
 
  

Abstract—VAT is a broad-based tax levied at multiple 
stages of production (and distribution) with – crucially taxes 
on inputs credited against taxes on output. Bangladesh 
introduced VAT in 1991 replacing the previous taxes like sales 
tax, excise duty and business turnover taxes. In last two 
decades VAT has become an all encompassing domestic tax 
covering the domestic manufacturing, wholesale, retail and all 
the service sectors in the country. This paper is a first attempt 
to measures the incidence of Value Added Tax (VAT) in 
Bangladesh. The results show that the VAT incidence varies 
for people in different income groups. For instance, the VAT 
incidence for the lowest income group is 6.92 percent whereas 
for the highest income group it is only 4.56 percent. The higher 
income groups are also enjoying fewer burdens than the lower 
income groups. Comparing the results with and without VAT 
exemptions, the study finds that overall the VAT in 
Bangladesh is regressive. The study provides some policy 
recommendations that could help design a better VAT system 
in the developing countries with a particular case in 
Bangladesh.   

 
Index Terms—Tax incidence, Value Added Tax, 

progressivity, empirical study, Bangladesh  
 

I. INTRODUCTION 
Few fiscal issues are more important in developing 

countries than the Value Added Tax [1]. This tax is 
considered to have advantages compared with other taxes, 
because it eliminates cascading, allows for zero rating of 
exports, and it is broad based and difficult to evade. VAT 
was first introduced on an extensive scale in France in 1954. 
Since then, more than 130 countries in the world had 
adopted a VAT of some kind. Like many developing 
countries, Bangladesh introduced VAT in 1991 with a view 
to mobilize its internal revenue collection and to bring 
transparency to its indirect tax system. At present, VAT is a 
significant source of revenue in Bangladesh. For the last 20 
years more than 30 percent of revenue collected by the 
National Board of Revenue (NBR) in Bangladesh was from 
VAT and its contribution is increasing day by day. The 
question arises then who actually bears the burden of VAT 
in Bangladesh. This paper tries to answer this question by 
measuring the incidence of VAT in Bangladesh.  
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II. INCIDENCE OF VALUE ADDED TAX IN BANGLADESH 

 The study of tax incidence is, broadly defined, the 
studies of the effects of the tax policies on the distribution 
of economic welfare [2]. It is the study of who bears the 
burden of tax. There are various ways to measure the 
progressivity of taxation. An incidence analysis attempts to 
answer who bears the burden of a particular tax [3]. Any 
attempt to evaluate the "fairness" of a tax (or a change in the 
tax system) requires knowing whose disposable income is 
changed and by how much in response to the tax. 
Economists often refer to taxes as "regressive" or 
"progressive," but the confusion over the terms' meanings 
requires careful definitions. The definitions that most 
economists use rely on the average tax rate, that is, the ratio 
of tax liabilities to income. A tax is “regressive” if the 
average tax rate falls with an increase in income, 
“proportional” if the average tax rate is constant and 
“progressive” if the average tax rate rises with income. 
Simply put, low-income people pay a higher fraction of 
their income in taxes than wealthier people if the tax is 
regressive and a lower fraction of their income if the tax is 
progressive.  
 

In Bangladesh, tax revenue accounts for about eighty 
percent of the total revenue of the Government. However, 
like in many other developing countries, very limited 
research has been undertaken to measure the incidence of 
indirect taxes and particularly for VAT in Bangladesh. 
Chowdhury [4] provides an estimate of the incidence 
analysis of indirect taxation between sectors and socio-
economic groups in Bangladesh. The study finds that the 
nominal tax incidence to be less than one percent for all 
sectors except in the industry (4.52%) and energy (18.47%) 
sectors. Effective tax incidences on the other hand, were 
more than one percent for all sectors. This suggests that the 
industrial sector shifts almost half of its nominal tax liability 
to other sectors. In that study, we find that the incidence of 
VAT on the poorest of the urban income groups is higher 
than that on the middle-income groups, but the incidence 
rises as income increases for the people of rural areas.  

