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Research Objectives

To advance technical knowledge on the relationship between tax
policies, development of small enterprises, and inclusive growth in
South Asia through collaborative time-bound research in South Asia.
Specific Objectives:
= To develop country study reports that focus on the impacts of tax exemptions
and concessions, Vvalue-added-tax (VAT) reforms, and property tax
(respectively) on the development of small enterprises in South Asia, with

particular emphasis on those operating outside the tax net in the
undocumented economy, as well as those owned/managed by women.

= To organize a Policy Engagement Workshop in each South Asian country to
disseminate the findings of the research and advocate for policy
recommendations emanating from this research among key government
officials responsible for formulating and implementing policies on taxation
and enterprise development.



Framework for Meta Analysis

Meta Analysis Overview

— Tax Revenue, Political Will and Tax
- Reforms - Regional Comparison

Key Regional Survey Findings -Theme 1,
2 and 3

Conclusion and Policy Recommendations
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Regional Tax Performance Over Time; Regional Political Will about Tax Reforms; Where We Stand in terms of Tax Reforms



= Meta Analysis Overview
= Aim:
Meta-analysis is aimed at highlighting the similarities,

differences, learning outcomes, and cross-cutting
recommendations at the regional level.

= Data Collection:

— Literature Review for independent variables and
historical and current tax governance systems

— Purposive Survey of around 1000 SMEs in South Asia

— Focus Group Discussions with SMEs owners/
managers, tax administration, civil society etc.

— Key Informant Interviews with tax officials and tax
service providers

— Case Studies with women entrepreneurs

= Data Analysis:
— Regional Descriptive Statistics
— Triangulation to:
» Draw learning outcomes
» Propose cross cutting recommendations

,
5
r Bl
=


Presenter
Presentation Notes
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South Asian Tax to GDP Ratio Comparison :
FY 2007-2012
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Bangladesh data was not available for 2012 onwards at World Bank Repository as of now.


®olitical Parties’ Election Manifesto on
Tax Reforms — Regional Comparison

e India - Ruling Alliance/Party

Provide a non adversarial and conducive tax environment.
Rationalize and simplify the tax regime.
Overhaul the dispute resolution mechanisms.

Bring on board all State governments in adopting GST, addressing all their

concerns.

Provide tax incentives for investments in research and development, geared towards

indigenization of technology and innovation.

BJP is committed to protecting the interest of small and medium retailers, SMEs
and those employed by them. The FIPBs (Foreign Investment Promotion Board)

functioning shall be made more efficient and investor- friendly
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BJP- MSMEs (Micro, small and medium enterprises) 
BJP considers that the role of SME sector is crucial for the economic development of our country. The sector needs to be developed by providing international linkages for exports, availability of credit through a dedicated SME bank, supply chain efficiencies, adoption of IT, support in R&D and innovation, and a policy support for enhancing the mandate to purchase from SME for large scale projects. Overall goal is to enhance the competitiveness of the SME sector leading to a larger contribution to our economic growth and employment generation.


% Pakistan — Ruling Alliance/Party

Decreasing tax rates.
Improve the process of self-assessment and audit compliance.
All exports will be sales tax free.

Through reforms in FBR and the tax system, we will target to improve the tax to
GDP ratio to 15% by 2018.

Informal economy will be brought into tax net through improved documentation
process and rationalize the tax base to broaden the tax system.

Reduce Tax evasion by facilitating tax payers’ compliance, and where possible,
rationalizing tax rates

Provincial governments will be asked to increase their own tax revenues to increase
their contribution in overall taxation.

Sales tax to be rationalized by ensuring standard rate for all items and broadening
the scope of sales tax. Simplify the administration of taxes and compliance especially
for small businesses

No increase in the tax rates. Once the tax system becomes fully operational, tax
rates will be reduced over a period of time to ensure regional equity and to
encourage foreign investment.

Improve the process of self-assessment and audit compliance.
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BJP- MSMEs (Micro, small and medium enterprises) 
BJP considers that the role of SME sector is crucial for the economic development of our country. The sector needs to be developed by providing international linkages for exports, availability of credit through a dedicated SME bank, supply chain efficiencies, adoption of IT, support in R&D and innovation, and a policy support for enhancing the mandate to purchase from SME for large scale projects. Overall goal is to enhance the competitiveness of the SME sector leading to a larger contribution to our economic growth and employment generation.

