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Abstract
This thesis employs Bourdieu’s theory of practice to explore small immigrant
business owners’ adaptation to the host country’s income tax system. In doing
this, the thesis applies a sociological perspective in the theorizing and study of
their tax compliance behaviour. Drawing on a survey (N=101) and in-depth
interviews (N=27) with Bangladeshi family business owners and their tax advisers
in the UK, this thesis demonstrates that immigrant business owners’ engagement
with the host country’s tax system is grounded in the sociocultural status they
inherit from their country of origin, even though their social class positions in the
new society unconsciously condition and impact on how they practise tax
compliance. Findings suggest that the power relations inherent in the tax
professional-taxpayer relationship act as a critical factor in the reproduction and
transformation of immigrant business owners’ moral disposition towards
compliance with tax laws. The thesis argues that the ways small Bangladeshi
family business owners think, feel and act in their approach to tax compliance is
likely to differ not only from those of native business communities but also from

those of other immigrant communities in the UK.
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CHAPTER |
INTRODUCTION

1.1 Introduction and Statement of the Problem

This thesis is about how small immigrant family businesses deal with the tax
compliance challenges posed by the income tax system of the host country. In
particular, it employs Bourdieu’s theory of practice to examine the tax compliance
perceptions and behaviours of small Bangladeshi family businesses in the UK.
Understanding immigrants’ tax attitudes is an increasingly important area for tax
research in immigrant-receiving countries, given the impact it may have on these
countries’ income tax systems. The knowledge gained from this thesis should
inform the operations of tax administrations and government agencies, so that
they may better respond to the tax assistance needs of immigrant communities

and encourage compliance from these communities.

Paying taxes according to prescribed tax laws is a challenging task. For an
immigrant taxpayer, paying taxes is far more challenging than for a local-born
taxpayer, because of the differences between tax legislation and cultural values
in the former’s homeland and that of the hostland (Yuan et al., 2013; Yong, 2011;
de Vries, 2007; Fix and Pixel, 1994). The Latino small business owner’s
perception of the US tax system, “Here one needs a license for everything, and
pays taxes for everything, which isn’t the situation in El Salvador,” signifies how
strange the host country’s tax system may seem when compared with the one
“back home” (Delgado, 2011:87). Similarly, an Indian family business owner’s
comment on the New Zealand tax system, “I mean GST, PAYE, company tax and
FBT, those are huge burdens on running a business,” reflects how frustrating tax
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compliance can seem for an immigrant business (de Vries, 2007:79). Cullis et al.
(2012) argue that differences in national fiscal identity is an important factor in

explaining the differences in people’s willingness to pay income tax.

Tax regulations and engagement with the tax system are not only a concern for
immigrant communities to developed countries, but also for immigrants to
developing countries. In a comparative study among the African, Indian and
European ethnic communities in South Africa, Mitchell (2012) finds that complex
tax regulations are perceived as the most problematic policy areas for immigrant
businesses in all communities, along with access to accounting and record-
keeping advice — a finding that also applies to ethnic businesses’ perceptions in

New Zealand (Yong, 2011).

In consideration of the significant contribution immigrant businesses make to
public revenues, and the employment they create, it is worthwhile asking the
guestion — How do immigrant businesses manage their compliance with tax laws?
Tax compliance has been studied from different perspectives and viewpoints
such as economics, sociology, psychology, and law (Onu and Oats,2015;
discussed in detail in section 3.4) and different factors such as age, gender,
religion, education, and culture (Milliron, 1985; Alm and Torgler, 2006; Morris and
Lonsdale, 2004); but there has been little attempt to understand it from the

viewpoint of immigrant communities in either developed or developing countries.

1.2 Motivation for the Research

This section identifies the factors that motivate the research undertaken in this
study and discusses their importance as research topics. Three different yet
interconnected factors motivate the research setting. First, family businesses are

the most prevalent and pervasive form of business, representing 50-90% of GDP
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in almost all economies (Rayney, 2013); but the research on them, particularly
about their tax compliance attitude is very limited. Second, immigrants in
developed and developing countries are mainly engaged in small businesses,
most of which are owned and run by the family members. Third, immigration and
its contribution, of which tax compliance and tax payment is one, is a major
concern for many immigrant-receiving countries as reflected in the 2016 Brexit
vote in the UK. To explore the tax compliance attitudes of the immigrant
communities, Bangladeshis, who constitute an important segment of the growing

immigrant population in the UK, can be used as a case study.

These three factors are discussed in the following three sub-sections, where sub-
section 1.2.1 discusses the motivation for focusing on family business/small
business, sub-section 1.2.2 highlights the importance of immigration and
immigrant businesses in the host society and finally sub-section 1.2.3 discusses

the reasons for choosing the Bangladeshi immigrant community as the case.

1.2.1 Why Family Businesses?

Family businesses dominate the economic landscape of almost all economies. In
the UK, family businesses account for two-thirds of all businesses, which means
they account for 71% of all SME businesses (BIS, 2014). Looking elsewhere,
family businesses constitute 80% of all businesses in Canada and 90% of all
companies in the United States (Feltham et al., 2005). In India, 16 family groups
make up 65% of all private sector assets (Rouvinez and Ward, 2005). One
defining characteristic of small businesses is their intricate connections to family
and strong belief in the benefits of family business dynamics (de Vries, 2007).
Ethnic minority small businesses are more likely to be owner-operated than

businesses owned by the natives, with, for example, 21% of Bangladeshi
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businesses and 33% of Pakistani businesses being owner-operated, compared

to 13% of businesses owned by UK natives (IPPR, 2007).

Research on family business is comparatively young (Nam and Herbert, 1999),
and research on their tax compliance behaviour is even younger. Review of
extant literature indicates that the tax research on family businesses has mainly
focused on inheritance tax (Rouvinez and Ward, 2005; Tsoutsoura, 2015;
Corbetta and Montemerlo, 1999; Block, 2010). The dearth of taxation research in
family businesses leads to Chrisman et al.’s (2003:31) question: “Do family firms
do accounting differently? Would they tend to understate profit to lower tax
payments?” Similarly, Shanker and Astrachan (1996:117) raise the question: “If
family businesses represent 90% of all US businesses, how much in total taxes

do they pay?”

