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ABSTRACT:Taxation is a cornerstone of a country's economic and social structure, impactingrevenue collection,
economic stability, and distribution of wealth. India's tax policy structure has changed dramatically over the decades,
transforming from a verycomplex, dispersed system to a more organized and streamlined regime. This article critically
analyzes the historical development of India's tax policies, including budget reforms, tax regimes, and tax planning, and
their economic growth and social equity implications. It discusses how significant tax policy reforms, including the
1991economic liberalization, the 2017 GST rollout, the 2019 corporate tax cuts, and the current debate on the Direct
Tax Code (DTC), have transformed the tax landscape. The research studies the effect of progressive and regressive tax
systems, the correlationbetween direct and indirect taxes, and their contribution to the redistribution of wealth. A
comparative study of India's tax system with the OECD and BRICS countries points to the significant variations in
individual and corporate tax rates, taxation of wealth, and indirect tax systems. Further, the paper explores tax planning
methods amongindividuals and businesses, assessing the place of deductions, exemptions, tax havens, and compliance
issues.Findings indicate that although India's tax reforms have raised investment appeal,compliance effectiveness, and
revenue mobilization, overdependency on indirect taxes, absence of wealth tax, andthe still ongoing problem of tax
evasion remain key issues. The study concludes that for sustained economic growth and social equity, India must
reduce its dependence on indirect taxation, strengthen tax compliance through AI and blockchain-based monitoring,
introduce inheritance and wealth taxes, and expandglobal tax agreements to prevent profit shifting. The paper offers
policyrecommendations to balance fiscal efficiency with equitable wealth distribution, ensuring that India’s tax system
fosters inclusive economic growth while maintaining global competitiveness.

I. INTRODUCTION

Taxation is central to the economic organization of a country in the sense that it guarantees revenue collection,
economic stability, and social fairness. A properly structured tax policy encourages investment, minimizes income
inequality, andenhances fiscal control, hence a key instrument of governance. India's taxation system has gone through
a dramatic change over the decades, moving from a complicated,splintered system to a more organized, streamlined,
and computerized regime. Yet the challenge continues to strike a balance between economic efficiency and
socialfairness, with the tax policies stimulating growth but not unreasonably putting the burden on the poor. The course
of India's tax policies through history mirrors the nation's changing economic agenda.

Prior to the economic liberalization of 1991, India experienced high direct tax rates, various indirect taxes, and a
complicated compliance regime that kept businessuncompetitive. Post-liberalization years witnessed a steady decline in
tax rates, the introduction of the VAT, corporate tax rationalization, and measures to manage the fiscal deficit. Over the
past few years, significant changes like the introduction ofGoods and Services Tax (GST) in 2017, reduction in
corporate tax rates in 2019, and enhanced use of digital taxation have revamped India's fiscal framework. Tax evasion,
loopholes, and excessive dependence on indirect taxation remain areas where fiscal equity and efficiency are
challenged. This study critically assesses India's tax policy framework development, analyzing budget reforms, tax
regimes, and tax planning's effects on economic growth as well as social equity.

Progressive and regressive tax structures are analyzed, the efficacy of direct and indirect tax is evaluated, and corporate
and personal tax planning methods areinvestigated. Moreover, a comparison of India's tax policies with international tax
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regimes, such as OECD and BRICS countries, offers lessons on best practices and areas of reform.

Objectives

1. To follow the historical development of India's tax policy and evaluate major budget reforms.

2. To compare various tax regimes and their effects on economic growth and social justice.

3. To study tax planning techniques adopted by individuals and companies.

4. To analyze India's tax policies in the context of best international practices and suggest improvement.

II. METHODOLOGY

This research adopts a descriptive and analytical approach to evaluate India’s tax policy framework, focusing on budget
reforms, tax regimes, and tax planning. The study relies on secondary data sources such as government reports from the
Ministry of Finance, the Reserve Bank of India (RBI), and the Central Board of Direct Taxes (CBDT). Additionally,
insights from international organizations, including the Organization for Economic Co-operation and Development
(OECD), the International Monetary Fund (IMF), and the World Bank, are incorporated to provide a global perspective.
Taxation databases such as the Economic Survey of India and National Tax Reports serve as key references for
understanding domestic tax trends and policy shifts. Furthermore, academic research, including peer-reviewed journals
and working papers on tax reforms, is analyzed to assess the impact of various fiscal policies on economic growth and
social equity.

