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ABSTRACT

This study looks at the level of tax literacy among Indian people in the context of new tax
regime. It shows that taxpayers who don’t know much about taxes don't get regular
updates on what they need to know. The current research follows the idea of tax literacy
that Kaur and Sekhon put forward in their 2022 study. To be basic at tax literacy, one
needs to know about the rights and responsibilities as a taxpayer. To be advanced at tax
literacy, one should know how to figure out income tax liability legally and procedurally.
Functional Tax Literacy measures how well someone can file their own Income Tax
Returns (ITR) efficiently and deliberately. Using Kaur and Sekhon’s conceptual
framework of tax literacy, the levels of tax literacy were found for taxpayers from
different groups formed on the basis of socio-demographic factors. The present study
reports the significant variations in the level of tax literacy on the basis of socio-
demographic factors. And also found the significant factor thoroughly contributing
towards the level of tax literacy. Statistical tests give information that is useful for
making suggestions for personalized state policies, starting tax education early on, and
encouraging people to do their own taxes. Specialized suggestions are made for certain
groups to help them learn more about taxes and make the Indian population better
informed about these issues.

Keywords: Tax literacy; Basic tax literacy; Advanced tax literacy; Functional tax
literacy; Taxpayers; Socio-demographics; India.

1.0 Introduction

Tax knowledge refers to the extent of a taxpayer’s understanding or awareness
of tax-related laws and regulations (Oladipupo & Obazee, 2016).
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Tax awareness encompasses the procedures through which taxpayers gain
knowledge of tax legislation (Hasseldine, 2009). Gaining a comprehensive
understanding of taxes allows individuals to comprehend their obligations and
entitlements as taxpayers in the fiscal transaction with the government. It is imperative
for taxpayers to possess a comprehensive understanding of tax procedures and
obligations in order to adhere to the tax regulations in their respective nations (Bornman
& Ramutumbu, 2017). Understanding of tax concepts and regulations serves as the
foundation for the Tax Literacy framework, as it is an essential requirement for
achieving the desired tax literacy level in the economy. Developing countries often face
obstacles such as inadequate education, restricted information availability, and complex
tax systems. These factors can contribute to a decrease in tax literacy among the general
population. Having a good understanding of taxes offers several advantages. Firstly, it
enhances trust in tax authorities, thereby promoting greater voluntary compliance
(Rahman, 2022). Furthermore, tax literacy empowers taxpayers to comprehend the
amenities and advantages offered by the government (Arifin & Sriyono, 2022).
Furthermore, the level of tax literacy significantly influences tax payers’ attitudes and
comprehension of taxation, resulting in increased compliance (Christanti, 2023).
Furthermore, a high level of understanding and knowledge about taxes can enhance the
connection between one’s belief in following tax norms and their intention to comply
with tax regulations, especially among potential taxpayers (Karundeng, 2021).

Furthermore, having knowledge and understanding of tax laws and regulations
enhances one’s awareness of tax obligations, which in turn influences one’s compliance
with tax requirements (Vasilyeva, 2022). Tax literacy plays a vital role in encouraging
taxpayers to comply voluntarily, comprehend tax advantages, and cultivate favorable tax
conduct. Most of the assessees are unable to handle their tax issues appropriately
because they are generally ignorant of income tax concepts at the ground level. Liability
for income tax is complicated to compute. The first prerequisite for a tax-literate
taxpayer is to be sufficiently conversant with the fundamental principles and concepts of
income tax. Taxpayers would be more inclined to accurately calculate their taxes on time
and pay their taxes as a result. Tax knowledge indicates that the capacity of taxpayers to
comply and their understanding of the rules and regulations of taxation are positively
correlated (Palil, 2010).

However, most people are ignorant of the meaning of tax laws or the reasons
behind the prevalent tax administration and structure of the tax system (Braithwaite et
al., 2007). For them, really following these rules becomes a complex issue. People will
therefore need to wake up and brush up on their tax-related knowledge. Being tax literate
means knowing how to handle personal taxes, figure out what is owed, save or plan
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taxes, and file returns. Here, one of the key questions that need to be answered is: “What
constitutes a basic understanding of taxes” adequate for every citizen? What, therefore, is
advanced tax knowledge sufficient for existing and would-be taxpayers?