PML (N) – SMEs:
The investment strategy will be focused on encouraging buyers- driven FDI, under which those investors will be encouraged who are interested in using Pakistan as a base to manufacture products for exports where Pakistan has a comparative advantage. SME’s and Clusters will be developed in various districts where they will be facilitated through one window operation and through marketing companies which will promote their products within and outside the country.




R Nepal — Ruling Alliance/Party

— The tax collection system will be expanded and will be made more simple,
efficient and transparent.

— The system of VAT will be free from duality, bureaucratic and
administrative hassles.

— The government will effectively control unnecessary and unproductive
public expenditures.

e Sri Lanka — Ruling Alliance/Party

— A reform to the tax system to facilitate capital accumulation, investment,
entrepreneurship, employment, growth and international competiveness.

— The promulgation of strong anti-Trust legislation to prevent monopolies in
the private or public sectors and the strengthening of a Monopolies
commission dedicated to ensuring competitive conditions with regard to all
goods and services for the benefit of the public.
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Sri Lanka- Recent Tax Incentives in Budget 2012-2013
A new incentive regime has been introduced particularly with the budget 2012 & 2013 to promote private investments, both domestic and foreign into desired sectors of the economy. These tax incentives mainly include exemption on Corporate Income Tax, Customs Duty, Value Added Tax, and Ports & Airports Development Levy. Details of these incentives applicable for different categories of investments are described below for easy reference. (Amendments as per 2013 Budget proposal have been included subject to enactment of relevant legislations).
Tax incentives with no minimum investment threshold
Small & Medium Scale Enterprises (based on the Investment Value) 
Small Scale - New Enterprises
Medium Scale - New Enterprises
Large Scale - New Enterprises (based on the Investment Value)
Strategic Import Replacement New Enterprises (based on the Investment Value& Product)
Expansion of Existing Enterprises 
 
Customs Duty, VAT & PAL Exemption on Imports 
Reduced Corporate Income Tax Rates
Taxation of BOI registered enterprises after the expiry of tax holiday
Permissible Deductions
Exemption for Tax on Dividends
Land Transfer Tax Exemption 
Strategic Development Projects
Commencement of Corporate Income Tax Holiday
Taxation of BOI registered enterprises after the expiry of tax holiday.
 


VAT Rates Comparison- South Asia

VAT Rates in South Asian Countries

Pakistan Bangladesh Sri Lanka India Nepal

GST 17/% VAT 15% VAT 12% VAT 12.5% VAT 13%




Key Regional Survey Findings:
Theme 1, 2 and 3



‘Owners/Managers Characteristics

» Ownership Pattern: The owner ownership pattern of majority of
sample SMEs across targeted countries is sole proprietorship.
Second most common is limited company except in Bangladesh
where partnerships have larger chunk than limited company.

» Age: most of the owners/managers fall in the middle age group I.e.
above 45 years In Pakistan, India and Nepal. However, In
Bangladesh and Sri Lanka this trend is 36-45 years of age.

» Experience: Most of the firms owners/managers reported their
experience less than 10 years across the region except India where
majority of sample entrepreneurs have 11-20 years of experience

» Education: Majority of sample entrepreneurs had acquired
secondary education however, in India 50% of the sample
respondents were graduates
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Higher age group in Pakistan, Nepal while less experienced 


Firm Characteristics
Registration of Firm with Legal Authority
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Total Number of Staff Employed
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Access to Credit
Loans Taken During Last 5 years
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Application for Loan in Last Fiscal Year
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Main Reasons for not Applying for Loan?

Pakistan Sri Lanka Nepal Bangladesh
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General Tax Behavior
Tax Compliance- Do You pay Taxes?
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Tax Multiplicity: Too many Types of Taxes
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I'aX LaWs alnd Froceaures are too
Complicated
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Competent Tax Officials and Convenient Location of

Tax Office
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Fairness and Respectfulness of Tax Staff
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Registered with any Tax Authority
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Not Interested in Tax Benefits to Avoid Hassles
Assoclated with Compliance Requirements
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Impact of: Exemptions and Concessions:
Recelving Tax Exemptions
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Firm Sales, Productivity and Competitiveness

Increase in Sales
Pakistan Bangladesh
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Tax Related Govt. Assistances Needed for Business
Expansion: What they want?

