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Abstract:

This research looks at how the income systems in India and Bangladesh affect their economies and tax
revenues. The study uses tax data and average tax rates from 2014 to 2023 to examine the effects of tax rates
on economic outcomes through regression analysis. The findings reveal that higher tax rates in both countries
correlate with reduced tax compliance and revenue generation, as indicated by negative coefficients for tax
rate variables. The analysis also highlights that tax exemptions and deductions play a key role in shaping tax
revenue, with significant differences in their effects across the two nations. The research supports the
hypothesis that aligning income tax policies between India and Bangladesh could improve revenue efficiency.
The research provides Insights into how tax policies can affect economic growth and offers suggestions for

both countries to improve their tax systems.
Keywords: Tax revenue, Income tax, Tax rates, Income tax Revenue.
Introduction:

Tax system plays a vital role in shaping a country’s economic condition, impacting trade, investments and
cross-border financial transactions. India and Bangladesh, as neighboring south Asian countries, share a long-
standing history of trade partnerships and exchanges. Despite their geographical proximity, their income tax
structure exhibit significant differences, reflecting unique policy priorities and developmental needs. These

differences influence economic interactions and shape the financial dynamics between the two countries.

This study examines the interconnection between the income tax systems of India and Bangladesh, focusing
on their similarities and contrasts. It delves into the role of taxation policies in shaping bilateral trade and
economic relationships. Furthermore, the analysis explores how these tax structures contribute to economic
growth and optimize revenue generation. By comparing these frameworks, the study aims to identify

opportunities for alignment and improved economic cooperation between the two nations.
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Literature review:

1. Mansur, Ahsan H, Mohammad Yunus and Biplob Kumar (2011). An evaluation of the tax system
in Bangladesh
Mansur, Yunus and Nandi provide a critical evaluation of the persistent challenges in Bangladesh’s
tax administration and policy, which have hindered its effectiveness and fairness. The study identifies
fundamental weaknesses in the country’s tax structure, particularly the separation of income types
under the individual income tax law. This separation makes it easier to avoid taxes, especially since
certain allowances create opportunities for tax evasion. For example, the tax exemptions on
agricultural income and lower tax rates on capital gains provides avenues for tax avoidance, leading

to unfair treatment of taxpayers with similar income levels.

Additionally, Bangladesh lags behind its regional neighbors in terms of tax efficiency and revenue
collection. The country’s tax-to-GDP ratio, which stands at 9.2%, is the lowest among its regional
comparators. This reflects deep weaknesses not only in tax policy but also in administrative execution,
resulting in a significantly smaller share of national income being collected as tax.
Recommendations by the author:
The author recommends comprehensive reforms in both tax policy and administration. Key Policy
changes should focus on broadening the tax base by eliminating special treatments that benefit specific
income types and ensuring fairer tax treatment across all tax payers. They also emphasize the need for
modernization in tax administration, including the integration of technology to improve tax
compliance and administration efficiency. Using technology would streamline the tax collection
process, reduce evasion, and increase efficiency. These reforms are essential for addressing both
immediate and long-term challenge, ensuring sustainable revenue generation and promotion equitable
economic growth in Bangladesh.

2. Singh, P. (2019). Tax revenue in India: Trends and Issues. Institute for Social and Economic

change, Bangalore.

The study provides an in-depth analysis of India’s tax system, its historical evolution and the
challenges it faces in tax collection and compliance. The author examines various tax reforms
implemented over the years, noting improvements in revenue collection, but emphasizing the
persistence of research Gaps. A key concern is India’s low tax-to-GDP ratio, which stands at around
17%, one of the lowest among major economies. This low ratio limits the government’s ability to fund

social welfare programs and address poverty.

The paper highlights the shift from indirect taxes, such as customs duties and excise taxes, to direct
taxes like income tax, which has helped improve revenue collection. However widespread tax
noncompliance remains a challenge. A small number of high-income earners and businesses file taxes,

and the informal sector remains largely untaxed, exacerbating the compliance gap. Despite progress
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from the computerization of the tax system, the filing process is still complex and burdensome for

taxpayers.

The Author emphasizes the role of technology in enhancing tax collection efficiency. While India has
made strides in computerizing the tax system, experts suggest that leveraging data analytics, Al and
Machine learning could play a crucial role in detecting tax evasion and reduce human intervention.
These technological advancements would not only improve enforcement but also simplify the tax

process and make it more transparent and easier for taxpayers.

The Author argues that India’s tax system needs to align more closely with Economic Goals, as the
gap between tax revenue and the country’s economic potential remains wide. To improve the Tax-
GDP ratio, Author suggests expanding the tax base, reducing evasion, and improving taxpayer
compliance. He stresses that Tax reforms should focus on both the structure of tax administration and

the behavioral factors that influence compliance.