 

III. OVERVIEW OF TAX REVENUE AND VAT IN 
BANGLADESH 

Sound fiscal policy is fundamental to maintain 
macroeconomic stability and foster economic growth of any 
country. Excess expenditure over revenue collection (fiscal 
deficit) may have an adverse effect on macroeconomic 
stability. This means resource mobilization, whether 
sourced internally or externally, is immensely important to 
the overall economic management of a government. In most 
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TABLE 1: TAX REVENUE RECIEPT IN MAJOR TAXES TYPE (NBR) (In Billion Tk.) 
Year 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-008 2008-09 2009-10 
Income 
tax 41.01 47.91 52.7 58.5 69.6 89.24 110.05 135.38 171.54 

VAT 69.61 80.73 85.75 106.05 123.98 136.83 170.13 201.16 241.40 
CD 53.52 58.81 73 80 82.35 82.79 93 95.7 94.10 
Excise 
duty 3.05 3.14 1.7 1.5 1.63 1.85 2.13 2.37 3.50 

SD 38.51 43.91 54.3 56 63.94 60.95 79.7 91.21 107.06 
Others 1.72 3.25 3.05 2.95 3.06 3.13 4.69 4.18 3.97 
Total 207.42 237.50 270.50 305 344.56 374.79 459.70 530 621.57 

Source: Bangladesh Economic Review [8]. [Notes: SD = Supplementary Duty, CD = Customs Duty] 
 
The VAT in Bangladesh has a broader coverage 

compared to the bases of taxes it has replaced. However, 
Bangladesh is a developing nation, which means that its VAT 
has a number of exemptions for equity reasons, making it less 
efficient and more distortionary than it would otherwise be. 
Exemptions from the VAT include such items as live 
animals, poultry, fish, meat, liquid milk, vegetables, fruits, 
herbs and spices, animal hides, fuel wood, raw jute etc. In 
addition, services for livelihood, services for social welfare, 
services related to charity, government education etc. is also 

exempted from VAT. People in Bangladesh, especially the 
low income group people spend their 60 percent of income 
for consumption of food items and most of the food items 
are exempted from VAT for equity reasons. A sense of the 
scope of the exemptions can be gained from Table 2. It 
should be noted that the underground economy in 
Bangladesh, estimated to amount to 37% of the country’s 
GDP during the beginning of the 2000s, has also 
contributed to the under-collection of VAT [9]. 

 
TABLE 2: POTENTIAL VAT AND ACTUAL VAT COLLECTION BY NBR (In Crore Tk.) 

Year  Potential 
VAT 

Actual 
VAT 

Ratio of 
collection 

Year Potential 
VAT 

Actual VAT Ratio of 
Collection 

1997-98 16,312 4,579 28.07 2003-04 23,317 8,575 36.77 
1998-99 17,170 4,831 28.13 2004-05 25,028 10,615 42.41 
1999-00 18,199 5,170 28.40 2005-06 27,017 12,398 58.99 
2000-01 19,375 6,372 32.88 2006-07 29,079 13,683 47.05 
2001-02 20,574 6,981 33.93 2007-08 31,065 17,013 54.76 
2002-03 21,882 8,073 36.89 2008-09 32,985 20,116 60.98 
Source: [5,10]. Note: 1 Crore = 10million  

As shown in Table 2, the ratio of potential to actual VAT 
is increasing year by year. As the Government is expanding 
the VAT net and exemption list is gradually decreasing, the 
actual VAT collection situation is improving. Given the 
high level of poverty in Bangladesh and the number of 
exemptions from the VAT, it becomes important to measure 
the progressivity (or otherwise) of the VAT in Bangladesh, 
and whether any improvements to the current situation can 
be made.  