1.2.2 Importance of the Immigration Context

In today’s world, where the number of international migrants continues to
increase, reaching to 244 million in 2015 (United Nations, 2015), an appreciation
of their tax compliance behaviour is crucial'. The UK is a common destination for
immigrants from around the world, hosting 9 million of them and making it one of
the most ethnically diverse countries in Europe. Non-native ethnic groups,
including white Europeans, make up 14% of the UK population, with South Asians
(Indians, Pakistanis and Bangladeshis) maintaining a high position on the list

(Office of National Statistics, 2011).

1In the literature, there is no distinction between immigrant and ethnic minority businesses
(Panayiotopolous,2006). Rath (2000) comments that immigrants make up ethnic minority groups,
and their activities, economic and social, are based on their ethnicity.
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Immigrant communities own about 7% of the small and medium sized enterprises
in the UK (Donut, 2014) and 62% of them are family owned. Immigrant
businesses contribute £25 billion, including tax and other forms of contribution,
annually to the UK economy, and most of these are owned by Indian,
Bangladeshi, Pakistani or Black African immigrant families (Department for

Communities and Local Government, UK, 2013).

How immigrants adapt to the host country’s tax requirements, interact with the
tax system, and use available social agencies on tax advice are concerns cited
by a number of tax researchers (Yuan et al., 2013; Yong, 2011; Delgado, 2011).
A unique feature of immigrant businesses is that they evolve with the experiences
and solidarity of small groups of people within or beyond the family (Janjuha-
Jivraj, 2003; Mitchell, 2012). To understand the tax-paying mentality of
immigrants in developed countries, some studies have looked at the contribution
they make and the benefits they receive from public coffers (Dustmann et al.,
2010; Wang and Lo, 2000; Akbari, 1989; Simon, 1984; Fix and Passel, 1994).
What these studies have not focused on is the way immigrants connect with, and

maintain an interface with, the new tax system in their everyday business lives.

The forms of assistance needed, and the challenges faced by the immigrant and
native businesses are not the same (elaborated in section 2.4). Starting and
managing businesses is far more difficult for immigrants than for natives. In
recognition of the financing needs of disadvantaged communities in the UK, there
are tax incentives schemes, for example Community Investment Tax Relief

(Department for Communities and Local Government, 2013). Another UK tax aid,
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the Office of Tax Simplification?, addresses tax complexity issues as a common
problem for all businesses, starting with a focus on small businesses. However,
there exists no such scheme specifically designed to orientate immigrant
communities’ engagement with the UK’s tax system.? It is likely that the common
ethno-cultural and socio-economic backgrounds of immigrant businesses in
many respects influence the perceptions* of tax compliance of those who run

them.

1.2.3 Why Bangladeshis?

Bangladeshi immigrants constitute 3% of the non-UK born population and 10%
of immigrants from Asia and the Middle East (ONS, 2011). They are one of the
fastest rising business communities in the UK, owning a significant share of
restaurant and catering services (Wood et al., 2012). Out of the 8,500 Indian
restaurants in the UK in 2012, 7,200 were owned by Bangladeshis, and their
cuisine has become a staple part of the British national cuisine (Thaker and
Barton, 2012). It is believed that Bangladeshis and the other four largest ethnic
minority groups in the UK (Indian, Pakistani, Black African and Black Caribbean)

will double in size by 2050 (Donut, 2014).

As an immigrant community, Bangladeshis have the lowest employment rate,

with 44% being employed, 8% unemployed and 48% inactive, not part of the

2 The Office of Tax Simplification, established in the UK in 2010, and charged with addressing the
problems of complexity in the tax system, has as one of its primary goals the simplification of tax
for small and micro-businesses (HM Treasury, 2016).

8 The UK has the longest tax code in the world. It overtook that of India in 2010, having trebled in
size since 1997, and has more than 17,000 pages (Jelf, 2010; The Guardian, 2015).

4 Perceptions of tax compliance means the way taxpayers capture and understand the social and
economic realities of income tax payment (Sheffrin and Triest, 1992) Taxpayers may view income
tax payment unfair in terms of the reward and punishment and administrative process of the tax
system which is likely to discourage their compliance with tax obligations. Their perception of tax
compliance can also be affected by the belief that the tax system is unfair and the benefits they
receive against the contribution made are not equitable (Chau and Leung,2009).
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labour force including pre-school children, students, pensioners and housewives
(IPPR, 2007). Of the economically active Bangladeshis, 21% are self-employed,
mainly because the jobs they have access to are underpaid. Bangladeshis tend
to have a larger family size than the UK national average which makes it easier
to open a family business (IPPR, 2007). Research on the income tax payment
behaviours of the Bangladeshi small family business community can be a good

start to predict the tax compliance of the immigrant family businesses in general.

1.3 Aims and Objectives of the Study

As discussed in the previous section, and given the gap identified in the literature,
the main objective of the study was to explore income tax compliance, and the
management of tax risk, by small immigrant businesses in the context of a
developed country. The specific objectives were:

1. To identify the aspects of tax compliance most problematic for
Bangladeshi family businesses in the UK, and to understand these
businesses’ perceptions of tax system complexity.

2. To examine the extent of the dependence on tax advisers of Bangladeshi
family businesses in the UK, and the nature of the relationship between
the two parties in relation to the latter's management and achievement of
tax compliance.

3. To explore the tax habitus of Bangladeshi immigrant businesses in the UK
by examining the socio-economic and ethno-cultural factors influencing

attitudes to tax compliance in the host country.

Keeping these objectives in mind, the study would review the extant literature on
income tax compliance in general, and would focus on the taxation of small

businesses, to which group most immigrant businesses belonged. The study was
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intended to contribute to an understanding of the underlying stories of how small
immigrant businesses managed tax compliance in the host society, looking

particularly at the case of small Bangladeshi family-owned businesses in the UK.

1.4 Research Question and Methodology

The research would identify the problematic areas of tax compliance and look at
how these were managed by the small immigrant family businesses. It would
investigate the underlying reasons why some areas of tax compliance were more
problematic than the others, the extent to which immigrant businesses depended
on professional tax advisers to solve these problems, and the way the relationship
between businesses and advisers evolved. It would also explore the nature of tax
habitus of the Bangladeshi small business owners in the UK. So, this thesis
effectively has three main research questions with five subsidiary questions
under main research question one and two, the answer to which is believed to

contribute to the answer of the related main research question.

Main Research Question 1

Is Bangladeshi small family businesses’ engagement to the UK tax system
problematic?

