-to-GDP ratio (Baum et al., 2017). Bangladesh’s
governance challenges are well-documented in global indices. Transparency International ranks
Bangladesh among the bottom countries in corruption control, while World Bank governance indicators
show Bangladesh’s position among the low percentiles across voice and accountability, political stability,
government effectiveness, regulatory quality, rule of law, and control of corruption. It can therefore be
inferred that such institutional weaknesses create a systemic environment in which tax evasion becomes
easier, more rational from an individual perspective, and increasingly socially tolerated. In the literature,
we find that improving governance and institutional quality raises tax morale and compliance (Sebele-
Mpofu, 2020; Torgler, 2011), suggesting that Bangladesh’s compliance challenges cannot be alleviated
without institutional reforms.

4.4. Potential of wealth tax for government revenue and social justice

The preceding analysis has shown that Bangladesh’s existing tax structure relies heavily on indirect
taxation while failing to capture a large part of high-income and high-wealth capacity. This naturally
raises the question of whether wealth-based taxation could help improve both equity and revenue
mobilisation. In principle, wealth taxes are among the most progressive fiscal instruments because net
wealth is typically far more concentrated than income. Indeed, wealth taxation is often considered more
progressive than property taxation alone, since real estate is only one component of wealth and is
usually more evenly distributed than net wealth in its entirety (Saez & Zucman, 2016).

The estimates of wealth using HIES (2022) data show that the wealthiest 10 per cent of households own
more than 76 per cent of total private wealth, while the wealthiest 1 per cent alone holds more than 47
per cent. The distribution curve for wealth is demonstrated in Figure 4.7. The curve becomes extremely
steep for households in the wealthiest deciles as their equivalised wealth increases, indicating extreme
wealth concentration at the top. A comparison of wealth and income concentration clearly shows that
wealth inequality is more severe than income inequality.
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Figure 4.7: Cumulative share of total wealth held by the cumulative share of household
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: The wealth distribution curve shows the cumulative distribution of national wealth (sum of weighted
household wealth estimated from HIES 2022) across cumulative households ranked from poorest to richest based
on their equivalized income. The line of equality represents a wealth distribution in which all the households
possess the same level of equivalized wealth, that is, the ability to have the same standard of living.

Among the urban population, wealth is even more concentrated than the national average: the top 1 per
cent of urban households possess more than 53 per cent of total private wealth held in urban areas. The
regional wealth distribution in Bangladesh, along with the national wealth distribution, is illustrated in
Figure 4.8. Wealth is measured based on respondents’ self-reported valuations of their assets at current
prices, and recall errors or misreporting may therefore affect these estimates. In addition, because the
richest households are underrepresented in HIES 2022, the true extent of wealth concentration is likely
to be even more severe than what is suggested by the estimates presented here. Given such extreme
concentration, even a modest wealth tax rate applied to a small fraction of households could generate
significant revenue while directly targeting those who benefit most from wealth accumulation.
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Figure 4.8: Percentage of wealth possessed by the percentiles of households in total wealth
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Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: The blue bars indicate the percentage of total private wealth possessed by each percentile of nationally
representative households. The orange bars indicate the percentage of total urban private wealth possessed by
each percentile of urban representative households. The grey bars indicate the percentage of total rural private
wealth possessed by each percentile of rurally representative households.

It is important to note that the World Inequality Report (2026), prepared by World Inequality Lab (WIL),
reports that the richest 1 per cent of the population in Bangladesh holds 23.9 per cent of total wealth
(Chancel et al., 2026). WILs “preferred approach” to estimating wealth distribution combines the income
capitalisation method, starting from income tax data to infer asset holdings from taxable income flows,
with imputations derived from household-level surveys. However, in the context of Bangladesh, relying
on administrative income tax data to generate nationally representative wealth estimates raises concerns.
Income tax records cover only individuals registered with Electronic Taxpayer Identification Numbers
(e-TINs) who file tax returns, which represents only 4.5 per cent of the employed population.’® Since
administrative tax data excludes non-filers, the income tax microdata only covers the people belonging
to the top income groups. As a result, estimates derived from income tax microdata do not adequately
capture the nationally representative wealth distribution and instead represent only this small fragment of
the population. In practical terms, the reported figure may be more appropriately interpreted as indicating
that the richest 1 per cent within the tax-filing population accounts for 23.9 per cent of the wealth
recorded among registered taxpayers, rather than representing the entire population of Bangladesh.l” The
problem is compounded by underreporting within that filing population itself. Even among return filers,

16 To estimate the share of Bangladesh’s labour force who file income tax returns, the total number of personal income
tax filers reported in the National Board of Revenue’s Annual Report 2021-22, which is 3.23 million, is divided by the
total employed population of 70.47 million as reported in the Labour Force Survey 2022 published by the Bangladesh
Bureau of Statistics.