 

V. DATA AND METHODS 

This study primarily used the Household Income 
Expenditure Survey (HIES) 2005 data to measure the 
incidence of VAT in Bangladesh. Additional data available 
from other government sources, including the National 
Board of Revenue (NBR) and Bangladesh Bank were also 
used. To measure the incidence of VAT, we first calculate 
the Effective VAT Rate on the following way: 

Effective VAT Rate = [(Actual VAT paid / Per capita 
consumption) x 100]  

The Effective VAT Rate among different income groups 
can show us whether the tax system is progressive or 
regressive. The Relative Tax Burden Index is also important 
to determine the progressiveness of a tax, which is defined 
as the ratio (expressed in percentage terms) of its share of 
total taxes to its share of total income. The relative tax 
burden concept is also important to determine the 
progressiveness of a tax. The relative tax burden of each 
quintile is defined as the ratio (expressed in percentage 

terms) of its share of total taxes to its share of total income. 
For instance, a quintile paying 10 percent of aggregate tax 
and receiving 15 percent of total income would have a 
relative tax burden of 66.6 percent. In this study to 
determine the progressiveness of VAT on individual 
expenditure items, the relative tax burden index for various 
income groups has been computed. If the value of the index 
for a income group is greater (less) than 100, then that 
group is paying a greater (smaller) proportion of their 
income in VAT. The VAT tends to be progressive 
(regressive) if the value of this index increases (decreases) 
as we move up from the lower to higher income groups. In 
this study to determine the progressiveness of VAT on 
individual expenditure items, we calculate the relative tax 
burden index for various income groups. The Relative tax 
burden index and effective VAT rates can give an overall 
picture about VAT, whether it is progressive or regressive. 
However, to measure how progressive the VAT is or how 
regressive it is, Suits Index of Progressivity and Kakwani 
Index was used in this study. Because of some basic 
differences, the two measures may lead to quite different 
results about the degree of progressivity. Suits’ Index of 
Progressivity is used to calculate the VAT incidence at 
urban and rural levels based on the following formula: 

Suits Index of Progressivity or  

where Sx is the progressivity index, K is the area of the 
triangle and Lx is the covered area below the Lorenz curve. 

Finally, the Kakwani Index compares the Lorenz curve of 
pre-tax income and the concentration curves of taxes. The 

)(1
K
LS x

x −=
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progressivity or regressivity of the overall indirect system is 
calculated by: 

 

Where a positive value of Pi means the tax is progressive 
and the negative value of Pi means the tax is regressive [11]. 
It was mentioned earlier that more than eighty percent of 
Bangladesh’s VAT revenue is sourced from 9 to 10 items. 
So, it is clear, if we can measure the progressivity of those 
main VAT generating items we can get some effective 
results. For example, more than 25 percent of VAT revenue 
is earning from tobacco and tobacco products. A major 
share of VAT revenue comes from medicine, gas, telephone, 
construction companies and from petroleum products. So in 
this study, it has been taken into account of that items which 
have a major contribution to VAT in Bangladesh. All the 

taxable commodities are segregated from the total 
consumption of each household based on the list of exempt 
goods and services stated in the First Schedule of The VAT 
Act 1991. Although in reality sellers and consumers may 
share the burden partially, this study assumes the VAT is 
fully shifted from the seller to the final consumer. 

 

VI. RESULTS 
Table 3 presents the Effective VAT Rates and shows how 

the burden of the 15% VAT varies with the changes of per-
capita household income. The average effective tax rate is 
6.01 percent and the rate varies as the income ranges with 
the minimum of 4.56 percent to maximum 6.92 percent of 
their income.   

 
TABLE 3: EFFECTIVE VAT RATES IN BANGLADESH IN FY 2005-06 

Income Group Income Range
    (In Tk.)

Per Capita 
Consumption

   VAT Paid 
    (In Tk.)  

