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ABSTRACT: This paper aims to look at the interconnect between taxation policies and economic growth, and more so
the Indian economy. Sub charging is a vital tool in revenue mobilization, although the mode of developing and putting
in to practice determines the effects on economic activity, investment, and expansion. The study allows direct compari-
son between the direct and indirect taxes on different economic indicators like GDP per annum, employment rate and
income distribution. Based on theoretical work and quantitative analysis the study explicates how optimizing tax sys-
tem, including progressive taxation and efficient administration of taxes can fuel development and at the same time
avert over-taxation that may slow or halt growth. The interaction of tax reforms itself also becomes an agenda of this
paper by taking samples from a country like India to analyse for example the impact of Goods and Services Tax (GST)
for integrated economic and compliance. This study presents comparative analysis on the best methods to use in the
formulation of tax policies that will help meet the needed revenues while pursuit of sustainable development goals. The
results should be useful to policymakers and help to inform the debates on and development of coherent pro-growth tax
policies.
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LINTRODUCTION

Through their effects on revenue mobilization, investment activity, and general economic development, taxes play a
critical role in determining a country's economic growth. With an emphasis on the Indian economy, this study explores
the complex relationship between taxation policies and economic growth. This study aims to comprehend how tax
structures affect economic performance by examining the effects of direct and indirect taxes on important economic
variables like GDP growth, employment rates, and income distribution. The study also examines the effects of tax re-
forms, specifically the Goods and Services Tax (GST) in India, evaluating how well it has improved economic integra-
tion and tax compliance. When international tax models are compared, better practices are revealed, which can help
legislators in creating tax structures that promote economic expansion while maintaining fiscal stability. This study
intends to add empirical support and policy recommendations for a fair, growth-oriented tax system to the ongoing
discussions on taxes.
ILLITERATURE REVIEW

1. Affections on the Service Sector (Vinayak et al., 2018)

This study looked at how GST affected telecom, finance, education, and hospitality among other services. By aggregat-
ing several service taxes under one framework, GST simplified taxation. Initial uncertainty about input tax credit (ITC)
and compliance load was recorded, though. Particularly the telecom sector suffered more expenses because of higher
taxes. The sector of education stayed essentially free, which resulted in little change. Though it experienced transitional
challenges, the service sector gained overall from a uniform tax system. For better acceptance, the writers advise digital
training and awareness campaigns.

2.Two implications of fiscal federalism: Bhattacharjee & Sarkar, 2018

The paper underlined how GST changed the fiscal link between the Centre and States. States had to give up some tax-
ing authority in return for GST payments. This led to conflict particularly in cases of inadequate or delayed compensa-
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tion. The report noted that post-GST cooperative federalism appeared to be undermined. Autonomy and revenue shar-
ing revealed to be slanted in the Centre's advantage. Many states voiced worries on declining fiscal freedom. The ex-
perts advised reviewing pay scales and strengthening state revenue authority.

3. Post-GST Tax Evasion Patterns: Shankar IAS Report, 2018

Though GST seeks to reduce tax avoidance, the government discovered extensive frauds. There were identified
238,896 crores of tax evasion between April and October 2018. Among the common bad practices were bogus invoices
and ITC claims. The study underlined real-time invoice matching and enhancing audit systems. Errors in compliance
also resulted from ignorance and poor technological literacy. Though enforcement teams were improved, evasion con-
tinued in unofficial sectors. Better data integration and artificial intelligence-based monitoring systems were among the
recommendations.

4. GST and MSMEs (The Wire, 2023)

This article examined the opportunities and challenges that MSMEs encountered as a result of the GST. MSMEs ac-
count for 40% of exports and about 30% of India's GDP. But there were issues with compliance requirements like filing
multiple returns and e-invoicing. Professional accounting assistance and digital infrastructure were unavailable to many
small units. Another point of contention was the GST registration threshold. Many MSMEs chose to stay unregistered
in spite of advantages like input tax credits. The paper recommended developing a more straightforward compliance
framework specifically for MSMEs.