A new tax regime cannot be implemented successfully unless tax literacy is
high. A knowledgeable taxpayer would better understand and follow the provisions of
the revised tax regulations, which promote compliance culture. Tax literacy enables
individuals and businesses to navigate the complexities of the new system with greater
ease, reducing the likelihood of unintentional errors in tax filings (Shevate & Pande,
2023). Moreover, a tax-literate taxpayer is more likely to understand the reasons behind
the changes in the tax regime, leading to increased public support and acceptance. It
plays a crucial role in building trust between taxpayers and the government, as taxpayers
would more likely to cooperate when they understand the implications and benefits of
the new tax regime. Governments, in turn, should prioritize educational initiatives to
enhance tax literacy, ensuring that the public is well-equipped to adapt to the changes
and contribute positively to the successful implementation of the new tax regime.

Kaur & Sekhon (2022) constructed a theoretical framework of tax literacy
comprising three components: basic tax literacy, which empowers an individual to
comprehend and possess knowledge of fundamental taxation concepts; advance tax
literacy, which encompasses the knowledge, principles, skills, and capacity to utilize tax
deductions, tax rates, and rebates to compute income tax liability, thereby enabling an
individual to make informed decisions. Functional tax literacy refers to the ability of
taxpayers to file their income tax return (ITR) independently without hiring a tax agent.
The third element is the most crucial one as it is the end product of earlier two. Based
upon the results of this model, the study encountered the variations in the level of tax
literacy. These variations could be due to other socio-demographic factors. Individuals’
tax literacy can vary considerably depending on factors such as gender, age, education,
income, employment type, and workplace location (Bhushan & Medury, 2013).
Insufficient knowledge about taxes can result in problems like debt or failure to meet tax
responsibilities (Cvrlje, 2015). The research findings indicate that taxpayers have a lack
of tax literacy, as reported, 50% it means they equipped with basic level of tax literacy
only. The structure of the paper discusses about the tax literacy level among taxpayers on
the basis of selected socio-demographics and later on establishes the relationship
between tax literacy levels and the socio-demographic groups.

2.0 Review of Literature and Hypothesis Development

Over the past two decades, understanding taxpayers’ tax literacy level,
particularly in low-income countries, has attracted a considerable amount of research
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interest. In particular, there has been an upsurge of research looking at the determinants
of tax literacy and behavioral approaches, which helps in moving the direction towards
tax literacy. Medury (2012) conducted the most influential research in this area,
establishing a relationship between various socio-demographic factors such as age,
gender, education level, income, job status, and place of work, as well as three
dimensions of tax literacy: tax knowledge, attitude, and personal taxation behavior. The
present paper deals with socio-demographic factors used in the study that might
influence the level of tax literacy. So, in this paper, the researcher looked into the
connection between three levels of tax literacy—Dbasic tax literacy, advanced tax literacy,
and functional tax literacy—and different socio-demographic factors, such as level of
education, occupation, work experience, annual income, study of Income Tax Law, and
experience filing an Income Tax Return (ITR).

Educated taxpayers may be aware of income tax issues, and their better
understanding of the tax system and higher level of education promote a more favorable
taxpayer attitude and greater compliance. Education as a demographic variable relates to
taxpayers’ ability to comprehend and comply or not comply with the tax laws (Jackson
& Milliron, 1986). Groenland & Veldhoven (1983) distinguished two aspects of
education: “the general degree of financial knowledge and the degree of knowledge
involving evasion opportunities™.

Respondents’ tax knowledge falls into two categories: knowledge from the
common or formal education system and knowledge specifically focused on potential tax
evasion opportunities (Harris & Lipian, 1989). Higher education directly increases the
likelihood of tax compliance (Chan et al., 2000). Taxpayers without tertiary education
tend to have lower proportions of tax compliance than their counterparts with tertiary
education (Houston & Tran, 2001). Richardson (2006) also reported a significant
relationship between general education level and tax evasion. Previous literature
supports the direct, positive relationship between educational level and taxpayer
knowledge (Jackson & Miliron, 1986; Roth et al., 1989). Chan et al., (2000) also assert a
direct correlation between education level and the likelihood of compliance. Knowledge
of tax law improves with higher education. Therefore, higher-educated people better
understand the law and ITR filing rules, while less-educated people with little
understanding of taxation may have low confidence about filing their tax returns.
Consequently, higher education is also associated with better access to information about
tax schemes for tax planning. Therefore, we determine tax literacy based on the
educational groups involved. Given the previous conversation and the goals of the
current study, we posited the following hypothesis:
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H1: The level of basic, advanced, and functional tax literacy is correlated with the level
of educational qualification.