Effective VAT Rate 
(%)

1  < 3,999 2,996.29 207.34 6.92
2 4,000-4,999 4,757.51 319.70 6.72
3 5,000-5,999 5,371.19 338.92 6.31
4 6,000-6,999 6,055.52 352.43 5.82
5 7,000-7,999 6,681.90 432.31 6.47
6 8,000-8,999 7,367.67 450.90 6.12
7 9,000-9,999 7,345.70 453.22 6.17
8 10,000-12,499 8,940.37 540.89 6.05
9 12,500-14,999 10,251.07 608.91 5.94
10 15,000-17,499 11,971.06 713.47 5.96
11 17,500-19,999 12,720.51 638.56 5.02
12 20,000 & above 19,119.01 871.82 4.56

 Average          8631.00         494.03          6.01
Source: Household Income Expenditure Survey, 2005 [12]. Note: 1.00 USD = 73 Tk 
 

The VAT burden in the lowest income range is 6.92 
percent, which is extremely high given the fact that the 
VAT burden of the highest income group is only 4.56 
percent. The 4th income group people bear 5.82 percent of 
VAT burden which is lower than 3rd income group people. 
The average effective VAT rate is 6.01 percent, which is 
higher than that of highest fourth income groups’ people. 

The higher income groups are enjoying fewer burdens than 
the lower income groups.  

Table 4 presents the numerical results giving the income 
share, the tax share and the relative tax burden of VAT for 
each income group. The actual relative tax burden of VAT 
and the VAT share without exemptions are also shown. 

 
TABLE 4: RELATIVE BURDEN INDEX OF VAT IN BANGLADESH 

Income group 
Monthly Household 
Per-Capita Income  

(in Tk.) 

Income 
Share

(A)

Actual VAT 
Share (B)

Relative Tax 
Burden

(B/A)x100

VAT Share 
Without 

Exemptions 
(C) 

Relative Tax Burden
(C/A)x100

1 < 200 0.49 1.98 404 3.18 648
2 200-249 0.89 2.09 234 3.03 340
3 250-299 1.08 2.10 194 3.36 311
4 300-349 1.27 2.13 168 3.07 242
5 350-399 1.47 2.62 178 3.38 230
6 400-449 1.66 2.49 150 3.29 198
7 450-499 1.86 2.55 137 3.30 177
8 500-599 2.15 2.94 136 3.46 161
9 600-799 2.68 3.00 115 3.60 138
10 700-799 2.92 3.58 123 3.88 133
11 800-899 3.31 3.96 120 4.11 124
12 900-999 3.70 4.03 108 4.37 118
13 1,000-1,249 4.37 4.91 112 4.97 114
14 1,250-1,499 5.32 5.67 107 5.52 104
15 1,500-1,999 6.74 7.30 108 6.35 94
16 2,000-2,499 8.68 8.63 99 7.58 87
17 2,500-2,999 10.58 10.48 99 9.15 86
18 3,000-3,499 12.44 11.56 93 9.20 74
19 3,500 & above 28.39 17.98 63 15.20 54

Total  100 100 100 
Source: [5] [1.00 USD = 73 Tk.

)/()(
11

i

n

i
iii

n

i
i PP αμαμ ∑∑

==

=

International Journal of Trade, Economics and Finance, Vol. 2, No. 5, October 2011

440



w
A
bu
pe
se
V
re
hi
six
ex
te
re
up
su
at
in
sh
di

re
re
is 
th
lo
ite
fo
is 
ex
co
be
pe
th
co
w
pu
in
al
ru
0.
le
ci
m
ca
in
m

fig
pe

Actual relati
was 404, but if
Again the actua

ut if there is 
eople will be
ervices are he

VAT. The res
elative tax bur
igher income p
x income gro
xemptions is l
ends to be pr
elative tax bur
p to the low
ummarizes the
t the national 
ncluding with 
hows that th
istributions fo
 
