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INTRODUCTION 

Indian economy is experiencing a transformational change over the most recent couple of 

decades which lead to the necessity of changes in the tax framework in India. In the period of 

expanding globalization, it is pivotal to have a compelling and proficient tax structure to build an 

income, lessen financial twists and making a focused monetary condition. In the intricate tax 

system in India tax change is the need of the hour. The serious issues in tax changes are 

Simplifying unpredictability in the present tax framework, lessening various layers of tax toll and 

tax accumulation cost, proposing approaches to dispose of tax avoidances. With the need for the 

above tax changes, a proposition for the inconvenience of the single tax called Bank Transaction 

Tax (hereinafter referred as BTT) was proposed. After the demonetization, the government felt 

for the need to change the complex tax system in India and introduce the Bank Transaction Tax.  

The government seem to roll the new economic reforms and to replace the Income Tax with 

BTT. However, till date, there is no said proposal from the government to implement Banking 

Transaction Tax. 

ARTGAKRANTI CONTRIBUTION 

Arthakranti, the Pune based research organization, is acclaimed all through the nation for its 

contributions to the Prime Minister. It professes to have set off the chronicled demonetisation 

of Rs 500 and Rs 1000 notes. It capacities to give well-explored logical methodologies intended 

to totally change the present Indian financial situation. What not many individuals know is that 

the report put together by Arthakranti contained another proposition, notwithstanding 

'demonetisation'. It is supposed that this other proposition will be endorsed and made open amid 

the declaration of the spending limit for the up and coming financial year 2018-19.1 This second 

proposition by Arthakranti expects to supplant all present tax frameworks (aside from customs) 

with what is generally known as BTT or the 'banking transaction tax'. BTT depends on the 

rationale that in a 'monetised economy' like our own, banking transactions, of both credit and 

                                                             
1 Ritika Chauhan, The Banking Transaction Tax Rumored To Replace Existing Tax Systems In India, November 21, 2017, 
https://qrius.com/banking-transaction-tax-rumoured-replace-existing-tax-systems-india/ 
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charge nature, are the base for all esteem transactions, somehow. In this manner, the tax can be 

gathered by collecting an expense on all financial transactions. Arthakranti has proposed a charge 

of two percent on all types of banking transactions, including checks just as electronic 

transactions. This charge can be credited to the middle, the states and the neighborhood experts 

in differing extents. The proportion recommended by Arthakranti grants 0.7 percent to the 

Center, 0.6 percent to the States, 0.35 to the neighborhood bodies. The rest of the piece of this 

would likewise be credited to the executing bank. Budgetary transactions fall inside the domain 

of this framework, since any credit or receipt, regardless of its motivation, will draw in tax. 

Money transactions have been let well enough alone for this framework, under the supposition 

that enormous esteem transactions will travel through banks and utilization of cash will be 

restricted to poor people. Different exemptions incorporate the exchange of cash starting with 

one financial balance then onto the next, both having a place with a similar individual. In such 

cases, the tax might be discounted by method for an immediate installment course. It is likewise 

proposed to connect Aadhaar or PAN cards to one's ledgers, in order to give a solitary one of a 

kind personality to people, so as to anticipate the abuse of exemptions to BTT. 

WHAT IS BANKING TRANSACTION TAX (BTT)? 

BTT, or Banking Transaction Tax is proposed to be an additional charge which will be charged 

by the legislature on all financial transactions (charge and credit). The rate of BTT us proposed 

to be 2 percent by Arthakranti. Defenders of this extreme taxation framework guarantee that it 

would expand the income gathered by exchequer, and crackdown the danger of tax avoidance. 

With just 2 percent being the rate at which individuals would be charged through BTT, 

Arthakranti trusts that it would exponentially develop the quantity of individuals secured inside 

the tax ambit. The nullification of all higher category notes above Rs 50 would urge individuals 

to change to electronic transactions and in this way expel the hazard of dark cash, the gathering 

opines. Arthakranti further calls attention to that the extent of storing unlawful and unaccounted 

riches would be totally limited.2 

What Does BTT Propose? 

The proposition of BTT is here given underneath3:  

                                                             
2 Arthakranti, BTT, November 18, 2016, http://www.arthakranti.org/hi/news-events/238-banking-transaction-tax-
after-demonetisation-arthakranti-wants-narendra-modi-to-abolish-income-tax 
3 Ms. Sushma, Dr. Namita Srivastava, Bank Transaction Tax: An Approach to Tax Reform in India -a Clinical Review, 
International Journal of Scientific & Engineering Research, Volume 5, Issue 12, December-2014 ISSN 2229-5518 
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• Withdrawal of existing Direct Taxation System totally (aside from customs for example 

import obligations).  

