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ABSTRACT

Because taxes make up a sizable portion of the national exchequer, which is eventually used to
fund the growth of various economic sectors, taxes play a strategically vital role in the overall
development of developing economies like India. This research study looks at the direct and
indirect tax reforms implemented in India, particularly those that took effect after 1991. This
study aims to evaluate the significant tax reform initiatives that the Tax Reforms Committee
(TRC), constituted by the Indian government in 1991, suggested. Consequently, an analysis of
the significant tax reforms implemented in India in the last several years has been undertaken.
The suggestions made by the Tax Reform Task Forces in 2002 and 2003 have been thoroughly
scrutinized in this regard.

The structure for the development of India's tax system is provided by the constitution's
distribution of tax authority. The majority of the mobile and broad-based tax bases are
allocated to the center. The aforementioned taxes comprise corporation tax, wealth and income
taxes, excise taxes on produced goods, and customs fees. States can tax a wide range of things:
sales taxes, excise taxes on alcohol, motor vehicle, passenger, and product taxes, stamp duties,
registration fees for real estate transactions, energy taxes and levies, etc. The most significant
of these is the sales tax, which accounts for 60% of state tax income. There were significant
ramifications to the way tax policy changed within the context of planned growth strategies.

The paper evaluates the contribution of direct tax reforms to economic development, social
justice, and environmental sustainability by looking at current policy changes. The study
identifies the most important reforms, assesses their effects, and talks about the obstacles and
potential paths forward for using tax policy to support the Sustainable Development Goals
(SDGs). Reducing the expense of collecting does not, however, imply reducing the number of
administrative employees. Conversely, it would be preferable if the Department's
administrative strength were significantly boosted. Effective and efficient administration
should be emphasized.

Keywords: Indian Tax Systems, Evolution, Development Strategy, Effects and Efficiency, Tax
Reforms Committee

Objective of Study:

e To comprehend the idea of the tax system, its composition, its significance in the
economic, international, and social spheres, as well as the modifications that the Indian
tax system has to endure.

e To research and evaluate the many facets of the Indian direct tax reform system and the
various facets of the tax reforms in industrialized nations.

e To evaluate the direct tax reforms that are in place now and how tax administration
affects them.

e To research the issues and potential future administration of the suggested tax reforms.
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Research Methodology:

This Research Based on Descriptive in nature. The secondary data and observation used in this
study came from the internet, books, newspapers, and other sources and with respect to
historical perspective, tax policy and its structure, Present status, and International
Comparison.

Introduction:

The last 20 years have seen substantial changes to tax systems throughout the world as a result
of reforms implemented in several nations with differing ideologies and degrees of
development. There have been significant alterations to the tax systems of several nations with
diverse economic structures and varying degrees of development. The reasons for these
changes have ranged from nation to nation, and opinions about the changes have fluctuated
over time based on development strategies and prevailing ideologies in the area of tax reform.
The pressing need for tax changes in many developing nations stems from the necessity to
raise revenues in order to address looming budgetary difficulties and advance the economic
aspects of the country. To ensure global competitiveness, the system must thus adapt to the
demands of a market economy. Systematic adjustments to the tax system are required as a
result of the shift from an industrialization strategy centered on the public sector, heavy
industries dominating the economy, and import substitution to one where resources are
allocated based on market signals. One of the most crucial factors to take into account for
economic development is globalization. In an open economy driven by exports, the tax system
should reduce distortions while also raising the funds required to fund the social and physical
infrastructure. To guarantee global competitiveness, the tax system must thus adapt to the
demands of a market economy.

Meaning of Tax Reforms:

The act of altering how taxes is gathered or handled by the government is known as tax reform,
and it is often carried out to enhance tax management or to offer social or economic
advantages.

Indian Tax system:

Both the Central Government and the State Governments in India are in charge of collecting
taxes. The Indian Constitution grants the Central and State governments the authority to
impose different taxes.