TABLE 5: P

Particu
lars 
 Na

    Lx 58
2

    K 5
    Sx 

0.
Source: [5] 

 
This table g

egressive in a
egressive. This

alleviated by
he budget of t
ow income hou
ems and rich
ood and more 

less regressi
xemptions. In
onsumption e
everage in th
ercent in the u
he food item
onsumes more

will be less r
urchase a larg
nformal retail 
ll or are more
ural areas.  Wi
284) is highe

ess emphasis t
ities by the ta

make VAT less
an be made ba
n Bangladesh a

more burdens th
The Kakwan

gure similar t
ercent of VAT

ive tax burden
f there is no e
al VAT share 
no exemption

e 3.18. This 
elping poorer
sults shows 
rden varies fo
people it has a
ups the value
lower  than th
rogressive (re
rden index inc

wer to higher 
e progressivity

level as wel
and without

he degree of 
r national leve

PROGRESSIVIT
BASED ON 

With Exemptio

Natio
nal 

Urba
n 

851.
281 

5978.
997 

000 5000 
-

170 
-

0.195 

gives us som
all cases but 
s is natural as

y exemptions 
the lower inco
useholds spen

h households 
on non-food 

ive (Sx is -0
n HIES 2005, 
xpenditure w

he rural area, 
urban area. It i

ms are exemp
e on food and
regressive. T
ger portion o
sector where t

e lightly taxed
ithout exempt
er than rural 
to the rural ar
ax administra
s regressive in
ased on the fi
as a whole an
han rural hous

ni Index gives
to a Lorenz c
T burden ver

n for the low
exemption list

for the poore
n list, the VA

means, exem
r group to tak
that, without

for lower inco
a little impact

e of  relative t
he actual VAT
egressive) if 
creases (decre
income grou

y of VAT bas
ll as for urban
t VAT exemp
f progressivit
el, rural and u

TY OF VAT OF
SUITS’ INDEX

ons Witho

Rural Natio
nal 

5845.
342

6352.
455 

5000 5000 
-

0.169
-

0.271 

me interesting
without exem

s the regressiv
of products w

ome people. O
nd more on co
spend less on
items (Engle’
.169) to the 
it is found t

was accounted
whereas, the

is mentioned e
pted. So for
d other non-ta
The rural ho
f goods and 
the goods are 

d. So, VAT is
tions the value
(- 0.238). In

reas and distri
ation are othe
n rural areas. 

findings that, V
nd urban hous
seholds. 
s a similar pic
curve, we plo
rtically agains

west income g
t it reaches to 
st group was 

AT share for 
mpted goods
ke less burde
t exemptions

ome group bu
t and for the h
tax burden wit
T burden. Th
the value of

eases) as we m
ups [13]. Tab
ed on Suit’s I
n and rural l
ptions. The i
ty of tax bu
urban people.

F BANGLADES
X 
out Exemptions

Urba
n 

Rura

6420.
530 

6189
49

5000 500
-

0.284 0.23

g results. VA
mptions it is m
veness of the V
which rank hig
On the other h
nsumption of 
n consumptio
’s Law). But V
rural people 
that 58.54 pe

d for by food
e same was 4
earlier that mo
r the group 
axable items, V
useholds ten
services from
either not tax

s less regressiv
e of Sx for urb

nformal sector
icts other than
r main reason
So the conclu
VAT is regre
eholds are be

cture. Employ
ot the accumu
st the accumu

group 
648. 

1.98, 
poor 
 and 
en of 
s the 
ut for 
igher 
thout 

he tax 
f the 
move 
ble 5 
Index 
evels 
index 
urden 

SH 

al

9.
5
0
-
8

AT is 
more 
VAT 
gh in 
hand, 
f food 
on of 
VAT 
with 

ercent 
d and 
45.17 
ost of 

who 
VAT 

nd to 
m the 
xed at 
ve in 

ban (- 
r and 
n big 
ns to 
usion 

essive 
aring 

ing a 
ulated 
ulated 

perc
the 
inco
wou

Fig

Si
high
curv
burd
earli

Th
in t
extre
high
effec
of th
inco
inco
deve
to “A
the 
sam
hand
diffe
so t
cons
dedu