Pakistan India Sri Lanka Nepal Bangladesh

Reducing tax rates.

(ranting tax exemptions
Granting tax holidays.
Strengthen the services of tax

authorities towards SMEs.




Impact of Value Added Tax
VAT Compliance — Do you pay VAT?
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Is VAT Compliance Beneficial or Burdensome for
Business Development?
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Has this Enterprise faced Difficulties in Obtaining
VAT Refunds?
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Reasons behind SMES/MSMEs not being VAT
Compliant?
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Perception about VAT Administration

Perception towards performance of VAT officials is:
Pakistan i Bangladesh
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Are VAT Regulatory Authorities less Administrative
Friendly towards Women Entrepreneurs?
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Impact of Property Tax

Does your Enterprise pay Tax on its Property?
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Which type of Property Tax do you pay?
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Does Property Tax Payment Play an Important Role In
Selecting Location for your Business?
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Does the Type of Property, you operate on, affect your
Decision to Develop/Expand the Business?
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Problem(s) your Organization has Faced during
Property Tax Compliance

Pakistan Sri Lanka

Frequency

No problem non-payment or
payment at a little amount
Absence of self-assessment
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Discretionary valuation of
property by taxmen
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of various documents
Frequent visits of tax officials
causing business disturbance
Absence of dedicated revenue
officer for collection of

property tax




Do you think that the Procedure of Land Acquisition IS
Complex?
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Does Land Acquisition Involve High Cost?
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Perception about Corruption in Land
Acquisition Process
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Common Findings and Issues

e The following commonalities emerged from the Literature Review, Focus
Group Discussion (FGD) and Key Informant Interviews (KIIs):

® L ack of Standard SME Definition:

— All South Asian countries find it difficult to standardize the criteria used to
define SMEs across institutions that levy taxes, encourage investment,
promote trade, provide credit and support to SMEs.

— This makes the policy mix for institutions fragmented and incoherent while
Its net impact on SMEs becomes difficult to assess with any degree of
certainty.



® Lack of Tax Awareness:

— The level of awareness and understanding among SMEs of tax policies and

administrative procedures is extremely low, and steps need to be taken to
address this before firms can be expected to formalize and grow.

e Value Added Tax (VAT):

Almost all SMEs face medium to high compliance costs with their
respective VAT regimes

This discourages registration, ultimately hampering their profitability and
competitiveness.

In certain countries except India and Sri Lanka, researchers have found
strong arguments and support favoring the establishment of a multiple rate
VAT system, rather than a single flat rate.

However, in India the policy recommendations sought uniformity in VAT
rates.



e Concessions/Exemptions:

— It was found that tax expenditure policy is neutral vis-a-vis size, but
prioritizes certain industries that are deemed significant with regard to
Investment or trade.

— These industries are invariably those where SMEs find it difficult to
compete with larger, more established firms, due to a variety of reasons.

— In most cases, SMEs that can supply exporters are unregistered or exempt
from VAT, which means exporters cannot claim input credits from them,
and so have no incentive to buy from them.

— At the same time, exemption thresholds may encourage tax avoidance as
firms prefer not to expand business but to establish a new business to
remain under the exemption threshold



e Property Tax and Land Acquisition:

— Property tax does not affect enterprise development directly, as the local
tax administration system is weak, valuation tables are obsolete and the tax

rate is too low to affect earnings.

— At the same time it was found that commercial or residential area land use
does affect the decision making of entrepreneurs, regarding growth and
formality.

— As a corollary to the foregoing, the process for acquiring land is highly
cumbersome, inefficient and costly for entrepreneurs seeking to establish

businesses.



Common Recommendations

There is a need to educate tax payers using methods such as:
— Practical and illustrative tax guides
— Workshops and seminars on tax systems

To make tax regimes non discriminatory towards particular
Industries/sectors.

There is a need to make provisions for self assessment of tax
There is a need for transparent tax return calculation mechanism

Improve the accessibility of Tax Administration’s Service offices
and enhance service quality:

— Operate fully automated e-return system

— Appoint certified tax facilitators



Common Recommendations

e Streamline both the tax design and the tax administration to
reduce the compliance costs:

— Taxpayer friendly returns
— Less frequency in filing of returns for small enterprises
— Tax forms in local languages.

e A broad consensus can be built to at least harmonize the sector-
wise definitions of SMEs by public and private sector governing
Institutions.
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