Tax Structure and its policy:

The Finance Act of 2008 revised the Income Tax Act of 1961. All of India is bound by laws
passed by the parliament in the twelfth year of the Indian republic. One of the main tools used
by the government to ultimately collect revenue is the direct and indirect tax. Increased
prospects across a range of industries also resulted in higher tax revenues. In India, taxes are
primarily classified into two categories: direct taxes and indirect taxes.
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Proposed Tax Structure in India

Tax Struciure

Direct Tax GST (Except
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Direct Tax reforms: Here’s a look at few direct tax reforms:

‘ Indirect Tax =

CUSTOms)

Intra- state

IGST (Central)

No idea or computation changes in the direct tax reforms

Advancements in computerization and administration for a larger tax base and lower
tax rates

Reduced exemptions and provisions;

New Direct Tax Code;

High potential for revenue leakage due to transfer pricing income.

Foreign profit transfers, tax havens, and various tax treaties;

The effects of direct taxation on earnings include cascading;

It also incentivizes spendthrifts;

It lowers tax rates;

It eliminates or reduces significant incentives;

It simplifies tax regulations, especially those pertaining to capital gains; and
It broadens the tax base.

VVVVY VVVV VY

The goal of tax reforms is to modify an existing tax or tax structure to reflect changing
circumstances and strengthen the current framework in order to keep up with international
developments. Along with the introduction of new taxes, it also involves their repeal in
accordance with the expanding needs of the economy. For a variety of causes, tax systems in a
number of nations have undergone significant modifications in recent decades. This essay's
goal is to examine India's tax structure and the changes made to it since the early 1990s. The
introduction of new direct and indirect tax changes, their effects on revenue, and the degree to
which they have been successfully implemented are all discussed and evaluated in this study.
Major alterations have been made to the tax systems of several nations with diverse economic
systems. The impetus for these changes has varied from nation to nation, and the direction of
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the reforms has occasionally changed based on the development plan and mindset of the day.
In many developing nations, tax changes are viewed as a weapon to speed up income in order
to address an imminent fiscal crisis. "Fiscal crisis has been proven to be the mother of tax
reform," according to Bird (1993). However, these adjustments are frequently implemented on
the spur of the moment in order to address sudden income demands. For the most part, these
measures do not constitute systemic enhancements to increase the tax system's long-term
return. Numerous growing and intermediate economies throughout the world have been made
worse by the need to compete internationally.

To maintain global competitiveness, the tax structure must be modified to meet the demands of
a market economy. Although the overall changes of the 1990s were the result of a crisis, they
were carefully calibrated. This study aims to examine the development of the Indian tax
system, specifically focusing on the systemic changes made to the design, implementation, and
functioning of taxes within the Indian federal democracy.

Reform of Direct Taxes

It should be noted that personal income taxes were used up to the middle of the 1970s as a tool
for economic redistribution. For instance, eleven income tax bracket rates increased from 10%
to 85% in 1973—-1974, in line with rising income levels. With the addition of a 15% surcharge
to the tax amount, the maximum marginal rate of income tax for persons with taxable income
above Rs. 2,00,000 was 97.5 percent. But after 1991, the income tax rates were streamlined,
with three slab rates (20, 30, and 40% in 1992—-1993) and 10 percent, 20 percent, and 30
percent in 1997-1998 for income tax. In a similar vein, the wealth tax's maximum marginal
rate was lowered to 1%.

The long-standing division between closely held and broadly held businesses was eliminated
when it came to corporation taxation. In 1993-94, the various company tax rates were
combined into a single rate of 40%, which was later lowered to 35% in 1997-98. Furthermore,
corporations were subject to the dividend tax, as opposed to the previous policy of charging
individual shareholders. However, dividend tax was once more put chargeable in the hands of
individual shareholders in 2000—2001. This policy was then modified once more in 2003—-2004
when dividend tax was imposed on corporations. Due to the fact that many of the businesses
received investment allowances, depreciation allowances, and other tax breaks for operating in
underdeveloped areas, their tax liabilities were completely eliminated, earning them the
moniker "zero-tax businesses." Consequently, in 1997-1998 the Minimum Alternate Tax
(MAT) was implemented, imposing a tax on businesses based on their "Book Profits."
Nonetheless, these MAT-paying enterprises were permitted to deduct the MAT they paid from
their income tax obligations in the next years.