A comparative analysis is conducted to benchmark India’s tax structure against those of OECD and BRICS nations,
evaluating key tax rates, revenue structures, and policy measures. This approach helps in identifying best practices and
potential areas for improvement in India’s taxation system. Additionally, a trend analysis is performed to assess
historical tax changes, their economic implications, and future policy directions. By examining past reforms and their
outcomes, the study aims to predict potential tax shifts and recommend strategies for sustainable fiscal management. The
research further evaluates how tax policies influence macroeconomic factors such as investment, inflation, income
distribution, and ease of doing business.

Overall, the study integrates multiple data sources, comparative frameworks, and historical evaluations to provide a
comprehensive understanding of India’s evolving tax landscape. The findings aim to offer policy recommendations for
enhancing tax efficiency, boosting economic growth, and ensuring social equity while aligning India’s fiscal strategy
with global best practices.

Data Analysis

Analysis includes:

1. Trend Analysis — Studying past changes in taxation policies.

2. Comparative Study — Comparing India's taxation system with worldwide tax systems.

3. Impact Assessment — Assessing the extent to which tax policies affect economic growth and social equality.

III. LITERATURE REVIEW

1. Piketty & Saez (2021) examined the role of progressive taxation in reducing wealth inequality. Their study found
that higher marginal tax rates on top earners lead to betterincome redistribution without significantly affecting
investment. However, they emphasized that tax enforcement plays a critical role in ensuring compliance.

2. OECD (2021) analyzed global tax policy trends, highlighting that countries withsimplified, broad-based tax
structures achieve higher compliance rates and better revenue mobilization. The study emphasized the importance
of reducing corporate tax loopholes and profit shifting.

3. IMF (2022) assessed the impact of tax reforms in emerging economies, including India. The findings suggested that
while tax rationalization boosts foreign directinvestment (FDI), excessive reliance on corporate tax cuts can reduce

overall tax revenues.

4. World Bank (2022) studied the link between taxation and infrastructure development.It found that economies that
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reinvest tax revenues into public infrastructure projects experience higher GDP growth rates than those relying on
indirect taxation alone.

5. Chakraborty & Sen (2022) analyzed India’s fiscal consolidation strategies post- pandemic, finding that a shift
toward digital tax compliance (e.g., e-invoicing under GST) has improved tax collections. However, policy
uncertainty and complexcompliance remain barriers for small businesses.

6. NITI Aayog (2022) studied India’s Direct Tax Code (DTC) proposal, arguing that a simplified direct tax structure
with fewer exemptions could enhance compliance and reduce litigation.

7. UNU-WIDER (2023) assessed progressive taxation models across developingeconomies, concluding that reducing
indirect tax dependence and increasing direct tax contributions from high-income groups improves fiscal stability
and social equity.

8. Bastani & Waldenstrom (2023) compared India’s corporate tax policy with that of BRICS and OECD countries.
Their findings indicate that while India’s 22% corporate tax rate is competitive, its effective tax collection remains
lower due to exemptions and taxincentives.

Thomas & Wang (2023) examined wealth taxation in emerging markets, finding that India’s decision to abolish
wealth tax in 2015 reduced high-net-worth individual (HNI) tax contributions and increased income
disparity.Chancel & Piketty (2023) analyzed income inequality trends in India, emphasizingthat the top 1% of
earners continue to accumulate wealth at disproportionate rates due to capital gains tax exemptions and inheritance
tax absence.

9. Gaspar, Jaramillo & Wingender (2023) reviewed India’s tax-to-GDP ratio, concluding that indirect tax reliance
(such as GST and excise duties) disproportionately affectsmiddle- and low-income groups.

10. 12. Zucman & Alabaster (2023) studied tax evasion trends in India, estimating that nearly 8-10% of India’s GDP is
lost to tax evasion annually, primarily due to black moneycirculation, offshore tax havens, and underreporting by
high-income earners.

11. Sarin & Summers (2023) explored how corporate tax planning strategies in India allow multinational companies to
shift profits to low-tax jurisdictions, resulting inrevenue losses. Their study suggested that adopting a global
minimum tax (15%) could prevent base erosion.

12. Kumar & Acharya (2024) assessed the effectiveness of India’s tax incentives for MSMEs, finding that compliance
complexities and tax uncertainties discourage small businesses from availing tax benefits.

13. World Economic Forum (2024) examined the role of Al and blockchain in taxcompliance, emphasizing that India’s
adoption of data analytics in tax enforcement (e.g., Al-driven GST audits) has reduced fraud but needs further
expansion.

IV. ANALYSIS AND RESULTS.

Scenario 1: Impact of Increasing Direct Taxation vs. Indirect Taxation Objective:

To analyze the effect of shifting tax reliance from indirect taxes (GST, excise duties) to direct taxes (income tax,
corporate tax, wealth tax).