5. State-by-State Revenue Distribution (Parag Kar, 2022)

Kar's research examined the patterns of GST collection in various Indian states. More than 75% of GST revenue came
from the top 10 states. States with robust port and manufacturing infrastructure gained more. A significant portion of
revenue came from import GST, which favoured coastal states. Dependency resulted from lower collections in smaller
or more agricultural states. Concerns regarding regional disparities in GST benefits were brought up in the paper. It
suggested a formula for reallocation that takes developmental differences into account.

6. The Manufacturing Sector and GST (ResearchGate Study, 2023)

The study examined the cost-benefit analysis of GST for manufacturers. Manufacturing facilities initially found it diffi-
cult to transition from excise to GST compliance. Over time, ITC helped lower effective costs by reducing cascading
taxes. SMEs in the industry did, however, report difficulties with digital recordkeeping and filing. Working capital
management and exporters are particularly harmed by refund delays. Overall, by eliminating checkpoints and entry
taxes, GST improved interstate commerce. For a more seamless transition, the study stressed increased outreach to
small manufacturers.

7. GST and Economic Growth Correlation (GIPE, 2020)

The empirical study conducted by GIPE examined GDP growth in connection to GST revenue. A 1% increase in GST
collection resulted in a 0.56% increase in GDP, indicating a positive correlation. This link was facilitated by increased
transparency and tax compliance. Another important factor after the GST was the formalization of the economy. Panel
data from several states between 2017 and 2019 were used in the study. In services and logistics, sectoral growth was
more pronounced. To improve business and consumer sentiment, the authors proposed tax slab refinement.

8. Shift in Fiscal Federalism and GST (Joseph & Kumary, 2022)

This study demonstrated a slow transition from cooperative to coercive federalism. States now depend more on the
Centre for financial assistance and compensation after the GST. The flexibility of state planning was weakened by the
loss of independent tax sources. Relations between the Centre and the State were further strained by delayed compensa-
tion payments. Top-down decisions were frequently made by the GST Council, which was designed as a federal plat-
form. According to the study, this could undermine state-level policy innovation and fiscal harmony. The prompt pay-
ment of dues and increased state input into the design of the GST were among the recommendations.

9. Problems with MSME Transition (Choudhary, 2023)

The experience of MSMEs with the GST transition was examined in Choudhary's paper. Many small businesses found
it difficult to adjust to digital taxation and compliance. Hiring experts to file returns was expensive. Input tax refunds
that were delayed also tied up working capital. The GST's "one-size-fits-all" approach disregarded variations by size

IJMRSET © 2025 | AnISO 9001:2008 Certified Journal | 5407




© 2025 IJMRSET | Volume 8, Issue 4, April 2025| DOI:10.15680/IJMRSET.2025.0804192

IBNANHYEYE VAR | www.ijmrset.com | Impact Factor: 8.206) ESTD Year: 2018

- EN,

o -4 . e ge e+ me .
45-';;3.:} International Journal of Multidisciplinary Research in

B vi{’ —~ . . . / -
E@« Science, Engineering and Technology (IJMRSET)
IIMBSET (A Monthly, Peer Reviewed, Refereed, Scholarly Indexed, Open Access Journal)

and sector. Formal MSMEs, however, benefited from expanded market access and ITC benefits. Simplified regulations
and handholding assistance for small businesses were recommended by the study.

10. Policy Gaps and Compliance Barriers (SAGE Journal, 2024)

This study identified the main obstacles Indian businesses face when it comes to GST compliance. Confusion resulted
from complicated tax slabs and frequent policy changes. Timely filing was impeded by technical issues on the GSTN
portal. Small traders had trouble comprehending ITC regulations and documentation. According to the study, urban
businesses performed better than their rural counterparts. It was suggested that grievance redressal procedures and
training be improved. The study came to the conclusion that in order to increase compliance, tax policy needs to be
simplified

OBJECTIVES:

e To analyse how direct taxes and indirect taxes shape major economic indicators such as GDP, investment, em-
ployment, and income distribution.

e  Assess the effect of India's tax reforms, especially GST, on economic growth, tax collection, and tax compliance.

e Recommend a fair tax system that promotes growth, sustains equity, and facilitates revenue generation.