• Every Transaction directed through a bank will draw in certain derivation in fitting rate as 

Transaction Tax, for example, Single point tax deducted at source. (Given 2 %). This 

reasoning is to be affected by getting/credit accounts as it were.  

• This deducted sum will be credited to various Government levels like Central, State and 

Local at a certain proper extent. Executing Bank will likewise have its offer in this sum for 

encouraging and going about as key specialist (about 17.5%).  

• Withdrawal of High section money (like 100, 500 &1000 Rs note).  

• Cash transactions won't draw in any transaction tax.  

• The government should make lawful arrangements to confine money transactions up to a 

specific farthest point (given Rs. 2000)  

The proposition can be abridged as that everybody needs to utilize credit and charge cards for 

transactions of higher esteem and it would be taxed at 2%. The accepting party would be taxed 

and the income would be sent to the administration with the financial mediator keeping some 

extent. To dispose of dark cash, high category notes would be wiped out. 

 

GOVERNMENT INITIATIVE TO SIMPLIFY TAX REGIME 

The government has begun the way toward changing both immediate and backhanded taxes. 

The Income Tax Act of 1961 has been patched up into the Direct Taxes Code with the end goal 

of rearranging the techniques and is pending with Parliament. Likewise, for backhanded taxes, a 

merchandise and ventures tax (GST) has been suggested that goes for decreasing the falling 

impacts of the taxes and will subsume all focal and state demands including administration tax, 

extract obligation, VAT, and cess. A bill to revise the Constitution for acquiring the new 

backhanded tax routine is pending in Parliament because of absence of agreement among states, 

which have been contending that such a tax will end their monetary independence.4 

BENEFITS OF BTT 

The execution of BTT could prompt a few positive results. While some of them are populist in 

nature, others will in general annihilate the threats which have tormented the Indian financial 

framework since decades. Here are the benefits: Crackdown on black cash: Since all money 

categories above Rs 50 would be rejected, all players in the market would be compelled to 

                                                             
4 The Indian Express, If Every Bank Transaction Were To Demand A Tax, January 15, 2014, 
https://indianexpress.com/article/business/business-others/if-every-bank-transaction-were-to-demand-a-tax/ 
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change to electronic strategies for transaction. The tax would be deducted straightaway with each 

transaction at an ostensible rate of 2 percent. Therefore, the extent of accumulating riches in 

type of money and sidestepping taxes through the escape clauses in Income Tax would be 

evaded.5 More individuals inside taxation ambit: according to information for the year 2017-2018 

gotten to by Economic Times, just about 63.8 million individuals cover regulatory obligations 

and filled their ITR, which is approximately 5 percent of the populace.6 By rejecting the present 

taxation system and forcing a tax on all financial transaction would normally bring huge number 

of individuals under the taxation ambit. This would result in huge increment in income for the 

government, which thusly could be utilized on plans of social welfare. Increment in expendable 

incomes: At present, the salaried class of India pays in any event 5 percent as income tax on 

gaining more than Rs 2,50,000 for each annum. The chunk of tax increments with the expansion 

in income above Rs 5,00,000. The discretionary cash flow out of one's compensation gets 

legitimately decreased by 5-20 percent at source.7 Be that as it may, the 2 percent BTT would 

permit 98 percent of the pay to stay as discretionary cash flow. Cashless economy: Shifting 

towards electronic methods of transactions and check installments would prompt more 

noteworthy straightforwardness and responsibility. It would wipe out the extent of concealing 

unaccounted riches 

• Implementation of BTT would disentangle India's muddled tax framework.  

• It could likewise take out the need to set up a few layers of government system utilized to 
gather taxes.8  

• It will change the arrangement of transacting from money transactions and initiate the 

general population to a check economy which builds responsibility.  

• It will diminish complex and decrease documentation and dispenses with the odds of tax 

avoidance, controls and misrepresentation.  

• The BTT would help battle dark cash, illegal tax avoidance as high esteem transactions could 

be directed through banks as it were  

• It will build up the reasonable tax propensities among the general population.  