7 The fundamental problem is that the tax-return population is not representative of the population as a whole. Most
people do not file tax returns, and those who do are disproportionately drawn from relatively better-off, formal, urban,
and tax-visible groups. As a result, the top 1 per cent identified from tax records is not the top 1 per cent of all households
or individuals in Bangladesh, but rather the top 1 per cent within a narrow and highly selective filing universe.
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declared wealth often reflects only the visible and reported portion of total asset holdings. In Bangladesh,
substantial wealth may be held in under-valued land and real estate, family businesses, jewellery, cash-
based commercial activity, overseas assets, or benami arrangements that do not appear fully in tax records.
Where wealth is inferred from taxable income flows, the scope for understatement becomes even greater,
since many assets generate little reported taxable income or yield returns that are concealed or lightly
declared. For these reasons, estimates based primarily on administrative tax data are likely to understate,
potentially by a considerable margin, the true share of national wealth held by the richest 1 per cent.

The World Inequality Lab may have used an alternative approach in countries where tax microdata is
unavailable, combining household survey data with summary tax statistics (Distributional National
Accounts Guidelines, 2024). However, the specific methodology used to generate the wealth
distribution estimates for Bangladesh in the World Inequality Report (2026) is not clearly documented.
An estimate based on administrative tax return data for FY2022-23 reported in the literature indicates
that the wealthiest 1 per cent of tax filers in Bangladesh hold about 21 per cent of all declared wealth
(Chowdhury, 2026). This estimate is quite close to the 23.9 per cent figure reported in the World
Inequality Report. So, it can be inferred that WIL may have relied primarily on administrative income
tax data for Bangladesh.

Table 4.6: Simulation of tax revenue by applying a wealth tax

Wealth Revenue from top Revenue as Revenue as %  Revenue from top  Revenue as Revenue as %
tax rate 10% (crore BDT) % of GDP of total tax 20% (crore BDT) % of GDP of total tax

1% 178878.7 4.50 60.67 201797.4 5.08 68.45
2% 357757.4 9.01 121.35 403594.8 10.16 136.89
5% 894393.4 22.52 303.36 1008987 25.40 342.23

Source: Authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: The tax rates are hypothetically set to observe the potential revenue that could be collected if the respective
tax rates were imposed on wealth and all the citizens complied fully with the tax laws. To derive the percentages
of total tax and total GDP, the values of total tax revenue collected in FY22 by NBR were derived from the Annual
Report 2021-22 of the National Board of Revenue (NBR) and the GDP at current prices of that year was collected
from a report of the Bangladesh Bureau of Statistics. In FY22, the total tax collected by NBR was BDT 301,050.34
crore, and the total GDP at current prices was BDT 3971716.4 crore.

The simulation exercise in Table 4.6 shows that an annual wealth tax applied only to the wealthiest
10 per cent households yields sizeable revenue, and expanding the base to the wealthiest 20 per cent
increases the yield further. Even the most conservative option, a 1 per cent tax on only the top decile,
would raise revenue equal to a staggering 4.5 per cent of GDP. A tax on wealth, therefore, directly
supports the broader equity goal in the tax system by shifting back part of the tax burden toward
households with the greatest capacity to pay.

This raises an important normative question regarding the legitimacy of wealth taxation, particularly in
contexts where wealth is accumulated from income that has already been subject to taxation. One line
of argument holds that taxing wealth amounts to a form of double taxation. Under this view, individuals
first pay taxes on income when it is earned and then face an additional levy on the stock of savings or
assets created from that income. This is often seen as penalising thrift and long-term saving, especially
in systems where capital income, inheritance, and property are already taxed in various forms. Critics also
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argue that repeated taxation of accumulated assets may discourage investment, induce capital flight,
and reduce incentives for formalisation, particularly in economies with weak administrative capacity.