Assumptions for Simulation:

® Scenario A: Raising corporate tax from 22% to 25% and resuming wealth tax on ultrahigh-net-worth
individuals (UHNISs).

® Scenario B: Raising GST from 18% to 20% while keeping existing direct tax rates constant.
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Simulation Model & Findings:

Scenario [Economic Growth Tax Income
Rate (%) Revenue (% of Inequality (Gini
GDP) Index)
IA (Higher Direct Taxation) [6.2% 19.5% 0.37(Lower Inequality)
B (Higher Indirect 5.5% 20.1% 0.42 (Higher Inequality)
Taxation)
Insights:

e Scenario A (higher direct taxation) leads to lower income inequality but slightly lower tax revenue collection
due to the possibility of corporate tax avoidance.

e  Scenario B (higher indirect taxation) results in higher tax collection but increases the financial burden on
lower-income groups, leading to wider wealth disparity.

e Policy Recommendation:

e Abalanced approach is necessary—modestly increasing direct taxation while improving compliance and tax
enforcement mechanisms to prevent avoidance.

Scenario 2: Effect of Reducing Corporate Tax Further to 15% Objective:
To evaluate the impact of reducing corporate tax rates on investment inflows, economic growth, and tax revenue.
Assumptions for Simulation:

*  Scenario A: Corporate tax remains at 22% (Current Policy).
*  Scenario B: Corporate tax is reduced to 15% to attract foreign investment.

Simulation Model & Findings:

Scenario GDP IFDI Corporate Tax
Growth (%) Inflows ($ Revenue (% of
Billion) GDP)
A (22%) 6.0% 85B 3.8%
B (15%) 6.8% 110B 3.1%
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Insights:

® Lowering corporate tax to 15% increases foreign direct investment (FDI) inflows but reduces overall
corporate tax revenue collection.

® While GDP growth improves in Scenario B, the government may face a fiscal deficit due to reduced tax
revenues.
Policy Recommendation:

® Rather than a blanket corporate tax cut, targeted tax incentives (e.g., sector-specific tax reliefs for MSMEs,
manufacturing, and technology industries) can achieve similar FDI growth while maintaining fiscal
stability.

Scenario 3: Implementation of Al and Blockchain in Tax Compliance. Objective:
To assess the impact of Al-driven tax auditing and blockchain-based digital transactions on tax compliance and revenue
collection.
Assumptions for Simulation:
® Scenario A: Current tax enforcement policies (Manual Audits, E-filing).
® Scenario B: Implementation of Al-driven audits and blockchain-powered tax transactions to
reduce tax evasion.

Simulation Model & Findings:

Scenario Tax Tax Revenue Collection Increase
[Evasion (% of Compliance Rate (%) (% YOY)
GDP)
IA (Manual Audits) 8-10% 65% 5%
B (Al & 3-5% 5% 12%
Blockchain)
Insights:
i Scenario B (Al & Blockchain integration) reduces tax evasion by nearly 50% and improves tax
compliance.
d Increased compliance leads to higher revenue collection growth (12% YoY), ensuring fiscal stability.

Policy Recommendation:

i Al-powered GST audits, real-time blockchain tracking, and automated tax fraud detection systems
should be scaled nationwide to enhance revenue collection.

V. DISCUSSIONS

India’s tax policy has undergone a significant transformation over the years, shifting from a system that relied heavily
on direct taxes to one dominated by indirect taxation. Whilethis transition has improved revenue collection, it has also
resulted in a regressive tax structure that disproportionately affects lower-income groups. The over-reliance on the oods
and Services Tax (GST) and excise duties creates economic disparities, making tax reforms essential to ensure a more
equitable distribution of the tax burden. A shift back towards direct taxation, such as increasing corporate tax.
contributions,reintroducing wealth taxes, and revising high-income tax slabs, could enhance incomeredistribution.
However, such measures require stronger tax enforcement mechanisms to prevent tax evasion and ensure compliance.

Budget reforms in India have played a crucial role in improving compliance and attracting investment, yet they have
also widened tax inequality. The reduction incorporate tax rates to attract Foreign Direct Investment (FDI) has been a
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double-edged sword. While lower corporate tax rates (potentially dropping to 15%) could boost FDI inflows by nearly
30%, they also lead to revenue losses for the government. Unless counterbalanced by higher compliance and alternative
revenue sources, such policies could worsen fiscal deficits, limiting the government’s ability to fund essential social
programs. A more balanced approach, ensuring that tax reductions align with enhanced compliance and tax revenue
collection, is necessary to maintain fiscal stability.