There is a lack of clear research direction for occupation and employment status
as variables contributing to taxpayers’ tax literacy. The reason for the lack of clarity
could be that many studies employ different occupational categories in their areas. These
occupational categories have ranged from specific occupational strata to broad
categories. Therefore, we need to conduct further research using occupation as an
independent variable. According to Groves (1958), income source (occupation) has a
significant impact on tax compliance. Surveys by Aitken & Bonneville (1980) and
Groenland & Voldhoven (1983) found that taxpayers who were self-employed were
more likely to commit various forms of tax non-compliance. (Houston & Tran 2001)
also revealed a significantly higher proportion of tax evasion among self-employed
respondents. A study by Tan (1974) tested the effects of work experience and filing
experience on taxpayers’ perceptions of the fairness of the tax system. The findings
indicated that both variables affect the perception of the tax system’s fairness. The
income of an individual depends upon his occupational status. In employment, the salary
condition, composition, and mode of payment are all different, as in the case of
profession and business. Therefore, the source of income differs depending on the
occupational status. The method of computing income tax liability on different sources
of income is also different. Consequently, an individual’s knowledge about taxes could
be different. Therefore, researchers have endeavoured to examine the differences in tax
literacy levels among various professions, addressing the following hypothesis:

H2: The level of basic, advanced, and functional tax literacy associated with the nature
of the taxpayer’s occupation.

The classical tax theory (Allingham & Sandmo, 1972) is inconclusive regarding
the level of income and its effect on tax compliance. We hypothesize that low-income
categories are less tax-compliant than high-income categories because tax payments
reduce their available income. On the other hand, high-income earners are assumed to be
more likely to evade taxes than low-income earners. According to (Chung & Trivedi
2003), high income is associated with low compliance. India has adopted the progressive
nature of the income tax system, leading to the implementation of a slab rate system for
individual tax payers. In the initial tax slab, a person’s tax liability is zero, and it
gradually increases with income. Eventually, the prevalent and applicable tax rates also
influence the level of income. When the income level rises, taxpayers become more
engaged and interested in tax calculations. In light of these observations, we propose the
following hypothesis:
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H3: The taxpayer’s income level correlates with their level of basic, advanced, and
functional tax literacy.

Tax compliance largely depends on tax literacy (Nichita, 2012). We would
expect taxpayers who have attended a tax course to have better technical tax knowledge
compared to those who have never taken one. Eriksen & Fallan (1996) also discovered a
positive correlation between specific tax knowledge and taxpayer attitude. Ali et al.,
(2007) have proven that attending tax courses significantly increases tax knowledge.
However, with the constant changes in tax laws and regulations, a course from earlier
years may lose its usefulness due to the introduction of new regulations. Hence, tax
course knowledge is likely to be beneficial for fairly short periods; this may, however,
not be true for all types of tax courses, especially those that aim to deliver general
taxation system-based knowledge. Therefore, it is crucial to establish a correlation
between the study of income tax law as a subject and the tax literacy level of taxpayers
by positing the following hypothesis:

H4: The level of basic, advanced, and functional tax literacy is associated with the
formal study of income tax law during taxpayers’ education programs.

Every responsible citizen of the country views filing a tax return as an annual
moral and social duty. Being a citizen of India, paying tax is one of the constitutional
duties in return for fundamental rights. While some of the sampled individuals work in
the service sector and some even own businesses or professions, having work experience
is the most crucial factor. As work experience grows, so does income tax filing
experience. Hence, it is relevant to study the association between income tax return
(ITR) filing experience and the tax literacy of the sample respondents. We expect
taxpayers with more experience filing an income tax return (ITR) in previous years to
possess better tax knowledge compared to those with less experience. Given these
observations, we propose the following hypothesis:

H5: The level of basic, advanced, and functional tax literacy is associated with the
previous ITR filing experience of the taxpayers.

The above stated hypothesis proves to produce more concrete results that will
form the base for policy making for future. For the testing of hypothesis the descriptive
and inferential statistics are discussed further.