An alternative perspective challenges the characterisation of wealth taxation as double taxation. It
emphasises that wealth is not simply a stored form of previously taxed income but a distinct indicator of
economic capacity that reflects accumulated advantages over time, including capital gains, inheritances,
market power, and access to preferential opportunities. In practice, many of these components are either
lightly taxed or not taxed at all under existing systems. From this standpoint, wealth taxation is justified
on equity grounds, as it targets the stock of economic power rather than the flow of income alone. It can
therefore help correct disparities that arise from unequal asset accumulation, especially in settings where
income taxation is narrow and enforcement is weak.

A more pragmatic view most likely lies between these positions. Even if part of wealth originates from
previously taxed income, the degree to which that income was effectively taxed is often limited in practice,
particularly in countries with substantial evasion and exemptions. Moreover, the distributional implications
of not taxing wealth can be significant when wealth concentration is high. The policy question, therefore,
is not simply whether wealth taxation is theoretically justified, but whether it can be designed in a manner
that balances equity objectives with administrative feasibility and economic incentives.

Avoidance or evasion responses to wealth taxation can be large. In Switzerland, a 1 per cent increase in
annual wealth tax has been associated with a 23 to 34 per cent reduction in reported wealth, reflecting
valuation responses, asset rearrangement, and other forms of behavioural adjustment (Brulhart et al.,
2016). Offshore concealment and changes in residence can also weaken the yield of wealth taxation,
especially where information systems and enforcement are weak (Alstadsaeter et al., 2018; Rose, 2017;
Saez & Zucman, 2019; Zucman, 2013, 2016).

The above considerations are particularly important in the Bangladesh context. A recurrent annual
wealth tax requires reliable asset valuation, robust registries, strong third-party information systems,
and high administrative credibility. At present, these conditions are only weakly met. The large informal
economy, limited documentation of asset ownership, and governance weaknesses together suggest that
a comprehensive annual wealth tax would be difficult to administer effectively. In such circumstances,
the gap between simulated and realised revenue could be enormous.

For that reason, inheritance taxation may offer a more feasible route for incorporating wealth more
meaningfully into the tax system. Unlike annual wealth taxes, inheritance taxes are levied at the point
of legal transfer, when there is a stronger incentive for heirs to document and establish ownership. This
can make valuation and enforcement less demanding than in the case of recurring net wealth taxation
(OECD, 2021). Inheritance taxation also has a clearer normative justification in many settings because
it targets intergenerational transfers and unearned windfalls rather than ongoing returns to productive
effort. If designed with sufficiently high thresholds and strong documentation requirements, it could
enhance progressivity without the full administrative burden of an annual wealth tax.

In light of the above discussion, the simulation results should not be interpreted as necessarily supportive
of the immediate introduction of a broad wealth tax in Bangladesh. Rather, they underscore the scale
of untaxed wealth concentration and the need to bring wealth more meaningfully within the fiscal
framework. Given current institutional constraints, inheritance taxation, possibly complemented by
better taxation of high-value secondary property and stronger asset registries, may represent a more
realistic starting point for doing so.
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5. Policy Implications and Concluding Observationsw

The findings of this study point to a tax system in Bangladesh that is weak in revenue performance as
well as deeply imbalanced in distributive terms. The personal income tax system is formally progressive
in its statutory design; nevertheless, it rests on an exceptionally narrow base and depends heavily on a
small group of visible and relatively compliant earners. The Value Added Tax (VAT) remains central to
revenue mobilisation, but its burden falls disproportionately on lower- and middle-income households
when assessed relative to income, while significant leakages prevent the state from realising its full yield.
Corporate taxation, meanwhile, is constrained by exemptions, special treatments, and weak compliance,
and highly concentrated wealth remains only lightly touched by the fiscal system. These features, on the
whole, produce a tax structure that raises too little, relies too much on those easiest to tax, and does too
little to align the burden of taxation with the distribution of economic capacity.