Subsidiary questions to main research question 1

() What aspects of tax compliance are most problematic for small Bangladeshi

family businesses in the UK?

(I How do small Bangladeshi family businesses perceive the UK tax system
and its complexity?

Main Research Question 2

How is tax risk managed in the Bangladeshi small business community?

Subsidiary questions to main research question 2
20



(1) How do small Bangladeshi family businesses manage tax risk?

(IV) To what extent do small Bangladeshi family businesses rely on tax
advisers?

(V) What is the nature of the relationship between the small Bangladeshi family
businesses and their tax advisers?

Main Research Question 3

What is the tax habitus of small Bangladeshi family businesses in the UK?

The main and subsidiary research questions listed above were formulated after
an appraisal of the extant literature on tax compliance. The socio-economic and
ethno-cultural factors associated with these questions and the data analysis
methods will be discussed in chapter 5. Then, in a set of empirical chapters — 6,
7 and 8 — the questions will be answered. The first main research question having
two subsidiary questions, of which the first one focuses on the most problematic
areas of immigrant family business tax compliance, and the second subsidiary
question, on their perception of tax system complexity, will be answered in
Chapter 6. The second main research question having three subsidiary
questions, 3 to 5, will be dealt with in Chapter 7. And the third main research
question that investigates the nature of tax habitus of Bangladeshi family

businesses will be dealt with in Chapter 8.

This study applied a mixed-method approach for data collection. First, a
quantitative inquiry was undertaken in a questionnaire survey of sample small
immigrant businesses, and this produced data that was analysed using statistical
techniques. Second, a qualitative approach, in the form of semi-structured

interviews, was conducted, and the data collected was analysed by interpretation.
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The study had the limitations common to all questionnaire surveys. A complete

discussion on limitations will be given in Chapter 5, Section 14.

Thus, the aim of the study was not only to determine the frequency of tax
compliance problems for immigrant family businesses, but also to interpret the
compliance practices taken by those interviewed using Bourdieu’s theory of
practice as the theoretical lens. The aim was to provide a rich picture of the
Bangladeshi family business community, their economic and social
circumstances, family links and educational attainments, and to find out how they
perceived and managed their tax compliance activities. Bourdieu’s theory has
been widely used for understanding the social and economic practices of ethnic
communities, and the problems of relationships and conflicts that arise among

them (discussed in detail in chapter 4).

In taxation and accounting studies, Bourdieu is increasingly being used to
illuminate these subjects (Oats and Morris, 2015; Gracia and Oats, 2012; Kraal,
2013; Picciotto, 2007; Glover, 2010; Swedberg, 2011). Bourdieu’s framework is
a trio of interconnected constructs of habitus, capital and field. Simply stated,
habitus relates to the mental and cognitive structures that influence the way in
which individuals perceive and react to the social world around them; capital
relates to the intrinsic value of assets owned by individuals, exchangeable or non-
exchangeable; and field refers to the social space where individuals from all
social, cultural and economic classes exist and interact with one another. Each
of these concepts would be applied to the investigation into how Bangladeshi
small businesses organized themselves to responded to their tax compliance

obligations.
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1.5 Scope of the Study

The study looked at the income tax compliance (henceforth termed ‘tax
compliance’) problems that immigrant businesses faced, and the way they
managed these. The focus of the study was small businesses owned by families
in the Bangladeshi community in the UK, and particularly their attitudes to tax
system complexity and tax risk, and the nature of the relationship they maintained
with tax advisers. For an enhanced understanding of these problems, both the

immigrant communities’ and the tax advisers’ viewpoints were investigated.

Since the unit of study for this research was small businesses owned and
managed by the immigrant families, the research did not investigate non-family-
owned small businesses; nor did it look at any medium sized businesses. The
study limited itself to consideration of the Bangladeshi community across the
major cities of the UK, and consideration was not given to other ethnic
communities. Focus on one ethnic community may affect the generalizability of
the study findings, yet the study conclusions are believed to be robust because
of the similarities in difficulties immigrant communities encounter in the host

society.

Therefore, a review of the cultural, social and economic practices of, and the
status of, the Bangladeshi community in the UK was needed in order to
understand how Bangladeshi business people developed their perceptions of tax
complexity and managed their tax compliance. The study also briefly reviewed
tax practice in these people’s homeland, i.e., in Bangladesh, so as to give an
account of their pre-migration tax compliance experiences, since these might

have affected their views on the complexity of tax systems in general, and that of
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their newly adopted country in particular. The thesis will make a brief presentation

on these two topics in Chapters 2.

1.6 Significance of the Study

Before my study, tax compliance had been studied from within a wide range of
academic disciplines. Modern tax compliance scholarship began with Gary
Becker's (1968) seminal work on the economic behaviours of crime and
punishment, which were later modelled by Allingham and Sandmo (1972). While
economists (Becker, 1968; Allingham and Sandmo, 972; Andreoni et al., 1998)
focused on the sanctions and punishments devised to enforce tax compliance,
psychologists (Song and Yarbrough, 1978; Grasmick and Scott, 1982)
emphasised people’s sense of shame, guilt and stigma, they experienced from
tax non-compliance; and sociologists (Jenkins and Forlemu, 1993; Chau and
Leung, 2009) looked at people’s perception of how others obeyed social norms
and practices. In addition to these scholars, political scientist, accountants, legal
scholars and organizational scholars all had their own ideas as to what would
promote higher tax compliance (Katz and Bommarito, 2014; James, 2007; Duff,

2008; Picciotto, 2007).

None of the above academic disciplines, however, had made a sufficiently
convincing argument, despite the variety of evidence they had presented, about
the problems of tax compliance within different tax-paying communities. Nor was
there a ‘one size fits all’ approach that explained how tax compliance might be
achieved for taxpayers from different cultures and beliefs. For example, civil
penalty as an enforcement tool was found to have increased tax compliance in
Guatemala when it was reduced, but to have decreased tax compliance in Costa

Rica when it was increased (Maxwell, 1998). There existed evidence that some
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people would comply with tax obligations even if there was no probability of being

caught attempting non-compliance (Andreoni et al., 1998).

