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Abstract

Incometaxisdirect tax. Itisimposed on the
income and wealth of taxpayer. It isvery important
source of income of the Government of India.
ORIGINAL ARTICLE Income-tax law consists of the 1961 act, Income
Tax Rules 1962, Notificationsand Circul arsissued
by the Central Board of Direct Taxes (CBDT),
annual FinanceActs, and judicial pronouncements
by the Supreme and high courts. New Tax Regime
will be decreasing capital formation in Indian
Economy. Old Tax regimeis promoting investment
in India Economy. This research paper based on
secondary data collected by published data in
book, magazine, journal andinternet. Thereisless
tax burden in new tax regime than old tax regime
but new tax regime will be promoted to
consumption expenditure and old tax regime
promote capital expenditure. So old tax regimewill
be increasing capital formation. If Government
provide deduction under deafferents investment
scheme in new tax regime then new tax regime
will be supper tax systemin Indian economy and
it will be helped a developed county in 2047.
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Introduction

Incometax isdirect tax. It isimposed ontheincome and wedlth of taxpayer. Itisvery important source
of income of the Government of India. Income-tax law consists of the 1961 act, Income Tax Rules 1962,
Notificationsand Circularsissued by the Central Board of Direct Taxes (CBDT), annual FinanceActs, and
judicid pronouncementsby the Supreme and highcourts.

The Government taxes certain income of individuals, Hindu Undivided Families (HUF’s), companies,
firms, LLPs, associations, bodies, loca authoritiesand any other juridica person. Personal tax dependson
residential status. The CBDT administersthe Income Tax Department, which ispart of the Ministry of
Finance’s Department of Revenue.

The Income Tax Department is the central Government’s largest revenue generator; total tax revenue
increased from 11,392.26 billion (US$17 billion) in 1997-98 to 1 5,889.09 billion (US$74 billion) in 2007-
08.514 In 2018-19, direct tax collections reported by the CBDT were about t 11.17 lakh crore (1 11.17
trillion).
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The first Income-tax Act was introduced in February 1860 by Sir James Wilson (British India’s first
finance minister). A new Income-tax Act werepassed in 1918. TheAct of 1922 significantly changed theAct
of 1918 by shiftingincome-tax administrationfromthe provincia tothecentra Government. Another notable
featureof theact wasthat the ruleswould beoutlined by annual FinanceActs instead of theact itself. A new
Income-tax Act was passed in 1939. The Direct Taxes Administration Enquiry Committee, under the
chairmanship of Mahavir Tyagi, submitted itsreport on 30 November 1959 and its recommendationstook
shapein thelncome-tax Act, 1961. Theact, which became effectiveon 1 April 1962, replaced the Indian
IncomeTax Act, 1922. Current income-tax law isgoverned by the 1961 act, which has 298 sectionsand four
schedules.

Hypothesis
1. New Tax Regimewill bedecreasing capita formationinIndian Economy.
2. OldTax regimeispromoting investment in IndiaEconomy

Objectives
1. Findout theimpactsof reforminincometax on saving, investment and capital formation.
2. Findout thetax burden ontaxpayers.
3. Possbilitiesof reforminnew tax regime.
4. How canmake progressivetax systemin India.

M ethodology

Thisresearch paper based on secondary datacollected by published datain book, magazine, journa
andinternet.

Review of Literature

Shalini Ojha, Ama Kumar Agarwala- A Brief Insight into the Introduction of aNew Tax Regimein
India(International Journa of Economicsand Financid Issues14 (5), 92-101, 2024 ).

Sincetheinception of anew regimefor filing taxes, there hasbeen adi scourse among taxpayers. The
old tax regime provides opportunitiesto savetaxeswhile, buildingaportfoliofor fulfillingther financid goals.
After theintroduction of the new tax regime with less exemptions and deductions, oneisfreeto choose
between any of thetwo regimes. Thiswould depend on many factorsbut purely on thequantum of exemptions
and deduction onehopesto avail. For individuass, with awarenessabout their financia conditionfor theyear,
choicesareclear. Otherwise, it may end in adeadlock. A commentary on thetax regimes could bean added
factor inthesdection. However, dueto unavailability of theacceptanceratefor new tax regime, taxpayersare
unableto gaugewhether the new tax regimeisfavourable. Amidst this, the finance minister hasmade some
vivid introductionsto the new tax regimein the union budget of 2023 by increasingthetax rebatelimit. This
introductionisavaluable step for thetax system of Indiawhich hasthe potential to be advantageousfor
taxpayers. Hence, thisresearch isconducted to understand the new tax regimeand theroleit can play for the
welfareof taxpayers. Thisstudy a so shedssomelight on thefactorswhich might influencethe selection of the
tax regime. Thefindingsshow that thenew tax regimesmplifiesthe decision structureavailableto thetaxpayers
by reducing complexity and increasing theease of compliance. Theacceptanceof thenew tax regimehasalso
increased sincethereformsintroduced inthe Union budget of 2023. Age Groups, Yearly Income and Number
of investmentsarefactorsthat influencethe sdection of thetax regime. Itisa so observed that theyounger age
groupsareinclining towardsthe new tax regime. The collected datahas been analysed using the Year over
Year growth, Chi-Squaretest and One-way ANOVA test a ong with post hoc tests.