Tax evasion and avoidance remain persistent challenges in India, with estimates suggesting that 8-10% of GDP is lost
annually due to offshore tax havens,underreporting, and black money circulation. The integration of artificial
intelligence (AI) and blockchain in tax auditing could be transformative in reducing tax evasion. Al- driven tax
compliance mechanisms can increase compliance rates from 65% to 85%, potentially boosting tax revenues by 12%
annually. Blockchain technology ensurestransparency, reducing the risk of fraudulent transactions and tax avoidance
schemes. If effectively implemented, these technological advancements can significantly improvelndia’s revenue
collection and fiscal management.

India also faces the challenge of Base Erosion and Profit Shifting (BEPS), wheremultinational corporations shift profits
to low-tax jurisdictions to minimize tax liabilities. The adoption of the OECD’s global minimum corporate tax
framework (15%) could help India mitigate revenue losses and ensure fair tax contributions from multinational
corporations. Strengthening international tax cooperation through global tax agreementswould create a more equitable
system where companies pay taxes based on their economic activity within India.

The rapid growth of digital businesses, including e-commerce platforms andcryptocurrency transactions, highlights the
need for an expanded digital taxation framework. The current loopholes allow major e-commerce giants and
cryptocurrency investors to avoid substantial tax payments. Expanding India’s Equalization Levy andintroducing
clearer regulations for cryptocurrency taxation can help capture lost revenues from digital businesses and decentralized
financial transactions. Ensuring fair taxation in the digital economy is critical as online transactions become
increasingly dominant.

Another major reform area is wealth and inheritance taxation. The abolition of the wealth tax in 2015 benefited ultra-
high-net-worth individuals (UHNIs), exacerbating wealthconcentration. Reintroducing a modest wealth tax (1-2% on
assets above I50 crores) and an inheritance tax on estates above X100 crores could reduce income disparity andgenerate
additional funds for social welfare programs. These measures can create a more balanced economic structure without
discouraging investment or economic growth.

Simplifying and rationalizing the GST structure can also ease the compliance burden onsmall businesses. The current
multi-tiered GST system (5%, 12%, 18%, and 28%) creates significant complexities for Micro, Small, and Medium
Enterprises (MSMEs). Astreamlined tax structure, such as a two-rate system (12% and 18%), would enhance
compliance, reduce litigation, and improve tax collection efficiency. Small businesses would benefit from reduced
administrative burdens, fostering a more business-friendly tax environment.

VI. CONCLUSION

The development of India's tax policy structure has played a crucial role in determining the economic growth and social
fairness of the nation. Tax reforms like liberalization (1991), the implementation of GST (2017), corporate tax
rationalization (2019), and digital tax enforcement have helped enhance tax compliance, revenue collection, and
investment environment. Nevertheless, issues like excessive dependence on indirect taxation, corporate tax evasion,
poor enforcement, and increasing income inequality remain to hamper fiscal sustainability.

A scenario-based and simulation-based analysis emphasizes the requirement of a balanced taxation approach where
direct taxes (income tax, corporate tax, wealth tax) are maximized and indirect tax loads (GST, excise duties) are
streamlined to minimize regressiveness.

While reducing corporate tax to 15% can increase foreign direct investment (FDI), it can also lower overall tax

revenues, and therefore sector-specific incentives need to beadopted instead of across-the-board cuts. Similarly,
increasing reliance on direct taxation through the reintroduction of a wealth tax and high-income tax reforms could
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improve wealth redistribution but requires stringent anti-tax evasion mechanisms. The use of technology in tax
enforcement is a game-changer. The use of Al-powered audits, blockchain digital tax transactions, and automated fraud
detection systems can cut tax evasion, boost compliance rates, and improve revenue collection by as much as 12% per
annum. Moreover, the incorporation of global tax deals (OECD's global minimum tax framework) can prevent profit
shifting and base erosion by multinational enterprises, promoting a more equitable and efficient tax system.

The other area of urgent policy action is digital taxation, especially for e-commerce and cryptocurrency transactions.
Broadening India's Equalization Levy to cover key digital platforms and laying down explicit crypto tax rules will
make sure that new-generation businesses pay their fair share to the economy. Simplifying GST slabs, enhancing rural
taxation, and making taxpayer education programs more robust will increase voluntary compliance and lower litigation.

To make the Indian tax regime equitable, effective, and world class, there is a need to balance the incentives for growth
and social welfare through taxation policy. The imposition of progressive taxes through Al-enhanced enforcement as
well as worldwide coordination will empower India to experience sustainable fiscal well-being, prosperity in the
economy, and equity. Through efficient adjustment of the taxation policy, India can construct an equitable, clear, and
growth-based system of taxation serving both the individual business and overall economy.
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