3. Neog, Y., & Gaur, A.K. (2020). Tax structure and economic Growth: A study of selected Indian
States. Journal of Economic Structures.
Acosta-Ormaechea and Yoo (2012) provide a foundational model for examining the relationship
between tax types on economic growth. The author applies this model to analyze data from selected
Indian States for the period 1991-2016. The study reveals that property taxes contribute positively to
economic growth, while income and commodity — service taxes have a negative effect. These findings

emphasize the need for tax policies that support growth while balancing equity and efficiency.

The empirical analysis employs advanced panel regression methods to address multicollinearity and
ensure robust results. By incorporating data from 14 Indian states and excluding the North-Eastern
States due to limited tax revenue, the study captures a broad range of economic scenarios. Key
variables such as per capital NSDP, property tax and commodity taxes were found stationery at level,
while variables like gross investment required first differencing. This Rigorous methodology validates
the critical role of tax structures in shaping state-level growth.

Findings by the Author:

The authors observe a “U-Shaped” relationship between tax structures and growth. High property
taxes are shown to enhance growth, while the benefits of commodity and services taxes dimmish after
a certain threshold. Additionally, income taxes have little long-term impact on growth but influence
individual saving and investment behaviors. The study recommends shifting towards property taxes
for revenue generation and reducing the overall tax burden to promote growth. Future research is
encouraged to examine institutional and administrative factors for a deeper understanding of tax-

Growth dynamics.
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4. Ojha, S., & Agarwala, A.K. (2024). A Brief insight into the introduction of a new tax regime in

India. International Journal of Economics and Financial Issues, 14(5), 92-101.

The Introduction of India’s new tax regime has been a subject of debate, primarily due to its simplified
structure compared to the old regime. Unlike the previous system, which offered multiple exemptions
and deductions to encourage savings, the new regime aims to reduce complexity and improve ease of
compliance. The reforms introduced in the union budget 2023, such as increased rebate limits upto 7
Lakh and broader tax slabs, reflect an effort to align the regime with these principles. The study by
Ojha and Agarwala found that these changes have significantly influenced taxpayers’ acceptance of

the new regime, with a 141.67% increase in adoption compared to the previous year.

Demographic and economic factors play a pivotal role in shaping taxpayers’ choices between the two
regimes. Younger taxpayers, particularly millennials, are more inclined towards the new regime due
to its straightforward structure, with minimal exemptions and deductions that resonate with their
simpler financial goals. On the other hand, older taxpayers and those with higher incomes tend to
prefer the old regime for its flexibility in leveraging tax-saving instruments. The study also highlights
that taxpayers with lower incomes and fewer investments are more likely to choose the new system,
as it eliminates the need for extensive financial planning. These findings underscore the need for

targeted reforms to attract older age groups and ensure inclusivity across diverse income brackets.

Tas literacy emerges as a crucial factor in the adoption of the new regime. While financial awareness
campaigns have improved general financial literacy in India, tax-specific education remains limited.
The study emphasizes that simplifying the tax processes is only part of the solution-empowering
taxpayers with the knowledge to make informed decisions is equally important. For example,
integrating tax literacy into broader financial education programs could enhance taxpayers’
understanding of the benefits and limitations of the new regime. Furthermore, the government may
consider adjustments, such as making standard deductions proportional to income, to increase its
appeal to older taxpayers. By addressing these gaps, the new tax regime can continue to evolve into a
more inclusive and widely accepted framework, fostering better compliance and revenue generation.

5. Alam, M.S. (2021). An Examination of Taxpayers’ attitude towards income tax: A Case of
Bangladesh. GATR accounting and Finance Review, 6(2), 95-110

Taxation is a key tool for generating the government revenue and driving national development.
Despite this, many countries, including Bangladesh, struggle to collect sufficient taxes from their
citizens. This study aims to explore taxpayers’ attitudes toward income tax and identify the factors
influencing their behavior. By combining qualitative and quantitative research methods, the study
sheds light on the behavioral and demographic factors affecting tax compliance, evasion and
avoidance. Understanding these aspects is crucial for designing policies that encourage better tax

compliance.
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The study reveals that taxpayer attitudes toward income tax significantly influence their compliance
behavior. Factors such as age, gender, profession, education, income range and monthly expenditures
were analyzed for their correlation with tax-related behavior. It was found that older individuals and
those with higher educational qualifications showed more awareness of tax compliance, though
evasion tendencies persisted. Additionally, professions played a significant role, with business owners
often engaging in tax avoidance. Many taxpayers perceive fines, penalties, and legal consequences are

insufficient deterrents, leading to persistent issues of underreporting and misuse of tax systems.
Findings by the author:

The findings underscore the need for targeted strategies to address diverse taxpayer attitudes and
behaviors across professions and demographics. Tax authorities like Bangladesh’s National Board of
Revenue (NBR) should focus on raising awareness, modernizing tax systems, and ensuring
transparency in how taxes are utilized. Effective measures, such as automatic tax collection and e-
filling systems, can reduce evasion and improve compliance. By addressing these issues, the study
provides valuable insights for policymakers to enhance tax collection and foster a culture of voluntary

compliance.