Proposed Reforms:
1. Simplification of the Tax Structure
The tax code must be made simpler. In order to decrease total tax rates and increase the size of
the tax base, fewer exemptions and deductions must be made. Simplifying the structure can
improve transparency and compliance in the system.
2. Broadening the Tax Base
Rationalize exemptions and encourage voluntary compliance if you want to include more
people and companies in the tax system. Possible actions include:

» Extending the TDS (Tax Deducted at Source) programmed.

» Strengthening systems to collect money from the unorganized sector.

» Putting systems in place to monitor high-value transactions.
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3. Enhancing Tax Administration and Compliance
Utilizing technology to improve tax administration may greatly increase compliance. Actions
consist of:
» Increasing the detection of evasion through the use of data analytics and artificial
intelligence.
» Streamlining the filing procedure to lighten the load on taxpayers.
» Establishing strong dispute resolution procedures to effectively handle complaints.
4. Aligning with Global Best Practices
India stands to gain from harmonizing its tax laws with international norms. This comprises:
» Putting Base Erosion and Profit Shifting (BEPS) policies into place to stop
multinational companies from evading taxes and moving their profits abroad.
» Establishing worldwide minimum tax rates in order to stop a corporate tax rate race to
the lowest.
» Working together to exchange information and stop tax evasion with foreign tax
authorities.

Case Studies

1. The U.S. Tax Cuts and Jobs Act of 2017

A pertinent illustration of comprehensive tax reform is the U.S. Tax Cuts and Jobs Act (TCJA)
of 2017. In addition to lowering corporation tax rates and streamlining the tax system, the
TCJA sought to repatriate earnings held abroad. With varying degrees of success, these
modifications were meant to promote investment and economic growth. India can learn a lot
from this experience, especially about striking a balance between base expansion and rate
reduction.

2. Singapore’s Tax System

The tax system in Singapore is well known for being straightforward and effective. Singapore
has effectively recruited international enterprises and promoted economic growth because to its
broad base and reduced tax rates. India's tax changes can learn from some of Singapore's
strategies, especially with regard to administrative effectiveness and openness.

Impact on Economic Growth

Economic growth may be significantly impacted by comprehensive tax reforms. Tax rates that
are lowered and simplified can encourage both domestic and international investment.
Increased income from a larger tax base allows the government to invest more on social
services and infrastructure. Enhanced compliance makes the tax system more equitable by
lowering evasion.

India's direct taxation system reforms have a number of advantageous consequences for
economic development. The objectives of these changes are to increase compliance, expand
the tax base, and simplify the tax system, all of which will help the economy in different ways.
Increased Investment, Enhanced Business Environment, Boost to Consumer Spending,
Revenue Generation and Fiscal Stability, Formalization of the Economy, Reduction in Tax
Evasion, Improved Resource Allocation. To summaries, the implementation of changes in
India's direct taxation system promotes economic growth through several means such as
investment encouragement, improved business climate, increased consumer spending, fiscal
stability, formalization of the economy, less tax evasion, and better resource allocation.
Modifications to the direct tax structure may have a major effect on India's economic
development. The main components of the direct tax system are wealth taxes and individual
and corporate income taxes. The following are some significant ways that modifications to this
system may impact economic expansion. Tax cuts on personal income have the potential to
raise disposable income and encourage consumer spending, which in turn increases demand for
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products and services and propels economic expansion. On the other hand, higher personal
income taxes may decrease disposable income, which may result in less consumer spending
and therefore impede economic expansion. Reduced corporation tax rates encourage firms to
increase their capital expenditures, operational expenditures, and staffing levels—all of which
support economic expansion.