3.0 Objectives of the Study
The primary objective of the study is to establish the relationship between tax

literacy and selected socio-demographic factors. For the fulfilment of the primary
objective we need to determine the level of tax literacy among taxpayers on the basis of
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their socio-demographic characteristics first. Hence we listed the two objectives here:

1. To determine the basic, advance and functional levels of tax literacy among
individual taxpayers based on socio-demographic factors.

2. To establish the relationship between basic, advance and functional tax literacy and
socio-demographic factors.

4.0 Sample

This study targets individuals in India with an annual income exceeding INR
2,50,000. In May 2022, we used a self-structured questionnaire to draw the sample from
six major cities across India. The study used purposive sampling, a selective sampling
method, to select individuals with an annual income exceeding the exemption limit from
six major cities in India, ensuring representation from diverse socio-economic
characteristics and significant taxpayer base. These cities, namely Mumbai, Delhi,
Bangalore, Hyderabad, Chennai, and Pune, represent diverse socio-economic
characteristics of the taxpayers. The inclusion of Bangalore, Hyderabad, Chennai, and
Pune, known for their prominence in information technology services, ensures a
comprehensive representation of taxpayers. Mumbai, with over 4.5 million taxpayers in
2022-23, tops the list, followed by Delhi, Bengaluru, Chennai, and Hyderabad. Other
cities in the top 10 include Kolkata, Ahmedabad, Pune, and Gurgaon. The sample
encompasses individual taxpayers, including employees, professionals, and sole traders
or small business owners, ensuring diverse representation. Data collection involved a
variety of attributes such as education level, occupation, annual income, work
experience, study of income tax law, and tax filing experience. The study’s scope
revolves around evaluating individuals® proficiency in these three levels of tax literacy,
providing insights into their knowledge, application of tax concepts, and ability to
independently navigate the complex process of self-filing income tax returns.

Despite setting the initial target sample size at 1,000, preliminary data analysis
ultimately reduced the usable sample to 854, providing comprehensive information on
all dimensions and variables. All individuals in this subset are income tax return filers.
Table 1 outlines the distribution of the sample across various attribute levels, providing
insights into the characteristics of the respondents. Notably, 32% of the sample is
professional degree holders with the highest education level. When it comes to their
occupational status, 38% fall into the category of employees. Analyzing years of work
experience reveals that 42% of respondents have less than a decade of work experience.
Examining annual income distribution, the majority (39%) falls within the range of Rs.
2,50,000-5,00,000. Regarding taxation education, 26% of respondents have attended
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relevant courses, while the remaining 74% have not pursued any tax-law-based courses.
In terms of income tax return (ITR) filing experience, 53% of respondents have less than
10 years of income tax return (ITR) filing experience. The research instrument collected
demographic and socio-economic details from each respondent, encompassing education
level, occupation type, annual income, work experience, study of income tax law, and
tax filing experience.

5.0 Methodology

For this study, a cross-sectional research design was used to get information
from individual taxpayers across India at a single point in time. The sample comes from
six big cities: Mumbai, Delhi, Bangalore, Hyderabad, Chennai, and Pune. It is made up
of people whose annual income is more than INR 250,000. We sent out a self-structured
online questionnaire in May 2022 to collect data. At first, we fixed a sample size of
1,000, but after looking at the response rate, we get it down to 854 in total.

The study used descriptive statistics to look closely at how the sample was
spread out across different socio-demographic factors. We came up with and tested
hypotheses to find links between the level of tax literacy and different socio-
demographic factors in the primary groups. The purpose of the study is to find out how
much people know about taxes and how they can use what they know to make decisions
on their own. But there are some things that could go wrong, like the fact that tax laws
change all the time and self-reported data could be biased. The next step is to use
statistical analysis to make sense of the results and come to a conclusion that fits with the
research questions and goals. We will report the results and talk about what they mean
for improving tax knowledge and compliance.

6.0 Empirical Analysis and Discussion

The result of the first objective is shown via Table 1. It highlights the basic tax
literacy, advance tax literacy and functional tax literacy levels among various
demographic groups. All the demographic groups are found basic tax literate. They were
familiar about the basic income tax concepts, principles, heads of income, exempted and
taxable income types. However in context to advance tax literacy test, among
educational groups professional degree holders were well-informed regarding the
process of Tax computation and they are much efficient in computing their income Tax
liabilities. Occupational analysis shows that professionals and employees possess better



42 ‘ VISION: Journal of Indian Taxation, Volume 11, Issue 1, Jan-Jun 2024

skills for computing income Tax liabilities, claiming deductions and rebates than
businessmen group. Hence, they are considered Advanced Tax Literates.