6. Sarkar, S. H. (2022). Effects of income tax reform on assessee and government revenue in

Bangladesh. Emperor International Journal of Finance and Management Research, 2022.

The study by Shakhawat Hossain Sarkar examines the effect of income tax reforms on taxpayers and
government revenue in Bangladesh. It draws insights from secondary sources, such as journal articles,
books, budget speeches and government publications. The research primarily focuses on how tax
reforms affect taxpayers of different income levels and government revenue generation. The study
highlights a gap in ensuring equity in taxation and proposes alternative tax rates to align with principles

of fairness, productivity, and functional efficiency.

The research shows that tax reforms provide greater benefits to low and high-income taxpayers while
leaving middle-income earners at a disadvantage. This disparity does not align with the ability-to-pay
principle or the canon of equity. Additionally, the reforms lead to a reduction in government revenue,
potentially causing budget deficits. The author employs comparative analysis using data from previous
tax rates and proposes alternative tax slabs adjusted for inflation. The analysis included hypothetical

examples to demonstrate the varying impacts of reforms on taxpayers across income brackets.
Findings of the Author:

The findings suggest that high-income taxpayers benefit disproportionately from reduces tax burdens
under the reforms. In contrast, middle-income groups experience minimal advantages, highlighting
inequity in the system. The study also reveals that reduced government revenue from tax reforms
undermines productivity and efficiency, forcing reliance on loans to cover deficits, the proposed

alternative tax rates aim to address these challenges by ensuring better compliance with taxation
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principles and fairness across income groups. However, the study acknowledges limitations, including
its reliance solely on secondary data, and recommends future research incorporating primary data for

a more comprehensive understanding.

7. Ahmed, S.U. (2019). Taxation Challenges for Bangladesh. The cost and Management, 47(4)

July-August, 1817-5090.

Taxation is a vital component for economic growth and public welfare in any country. Developing
nations like Bangladesh face a significant challenge in mobilizing internal revenue due to structural
and systemic inefficiencies. Sams Uddin Ahmed (2019) highlights key issues, including a narrow tax
base, poor tax culture, and inadequate third-party tax information systems. The challenges are further
compounded by international tax rules that enable multinational corporations (MNCs) to avoid taxes.
These structural weaknesses undermine the government’s ability to generate sufficient revenue to fund

development projects and achieve sustainable development goals (SDGs)

The digital economy poses unique taxation challenges for Bangladesh. As global business operations
increasingly shift to digital platforms, traditional tax policies often fail to capture the revenue
generated by online activities. Ahmed underscores the need for innovative tax policies to address this
issue, particularly by introducing modernized VAT laws and strengthening tax administration. Recent
initiatives, such as the introduction of new tax codes and the expansion of income tax departments,
are steps in the right direction. However, political influences often hinder meaningful reform, leaving

the system vulnerable to inefficiencies and evasion.

Reforms in tax administration are essential to address the gaps identified in Ahmed’s study. Efforts
such as alternative dispute resolution mechanisms and the BITAX project aim to improve compliance
and reduce litigation. Mahmood adds that, despite its inherent flaws, the taxation system in Bangladesh
delivers predictable revenue, which helps maintain fiscal stability. The government’s commitment to
tackling tax evasion and reforming international taxation rules is evident, but sustained progress
requires stronger enforcement, improved governance, and a collaborative effort to modernize the
system. These findings align with the broader experiences of other developing countries facing similar
challenges.
8. Gupta, A. (2009). The trends and responsiveness of personal income tax in India.

The relationship between taxation and economic development has been widely studied. In
development has been widely studied. In developing countries, taxation is viewed as a critical tool for
resources mobilization and economic growth. Scholars argue that effective tax systems help
governments raise funds needed for public expenditure, which is essential for development programs.
However, many developing nations face challenges in maximizing tax revenue due to weak tax
administration, tax evasion and informal economies. Taxation, if well-implemented, can lead to
improved social welfare, investment opportunities and better infrastructure, which are vital for

economic progress.
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A significant body of research focuses on the responsiveness or “buoyancy” of taxes in India,
particularly personal income tax. Buoyancy measures how tax revenue changes in response to changes
in the country’s income. Studies show that the buoyancy of personal income tax in India has been
inconsistent, especially with economic liberalization. This period before liberalization witnesses’
slower growth in Tax-Revenue due to various structural constraints, while the post-liberalization era
showed better responsiveness due to economic reforms and increased formalization of the economy.