A favorable direct tax structure can increase foreign direct investment (FDI) by raising India's
appeal as a location for international companies. This may increase growth and production by
bringing in money, technology, and expertise. Long-term investment choices require a stable
and predictable tax environment. Investment may be discouraged by frequent adjustments or
retroactive tax revisions because of the perceived risks. Modifications to tax laws and rates
may have an immediate effect on government income. Long-term economic growth depends
on public investments in infrastructure, healthcare, and education, which may be funded in part
by higher tax revenues from effective tax collection. Maintaining economic stability is
facilitated by fiscal deficit and public debt management through well-balanced tax policy.
Income disparity can be decreased via a more progressive tax system in which enterprises and
individuals with higher incomes pay a bigger percentage of taxes. By doing this, revenue may
be increased without raising tax rates. Comprehensive tax changes, like the Direct Tax Code
(DTC), can be put into effect to modernize the tax code, make it more equal and efficient, and
promote long-term economic growth.

Impact on Sustainable Development

The aforementioned changes have been crucial in promoting sustainable development, which is
widely characterized as development that satisfies current demands without jeopardizing the
capacity of future generations to satisfy their own needs. This study examines how tax policy
changes have affected social justice, economic stability, and environmental sustainability. It
specifically looks at the effects of direct tax reforms in India on sustainable development.
India's direct tax system was known for its high rates, intricate arrangements, and pervasive
evasion prior to the 1990s. During this time, there was a lack of compliance, a small tax base,
and severe administrative inefficiencies, all of which hampered the establishment of an
egalitarian economy and society.

Sustainable Development and Economic Growth

A key component of sustainable development is economic growth. Through boosting
investment, encouraging entrepreneurship, and raising disposable income, direct tax cuts can
boost economic development. Important elements consist of:

> 1In 2019 saw a decrease in corporation tax rates from 30% to 22% for already-existing
businesses and 15% for newly established manufacturing enterprises. The goals of this
reform were to increase employment, encourage industrial expansion, and draw in
investment.

» Simplifying and digitizing: Initiatives like as electronic filing and faceless
assessments have raised transparency, decreased corruption, and enhanced tax
compliance, all of which have a positive impact on corporate confidence and economic
activity.

» Startup Incentives: Tax exemptions and deductions have aided in the promotion of
entrepreneurship and innovation, two things that are essential for long-term, sustainable
economic growth.

Sustainability of the Environment

By encouraging or prohibiting particular behaviors, direct tax policies can have an impact on
environmental results. The following actions have been taken as part of India's tax reforms:
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Renewable Energy Incentives: A move away from fossil fuels has been aided by tax breaks for
investments made in renewable energy sources like wind and solar energy.

» Green taxation: The goal of green tax proposals is to promote sustainable habits and
lessen environmental damage by imposing charges on plastic waste and carbon
emissions.

» Green technology subsidies and deductions: Industry adoption of more environmentally
friendly practices has been encouraged by deductions for investments made in energy-
efficient technology and pollution control equipment.

Conclusions:

To maintain economic growth, India must reform its direct tax structure. India can establish a
tax system that is more effective and conducive to growth by streamlining the tax structure,
expanding the tax base, improving compliance, and harmonizing with international best
practices. A wealthy future may result from these reforms, which may also increase
investment, enhance revenue collection, and promote more equal economic growth. Tax
policies that are unproductive and discourage saving and investment are partially to blame for
these poor growth rates. Reducing the capital gains tax rate is seen by many economists as a
significant step in the right direction, even though more extensive tax reform is required to
solve the shortcomings in the tax law. Both the revenue and the economic benefits of tax
reform should rise. Although the benefits of a capital gains tax decrease should not be
overstated, they would have a major positive impact on the economy and long-term growth.
Following demonization, several changes were made to the Indian tax system.

In India, direct tax changes have been a major factor in advancing sustainable development.
These changes have aided in the advancement of sustainable development by promoting social
justice, environmental sustainability, and economic progress. To accomplish its long-term
goals of inclusive and sustainable growth, India must maintain its focus on matching tax policy
with sustainable development goals.

The taxing structure of the whole securities market should be improved in a methodical and
thorough manner, taking into account the concept of tax neutrality and the demand elasticity of
taxed goods like stocks. In conclusion, modifications to India's direct tax structure may have a
variety of effects on the country's economic development. The secret is to create a tax system
that strikes a balance between economic incentives and revenue collection, to ensure
compliance, and to keep the atmosphere around tax policy steady and predictable.
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