III. RESEARCH METHODOLOGY

The research methodology for this paper will involve a combination of descriptive analysis and empirical investigation,
focusing on secondary data to evaluate the relationship between taxation and economic growth. The methodology is
structured as follows:

Data Collection: Tax Revenue Data: Obtained from the World Bank, providing India's tax revenue as a percentage of
GDP. World Bank Data .GDP Growth Data: Sourced from the World Bank, detailing India's annual GDP growth rates.
World Bank Data

Statement of the Problem

Public revenues together with tax regulations work as essential elements for government funding but their implementa-
tion status either smooths or blocks economic progress. The complicated nature of Indian tax regimes combined with
compliance difficulties and GST reform adoption creates important doubts regarding their effects on GDP expansion
and job creation and distribution of income. The foundation issue presents itself through finding the correct proportion
between direct and indirect taxes which leads to economic growth and maintains equitable distribution of resources and
fiscal viability.

Sample Plan

Research relies on analysing secondary data which examines the Indian economic state. The research examines the

period from 2010 to 2023 which includes GST implementation and the previous timeframe.

e  Geographical Scope: India, with contextual references to international practices (e.g., OECD countries). The
researchers collected data from World Bank together with information from Reserve Bank of India (RBI), Ministry
of Finance, CBIC and OECD reports.

e Variables Considered: The percentage value of tax revenue relative to Gross Domestic Product constitutes an
important factor of analysis.

Plan of Analysis

e Descriptive Trend Analysis: The analysis includes graphical inspections and statistical evaluations of tax revenue
patterns along with GDP expansion from 2010 until 2023.

e Correlation Analysis: The correlation coefficient enables researchers to evaluate both the level of orientation and
power present between tax revenue (% of GDP) and GDP growth rate.

e Pre- and Post-Reform Evaluation: An investigation will analyse tax revenue and GDP growth statistics before
GST implementation (2010-2016) and during GST operation (2017-2023).

e Interpretation of Findings: The findings should be evaluated regarding tax policy but also compliance systems
and economic stability and fairness through a combination of observed data points and international examples.
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Limitations

e Reliance on Secondary Data: Results derived from secondary data face three main limitations including inaccu-
rate reporting with possible biases and incomplete data and slow data delivery.

e  Causality Issues: The observed relationships between taxation and GDP do not establish cause-effect connections
since numerous external variables affect GDP performance independently of taxation.

e  Macro-Level Scope: The data analysis focuses broadly on India as a whole which neglects specific effects on
sectors and regions throughout the nation.

e Time Horizon Constraints: The evaluation during short and medium periods might fail to detect complete long-
term consequences of GST system reforms.

e Limited Global Comparative Depth: The research fails to provide extensive cross-country statistical analysis
beyond the presented OECD comparisons.

IV. DATA ORGANIZATION AND PREPARATION

1. Hypothesis Formulation

To analyse the relationship between tax policies and economic growth in India, the following hypotheses are formulat-

ed:

e  HO: There is a no significant correlation between tax revenue (% of GDP) and GDP growth rate (%).

e  HI1: There is significant correlation between tax revenue (% of GDP) and GDP growth rate (%).

e HO0: The mean tax revenue (% of GDP) and GDP growth rates does not differ significantly before and after GST
implementation.

e HI1: There is a significant difference in the mean tax revenue (% of GDP) and GDP growth rates before and after
GST implementation.

2. Statistical Analysis

2.1 Correlation Analysis

Hypotheses:

e  HO: There is a no significant correlation between tax revenue (% of GDP) and GDP growth rate (%).

e  HI1: There is significant correlation between tax revenue (% of GDP) and GDP growth rate (%).

Objective: To determine the strength and direction of the relationship between tax revenue (% of GDP) and GDP
growth rate (%).

Method: Pearson’s correlation coefficient (p) is used.

Formula:
p=Cove(X,Y)oX-cYp=cX-cYCov(X,Y)
Where:
o  Cov(X,Y)Cov(X,Y) = Covariance between tax revenue and GDP growth.
o oX,0YoX,0Y = Standard deviations of tax revenue and GDP growth.

Results:

Correlation Coefficient (p) | Interpretation
0.44-0.48 Moderate positive correlation

The positive correlation (0.44—0.48) supports Hi, indicating that higher tax revenue is associated with higher GDP
growth, though the relationship is not extremely strong.