However, issues like tax evasion and the widening income GAP continue to affect Tax buoyancy.

The liberalization of the Indian economy in the early 1990s had a profound impact on the tax system.
Research suggests that liberalization led to greater economic growth, which in turn improved the
efficiency and collection of personal income taxes. The introduction of reforms such as the reduction
in tax rates, better compliance measures, and an increase in the tax base helped improve tax buoyancy.
However, the challenges of poverty, inequality, and informal sectors remained, which limited the
overall impact. Studies issues affecting tax collection and whether they have created a more equitable

tax structure for all income groups.
Statement of Problem:

The income tax system of India and Bangladesh play a crucial role in shaping their respective
economies and bilateral relations. However significant differences in these systems create challenges such as
compliance difficulties, potential double taxation, and barriers to trade and Investments. Despite their
geographical proximity and shared economic ties, limited research exists on how these differences impact
stakeholders and hinder economic cooperation and revenue optimization. Addressing this gap could provide

valuable insights to enhance bilateral relations and foster mutual economic growth.
Research Gap:

Although several studies examine individual tax policies in India and Bangladesh, research directly
comparing their income tax structures is limited. Current literature lacks a detailed analysis of how differences
in tax rates, incentives and administrative frameworks influence bilateral trade, investment flows, and policy
alignment. This gap highlights the need for a comprehensive comparative study to uncover the implications
of these differences and provide actionable insights for enhancing economic cooperation and revenue

optimization.
Objectives of the Study:

1. To compare and contrast the income tax structures of India and Bangladesh.
2. To explore how the income tax systems of India and Bangladesh contribute to their respective
economic growth

3. To analyze the impact of tax policies on revenue generation in both countries.

IJRTI2412033

International Journal for Research Trends and Innovation (www.ijrti.org)



http://www.ijrti.org/

© 2024 IJRTI | Volume 9, Issue 12 December 2024 | ISSN: 2456-3315

4. To identify opportunities for harmonizing tax structures to enhance economic cooperation between

India and Bangladesh.

Importance of Study:

1. This study provides a detailed comparison of the income tax systems of India and Bangladesh, offering
insights into their similarities and differences.

2. It explores how disparities in tax policies influence trade, investment flows, and overall economic
cooperation between the two countries.

3. Policymakers can use the findings to design tax structures that optimize revenue and enhance bilateral
economic relations

4. Businesses and investors will benefit from a clearer understanding of tax-related opportunities and
risks in both countries.

5. This study fills a critical gap in the academic literature by offering a comparative analysis of income

tax systems in south Asia, a relatively under-researched area.
Research Methodology:

This research employs a combination of quantitative and qualitative methods to analyze the effect of income
tax systems on economic factors in India and Bangladesh. Data on tax rates, tax revenue and the number of
tax payers from 2014 to 2023 was gathered from Income tax department website of respective countries.

Regression analysis was used to test the hypothesis.
Research Design:

This study adopts a comparative research design to analyze the income tax systems of India and
Bangladesh, focusing on tax rates, incentives and compliance frameworks. It examines the similarities and
differences in their tax policies and evaluates their impact on bilateral economic relations and trade dynamics.
The research aims to identify opportunities for alignment and improvements in tax structures, offering insights

to foster economic cooperation and support policymaking for mutual benefit.
Hypothesis

1. Higher Income tax rates in India and Bangladesh reduce tax compliance among individuals.
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Data Analysis
Section 1: Tax policies of India and Bangladesh

India and Bangladesh both employ progressive tax structure, but their tax policies and tax brackets vary
significantly.

Aspect India Bangladesh
Governing Law | Income Tax act, 1961 Income Tax Ordinance, 1984
Income Tax Progressive (F.Y. 2024-25) Progressive (F.Y. 2024-25)
Structure 0%, 5%, 10%, 15%, 20% and
(Individuals) 30%

Individual Tax | Income Tax Slabs Income | Income Tax Slabs Income Tax
Brackets (Rs.) Tax (BDT) Rate (%)
Rate
(Y0)
0 to 3,00,000 0 Up to 3,50,000 0
3,00,001 to 7,00,000 5 Next 1,00,000 Taka | 5
7,00,001 to 10,00,000 | 10 Next 4,00,000 Taka | 10
10,00,001 to 12,00,000 | 15 Next 5,00,000 Taka | 15
12,00,001 to 15,00,000 | 20 Next 5,00,000 Taka | 20
Above 15,00,001 30 Next 2,00,000 Taka | 25
Balance 30
Key Reforms - Introduction of GST in - Introduction of VAT in 2019
(Last 10 Years) 2017 - Digital Tax Filing System in
- Income tax Slab revision 2015
in 2020 - Corporate Tax reduction in
- E-Filing assessment in 2019
2020 - Tax rates revision in 2020
- Reduction in corporate - Simplification of Tax codes
tax rates during 2019 in 2017
- Abolishment of Dividend - E-TDS system
Distribution Tax during implementation in 2016
2020 - Introduction of Minimum
- Introduction of Pre-Filled Tax on corporation in 2020
Tax returns in 2021
- Amendments to TDS and
TCS