Against this background, the present study is important because tax compliance
problems vary with respect to variations in taxpayers’ socio-economic and cultural
identity. Torgler (2004) argues that many of the differences in their attitudes to
tax systems between Costa Rican and Swiss taxpayers can be explained by the
cultural differences between these two countries. Similarly, the higher tax morale
in the US, as compared to European countries, is attributable to a sturdy base of
religious and social capital, along with strong democratic practices and trust in

government (Alm and Torgler, 2006).

The present study considered the impact of the cultural and social capital of
Bangladeshi small businesses in their conceptualization of tax obligations and
their networking with the wider community, especially with tax advisers. It was
intended to give the reader a deeper understanding of the tax compliance
practices observed in an ethnic community, which, it was believed, would make

an original contribution to tax compliance scholarship.

The study was intended not only to fill a gap in the literature in relation to how
immigrant businesses adapted to the tax system in a new country, but also to
show how immigrants running businesses integrated socially and economically
into a host country. Alienation from the mainstream society, the stigma of being
an outsider and the difficulties in accessing to information and capital are some
of the common challenges for the immigrant communities (elaborated in section

2.4).

Investigating the tax compliance practice of immigrant communities is important

in a world of mass migration. Research has suggested that immigrants pay more
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in taxes than the value of the public services they receive, and they are not
considered a drain on the public coffers in major immigrant-receiving countries
like the UK and the USA (Dustmann et al., 2010; Fix and Passel, 1994; Wang
and Lo, 2000). In the tax year 2003-4, all immigrants, business and individuals,
paid £41.2 billion in UK tax and made a net fiscal contribution of approximately
-£0.4 billion (Rowthorn, 2008). However, the net contribution from non-EEA
immigrants became negative during 1995-2011(Dustmann and Frattini, 2013). It
should be mentioned here that this study did not focus on the tax compliance
issues of the immigrant communities for the 1995-2011 period. But it was hoped
that, by looking at tax compliance of a specific year, might shed some lights on

why contributions to the public exchequer from the immigrants had fallen.

The findings of the study are likely to have a practical bearing on the achievement
of both higher tax revenues and flexibility in the tax system for the UK. The UK
hosts the fourth largest number of international migrants; and Bangladeshis are
the fifth largest diaspora community in the world (United Nations, 2015).
Historically, the UK and Bangladesh have maintained strong ties in the fields of
trade and commerce and cultural exchange. In the fiscal year 2012-13,
Bangladesh received export proceeds of USD 2.764 billion from the UK, which
was 10. 23% of the total export receipts of the country. Bangladesh also received
nearly USD 1 billion in remittances and USD 45 million of foreign direct
investment (FDI) from the UK (UKBCCI, 2015). To resolve tax compliance
problems on both sides, UK-Bangladesh double-taxation treaties have been in
force since 1980. The UK has also provided significant technical and economic
assistance for the introduction of tax administration reforms in Bangladesh
(Akhand and Hubbard, 2012). It was hoped that studying the compliance habits

of the Bangladeshi diaspora in the UK might open new dimensions in tax policy
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management and treaty-making at both domestic and international levels.
Moreover, the study may help make the policy action necessary to support their
integration into the tax system. Finally, the study’s concentration on family
businesses — an important segment of the small business community — would

provide an insight into the unique features of small business taxation.

1.7 Structure of the Thesis
This thesis is divided into nine chapters, each of which touches on different

aspects of the study to answer the research questions.

Chapter 1 gives an outline of the research problem, its aims and objectives. It
sets out the research question, the methodology and theoretical framework

adopted; and it discusses the scope and significance of the study.

Chapter 2 provides the background of the study. It also offers a brief overview of

Bangladeshi culture, and of tax compliance in Bangladesh.

Chapter 3 reviews previous knowledge of immigrant businesses’ tax compliance
and identifies the gap in this knowledge that the research study sought to fill. The
chapter has mainly four sections. The first section reviews immigrant family
businesses as a business community, their significance, and their contribution to
society. The second section discusses tax system complexity, its nature and
types with a focus on the UK tax system. The third section looks at general
theories of tax compliance and the complexity of tax requirements. And section
four deals with approaches to tax risk and its management and the role that tax

advisers play in managing such risk.
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Chapter 4 presents the theoretical framework of the study. It summarizes and
evaluates the theory of practice of Pierre Bourdieu, and justifies the relevance

and contribution of this theory to the understanding of the research problem.

Chapter 5 describes the methodology of the study, the data that was collected,
and the analytical techniques applied to it. It sets out the research questionnaire
and presents an analytical framework to show how the main and subsidiary

research questions were answered.

Chapter 6 identifies the aspects of the tax system that are most problematic for
immigrant businesses’ tax compliance. This chapter also provides an overview of
immigrant businesses’ perception of tax system complexity and of how those
perceptions problematize their engagement with the tax system. A wide range of
socio-economic and cultural issues are analysed to explore how such perception-

building is associated with business families’ status in the host country.

Chapter 7 addresses the tax risk management practices of immigrant businesses
and the extent to which these businesses depend on tax advisers to mitigate the
problems they encounter. It explores the nature of the relationship between

immigrant businesses and tax advisers as they seek to resolve tax risk issues.

Chapter 8 explores the tax habitus of small Bangladeshi family business owners
in the UK and the ways they produce tax compliance in their everyday lives. It
examines the social fields, the volumes and forms of capitals possessed by small
Bangladeshi businesses owners and their impact on developing tax compliance

practice.
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Chapter 9 spells out the conclusion of the thesis and highlights the contribution it
makes to the field of knowledge. It discusses the policy implications of the study

and indicates its limitations and the scope for future research.
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CHAPTER I
BACKGROUND TO THE STUDY

2.1 Introduction

The purpose of this chapter is to give an account of immigrant businesses in the
UK. It is divided into four sections mainly. The first section discusses the
characteristics of the UK immigrant businesses, the contributions they make and
the challenges they face in doing business. The second section reviews
Bangladeshi family businesses and their significance in UK society. The third
section presents a brief overview of the challenges of immigrant businesses. The
fourth section discusses small business tax compliance practice in Bangladesh
and the major hurdles for successful small business taxation in that country.
Teasing out the nature and characteristics of immigrant businesses will point up
the gap in the relevant body of knowledge that led to the generation of the

research question for this study.