Table 1: Distribution of the Sample across Tax Literacy Levels

Basic Tax Advance Functional
Primary Groups Sub Groups Literate (%) | Tax Literate | Tax Literate
N=854 (%) N=854 | (%)N=854
Undergraduates Group 75 63 6
Educational Groups: This group is | Graduates Group 76 64 11
defined as per different levels of | Post Graduates Group 77 70 38
Education of the Taxpayers. i
pay Professional Degree 79 75 45
Holders Group
Occupational Groups: This group |Employees Group 77 72 36
is defined as per the different Professional Group 78 73 39
nature of occupation adopted b .
P P y Businessmen Group 76 67 25
the Taxpayers.
Work Experience Groups: This Less than 10 years Group 73 66 37
group is defined as per work 10-20 years Group 77 72 42
experience of the Taxpayers. More than 20 years Group 81 66 21
Less than Rs.2,50,000 73 54 7
Income Group
Income Groups: This group is Rs.2,50,001- 5,00,000 75 71 27
defined as per annual income of Income Group
P Rs.5,00,001-10,00,000
the Taxpayers. 80 73 31
Income Group
More than Rs.10,00,000 79 74 34
Income Group
Tax Law Literate Groups: This Tax Law Literate Group 76 65 44
group is defined on the basis the
knowledge of Income Tax Law Tax Law llliterate Group 77 71 56
acquired by Taxpayers.
Income Tax Return (ITR) Filing |Less than 10 years Group 73 69 42
Groups: This group is defined as | 10-20 years Group 76 70 51
er the ITR filing experience of
P gexp More than 20 years Group 81 66 7
the Taxpayers.

Source: Field survey

The study also shows that businessmen exhibit poor skills in computing income
Tax liabilities, claiming deductions and rebates. With regard to work and ITR filing
experience, the group having work experience of less than 10 years and the group having
work experience of more than 20 years exhibit poor skills in computing income Tax
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liabilities, claiming deductions, and rebates. This may be due to their high profiles and
heavy work schedules that they are not in a position to keep them update, and therefore
depend upon the services of the experts for filing their ITRs. Advance Tax Literacy rate
is the highest among those respondents who have annual income of more than Rs. 10
lakh as per study. Advance Tax Literacy rate is found high among those respondents
who have studied.

In context to functional tax literacy, the data shows that with the increasing level
of Educational qualification, Functional Tax Literacy increases accordingly, Functional
Tax llliteracy decreases with the increase in the level of Education. Functional Tax
Literacy of professional and employees is higher than businessmen in terms of self-filing
of income Tax return. This implies that businessmen group does not show good skills in
filing their returns at their own due to low level of Advance Tax literacy. Functional Tax
Literacy of the group having work experience of 10-20 years is the highest amongst all
the groups.

However, respondents having work experience of less than 10 years and more
than 20 years are less involved in self-filing of income Tax return, and are dependent on
Tax agents for the same. The result shows that Functional Tax Literacy rate is the
highest in the Taxpayers earning annual income of more than Rs. 10 lakh. It means that
the respondents earning income more than Rs. 10 lakh are more involved in the self-
filing of income Tax returns. And Taxpayers earn income less than 10 lakh are less
involved in the self-filing of income Tax return, as they dependent on Tax agents for the
same. Functional Tax Literacy rate is higher in Tax law literates-those have studied
income Tax law as a subject during their formal Education course, than the respondents
who have not formally studied Income Tax Law. It implies that those respondents who
possess ITR filing experience up to 20 years are involved in the self-filing of income Tax
return and the respondents who have ITR filing experience of more than 20 years are
dependent on the agents for the same.

From the above discussion it is concluded that the advance and functional tax
literacy rate is the highest among the respondents who are higher degree holders,
professionals, group with work experience of 10-20 years, group having ITR filing
experience of 10-20 years those who have detailed knowledge of Tax law, andthe group
with annual income over Rs. 10 lakh.