H
coun
stric
is qu
yet t
tool 
corr
Alth
Ban
they
com
prod
expe
abou

cent of incom
progressivity 

ome group. If
uld follow the 

g.2. Actual VA

ince the tax bu
her than the s
ve stands uppe
den in incom
ier conclusion

he present em
the lowest in
emely high g

hest income g
ctive VAT rat
he highest fo

ome groups ar
ome groups. 
eloped by Ad
Ability to Pay
amount of VA
e for everyon
d, a good tax
erent individu
that burden c
siders desirab
uctions at a m

However, the r
ntry like Ban
ctly unequal, p
uite eccentric 
to establish.  

of collecting
ect inequaliti

hough deemed
gladesh, exten

y create signif
mpetitive adv
duced exempt
enditures for V
ut 1.6 percent 

me on the hori
of VAT bas

f the VAT i
diagonal line 

AT Burden of
Source

urden borne b
share of the to
er the diagona
me groups is
ns from Suits’ 

VII. CONC

mpirical study 
ncome range 
given the fact 
group is only
te is 6.01 perc
ourth income 
re enjoying fe
  One of 

dam Smith sai
y”. VAT does
AT of a parti
ne, however m
x system shou
uals, should be
an be politica

ble and shoul
minimum level 

reality is tota
ngladesh whe
poverty is har
and where p

Like all other
g revenue in
ies- although 
d to be nece
nsive exempti
ficant distortio
antage for i
t item. Besid
VAT at dome
t of GDP and 

izontal axis. F
sed on total i
is proportiona
of per-capita 

f Bangladesh a
e: [5]. 

by the lowest 
otal income t

al. This curve s
s regressive, 

Index above. 

CLUSION 

showed that t
is 6.92 per

that the VAT
y 4.56 percen
cent, which is 

groups’ peop
fewer burdens

the “Canons
id that a tax s
s not lie in w
icular commo
much they ear
uld be fair in 
e able to asce
ally tailored 
ld keep the e
[20]. 

ally different 
ere income r
rd to reduce, l
olitical norms
r countries, V

n Bangladesh,
a big exemp

essary given 
ions are sub-o
ons.  They ca
imports over

des this, in FY
stic stage was
more than 60

Fig 2 represen
income of ea
al the curve 
income. 

at FY 2005-06

income group
the Actual VA
shows that VA
supporting o

he VAT burd
rcent, which 
T burden of t
nt. The avera
higher than th
ple. The high

s than the low
s of Taxatio
should be link

with this becau
odity will be t
rn. On the oth
its treatment 
rtain tax burd
to what socie
exemptions a

in a developi
redistribution 
land distributi
s and values a

VAT is used as
, rather than 
ption list exis

the poverty 
optimal becau
an also create
r domestical
Y 2005-06, t

s estimated to 
0 percent of to

nts 
ach 

of 

 
6. 

p is 
AT 
AT 
our 

den 
is 

the 
age 
hat 
her 
wer 
on” 
ked 
use 
the 
her 
of 

den 
ety 
and 

ing 
is 

ion 
are 
s a 
to 

sts. 
in 

use 
e a 
ly-
tax 
be 

otal 

International Journal of Trade, Economics and Finance, Vol. 2, No. 5, October 2011

441



revenue loss. Some have suggested that, instead of giving so 
many exemptions, a reduced rate of VAT could be a better 
choice. But the key point here is that even if the poor group 
spends a larger share of their income for some particular 
items (food, for example), the rich will typically spend a 
larger absolute amount; so a reduction in the tax rate for 
basic items or exemptions on those items actually means 
more money to the rich than it does to the poor. One can 
also think that, more revenues are available to the 
government for limited exemptions and less tax expenditure, 
then equity aspect could be better taken care of by 
increasing the supply of Government services to the poor, 
such as better housing, better education, improved medical 
care and modern transportation system.  
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