Interpretation and Analysis

Indias tax system us guided by the income Tax Act, 1961, which has been around for a long time and evolved
over the years. Bangladesh Follows the Income Tax Ordinance, 1984, which is more recent. Both India and
Bangladesh Use progressive tax system, which means, the more earn, the higher percentage of tax you pay.
Both in India and Bangladesh, tax rates range between 0% to 30%. India focuses on reducing the tax burden
for individuals by simplifying processes like Pre-Filled Returns and giving relief to businesses with corporate
tax cuts.
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Section 2 : Tax Exemptions and Deductions.

Exemption / Deduction India Bangladesh
Type
Investment Deductions Upto Rs. 1,50,000 under Tax Credit on Specified
section 80C Investments

House Rent Allowance
(HRA)

Exempt Under Section
10(13A)

Exempt for Employees
Renting Homes

Donation

Deduction Under Section
80G

Tax Credits for Donations

Provident Fund
Contributions

Deductible Under Section
80C

Exempt from Tax

Corporate Tax Holiday

For startups under Section
80-IAC

Tax holiday for new
Businesses in Export and IT
Sectors

Export income exemption

Exempt in SEZ (Special

Exempt for Export Income

Economic Zones)

Interpretation:

Tax exemptions and deductions in India and Bangladesh share similarities but also reflect their unique
economic priorities. India allows deductions up to Rs. 1,50,000 under Section 80C for specified Investments,
while Bangladesh offers Tax Credits for Similar purposes. Both countries provide HRA exemptions for
employees renting homes, reducing tax burdens. Donations are encouraged through tax benefits, with India
offering deductions under section 80G and Bangladesh granting tax credits. Provident fund contributions are
deductible in India and tax-exempt in Bangladesh, promoting retirement savings. Corporate tax holidays
support growth, focusing on startups in India and export or IT Sectors in Bangladesh. Export income
exemptions boost trade, with India Targeting SEZ businesses and Bangladesh applying a broader approach.
These Measures aim to Foster Financial Security, business expansion, and economic development. Both
Systems align on core goals but could further harmonize to enhance bilateral cooperation and Investment.

IJRTI2412033

International Journal for Research Trends and Innovation (www.ijrti.org)



http://www.ijrti.org/

© 2024 1JRTI | Volume 9, Issue 12 December 2024 | ISSN: 2456-3315

Section 3: Tax Revenue

S1 AlY. Income Tax Collected in India
No. (In Crore INR)
1 2014-15 4,24,848
2 2015-16 5,49,280
3 2016-17 6,23,710
4 2017-18 7,17,688
5 2018-19 8,07,728
6 2019-20 9,22,152.76
7 2020-21 8,50,577.09
8 2021-22 9,69,535.04
9 2022-23 13,27,153.91
10 | 2023-24 15,35,151.09
Income Tax Collected in India (In
Crore INR)
1,800,000
1,600,000
1,400,000
1,200,000
1,000,000
800,000
600,000
400,000
200,000
0
) © A ) o o N 0 % v
IS M M U O A

Analysis and Interpretation:

Income Tax Collections in India have shown significant growth over the last decade, increasing from Rs. 4.25
lakh crore in 2014-15 to Rs. 15.35 Lakh crore in 2023-24. From 2014-15 to 2018-19, there was steady growth,
with collections nearly doubling to Rs. 8.08 Lakh crore. This reflects a stable economy, growing incomes, and
improved tax compliance during this period. However, in 2020-21, tax collections dropped to Rs. 8.51 Lakh
crore sue to the economic slowdown caused by the COVID-19 pandemic, which impacted businesses and
individual earnings.

Despite this setback, the economy recovered strongly in the subsequent years, with collections rebounding to
Rs. 9.70 Lakh Crore in 2021-22 and reaching a Historic high of Rs. 15.35 Lakh crore in 2023-24. This sharp
increase can be attributed to a post pandemic economic revival, the implementation of Reforms like GST and
Digital tax filing, and better enforcement of Tax laws. Over the decade, the consistent rise in tax collections
highlights India’s expanding tax Base, improved Compliance, and the success of Policies aimed at increasing
government revenue while fostering economic growth.