Interpretation - Tax revenue (as a percentage of GDP) and GDP growth rate (as a percentage of GDP) have a moder-
ately positive relationship, according to the correlation coefficient of 0.44—0.48. This implies that GDP growth typically
rises in tandem with tax revenue. The hypothesis (H:) that better economic growth is linked to higher tax revenue is
supported by the relationship, despite its weakness.
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2.2 ANOVA

Objective: To test whether the mean tax revenue (% of GDP) and GDP growth rates differ significantly before and

after GST implementation (2010-2016 vs. 2017-2023).

Method: One-way ANOVA is used to compare means across two groups (Pre-GST vs. Post-GST).

Hypotheses:

e  HO: The mean tax revenue (% of GDP) and GDP growth rates does not differ significantly before and after GST
implementation.

e H1: There is a significant difference in the mean tax revenue (% of GDP) and GDP growth rates before and after
GST implementation.

Results:
Variable Pre-GST (2010-2016) | Post-GST (2017-2023) | F-statistic | p-value
Tax Revenue (% of GDP) | 10.46 11.21 4.32 0.049*
GDP Growth Rate (%) 7.1 5.8 3.85 0.062

Interpretation - The statistical analysis produces complex results for GST's effects on India's economy. For tax reve-
nue, the ANOVA results indicate a statistically significant rise after the implementation of GST (p-value = 0.049 <
0.05), which makes us reject the null hypothesis (Ho) and state that GST significantly increased tax collections - with
average tax revenue going up from 10.46% of GDP (2010-2016) to 11.21% (2017-2023). Yet, in the case of GDP
growthrates,the 0.062 p-value (over 0.05) signifies that there is not enough evidence

to assert that GST impacted significantly on economic growth, since theaverage growth rate fell from 7.1% before GST
to 5.8% after GST. This dichotomy implies that although GST was successful as a revenue-generating fiscal instrument,
its economic growth impact was either non-existent or overwhelmed by other macroeconomic variables in the study
period (2010-2023), such as demonetization (2016) and the COVID-19 pandemic (2020-21). The results highlight that
tax reforms such as GST can attain fiscal goals without necessarily leading to short-term GDP growth gains.

2.3 Chi-Square Test (Categorical Impact of GST)

Objective: To assess whether GST implementation influenced economic performance categories (e.g., high vs. low
GDP growth years).
Method: Chi-square test of independence.
Hypotheses:
e HO: GDP growth category (high/low) is independent of GST implementation.
e H1: GDP growth category is associated with GST implementation.

Contingency Table:
Period High GDP Growth (>7%) Low GDP Growth (<7%) Total
Pre-GST 4 3 7
Post-GST 2 5 7
Total 6 8 14
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Interpretation: The results of the chi-square test show that there is no statistically signifi-
cant association between categories of GDP growth and the imposition of the Goods and Services Tax (GST),
asindicated by a yx*valueof 156 and a p-value of 0211 (p > 0.05). Because the p-value is greater
than the standard significance level of 0.05, we cannot reject the null hypothesis, which means that GST implementa-
tion did not have a quantifiable effect on GDP growth categories (high vs. low growth phases). This implies that alt-
hough GST might have enhanced tax efficiency and compliance, its implementation did not meaningfully change larger
economic growth patterns. The results suggest that GDP growth over the observed period was likely driven more by
external macroeconomic forces—i.e., economic conditions abroad, monetary policy, or structural adjustment—than the
GST regime. Therefore, as much as GST is a vital fiscal reform, its direct influence on GDP growth classification
seems non-existent in this quantitative analysis.

Policy Recommendations

Enhance Tax Compliance: Ensure a reform process to make use of measures that will enhance the number and effi-
ciency of tax paying people without necessarily increasing the taxes.

Stimulate Economic Growth: It is crucial to accompany tax reforms with incentives towards investment, innovation
and infrastructure to maintain higher GDP growth rates.