2.2 Immigrant Businesses in the UK

The entrepreneurial activity rate among immigrants is very high: 16% among first-
generation immigrants in comparison with 9% among UK-born entrepreneurs
(GEM, 2015). This picture is similar to that painted by Chang et al. (2009:289):
“Hispanic immigrants are more likely to start businesses than Hispanics who are
already American citizens”. Immigrant entrepreneurs have founded or co-
founded nearly half a million, i.e., one in seven, of all companies in the UK (CEF
and Deudil, 2014), and in 2014 they owned 7% of UK SME businesses. Immigrant
businesses not only create employment for themselves, they also employ English

natives.
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2.2.1 Characteristics of UK Immigrant Businesses
Immigrant businesses in the UK, and elsewhere, can be identified with the

following business, managerial and ownership characteristics:

The initial customer base of immigrant businesses is confined to their own
community. Immigrants tend to start businesses with ethnic goods, for example,
rice, fish, and newspapers in their native language (Kloosterman et al., 1999).
However, as a business grows, its customer base can be diversified, reaching
beyond the community to others with similar religious or historical backgrounds.
With a common historical background in the Indian Subcontinent, Bangladeshi,
Pakistani and Indian communities in the UK are engaged in family, social and

business relationship (Dale, 2008).

Among UK Asian communities, family participation in businesses is common
practice for several reasons. First, appointing an outside employee is expensive.
Second, finding a job is difficult. Third, for social and religious reasons, husbands
want their wife to be employed within the family boundary in a light clerical job.
Inability to speak good English is another barrier to many spouses working

outside family firms (Basu and Altinay, 2002).

Immigrants in the UK are driven to working in businesses by both economic (the
desire to earn money) and non-economic (independence, status) motives, as well
as by labour market discrimination (Watson et al., 2000; Basu and Altinay, 2002).
The following poem, by Sook Ryul Ryu (cited in Park, 1997:36), illustrates the
ethnic dilemma and the gravitation to small businesses of Korean Immigrants in

the US.
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“My brother who has master’s degree in English literature
thinks about Norman Mailer’'s American Dream
while selling fishes and vegetables to his white neighbours
24 hours a day.
My sister, who liked the paintings of Pablo Picasso’s Blue
Period, is working on a sewing machine, with dyed blue
Hair.”

Immigrants find it difficult to adjust to the institutional and regulatory framework
of the host country. Distressing experiences within the formal structures may
push them to seek business support and advice from the informal sector and
largely depend on ‘cash-flow and turnover rather than margin’ (Halkias and
Adendorff, 2014: 85). Sepulveda et el. (2008) find that immigrant businesses in
the UK depend on informal sector advisers® to help them avoid the difficulties of
the regulatory and financial systems. Similarly, Kloosterman et al. (1999) find that
the difficult tax, accounting and financial systems in the Netherlands lead many

immigrant businesses to depend on informal sector advice.

Immigrant businesses are found to be unique in deriving social capital from
diverse international networking, which gives them an edge over non-immigrant
businesses. For suppliers, clients, workers and investors of capital, immigrant
businesses exist in an embedded relationship with community people and firms

(Rath, 2000; Halkias and Adendorff, 2014).

2.2.2 The Mix of Immigrants and Immigrant Businesses in the UK
The UK is a settler society with a long history of immigration. The latest surge of
immigrants in the UK began slowly after the Second World War and increased to

an unprecedented scale in the late 1990s (Migration Watch, UK, 2016). Even if

5> Seeking advice or support on business start-up, finance, and taxes “through the entrepreneur’s
personal network, notably by friends, relatives, acquaintances and community members who
have greater business experience” rather than institutional advisers like local authorities, advice
bureaus, and banks (Sepulveda et al.,2008:16).
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the UK comes out of the European Union, there is some doubt about how much
control of immigration will be possible in a post-Brexit Britain, if the free movement
of British goods and services in the EU market remains the choice of the UK

government (Oxford Migration Observatory, 2016).

In terms of ethnic background, the UK population can be classified into four
groups: white, mixed, Asian and African (ONS, 2011). The white group includes
the Irish, gypsy or Irish travellers, and all other whites, and it makes up 86% of
the UK population, as represented in Figure 1.1. Asian immigrants constitute
7.5% of the UK population, and this group is dominated by Indians, Pakistanis
and Bangladeshis, while African and Caribbean peoples together form the third
largest UK migrant community, which constitutes 3.3%. Besides these groups,
there is a small community of Arab and Chinese immigrants, and other marginal

immigrant communities from across the world.

Figure 1. 1 Ethnic groups in Britain in 2011
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The term ‘immigrant businesses’ in the UK refers to those businesses having at
least half of their management team made up of people from immigrant
communities (Department for Communities and Local Government, 2013). The
entrepreneurial ability and the aspirations of immigrants in starting businesses is
higher than that of UK-born entrepreneurs: for example, the business start-up
rate is 35% for Black African and 28% for Black Caribbean groups, compared
with 10% for white British counterparts (Department for Communities and Local

Government, UK, 2013).

Immigrant entrepreneurs start their businesses at a younger age than UK born
entrepreneurs, and immigrant women have a higher level of business start-ups
than the UK population. In some immigrant communities — Thai, Filipino and
Vietnamese — female entrepreneurs outnumber male entrepreneurs (CEF and
Deudil, 2014). The Oxford Migration Observatory report for 2014 suggests that
the percentage of highly educated recent immigrant workers, which includes
employees, the self-employed and workers in family businesses, increased from

50% in 2007 to 60% in 2013.

Self-employment rates are high among UK immigrants because of their genuine
entrepreneurial ability (IPPR, 2007) and, to some extent, because of the social
discrimination they face (Ram and Jones, 2008). Kloosterman et al. (1999)
comment that first-generation immigrants are largely pulled, and the second
generation is pushed, into being self-employed in all countries, due to the lack of
employment opportunities and ‘discrimination’ in the mainstream labour market
(Rath, 2000). Others, however, have suggested that the self-employment rate of
immigrants depends on their country of origin. Yuengert (1995) finds that United

States immigrants from countries with a high self-employment rate are more likely
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to be self-employed. Self-employed immigrants are also more concentrated in
high-tax states, where self-employment gives them greater opportunities for tax

avoidance.