S1 AlY. Income Tax Collected in
No. Bangladesh (In Crore Taka)
1 2014-15 40,712

2 2015-16 45,078

3 2016-17 52,505

4 2017-18 60,631

5 2018-19 67,298

6 2019-20 75,420

7 2020-21 87,344

8 2021-22 96,140

9 2022-23 1,07,178

10 | 2023-24 1,22,959
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Income Tax Collected in
Bangladesh (In Crore Taka)
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Analysis and Interpretation

Income Tax collections in Bangladesh have steadily increased over decade, reflecting strong economic growth
and better tax administration. In 2014-15, the collections stood at 40,712 crore Taka and have risen
consistently every year, reaching 1,22,959 crore Taka in 2023-24. This marks a threefold increase in
collections over ten years, demonstrating significant progress in revenue generation. From 2014-15 to 2018-
19, collections steadily from 40,712 crore taka to 67,298 crore taka, showing robust economic performance
and increasing tax compliance. Between 2019-20 and 2020-21, there was a sharp increase from 75,420 crore
taka to 87,344 crore taka, reflecting enhanced tax efforts despite challenges like the global pandemic.

In the last three years, from 2021-22 to 2023-24, collections rose significantly, reaching 1,22,959 crore takas.
This period reflects the impact of tax policy reforms, digitization efforts, and focused measures to broaden
the tax base and improve compliance. The consistent rise highlights the government’s success in revenue
mobilization to support public services and economic development.

Comparative Analysis of Both India and Bangladesh’s Income Tax Collection

India and Bangladesh have both shown steady growth in income tax collections over the last decade, but India
collects significantly more due to its larger economy and tax base. In 2014-15, India collected Rs. 4.25 crore,
compared to Bangladesh’s 40,712 crore Taka, and by 2023-24, India’s collections reached Rs. 15.35 lakh
crore, while Bangladesh collected 1,22,959 crore Taka. Both countries experienced consistent growth, with
India’s collections increasing by 3.6 times and Bangladesh’s by 3 times during this period. India Saw a
temporary dip during COVID-19 pandemic in 2020-21, while Bangladesh maintained steady growth. This
difference highlights India’s Larger-Scale Tax reforms like GST and digitization, while Bangladesh has made
gradual progress. The Data shows both countries improving their tax systems, but Bangladesh has more scope
to expand its tax base and enforcement efforts to achieve higher growth.
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Section 4: penalties or Consequences for Non-Compliance

Basis India Bangladesh
Up to Rs. 5,000 for delays BDT 1,000 minimum and 10%
Late Filing Fee beyond the due date (Rs. 1,000 | of the tax-payable for delayed

for Incomes below Rs. 5 Lakh) | filings

1% per month on unpaid taxes | 2% per month on unpaid taxes
under section 234A
Willful tax evasion may lead to | Willful tax can lead to
Prosecution imprisonment (6 Months to 7 imprisonment for up to 3 years
years) along with fines along with financial penalties

Interest charges

Interpretation

The tax compliance penalties in India and Bangladesh show both similarities and differences. In India, a late
filing fee of up to Rs. 5,000 is charged for delays, with a reduced fee of Rs. 1,000 for incomes below Rs.
5,00,000. Bangladesh imposes a minimum late filing fee of BDT 1,000, With an additional 10% of the tax
payable for delays. Interest on unpaid taxes is slightly higher in Bangladesh at 2% per month compared to
India’s 1% per month under section 234A. these differences highlight that Bangladesh’s penalties are more
proportionate to the unpaid tax amount, while India’s flat penalties vary based on income levels.

Prosecution rules for willful tax evasion are strict in both the countries, but the severity differs. In India,
imprisonment ranges from 6 months to 7 years along with fines, depending on the seriousness of the evasion.
In Bangladesh, imprisonment for similar offenses is capped at 3 years, accompanied by financial penalties.
While both nations aim to deter tax evasion through these measures, India’s stricter penalties may create a
stronger deterrent effect. Overall, these compliance frameworks emphasize the importance of timely and
accurate tax filings in both countries.
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Section 5: Economic impacts of tax policies.

Year Exports from Bangladesh to Exports from India to
India (in $) Bangladesh (in $)
2014 0.517 billion 6.26 billion
2015 0.631 billion 5.82 billion
2016 0.676 billion 5.67 billion
2017 0.589 billion 7.17 billion
2018 0.894 billion 8.74 billion
2019 1.21 billion 8.24 billion
2020 1.02 billion 7.91 billion
2021 1.76 billion 14.1 billion
2022 2 billion 13.8 billion
2023 1.89 billion 11.25 billion

TRADE BETWEEN INDIA AND BANGLADESH

B Exports from Bangladesh to India (in S in billion) ® Exports from India to Bangladesh (in $ in billion)

! oo}
3 o

i
‘ N|

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

HE 1.89
I — 11.25

B 0.517

I 6.26

W 0.631
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Analysis and interpretation

The trade relationship between India and Bangladesh has witnessed significant growth over the years, which
can be linked to the tax policies of both countries. In 2014, Bangladesh’s exports to India were valued at
$0.517 billion, while India’s exports to Bangladesh were significantly higher at $6.26 billion. By 2023,
Bangladesh’s exports to India increased nearly fourfold, reaching $1.89 billion, while India’s exports to
Bangladesh declined slightly to $11.25 billion from a peak of $14.1 billion in 2021. This growth in exports
from Bangladesh can be attributed to the tax exemptions on export income. Meanwhile, India’s GST reform
and tax holidays for export businesses may have facilitated a conducive environment for Indian exports to
Bangladesh.