MsJincy PBabu, G Raju, - ‘Prior vs default personal income tax regime: An analytical perspective
with reference to the implications on the indian economy’ [ The Online Journal of Distance Education and e-
Learning 11 (2), 2023]
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Theroleof the persona tax systemiscrucia intheeconomy of any country. It isessentid toimplement
reformsto ensureafar and equitabledistribution of wedlth. Inthe Union Budget, 2023, significant amendments
were made to India’s existing tax structure through the introduction of an alternate tax regime aimed at simplifying
thesystem. The proposed regimeisdesigned to boost consumption, savingsand investment through lower tax
ratesand cuts. Thispaper utilises secondary sourcesto analysetheimplicationsof new regimeonthelndian
Economy. Additiondly, it aimsto examinethekey features of the proposed regime and highlight the differences
fromtheprevioustax structure.

Sushobhan Paul, Debar ati Basu, ‘The Evolution of the Tax Regime and its Impact on Investment
and Savings’ (SSRN 4994235, 2024).

Thispaper examinesthe evolution of tax regimesin Indiaand their impact onindividua savingsand
investment behaviours. Using primary datafrom asurvey of Indiantaxpayers, thestudy investigatesthe shift
from theold tax regime, which offered investment-based deductions, to the new regimewith lower ratesbut
fewer deductions Theanaysisreved sag gnificant increasein consumption patternsand adedineininvestments
intraditional retirement and higher-risk avenues under the new regime. Probit regress on results show that
higher disposableincome under the new regimedrivesthese shifts, potentially impacting longterm financia
security. Thefindings suggest that tax policy changeswhileboosting short-term consumption, may weaken
long-term savings, necessitating adjustmentsin socia security provisionsto ensureeconomic stability.

Therearetwo regimeof incometax in India:
A. Old Regimeof tax
Therewereno changes madeto thetax slabsunder the old regimein the budget 2024. Thetax dabs
under theoldregimeareasfollows:
Old Tax Regime Slabs
Individua saged below 60 years & HUF

Income Sabs Tax rate
Up to Rs 2,50,000 NIL
Rs 2,50,001 - Rs 5,00,000 05%
Rs 5,00,001 to Rs 10,00,000 20%
Rs 10,00,001 and above 30%
Note
»  Theincometax exemption limitisupto Rs2,50,000 for Individuas, HUF below 60 yearsaged, and
NRIs.

»  Surchargeand cesswill beapplicable.
Individual s aged bel ow 60 yearsto 80 years

Income Slabs Tax Rate
Up to Rs 3,00,000 NIL
Rs 3,00,001 - Rs 5,00,000 05%
Rs 5,00,001 to Rs 10,00,000 20%
Rs10,00,001 and above 30%
Note
»  Theincometax exemptionlimitisupto Rs.3lakhfor senior citizensaged above 60 yearsbut lessthan
80 years.

»  Surchargeand cesswill beapplicable.
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Individua saged above 80 years
IncomeSlabs Tax Rate
Up to Rs5,00,000 NIL
Rs5,00,001 to Rs 10,00,000 20%
Rs10,00,001 and above 30%

Note
>

»  Surchargeand cesswill beapplicable.
IncomeTax Slabsfor FY 2025-26 (AY 2026-27)

Incometax exemptionlimitisupto Rs5 lakh for super senior citizen aged above 80 years.

Asperthe budget 2025, theincomeupto Rs.12,00,000 will havezerotax liability for the FY 2025-26

(AY 2026-27) under the new tax regime. Therevised tax dabsare asfollows:

Annua IncomeTax Slabs

IncomeTax Rates

Upto Rs.4,00,000 NIL
Rs.4,00,001 - Rs.8,00,000 05%
Rs.8,00,001 - Rs.12,00,000 10%
Rs.12,00,001 - Rs.16,00,000 15%
Rs.16,00,001 - Rs.20,00,000 20%
Rs.20,00,001 - Rs.24,00,000 25%
AboveRs.24,00,000 30%

Withtherevised tax structure, individua searning up to Rs.12,00,000 will havenotax liability duetothe
increased rebate of Rs.60,000. For salaried individuals, the tax liability will be zero for incomes up to
Rs.12,75,000, dueto the Rs.75,000 standard deduction.