It is accepted that execution of BTT will expand tax income to Rs 15 lakh crore as contrast with 

about Rs 10 lakh crore as of now. 

                                                             
5 Mohammed Uzair Shaikh, Banking Transaction Tax: What Is Btt? Its Advantages And Disadvantages For Indian Economy, 
January 31, 2017, https://www.india.com/business/banking-transaction-tax-what-is-btt-its-advantages-and-
disadvantages-for-indian-economy-1648494/   
6 The Economic Times, With 99.49 lakh new tax filers, income tax returns surge 26% in 2017-18, April 03, 2018, 
https://economictimes.indiatimes.com/news/economy/finance/with-99-49-lakh-new-tax-filers-income-tax-
returns-surge-26-in-2017-18/articleshow/63586783.cms 
7 The Economic Times, Here Are The Latest Income Tax Slabs And Rates, August 31, 2019, 
https://economictimes.indiatimes.com/wealth/tax/latest-income-tax-slabs/articleshow/62751981.cms?from=mdr 
8 Supra Note 4 
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DRAWBACKS OF BTT 

BTT gives a prohibition on any money transaction above Rs 2,000. This is unfeasible as it would 

require a multitude of examiners even in a market the measure of one better than average 

shopping center. Since the tax office will have no information to survey tax paid past analyzing 

ledgers, there is no real way to follow the parallel economy. For example in the event that 

somebody keeps packs of money some place, he can't be arraigned in the new agreement; this 

will urge individuals to keep out of the financial net. Having such a tax would mean fixing what 

has been done as such far towards money related consideration. Indeed, even now, just more 

than 3 percent of the populace settle income government obligation and given the fact that the 

infiltration of banks in India is extremely low, having BTT will guarantee that numerous 

taxpayers leave the tax net. The move will likewise prompt taxation of the horticulture income, 

up to this point out of the tax net. Further, while the need of great importance is a steady and 

moderate tax routine, acquiring such a routine would frighten speculators off.9 The Limitations 

of Business Transaction Tax are enumerated hereunder10: 

• The bank transaction tax is a level tax – along these lines being backward. "BTT has no 

association with either the benefit esteem or the income dimension of the individual being 

charged – being a level tax" (Supratim Basu of FTI).  

• Levy of tax at a similar rate on the rich and the poor will extend the disparity hole.  

• BTT is a solitary tax which is expected to supplant all taxes forced by the Central, State and 

other metropolitan companies in India and income is proposed to be shared between Center, 

State and the neighborhood government. Each state in India is special and every has its very 

own monetary prerequisites and is in charge of dealing with its very own funds. Be that as it 

may, under the proposition, RBI will be in charge of assurance of Bank Transaction tax; 

states probably won't have any state in the assurance of the bank transaction tax. 

Inconvenience of BTT removes the intensity of the state to deal with its own monetary issue.  

• The BTT additionally delivers a falling impact on financial activity as rehash transactions to 

finish a solitary activity would prompt different tolls.  

• Also if the money is moving inside different records of same family (for example Father is 

exchanging sum to his child's or little girl's record) at that point a similar sum will be charged 

a tax at different dimensions.  

• The expert like outlined bookkeepers, tax legal counselors may likewise contradict BTT as 

their business will endure because of disentanglement of tax framework.  

                                                             
9 Supra Note 5 
10 Supra Note 4    
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• Tax isn't just a hotspot for raising income for the government yet in addition a device to 

impact utilization, general wellbeing, monetary conditions, or any such issue.  

• To lessen the utilization of items having unfriendly impact on general wellbeing or financial 

condition like of tobacco and related item government demand substantial circuitous tax 

under the present routine. In the meantime, taxes on specific items are either Nil or 

exempted, which is by all accounts practically unrealistic with BTT proposition.  

DIRECT TAX CODE 2019  

Indian government is working on a proposal that could reduce the corporate tax rate to all firms 

over time from 25 percent and provide relief and benefits to individual income tax payers as well 

replacing income tax with a new direct tax code that would end up having different effects 

directly on income tax, corporate tax and various other taxes, such as capital gains tax, the Prime 

Minister has told tax authorities and officials on several occasions that old direct tax laws need to 

be changed to meet the changing economic needs of the country. The government's main goal is 

to create the nation more tax-compliant in order to generate more income.11 The aim of the new 

code would be to introduce more assesses into the tax net and render it more equitable for 

distinct groups of citizens, reduce the corporate tax to render it more viable for company and 

increase the economy by raising corporate income, leading to more employment. The 

government appointed a new Task Force to review and submit its report on the new Direct Tax 