The fluctuation in trade figures, especially in the years 2021-23, can be linked to the impact of tax reforms
and external economic factors. For example, Bangladesh’s exports to India grew from $0.894 billion in 2018
to $2 billion in 2022, which reflects the positive impact of tax credits on specified investments and exemptions
on export income. On the other hand, India’s Exports to Bangladesh have slightly declined after 2021, which
could be a result of changing tax structures or external economic conditions. Despite these fluctuations, the
overall trade between the two countries has grown, with tax policies playing a significant role in encouraging
cross-border trade. Both countries’ tax reforms such as export income exemptions and reduced compliance
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cost, have contributed to a better trade environment, although further tax coordination could enhance trade
stability and growth.

Section 6: Foreign Direct Investment

India - Foreign Direct Investment Bangladesh - Foreign Direct Investment
Year Inflows, US$ | % of GDP Year Inflows, US$ | % of GDP
2023 $28.07B 0.79% 2023 $1.39B 0.32%
2022 $49.94B 1.49% 2022 $1.63B 0.36%
2021 $44.73B 1.41% 2021 $1.72B 0.41%
2020 $64.36B 2.41% 2020 $1.53B 0.41%
2019 $50.61B 1.78% 2019 $1.91B 0.54%
2018 $42.12B 1.56% 2018 $2.42B 0.75%
2017 $39.97B 1.51% 2017 $1.81B 0.62%
2016 $44.46B 1.94% 2016 $2.33B 0.88%
2015 $44.01B 2.09% 2015 $2.83B 1.45%
2014 $34.58B 1.70% 2014 $2.54B 1.47%

FDI
N India ™ Bangladesh
i SR N PSR S N R P P
2023 2022 2021 2020 2019 2018 2017 2016 2015 2014
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Interpretation

India and Bangladesh have seen different trends in foreign Direct Investment (FDI) inflows over the past
years, which can be partly attributed to their tax structures. India, with its larger economy and more developed
tax system, has experienced consistent FDI growth, reaching $64.36 billion in 2020 and $49.94 billion in
2022. This significant increase in FDI could be influenced by India’s tax policies such as the reduction in
corporate tax rates and the introduction of the Goods and Services Tax (GST), which have improved the ease
of doing business. India’s FDI as a percentage of GDP has also shown steady growth, reflecting a positive
impact of its tax reforms on attracting foreign investments.

In contrast, Bangladesh’s FDI inflows have been still steady, with $2.83 billion in 2015 and $1.39 billion in
2023. The percentage of GDP invested through FDI has gradually decreased, from 1.45% in 2015 to 0.32%
in 2023, indicating challenges in attracting foreign investment despite offering tax holidays and exemptions
for businesses in sectors like IT and exports. While Bangladesh’s tax reforms such as the introduction of VAT
and corporate tax reductions have had positive effects, the comparatively lower tax incentives and investment
deductions have not yielded as high FDI inflows as India’s. This contrast highlights the influence of tax
structures in shaping Investment Patterns and Business operations across the two countries.

Hypothesis Analysis

Hypothesis: Higher Income tax rates in India and Bangladesh reduce tax compliance among
individuals.

Incomg T?X Income Tax
Year COl;flfitiead = Average Tax Collected in Average Tax Rate
(In Crore rate of India Bangladesh (In of Bangladesh

INR) Crore Taka)
2014-15 4,24,848 15.42 40,712 10.42
2015-16 5,49,280 15.42 45,078 10.42
2016-17 6,23,710 15.42 52,505 10.42
2017-18 7,17,688 14.38 60,631 10.42
2018-19 8,07,728 14.38 67,298 10%
2019-20 9,22,152.76 14.38 75,420 10%
2020-21 8,50,577.09 14.38 87,344 10%
2021-22 9,69,535.04 14.38 96,140 10%
2022-23 13,27,153.91 14.38 1,07,178 10%
2023-24 15,35,151.09 14.38 1,22,959 10%

For Country India

Null Hypothesis (Ho): Higher Income Tax rates in India do not significantly affect tax revenue

Alternative Hypothesis (H1): Higher Income tax rates in India significantly affect tax revenue.
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Regression Statistics
Multiple R 0.68623443
R Square 0.470917693