The second objective has been fulfilled by employing Chi-Square Test. In order
to establish the relationship of teach level of tax literacy within each primary group i.e.,
Educational, occupational, work experience, annual income, prior study of Tax law, and
income Tax return (ITR) filing groups, hypothesis was framed and tested as shown in
Table 2.
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Table 2: Chi-Square Test Statistics for Levels of Tax Literacy with Respect to
Socio-demographic Factors

Basic Tax | Advance Tax| Functional

Socio-demographic factors . . .
grap Literacy Literacy |Tax Literacy

Undergraduates
Education Graduates 5204 | *21.464 40.060
Post graduates

Professional degree holders

Service
Occupation Profession 3.243 *8.874 2.476
Business
Less than 10 years
Work experience Between 10-20 years *33.231 1.931 5.995

More than 20 years

Less than Rs. 2,50,000
Rs. 2,50,001- 5,00,000 . * *
Annual Income Rs. 5.00,001-10,00,000 13.522 10.812 34.010

More than Rs. 10,00.000

Less than 10 years
Between 10-20 years 0.617 *7.637 *40.794
More than 20 years

Income Tax Return
(ITR) filing

Tax Law Literate Group 87 *4.234 5.429

(*significant at 5% level)
Source: Compiled from SPSS

To find the connection between tax literacy and, we developed and tested
hypotheses inside each major group. We provided insights into the different levels of tax
literacy within different socio-demographic groups by classifying the results for each
main group into Basic, Advanced, and Functional Tax Literacy. We find a statistically
significant relationship between tax literacy levels and socio-demographics using the
Chi-square test. Significant differences (p < 0.05) in basic tax literacy with relation to
annual income and work experience are found by the Chi-square test. Experts in the field
demonstrate more tax knowledge, underscoring the importance of job experience in
raising tax awareness. Income also matters greatly; those with higher incomes show
greater fundamental tax literacy. Basic tax literacy does, however, not vary depending on
educational background, job classification, or income tax return filing experience.
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A significant difference in Basic Tax Literacy between the Tax Law Literate and
Tax Law llliterate groups is not found by the Chi-square test. This implies that whether
or not one has studied tax law before, one must learn fundamental tax information.
Significant variations (p < 0.05) in advance tax literacy are found with relation to annual
income, occupational categories, educational groups, and income tax return (ITR) filing
periods according to the Chi-square test. We establish a strong correlation between
increased advanced tax literacy and higher education, more especially professional
education, and particular professions. But as a significance value bigger than 0.05 shows,
work experience turns out to be an irrelevant factor in advance tax literacy. It also shows
a noteworthy variation in advance tax literacy among tax law literacy groups,
highlighting the fact that because commerce graduates studied income tax law, they are
better able to evaluate and compute personal income tax matters. Significant variations
(p < 0.05) in tax law-literate, income-, and educational-group functional tax literacy are
found by the Chi-square test. The effect of education is demonstrated by the higher
functional tax literacy of postgraduates and holders of professional degrees. Conversely,
this study revealed that functional tax literacy was not much impacted by work
experience, tax filing experience, or occupational status.

7.0 Recommendations Based on Study Findings

Basic Tax Literacy: Work experience and income level primarily responsible
factor to lead the variation in basic tax literacy level of taxpayers. Therefore, we
recommend that state policies for individual taxpayers take into account these factors,
highlighting the significance of customizing initiatives to account for varying work
experiences and income levels. Emphasize tax education for new income earners.

Advance Tax Literacy: The Study has revealed significant variation in the level
of Advance Tax Literacy of a Taxpayer which is due to four dominating factors;
Educational qualification, occupational status, level of income and, Income Tax Return
(ITR) filing experience. Therefore, the following strategies are recommended in this
area:

e Advance Tax Literacy is found significantly different within the Educational group.
The level of Advance Tax Literacy is found higher among those who have studied
Taxation as a subject during their formal Education. Hence, it is strongly
recommended that Tax Education should be introduced at an early stage in the
Indian Education system and then continuously reinforced and further developed.

e In addition, Income Tax Law should be taught in high schools as well as in all
university courses. In the university-level course, a project-based assignment related
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to Tax should be included in these courses with a mandate to enhance the level of
Advance Tax Literacy among youth.