These problems have implications that go well beyond technical questions of tax design. A system in
which poorer households bear a relatively heavy burden through consumption taxes, while large portions
of high-income, corporate profits, and accumulated wealth remain undertaxed, is difficult to defend on
grounds of fairness. It weakens vertical equity by failing to ensure that those with greater ability to pay
contribute proportionately more, but it also compromises horizontal equity, since individuals and firms
with similar taxable capacity are not treated alike when many eligible taxpayers remain outside the tax
net altogether, while others are compelled to comply. The result is a fiscal structure that narrows the
redistributive role of taxation while at the same time eroding the perceived legitimacy of the system
itself. In a context where trust in public institutions is already fragile, such asymmetries can reinforce the
perception that the state extracts from those who are visible, organised, and easy to tax, while allowing
others, often with greater economic or political influence, to remain beyond effective reach. That, in turn,
has serious consequences for tax morale, voluntary compliance, and the durability of the broader fiscal
contract.

First and foremost, therefore, the reform agenda must begin with the personal income tax system.
The central priority is not higher statutory rates, but a broader and more effectively enforced base.
Bangladesh’s current PIT structure places too much weight on salaried and otherwise visible income,
while many high-income professionals, self-employed individuals, and asset-owning households remain
insufficiently captured. A key policy implication is the need to break the mutually reinforcing relationship
between informality and weak tax enforcement by systematically expanding the effective tax net beyond
the narrow set of visible and withholding-based income sources. This requires a shift from a predominantly
passive and declaration-based system to one anchored in third-party information, risk-based assessment,
and gradual formalisation incentives. Strengthening information linkages through third-party data and
verifiable records across banks, mobile financial services, business registration systems, land registers,
utility providers and other administrative sources, and professional licensing bodies can help identify
economic activity that currently escapes scrutiny.

At the same time, simplified tax regimes for small and self-employed businesses, combined with
credible but proportionate enforcement, can lower the cost of entering the tax system while increasing
the expected cost of remaining outside it. Crucially, enforcement should be sequenced and targeted
so that expansion of the tax base does not disproportionately burden genuinely low-income informal
operators but instead focuses on higher-income individuals and businesses operating under the cover of
informality. Over time, such an approach can help shift incentives towards formalisation, broaden the
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tax base, and reduce the system’s excessive reliance on easily observable income, thereby strengthening
both revenue mobilisation and horizontal equity.

The withholding net should also be widened to cover professional services, property income, and
digital income streams. At the same time, it is important that withholding and Advance Income Tax
(AIT) mechanisms operate as instruments of collection efficiency rather than as de facto final taxes
disconnected from actual taxable capacity. Any tax collected at source should therefore be fully
creditable against final income tax liability, with timely adjustment and settlement through the return-
filing process. Where such adjustment does not take place, withholding can become inequitable. This
concern is especially relevant in Bangladesh, where around one-fifth of all personal income tax revenue
is currently collected through AIT on import-related sources, yet much of this is not effectively reconciled
with final tax liability. In practice, this can convert what is meant to be an advance payment into a non-
adjustable presumptive levy, thereby penalising compliant taxpayers, distorting investment and business
decisions, and weakening horizontal equity. A fairer and more coherent PIT system would require that all
withholding-based collections be integrated into a transparent final assessment framework. Alongside
this, a thorough review of exemptions, allowances, and tax credits is necessary to ensure that the PIT
system does not reward those with better access to formal financial instruments and documentation,
while leaving much of the wider tax base untouched.

VAT reform is another critical area, focusing on strengthening compliance and reducing regressivity
without undermining its revenue role. The discussion of this paper suggests that Bangladesh’s VAT
problem is twofold. Households, especially poorer households, bear a substantial effective burden
through consumption, yet the government does not receive the full revenue because of weak remittance,
underreporting, and evasion by firms. This means VAT reform should not be limited to debates over
rates and exemptions. Greater priority should be given to tightening compliance through mandatory
electronic invoicing, stronger audit trails, improved monitoring of filing behaviour, and more transparent
treatment of input tax credits. A more coherent VAT base, with fewer exemptions on non-essential items
and less discretionary treatment, would also improve efficiency. Yet because VAT falls more heavily on
those who consume a larger share of their income, reform in this area cannot be separated from social
justice concerns. The state should therefore view VAT policy together with expenditure-side measures,
particularly targeted cash transfers or other direct support for low-income households, so that the
regressive effects of consumption taxation are not allowed to harden existing inequalities.