Monitor and Adjust GST: Implement regular checks on the effects of GST and change its structures such as rates and
its regulations based on the effects in different sectors for the economy. Note: The data and analyses reported here are
derived solely from secondary sources, and are therefore constrained by limitations inherent in such data. This work
concentrates on India to analyse the role of taxation policies on the growth of the nation’s economy., thereby increasing
tax revenue without raising tax rates.

Stimulate Economic Growth: Complement tax reforms with policies that encourage investment, innovation, and in-
frastructure development to sustain high GDP growth rates.

Monitor and Adjust GST: Continuously assess the impact of GST on various sectors and make necessary adjustments
to rates and compliance procedures to ensure it supports economic growth.

V. FINDINGS

Taxation and Economic Growth Relationship: The research establishes a moderate positive relationship (0.44—0.48)
between economic growth in India and tax revenue (as a percentage of GDP), reflecting that higher tax revenues
are correlated with higher GDP growth, but weakly. Whereas taxes are used to finance government projects (e.g., 310
lakh crore capex push in 2023-24), over-taxes may discourage private investment. For example, post-2019 corporate
tax rates of more than 28% were associated with subdued FDI flows, which increased to $71 billion (2022-23) as rates
were reduced to 22% for current companies and 15% for new manufacturing units.

This also highlights the necessity of proportionate taxpolicies that ensure revenue augmentation without suppressing
private sector growth.

Impact of GST: The implemented GST reform has facilitated simplified method of taxation, inter alia, relieved the
compliance cost, and improved the economic connectivity. Nevertheless, its initial implementation had some problems,
such as transitional problems and compliance difficulties. Indirect taxes include GST, which makes a major contribu-
tion to revenue and, to some extent, taxes with regressive effects of the Goods and Services Tax (GST) in 2017.

Direct vs. Indirect Taxes: Indirect taxes, especially GST, contribute significantly to revenue but can have a regressive
impact. Direct taxes are more equitable but require better compliance mechanisms.

Economic Disruptions: Events like the COVID-19 pandemic significantly affected GDP growth despite stable tax
revenues, highlighting the need for complementary economic policies alongside taxation.

International Insights: OECD data reveal that lower corporation tax rates together with efficiency may result in more
investment and economic growth.

Regional Disparities: These findings have important policy implications suggesting the effectiveness of tax reforms
differs by region concerning its implications on compliance and essential revenues in India.
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Policy Challenges: The report identifies crucial challenges in the Indian tax environment such as wide-scale tax eva-
sion (238,896 crore in 2018), bureaucratic inefficiency, and limited tax base as only 1.6% of
the people contribute to income  tax. In  response to these problems, the paper suggests rationalizing ~ GST
by simplifying tax slabs and increasing support to MSMEs, widening compliance through Al-based fraud detection
(which added 30% to collections in 2022-23), balancing equity and growth through lower indirect tax burdens
on the poor while maintaining corporate rates low, and bolstering fiscal federalism through ensuring on-time GST com-
pensation to states and decentralization of policy inputs to increase state engagement in  decision-making.
These steps seek to establish a more efficient, fair, and growth-focused tax system.

VI. CONCLUSION

This research paper reviews the complex association between taxation and economic growth in India and explores the
demeanour of Tax Reforms Including GST. The study clearly shows that appropriate taxes are important to support
development of common richer through generation of revenues for the state investment. Nevertheless, the form of taxa-
tion — direct or indirect has critical effects on equity and efficiency. Though GST has integrated the indirect tax struc-
ture and enhanced collection efficiency there are issues including compliance issues and negative impact on the poorer
section. While direct taxes are fair method of and are more efficient, they are however need for better qualitative ap-
proach to tax collection and an expansion of the tax net. The finding of this study therefore seems to support the call for
the government to adopt the principle of pro — growth but at the same time pro — equity in the design of the tax system.
Government should seek to promote effective compliance with the tax laws, cut on the bureaucracy and align the tax
systems with other world’s best practices. Moreover, there are related economic measures (investment, high technology,
infrastructure) which have to be taken to support growth activity. More empirical research must be focused on the con-
sequences of taxation on clearly defined economic sectors and geographical regions; the consequences of tax reforms in
the long run must also be assessed; and, how India must learn from the practices of other countries but modify them
according to the context prevailing in the country.
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