Closely related to this phenomenon is the finding that migrants don'’t just build up
their own businesses; they also build up others’ businesses, in both the skilled
and the unskilled sectors. Significant innovations made by immigrant business
in the UK, for example in biotech firms, have created employment and business
opportunities for all business communities. Sayad (1999) comments that what the
immigrants bring in is more important to immigrant-receiving countries than what
they cost. Knowledge transfer from immigrants and immigrants’ businesses have
played a key role in developing a wide range of businesses opportunities for
mainstream business (Department for Business Innovation and Skills, UK, 2015).
Also, the immigrant self-employed sector is a significant source of business and

employment for new immigrants (Yuengert, 1995).

2.2.3 Geographical Spread of the UK’s Immigrant Businesses

Immigrant businesses are represented in almost all the great cities of the UK. As
stated in the 2016 report from the Oxford Migration Observatory, 13% of Britain’s
immigrants live in the City of London alone. When these are added to those in
South East, East and North-West London, the percentage of the immigrant
population found in London reaches 47%. The Midlands, both West and East,
host 16% of the immigrant population and take second position. The South West,
York and Scotland each have an equal percentage, 8% of the immigrant
population, while Wales and Northern Ireland are populated by the fewest

immigrants. The report reveals that in all cities, except in London and the West
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Midlands, the percentage of immigrants from the EU is more than, or equal to,

that from non-EU countries.

Table 2. 1 Distribution of the immigrant population across the regions of the UK,
by place of birth, 2015

EU Non-EU All
London 30% 41% 13%
South East 13% 12% 14%
Eastern 10% 8% 9%
North West 8% 8% 11%
West Midlands 7% 8% 9%
East Midlands 7% 5% 7%
South West 6% 5% 8%
York 6% 6% 8%
Scotland 6% 4% 8%
Wales 3% 2% 5%
Northern Ireland 3% 1% 3%
North East 1% 2% 4%
Total 100% 100% 100%

Source: Oxford Migration Observatory, 2016

London has always been the most ethnically diverse area of the UK, with the
highest proportion of immigrant businesses, as shown in Table 2.1. Minority
ethnic groups comprise nearly half of London’s population (ONS, 2011), with
around 66,000 Black African and minority-ethnic businesses generating a total
turnover of £90 billion in 2004 (Sepulveda et al., 2008). In 2002, nearly 19% of all

small businesses in the UK were based in London (Basu and Altinay, 2002). In
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greater London, a total of 220,637 businesses, almost half of the immigrant

businesses in the UK, were founded by immigrants (CEF and Deudil, 2014).

Ethnic and linguistic diversity have brought London huge foreign investment,
adding £52 billion to its economy, and creating half a million jobs (Kitching et al.,
2007). About London’s booming flow of FDI, Kitching et al. (2007:11) comment,
“While the crucial importance of access to resources, infrastructure and markets,
a favourable taxation and regulatory framework, ... should not be under-
estimated as major influences on FDI... ethnic and linguistic diversity might be a

contributory factor in firms’ location decisions.”

In terms of the geographical distribution of immigrant business, Birmingham,
Harrow and Manchester are next to London, followed by Reading, llIford and
Cardiff (CEF and Deudil, 2014). The construction and real estate sectors are the
main focus of immigrant businesses, with nearly 50,000 such companies being
owned by immigrant businesses. Other business sectors dominated by
immigrants are information technology, manufacturing and heavy industry, and

management consultancy.

For Asian businesses like those run by Indians and Pakistanis, wholesale and
international trading is the main business, while Bangladeshis and Turkish
Cypriots are involved in the restaurant and catering businesses (Basu and
Altinay, 2002; Thaker and Barton, 2012). Ram and Jones (2008) note that ethnic
minority communities are prominently engaged in labour-intensive sectors like
retailing and catering: for example, two in five men in Bangladeshi communities
in the UK are cooks or waiters (Panayiotopoulos, 2006). This, to some extent, is
connected with the availability of family and co-ethnic workers. Ethnic businesses

comprise sole-proprietor businesses, family businesses, home-based activities
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and community activities located around established shopping and market areas

(Carney, 2007).

2.3 Bangladeshi Immigrants and Their Businesses

Bangladeshis and other South Asian immigrants are one of the fastest rising
business communities in the UK, owning a significant share of restaurant and
catering services (Ram and Jones, 2008; Wood et al., 2012). Out of the 8,500
Indian restaurants in the UK in 2012, 7,200 were owned by Bangladeshis, and
their cuisine has become a staple part of the British national cuisine (Thaker and
Barton, 2012). The reason for ethnic businesses being concentrated in some
specific sectors is that they have access to specific ethnic resources, such as
cheap and unpaid family labour and trusted supply networks (Wood et al., 2012).
Moreover, minorities specialize in trade and commerce in which they have
historical experience (Light, 2005). Bangladeshis have been present in the UK

catering industry since they first arrived in the country.

In terms of age, Bangladeshi business owners in the UK are young, with an
average age of 35.3 compared to 52.1 for British entrepreneurs; and they occupy
sixth position in the UK’s age distribution profile of immigrant businesses (CEF

and Deudil, 2014).
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Figure 2. 1 Population of the UK by country of birth (Bangladeshi born)

Population in UK by Country of Birth
(Bangladeshi Born)

Thous

Bangladeshi Born

Source: Migration Watch UK, 2016

According to the Migration Watch report, the number of Bangladeshi-born people
in the UK in 2015 was over 200,000, as reported in Figure 2.1. In 2006, there
were more than 250,000, but this number has fluctuated during the last ten years.
The Bangladeshi community in the UK mainly comprises Sylheties, who came
from the Sylhet District of Bangladesh as lascars (cooks) in British ships after the
Second World War (Basu and Altinay, 2002). Almost half of Bangladeshi
immigrants (47%) arrived in between 1981 and 2000, during the perilous political
and economic turmoil following the Bangladeshi war of independence in 1971

and the military coups in 1975 and 1981 (ONS, 2011).

Bangladeshi immigrants constitute 3% of the non-UK born population and 10%
of immigrants from Asia and the Middle East (ONS, 2011). Naturally,
Bangladeshi immigrants had culinary and hospitality skills from serving as cooks
in British ships, and they sought to exploit these when considering setting up a
business. Bangladeshi curries are among the most popular dishes in the UK,

and until recently 65% of the Tandoori restaurants in the UK were Bangladeshi
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(Thaker and Barton, 2012), which makes curries a niche market for Bangladeshi
businesses (Wood et al., 2012). Most Bangladeshi immigrants arrived in the UK
from the Commonwealth as work permit holders, student migrants, family

migrants, asylum seekers and refugees (IPPR, 2007).