e Professional and employee groups are found Advanced Tax literates whereas
businessmen group is found less competent in computing income Tax liabilities.
This incompetency of businessmen group is due to their busy schedules and limited
scope of Tax knowledge which do not allow them to spare sufficient time to handle
their Taxation matters. Thus, they face difficulty in computing their Tax liabilities.
Hence, it is recommended that the State should initiate and promote “Self-
Assessment Week” for Taxpayers, especially for those who are businessmen. The
Self-Assessment Week should commence one month prior to the deadline of filing
the income Tax return (ITR).

e Level of Advance Tax Literacy is found significantly different within annual income
and ITR filing groups. That is why it is recommended that while designing Tax
related policies, a special focus should be given to new income earners, and those
who have fresh experience in income Tax return filing. It is recommended that
Education regarding Taxation should be given to new income earners also.

Functional Tax Literacy: The study reports a significant difference in the level of

Functional Tax Literacy with respect to Educational qualification, Tax Law Literate

group, and the level of income of a person. Results indicate that Functional Tax Literacy

level increases with the increased level of Education and income. Whereas, occupational
status, work experience, and Tax filing experience do not affect the level of Functional

Tax Literacy significantly. This is because the majority of respondents hire the services

of the Tax agents for income Tax return (ITR) filing. Hence, it is suggested that Income

Tax authorities should employ incentive programs for the promotion of Functional Tax

Literacy. Incentives such as; certain attempts of trials for filing the income Tax return,

granting free assistance, and advice of Tax experts during the income Tax return filing,

are just few strategies that can be used to encourage Functional Tax Literacy in India.

8.0 Conclusion

There are multiple reasons to carry out research study in the field of taxation,
particularly when the tax laws and regulations are keep on changing every year. The
nature of the taxation knowledge is universal in nature is needed by every taxpayer at
every stage. It is required for the existing as well as potential taxpayers. The present
paper talks about the level of Tax Literacy on the basis of the selected socio-
demographic factors and also explores the relationship between these factors and level of
Tax Literacy. The present chapter put light on the following aspects; a) the highest level
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of Tax Literacy within the specified socio-demographic sub groups, and b)
variation/difference in the level of Tax Literacy within the selected socio-demographic
groups, c) factors affecting the level of Tax Literacy.

The highest Basic Tax Literacy rate is found among professional degree holders,
professionals, respondents having work and ITR filing experience of more than 20 years,
Tax law literates, and respondents earning income more than 5lakh.In this case,
professionals and people with more than 20 years of work experience had higher levels
of basic tax literacy. The Advance Tax Literacy rate is the highest of professional degree
holders, professionals, respondents having work and ITR filing experience between 10-
20 years, Tax law literates, respondents earning income more than 10 lakh. The
Functional Tax Literacy rate is the highest among professional degree holders,
professionals, among those having work experience and ITR filing experience of 10-20
years, Tax law literates, and respondents with an annual income of over 1 million.

The significant variations in the level of Basic Tax Literacy are due to work
experience, and the annual income factors. The reason could be that the “incidence of
tax”” and work experience compel an individual seems to for acquire and gaining basic
Tax knowledge. The significant variations in the level of Advance Tax Literacy are due
to educational qualification, occupational status, levels of income, study of Income Tax
Law and experience of ITR filing factors. The significant variations in the level of
functional Tax Literacy are due to educational qualification, level of income and study of
Income Tax Law factors. Overall results depict that work experience is responsible to
make a person basic Tax Literate, education level pushes the level of Tax Literacy from
basic to advance level. Study of Income Tax Law, in specific contributes a lot to make a
person Functional Tax Literate.

It was clear that level of education, job, and income affect both advanced and
functional tax literacy, and it was suggested that these factors should be targeted for
help. These tests showed that work experience, annual income, educational
qualifications, and knowledge of tax law all have an effect on how aware people are of
taxes. The study’s suggestions stress the need for customized state policies that take into
account how work experience and income affect basic tax knowledge. Some ideas for
improving tax literacy are to teach people about taxes from a young age, to teach high
school and college courses on income tax law, and to start a “Self-Assessment Week” for
businessmen. Specific suggestions are made for people who are just starting to make
money, business owners, and people who haven’t filed an income tax return in a while.
We want to support and create incentive programs that will help people learn how to use
tax software and file their own income tax returns. Overall, the study gives policymakers
useful information that they can use to make targeted strategies that meet the specific
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needs of different demographic groups. This will help the Indian population learn more
about taxes.
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