Another important implication of the paper is that tax reform in Bangladesh should be judged not only
by how much revenue it raises, but also by whether it shifts the burden of taxation closer to the principle
of ability to pay. This is where the issue of wealth becomes especially important. The evidence presented
here suggests that wealth is far more concentrated than income, while the current tax system does
little to bring that concentration within the effective fiscal net. Given the administrative and valuation
difficulties associated with an annual wealth tax, a more practical route could be to introduce a well-
designed inheritance tax focused on large estates and substantial transfers of wealth. Such an instrument
would be more feasible in administrative terms and more defensible in distributive terms, as it would
address the intergenerational transmission of economic advantage at the point where ownership must be
formally established. It would also have the advantage of taxing unearned windfalls rather than current
labour income or ongoing productive effort, thereby strengthening its equity rationale. Unlike a recurrent
net wealth tax, which requires repeated valuation of assets and may impose a continuing burden on
illiquid holdings, inheritance taxation arises at a specific legal event, making asset disclosure, valuation,
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and ownership verification more manageable. It can therefore serve not only as a revenue instrument
but also as a mechanism for improving documentation of wealth and limiting the persistence of hidden
or informally held assets. If designed with sufficiently high thresholds and progressive rates, such a tax
could protect ordinary family transfers while targeting the very large estates through which privilege
and economic advantage are often reproduced across generations. Complementary measures, such as
annual taxation of high-value secondary property and mandatory asset declarations for high-net-worth
individuals, would also help. More broadly, bringing wealth into the tax conversation is not simply a
revenue issue. It is central to whether the fiscal system is seen as sharing burdens fairly across social
groups rather than concentrating adjustment on wage earners and consumers.

Corporate tax reform also deserves much greater weight in the policy response. The paper suggests
that the weakness of corporate tax performance in Bangladesh does not arise primarily from headline
rates, but from the fragmentation of the base through exemptions, tax holidays, preferential treatments,
and weak enforcement. A more rules-based and transparent corporate tax regime is needed. Annual
tax expenditure statements should be published to make the fiscal cost of exemptions transperant.
Incentives, where retained, should be tied to measurable outcomes such as employment creation,
export performance, or technological upgrading rather than granted through broad and open-ended
concessions. The capacity to monitor transfer pricing and other forms of base erosion should also be
strengthened. These reforms are important not only for raising revenue but also for making the system
directly linked to perceptions of fairness. When ordinary taxpayers believe that profitable firms and
politically connected interests are treated more favourably than others, the legitimacy of the tax system
is weakened for everyone.

Equally important, this study points to the need to place distribution and social justice much more
explicitly at the centre of tax policy. In Bangladesh, tax reform is too often discussed as though it were
only a matter of collection efficiency. That is too narrow a view. The incidence results in this study
show that the structure of taxation itself can amplify inequality if the state relies excessively on indirect
taxes while failing to tax income, profit, and wealth more effectively. A more equitable fiscal framework
would mean not only broadening direct taxes but also using the additional fiscal space to support social
spending that is visible, targeted, and credibility-enhancing. The link between revenue mobilisation
and public service delivery matters greatly. If citizens see that stronger direct taxation finances better
education, health, social protection, and local public goods, the case for compliance becomes stronger
both economically and morally.

Underpinning all these reforms is the need to transform tax administration. Policy changes alone will
not deliver results if the tax authorities continue to operate through fragmented systems, limited data
integration, and administrative practices that create scope for discretion, opacity, and informal settlement.
A modern, data-driven tax administration is therefore indispensable. This requires full implementation
of integrated tax administration systems, stronger digital filing and payment architecture, and far more
extensive data linkages across public agencies. It also requires institutional reform within the NBR,
including professionalised human resource practices, stronger internal accountability, and credible anti-
corruption measures. Without such changes, even well-designed policy reforms will struggle to produce
meaningful gains.

Finally, there is a wider concluding observation that emerges from this study. Bangladesh’s tax challenge
is not simply that the country collects too little revenue. It is the existing structure of taxation that risks
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locking the country into a low-revenue, low-trust, and weakly redistributive equilibrium. Breaking out
of that equilibrium requires more than better enforcement. It requires a rebalancing of the tax system
so that those with greater economic capacity contribute more, those with less capacity are not asked
to carry a disproportionate burden, and taxpayers can see a clearer connection between what they
pay and what the state delivers. If such a shift can be achieved, tax reform can do more than finance
development. It can help build a fairer and more credible social contract for Bangladesh’s next stage of
economic transformation.
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Appendixj