Bangladeshi immigrants have strong cultural ties with the Indian and Pakistani
communities (Barret et al., 2003). Bangladesh, India and Pakistan, as South
Asian neighbours, have a deep cultural and ethnic relationship developed over
their thousand years of common territorial borders, before the partition in 1947
(Dale, 2008). Culturally, Bangladeshi immigrants are more akin to Indian
immigrants, while in their religious life they have more in common with Pakistani
immigrants. One similarity between ethnic Bangladeshi and Pakistani businesses
is that both emerge from a situation of disadvantage, having no successful
business role models (Wood et al., 2012). Due to their religious beliefs,
Bangladeshis and most Muslim communities in the UK depend mainly on their
own community for supplies, sales, and financing for their businesses (ONS,
2011). Their scriptures strictly prohibit charging interest on loans, although they
take a positive view towards business ownership because prominent figures in
Islam were successful entrepreneurs (Wood et al., 2012). Thus, one of the
barriers to Bangladeshi entrepreneurs taking finance from banks is interest (Basu
and Altinay, 2002). Second, the participation in business of women from the
Bangladeshi community is very limited, at only 20%, (Migration Watch UK, 2014),

perhaps because of the community’s conservative beliefs.

As an immigrant community, Bangladeshis have the lowest employment rate,
with 44% being employed, 8% unemployed and 48% inactive, not part of the

labour force including pre-school children, students, pensioners and housewives
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(IPPR, 2007). Of the economically active Bangladeshis, 21% are self-employed,
mainly because the salaried jobs they have access to are underpaid, offering less
than the national average wage (IPPR, 2007). Barret et al. (2003:106) comment
that “the Bangladeshis ... have a higher involvement in businesses with
employees (13.6 percent) than do the less-disadvantaged Indians (8.7 per cent).”
Bangladeshis tend to have a larger family size than the UK national average and
are the second largest claimants of child benefit, which makes it easier to open a
family business (IPPR, 2007). They have very low incomes compared to UK-born
people — nearly 80% below the UK-born median — and this is also the case for

most Asian and Middle Eastern communities (Migration Watch UK, 2014).

2.4 Challenges and Prospects of Immigrant Businesses in the UK

Each business has its unique situation and special needs (Greenhalgh and
Lowry, 2011). Unfamiliarity with mainstream cultural traditions makes it difficult
for immigrants to set business strategies and gain acceptance in the wider
community. One problem for immigrant businesses is getting access to quality
information on business and financial record-keeping. Sepulveda et al.’s
(2008:14) comment that, “lack of information on critical aspects for new
businesses (i.e. registration procedures and requirements, taxes, regulations and
red tape in general) and access to relevant business advice”. The bureaucratic
and formal approach of support agencies, compliance costs, and the stigma of
being an immigrant cause them to avoid formal advice centres (de Vries, 2007;

North and Trlin, 2004).

The legal status of immigrants in the UK (IPPR, 2007; Basu and Altinay, 2002)
causes them much insecurity in their business and economic activities. Many

immigrants are on a temporary visa, which creates problems in running a
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business legally and paying proper taxes. Further, their business motives,
business experience, educational attainment, religion, and family links create
challenges for immigrant businesses (Department for Communities and Local

Government, 2013).

To survive in a world of cut-throat competition, cutting costs through “evading
payment of taxes, or social contributions or ducking the minimum wage or
working- hour regulation” is an often-followed strategy for immigrant businesses
(Kloosterman et al.,1999:9). Non-immigrant business owners in Australia equate
tax-cheating with Asian and Eastern European immigrants, and they also believe
the latter keep shoddy records and invoices and pay wages in cash. The truth,
however, is that the Inland Revenue in New Zealand (2014) reports finding a
higher proportion of Australian and UK immigrant businesses tax non-compliant

than of their Asian counterparts, i.e., Chinese and Indian immigrants.

To reduce taxes in the UK, several independent or semi-independent immigrant
businesses may do business under one roof; or a business may sub-contract its
activities to nominally self-employed workers, but the name of the principal

leaseholder/contractor appears in the documents (Barret et al., 2003).

However, dependence on informal arrangements may not be a cheating, but
rather it may be ignorance, inefficiency or simply the response to a tax system
that doesn’t cater for them. The following comments from a UK immigrant
business are worth noting, “I was never afraid of regulations or taxes, but you
have to deal with taxes and regulations step by step. [Then] when the business
grows, when you get to the point that you can pay for [being formal], lawyers and
accountants can help you with these things [taxes and regulations], but you have

to go step by step,” Sepulveda et al. (2008: 27). To orientate the tax system
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towards the needs of its customers, and to improve learning about tax, De Vries
(2007) asserts there is a need for applied education and the availability of
management support to help immigrant businesses with payment of their taxes

and the maintenance of books of accounts.

The challenges may be increased if the regulatory cost of compliance with
employment, taxation and financial reporting requirements is high. Immigrant
businesses are often very carefully monitored “to ensure compliance with
regulations, such as VAT, corporate tax, employment related taxes, health and
safety and so on” (Watson et al., 2000:86). Significant amounts of tax and other
compliance costs may lead immigrant businesses to move into the informal
economy to evade tax payment fully (Watson et al., 2000; Light and Bonachich,
1988). Pang (2003) finds that immigrant businesses carry the negative image of
tax-evaders because of doing business within the own social and cultural
networks. This creates a distance from the native community and generates an
“enclave economy®’(Panayiotopoulos, 2006:74), or a street economy, as

Wacquant (1999) calls it.

The above discussions show that immigrant businesses make a significant
contribution to the UK’s economy. However, their owners’ interests and voices
are not well reflected in the UK’s financial and regulatory system. Thus, these
businesses represent some intentional or unintentional challenges for UK
government departments, notably for the tax and revenue bodies. In support of
immigrant businesses, UK government departments have undertaken many

programmes, from easy access finance to immigrant investment visas. Another

6 It is argued that an enclave economy is a vehicle for the upward mobility of ethnic minorities,
especially for first-generation immigrants. Employers in the enclave are under pressure to recruit
workers and business associates from their own community (Panayiotopoulos, 2006).
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welcome item of support would be help in understanding and engaging with the
UK’s complex tax system. To achieve that objective, HMRC would need to gain
more insight into the ways of its migrant business customers, their compliance
attitudes, and their interface with tax laws; and it would need to identify issues

that would facilitate their tax compliance.