Code, the task force is headed by CBDT Member Akhilesh Ranjan whereas other members of 

task force being Girish Ahuja a Chartered Accountant, Rajiv Memani the Regional Managing 

Partner of EY, Mukesh Patel a Practicing Tax Advocate, Mansi Kedia and G.C. Srivastava a 

Retired IRS Officer. Thus the task force submitted its report to Finance Minister Nirmala 

Sitharaman on 31st May and the detail of the report were not made public.12 The government 

slashed the corporate tax rate to 22% from 30% for existing companies and to 15% from 25% 

for new manufacturing companies. Including a surcharge and cess, the effective tax rate for 

existing companies would now come down to 25.17% from 35%.13 The US implemented a Tax 

Cuts and Jobs Act in December, which reduced the corporate tax rate in the country from 35% 

to 21%. Apple Inc., nearly a month later announced it would spend 30 billion dollars to expand 

                                                             
11 The Live Mint, The new direct tax code: Here’s all you need to know, May 14, 2018, 
https://www.livemint.com/Politics/FNfN2HppUNVZ9IGvGFOA6N/The-new-direct-tax-code-Heres-all-you-
need-to-know.html 
12 The Economic Times, Task force on Direct Tax Code submits report to FM Nirmala Sitharaman, Aug. 19, 2019,  
https://economictimes.indiatimes.com/news/economy/policy/task-force-on-direct-tax-code-submits-report-to-fm-
nirmala-sitharaman/articleshow/70738380.cms?from=mdr 
13 The Economic Times, Corporate tax cut: Issue of carrying forward losses vexes companies in red, Sep 27, 2019, 
https://economictimes.indiatimes.com/news/economy/policy/corporate-tax-cut-issue-of-carrying-forward-losses-
vexes-companies-in-red/articleshow/71321427.cms 
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in the United States. The new Indian direct tax code will advance the scheme to gradually reduce 

the corporate tax rate for all companies as income collection increases.  
 

INTERNATIONAL ASPECT ON INCOME TAX 

Is financial inclusion a right, or privilege?: There is a term Negative Income Tax (NIT) in certain 

welfare systems where a individual receiving below a certain sum gets additional compensation 

from the state for not being willing to satisfy the ends, leading to tax exemptions for the financial 

year. In other words, the Negative Income Tax could also be viewed as a basic income or a 

guaranteed minimum income scheme where the state sets a certain quantity that everyone should 

receive each year and if the taxpayer fails then the state would move up to assist the person 

achieve the minimum revenue. In 1971, US President Richard Nixon suggested the Negative 

Income Tax as a significant aspect of his welfare growth policies but ended up not receiving 

Congressional assistance and it could not be enforced, while the Congress ended up adopting a 

comparable measure called Supplemental Security Income, which offered guaranteed revenue for 

the elderly and disabled.14 The only nation to enforce the negative income tax on certain low-

income brackets is Israel, but it has deviated from the usually accepted comprehensive model.15  

The only prevalent thing about negative income tax is that it can eventually reduce the 

motivation to operate that could long-term damage a country's economy. Various countries 

which do not implement the Income Tax on Individuals but have other forms of Taxing System. 

United Arab Emirates being world’s highest per capita income at $49,000, and does not have 

income tax or capital gains tax but charges 55% taxes from corporations dealing in oil business 

and foreign banks paying 20% tax. The Oil and Gas Outputs in UAE leads to about 30% in 

countries Gross Domestic Product (GDP). Qatar: It is the world’s richest country with GDP of 

$1,00,000, Qatar also does not have Income Tax and mainly relies on its natural resources, thus 

levying 35% on Oil and Gas operations. Although it was reported that the government was 

considering implementing the Value Added Tax in order to increase its revenue.16 

                                                             
14 Miller Centre of Public Affairs, American President: Richard Milhous Nixon: Domestic Affairs, April 07, 2010, 
https://web.archive.org/web/20100407202356/  
15 Haaretz, Knesset Approves Negative Income Tax in Preliminary Reading, Jan 10, 2007, 
https://www.haaretz.com/1.4948458  
16 CNBC, Countries with Zero Income Taxes, Jul 11, 2012, https://www.cnbc.com/2012/07/11/Countries-With-
Zero-Income-Taxes.html  