Al. Adjustment of Potential Tax Revenues Estimated from HIES 2022

Raw survey-based estimates of tax potential cannot be directly benchmarked against national accounts
aggregates without appropriate scaling, given the well-documented tendency of household surveys
to underrepresent both the top of the income distribution and the magnitude of private consumption
compared to what is recorded in the national accounts. This section describes the methodological
adjustments applied to the potential Personal Income Tax (PIT) and Value Added Tax (VAT) revenue
estimates derived from the HIES 2022, so that they may be expressed as credible shares of GDP. The
adjustments address two distinct sources of downward bias: the gap between HIES-based aggregates
and national accounts, and the systematic underrepresentation of high-income individuals in survey
data.

In FY2021-22,

« Total household income (from HIES) = BDT 1,370,000 crore

e Total household expenditure (From HIES) = BDT 1,319,000 crore

e Actual GDP at current market prices = BDT 3,971,716.40 crore

e Actual private consumption at current market prices = BDT 2,743,526.90 crore
o Actual total tax revenue = BDT 301,050.34 crore

e Actual PIT revenue = BDT 38,827.43 crore (0.98 per cent of GDP)

e Actual (domestic) VAT collection = BDT 71,350.35 crore (1.8 per cent of GDP)
e Potential PIT revenue from HIES = BDT 71,231.86 crore

« Potential (domestic) VAT from HIES = BDT 72,911.46 crore

A fundamental comparability problem is immediately apparent. Actual private consumption at current
market prices substantially exceeds both the total household income and total household expenditure
figures derived from HIES 2022. Total household expenditure measured from the survey data captures only
approximately 33 per cent of GDP for FY22. In the national accounts, by contrast, private consumption
constituted 69.08 per cent of GDP. Consequently, expressing potential tax estimates derived from HIES
directly as a percentage of actual GDP would produce severely understated ratios. To resolve this, a
GDP-equivalent figure is constructed relative to which the HIES-based potential revenue estimates can
be meaningfully expressed. For this adjustment, total household expenditure from HIES is treated as the
survey’s implicit counterpart to national accounts private consumption. Applying the same consumption-
to-GDP ratio, the GDP equivalent consistent with HIES-level expenditure is derived as follows:

Total household expenditure (From HIES)
0.6908

GDP equivalent =

~ 1,319,000

0.6908
= 1,909,380.43 crore

crore

Using the HIES-consistent GDP equivalent,
71,231.86 X100

Potential PIT to GDP ratio (not adjusted for missing rich) = 1909.380.43

~ 3.73 per cent
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As shown earlier in this study, the richest 10 per cent of earners would be liable for more than 93 per
cent of total personal income tax under full compliance with the statutory tax framework. Therefore,
the underrepresentation of high-income individuals in survey data can significantly affect the precision
of the estimated potential PIT revenue. To address this issue, the potential PIT-to-GDP ratio is further
adjusted to account for the underestimation of top incomes in HIES 2022. In this regard, income cutoffs
across different percentiles of income tax filers, obtained from anonymised micro-level administrative
PIT return data for the 2022-23 assessment year, are compared with the corresponding income cutoffs
derived from HIES and the comparison is demonstrated in Table 4.6. To ensure comparability with NBR
tax filer data, the HIES income distribution is adjusted so that the 10th percentile cutoff matches that of
the tax filer distribution of the NBR’s data. Since the minimum taxable income threshold is BDT 300,000,
the average percentage difference between the income cutoffs from the 60th (given that income levels
below the 60th percentile fall below the taxable income threshold) to the 99th percentiles is used to
further adjust the PIT-to-GDP ratio to account for the missing rich in HIES 2022.

Table 4.6: Percentile-wise comparison between income cutoffs between NBR tax return data and
HIES 2022

NBR’s Tax Return Data HIES 2022 Percentage difference
Income Percentile Income Cutoff (Full sample of Income cutoff with 10th relative to the HIES
income tax filers) percentile cutoff = 190,000 cutoff
10th 190,000 190,000 =
20th 247,510 205,881 -
30th 281,500 224,933 =
40th 321,872 247,090 -
50th 360,000 280,000 =
60th 410,000 321,700 27
70th 492,700 384,300 28
80th 639,600 491,990 30
90th 980,212 766,320 28
99th 4,448,750 3,317,250 34
Average = 30

Source: Chowdhury (2026); authors’ analysis using the Household Income and Expenditure Surveys, 2022.