2.5 Taxation in the Homeland: SME Tax Compliance in Bangladesh

2.5.1 Tax System of Bangladesh: A Brief Overview

Homeland culture and ethics strongly influence the collective identity of
immigrants in the host country (Shams, 2016). This thesis takes Bangladeshi
immigrants in the UK as a case study and explores their tax compliance practices.
The historic and ongoing tax compliance practices of Bangladeshis back home
may shape their tax perception in the UK. Habits and values acquired in the
country of origin do not disappear, or necessarily diminish, as immigrants enter a
new society. To better understand the relational and reconstruction process of
forming perceptions of tax compliance and risk management, a brief overview of
the historical and cultural contexts of the tax ethos in Bangladesh, and of small

business tax compliance in particular, is presented in this section.

Modern taxation in Bangladesh was introduced during the era of British
colonialism by the Income Tax Act, 1860. When independence from Pakistan
came, in 1971, Bangladesh inherited the Income Tax Act, 1922, of India, an
amended version of the 1860 Act. After 13 years, in 1984, Bangladesh had a
major reform of tax laws and came up with the Income Tax Ordinance, 1984 (ITO-

1984), which continues to be the principal statute to govern its direct tax system.

The National Board of Revenue (NBR), an administrative department of the

Internal Resources Division (IRD) of the Ministry of Finance, is the highest
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revenue authority of Bangladesh, responsible for income tax, VAT and customs
operations and policies. The secretary of the IRD is the head of the NBR, known
as the Chairman, and is aided by several members of the Board, and field level
officers who include commissioners of different ranks and jurisdictions. The field
administration is divided into territorial, appellate and specialized units/zones, all

staffed by civil servants.

The Bangladeshi income tax structure has a progressive design, starting with a
minimum tax rate of 10%, with a threshold of BDT 2,50,000, followed by 15%,
20%, 25% and 30% on the next segments of income for the tax year 2016-2017
(NBR, 2016). There are many exemptions and exclusions of income from tax,
and this is believed to affect the progressivity of the tax structure (CPD, 2014).
Corporate tax rates are common to all companies, large, small or medium,
starting from a minimum of 25% and going to a maximum of 45%, with rate
reductions for companies that make initial public offerings (IPOs) on the Stock
Exchange and declare dividends. Taxes are mainly collected by the self-
assessment system, although administrative assessment is practised and can be
used if a taxpayer or the tax administration requires this. Bangladesh has a tax-
type administration, and tax office locations are based on geographical
distribution. VAT, customs and income taxes are each administered separately,
and there is barely any collaboration between these three. Computerization and
automation programmes are under way, and both the income tax and VAT
departments are being reformed through the Finance Acts and SROs (Mansur at

el., 2011).

The tax-to-GDP ratio in Bangladesh in 2001 was 6.6%, and this had increased to

9 percent by 2013, an increase of 2.4 percent in 12 years (World Bank, 2016).
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VAT is the major source of tax revenues, followed by income tax and customs
and excise, contributing 36.19%, 35.76% and 25.52%, respectively to NBR
revenues in the fiscal year 2013-14 (NBR, 2016). Despite tax revenues having
increased in recent years, it is still a major concern that the country is far from
achieving its revenue potential (Mansur at el., 2011). Bangladesh is one of the
world’s top recipients of humanitarian assistance, of which the UK alone donated
a commendable £157.5m in 2015 (ICAS, 2016). Social security insurance is
absent from Bangladesh tax system, and thus no employers have any

requirement to pay it (PWC, 2016).

2.5.2 Tax Ethos in Bangladesh

Bangladesh is one of the high-tax-gap countries of South Asia, with its tax gap
estimated to be 36% in 2004 (Phua, 2015); and it has a weak tax administration
and policy (Hassan and Prichard, 2016). Fewer than 1%, to be exact 0.73%, i.e.,
1.1 million, out of its 150 million population submitted tax returns in 2013 (ICAS,
2016). The number of people who paid tax would be less than this, since
submission of a tax return does not necessarily entail tax payment. Of the
registered taxpayers, 4% pay nearly 40% of the total tax revenue, and 50% pay
less than 1% of the tax revenue (Phillips, 2009). Bangladesh is also a country
with low tax effort (Daude et al., 2012) and a regressive tax structure (CPD,
2014), and these indicate the inefficiency of the tax system. Moreover,
Bangladesh has a large informal sector (Torgler, 2004; CPD, 2014), and many
people work in agriculture, which contributes 18.70 % of GDP (BBS, 2015) and

is a sector relatively untaxed and tax exempt (Reva, 2015).

However, research has shown that Bangladeshis have good ethical attitudes to

tax evasion compared to people in other Asian countries. Ethical attitudes to tax
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evasion refers to whether taxpayers view evasion as never acceptable, sometime
acceptable or always acceptable (McGee, 2008). Views on tax evasion by age,
income, gender or nationality are an indication of moral positions on tax
compliance in general. In focusing on the tax compliance practice of Bangladeshi
immigrants in the UK, it is important to understand the views on tax evasion of
Bangladeshis in their homeland, the centre from which the Bangladeshi diaspora
has spread out. As Shams (2016) has noted, some dimensions of immigrant
identity are influenced by post-migration experience, others by ongoing and pre-

migration experience in the homeland.

In his study, McGee (2008) finds that the people of Bangladesh are the most
opposed to tax evasion among the inhabitants of 13 Asian countries, including
China, India, and Indonesia, while people in the Philippines are the most in favour
of it. His findings also suggest that Bangladeshi women are more opposed to tax
evasion than Bangladeshi men. Likewise, Li (2010) asserts that ethnically and
linguistically Bangladesh is a homogeneous country, which makes it a country of
high tax morale. She shows that the average incidence of tax cheating in
Bangladesh is lower than the global average calculated using survey data from
67 countries. It may be pertinent to mention here that the UK is one of the OECD
countries with comparatively low tax evasion, having an average score of 1.1
during 1999 to 2010, in a range of 0.1 to 3.9, measured as a percentage of GDP.
The tax morale’ of the UK taxpayers is also on the higher side (Buehn and

Schneider, 2012).

7 The term ‘tax morale’ was first coined by Schmélders (1960) and Strimpel (1966), who argued

that economic phenomena were not sufficient to explain