Calculation: New tax regime. If total incomeis 15,00000 then:

Grossincome Deductions Tax Rate | Tax Amount

15,00000

-75,000 SD.

14,25,000 Taxablelncome

0 —4,00000 4,00000 0% 000

4,00000 - 8,00000 4,00000 5% 20,000

8,00000 - 12,00000 4,00000 10% 40,000

12,00000 — 16,00000 | 2,25,000 15% 33,750
totd 93,750

Cess 4% 3750
Totd 97,500
Oldtax regime. If total incomeis 15,00000 then

GrossIncome Deductions Tax Rate | Tax Amount

15,00000

-50,000 SD

-1,50,000 80C

-2,00000 24B

-25,000 80D

-40,000 80DDB

10,35,000 Taxablelncome
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0 - 2,50,000 2,50,000 0% 0000

2,50,000 —5,00000 | 2,50,000 5% 12,500
5,00000-10,00000 | 5,00000 20% | 1,00000

Above 10,00000 35,000 30% 10,500

tod | 1,23,000

Cess4% 4920

Tod | 1,27,920

According abovetabletotal incomeissamebut tax amount 1,27,920in old tax regimeand 97,500in
new tax regime 30,420 lessamount paid new tax regime but it will beincrease consumption expenditure not
increase capitd expenditure. Intheold tax regime4,65,000 invested in different fund and new tax regimeonly
75,000 isdeduction. 4,65,000 tax relief under invested in deafferentsfund will beincreaseinvestment and
capital formation. So, we can say new tax regimewill negativeimpact on capita formation in economy.

Saving
Savings can beaccumulated in variousforms, including bank deposits, investmentsin stocksand bonds,
retirement accounts, and real estate.
S=Bank deposits + Investment in Stocks and Bonds + Retirement A/C + Real Estate

Savingsplay avital rolein persond financial planning, asthey provide asafety net for emergencies,
enableindividua sto achievefinancia goas, and contributeto long-term.

Saving Ratio
The savingsratioiscalculated by dividing total savingsby grossincome and multiplying theresult by
100to obtain apercentage.

Total saving

SavingRatio= 100

Gross income

A higher savingsratioindicatesagregter proportion of incomebeing saved, whilealower ratioSgnifies
moreincome being spent on consumption. Understanding thesavingsratioisvita for individualsto manage
their persond finances effectively and for policymakersto gaugethe economic stability of acountry. A high
savingsratio signifiesthat individuasarefinancialy secureand can afford to invest in their future, whereasa
low retio may indicatefinancia strain and limited capacity for investment. A variety of factorscaninfluencean
individual’s or a country’s savings ratio, such as income levels, cultural values, access to financial services,
economic stability, and Government policies.

Saving Saving Ratio In Old Tax Regime

Item Amount
SD 50,000
80C 1,50,000
24B 2,00000
80D 25,000
80TTA 10,000
80TTB 50,000
80DDB 40,000
Total saving=5,25,000
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Suppose that a service mane’s yearly total income is 14,00000 then —
Saving Ratio= (Totd saving )/(Grossincome) X100
Saving Ratio = (5,25,0000 )/14,00000 100=37.5
Saving Ratio In New Tax Regime

Only S.D = 75,000 is total saving in the new tax regime. Suppose that a service man’s total income is
14,00000 then

Saving Ratio = (Tota saving)/(Grossincome) X100
Saving Ratio = (75,000 )/14,00000 100=5.35
Savingraiois37.5%intheold tax regime and 5.35% saving ratio in new tax regime. Savingratioinold
tax regimeisgreater than savingratio in new tax regime.

I nvestment

Investment isafunction of saving.

[=f(S)
S=1

If saving amount islargethan investment will bealsolarge. Investment will begrater inoldtax regime
because savingratio ismorethan new tax regime.
Capital formation

Capita formation refersto the accumul ation of net capital within aspecific nation over an accounting
period.

Thereare 3 stepsof capita formation:

Creation of saving — Effective Mabilization of saving — Investment of saving

If

Large Saving — Large Investment — Large Capital Formation

K=K+ I1-dk

Where-

K =capita in current year

| = Investment

Dk = depreciationrate

If investment islargethan capital formationwill belargeinthe economy.

Sowecan say capita formationwill belargein old tax regime becauselarge savingin theold tax regime
than new tax regime.
Conclusions

Therearetwo typesof tax regimein Indiaoldtax regimeand new tax regime. Thereislesstax burden
innew tax regimethan old tax regimebut new tax regimewill be promoted to consumption expenditureand
oldtax regimepromotecapita expenditure. So old tax regimewill beincreasing capita formetion. If Government
providededuction under desfferentsinvestment schemein new tax regimethen new tax regimewill be supper
tax systemin Indian economy and it will be hel ped adevel oped county in 2047.
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