Note: The NBR’s tax return data include income tax filers whose reported incomes fall below the taxable threshold.
Although these low-income filers are numerous, their contribution to revenue is negligible, with the bottom 60 per
cent of the income distribution accounting for only 2.2 per cent of total PIT revenue (Chowdhury, 2026).

The comparison reveals that taxable income reported in NBR’s administrative tax return data is, on
average, approximately 30 per cent higher than the corresponding income cutoffs in HIES 2022. A 30 per
cent upward adjustment is therefore applied to the unadjusted potential PIT-to-GDP ratio to account for
the missing rich:
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Potential PIT to GDP ratio = 3.73 X 1.3 = 4.85 per cent
Potential PIT gap = 4.85 — 0.98 = 3.87 per cent of GDP

Applying the same HIES-consistent GDP equivalent,

Potential VAT to GDP ratio = 7291146 X100 =3.82 t
otentia o ratio = 1,909,38043 = D. per cen

Potential VAT gap = 3.82 — 1.80 = 2.02 per cent of GDP

Potential tax-to-GDP ratio:

Actual tax to GDP ratio = 301,050.34 X100 758 .
ctual tax to ratio = 397171640 per cen

Since potential revenue achievable from other types of taxes like corporate income tax, supplementary
duty, excise, customs duties, AIT, etc., under full compliance, are beyond the scope of this study,
accounting only for the estimated PIT and VAT gaps:

Total potential tax to GDP ratio = 7.58 + 3.87 + 2.02 = 13.47 per cent

Thus, even limiting the simulation to VAT and PIT alone, the potential tax effort could reach approximately
13.47 per cent of GDP under full compliance.
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A2. Estimation of Private Wealth Distribution

The total net wealth of each household in the sample is estimated by adding the values of all reported
assets and subtracting the total outstanding loans. Asset components include the value of the dwelling
house, operational and non-operational land, other real and financial assets such as stocks, bonds,
jewellery, non-agricultural businesses, agricultural assets, livestock, durable goods, savings, insurance,
and lottery winnings.

In HIES 2022, the values of most assets, such as owner-occupied housing, agricultural and non-agricultural
assets, livestock, durable goods, insurance holdings, lottery earnings, and other non-land assets, are
directly reported in the dataset. For example, the respondent of each household was asked, “If you
want to buy or construct a dwelling just like this today, how much money would you have to pay?” This
reported value of the dwelling house is included as an asset of the households that own the dwelling
house. Such valuations are based on respondents’ self-assessments of their assets’ value. Savings data
are partially available; that is, households report how much they saved from remittances received over
the preceding two years, and this amount is included in the wealth estimate.

The valuation of land requires additional assumptions. Although the survey reports the area of operating
land owned by households, its monetary value is not provided. The area of operating land for each
household is defined as the sum of total cultivable agricultural land owned, total dwelling-house or
homestead land owned, and total non-cultivated land owned. For individuals engaged in agricultural
activities and identified as day labourers whose data regarding owning any operational lands are
missing, zero ownership of operational land is assumed, because landowners involved in agricultural
work typically cultivate their own land and do not classify themselves as agricultural day labourers.

For non-operating land, both area and value are reported. Households were asked whether any land or
property was owned but not operated, and how much it would cost to purchase that land or property.
Using this information, unit land prices were estimated for households owning non-operational land.
By combining operating and non-operating land data, it was found that, out of 14,261 households, an
observable unit land price could be directly derived for only 662 households owning non-operational
lands. Therefore, median unit land prices were computed at the upazila (sub-district) and district levels,
separately for rural and urban areas.

The value of operational land was imputed by multiplying the reported operational land area by the
corresponding median land price at the upazila level. For households owning both operational and non-
operational land, the unit price derived from the reported value of non-operational land was applied. For
the households that did not have a corresponding upazila-level median unit land prices, district-level
median prices were used instead.

One of the limitations of this approach is that the survey does not fully capture ownership of additional
residential properties, except for houses purchased within 12 months prior to the survey, which can lead
to an underestimation of wealth. In addition, savings data are incomplete as only remittance-related
savings are reported. Including these partial savings figures may introduce some bias into the net wealth
estimates as well.
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