Adjusted R Square  0.404782405
Standard Error 263907.2886
Observations 10

Significance F 0.0284
Coefficients Standard t Stat P-value
Error
Intercept 7737855.961 | 2574054.237 3.006096705 | 0.016913818
X Variable 1 -467266.1021 | 175108.9718 -2.668430391 | 0.028431354
Interpretation:

R2 is 0.4709, This means that about 47% of the change in tax revenue can be explained by changes in the
average tax rate. The co-efficient is -467,266.10, which means that for every 1% increase in the average tax
rate, tax revenue is expected to decrease by 4,67,266.10. this shows a negative relationship. P-Value 1s 0.0284,
which is less than 0.05 (Alpha). This means that the tax rate has a significant effect on tax revenue. Since the
P-value is less than 0.05, we reject the null hypothesis and accept the alternative hypothesis.

For Country Bangladesh
Null Hypothesis (Ho): Higher Income Tax rates in Bangladesh do not significantly affect tax revenue

Alternative Hypothesis (H1): Higher Income tax rates in Bangladesh significantly affect tax revenue.

Regression Statistics
Multiple R 0.809163089
R Square 0.654744905

Adjusted R Square

0.611588019

Standard Error 17099.3221
Observations 10
Significance F 0.00457
Coefficients Standard Error t Stat P-value
Intercept 93139.75258 7048.898983 13.21337599 | 1.02574E-06
X Variable 1 -4165.859173 1069.531488 -3.895031816 | 0.004576613
Interpretation:

R2 =0.6547 means that 65.47% of the changes in tax revenue can be explained by changes in the average tax
rate. This shows that tax rates have a strong influence on tax revenue in Bangladesh. The coefficient of -
4165.86 means that for every 1% increase in the tax rate, tax revenue is decreased by 4165.86. this suggests
that higher tax rates reduce tax revenue. The P-Value is 0.0046, which is less than 0.05. this means the
relationship between tax rates and tax revenue is significant. So, we reject null hypothesis and accept the
alternative hypothesis, which says that tax rates have a significant effect on tax revenue in Bangladesh.

Findings of the Study:

1. Taxrate and Tax revenue relationship: The regression analysis for both India and Bangladesh show
a negative relationship between tax rates and tax revenue. For India, the coefficient of -467,266.10
suggests that a 1% increase in tax rates leads to a decrease of around 4,67,266.10 in tax revenue.
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Similarly, in Bangladesh, a 1% increase in tax rates results in a decrease of 4,165.86 in tax revenue.
Thid Indicates that higher tax rate may lead to reduced tax compliance or tax evasion in both countries.
Significance of Tax rates: The P-Value for Both India (0.0284) and Bangladesh (0.0046) are less than
0.05, indicating that the relationship between tax rates and tax revenue is statistically significant.
Therefore, the null hypothesis is rejected and we accept the alternative hypothesis, which suggests that
tax rates significantly influence tax revenue in both countries

Tax exemptions and Deductions impact: it is evident that tax exemptions and deductions have a
considerable effect on tax revenue. In India, Various exemptions, such as those under section 80C and
HRA exemptions, reduce the total taxable income, impacting the overall tax collected.

Investment and FDI trends: the data on FDI inflows shows a strong link between favorable tax
policies and increase investment. India’s higher FDI inflows (up to $64.36B in 2020) correlate with
its growing business and tax incentives. Bangladesh, with FDI inflows around $1.39B in 2023, could
see an increase in Investment with further tax reforms or alignment with Global tax Standards.

Suggestions of the Study

1.

Simplify Tax compliance mechanisms

Governments should simplify tax compliance processes and reduce administrative burdens to
encourage individuals and businesses to adhere to tax policies. Digital tax filing systems should be
improved.

Increase Awareness of Tax exemptions and deductions.

Providing awareness on various tax exemptions and deductions can lead to increased investments from
the individuals in order to avail the deduction. This indeed contribute towards economic growth. Clear
communication can bridge the gap observed in the misutilization of deductions, which affects the
revenue generation.

Enhance incentives for compliance.

By providing incentives such as reduced rates for timely filing of Income tax returns will encourage
compliance. This will influence the revenue trends and will benefit the economic growth pf both the
countries.

Conclusion

The study highlights the significant impact of income tax structures on tax compliance, revenue generation in
India and Bangladesh. The regression analysis demonstrated how changes in average tax rates influence tax
revenue, with higher rates often leading to reduced compliance and lower revenue collection. The study
reveals the need for simplifying tax processes, raising awareness about exemptions and deductions, and
implementing gradual tax rate adjustments to achieve a balance between revenue generation and taxpayer
compliance. These insights can help policymakers design more effective and inclusive tax systems that
promote economic stability.
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