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ABSTRACT

The three essays presented in this dissertation focus on taxation issues affecting de-
veloping countries. Weak tax enforcement abilities, high levels of tax evasion and tax
avoidance, and the consequent low tax revenues, are some characteristic features ob-
served in developing countries. In this thesis, I study and seek to contribute to the

understanding of these issues through theoretical and new empirical evidence.

Tax Enforcement, Revenue and Informality: Previous studies have explored
the relationship between taxes and the size of the informal sector and have observed
a monotonic relation between the two. However, on observing the data of developing
countries, we find that the relationship between the size of the informal sector and
the level of taxation is non-monotonic, inverted U-shaped in nature. In this paper,
we build a theoretical framework involving government expenditure of tax revenue in
the form of productive public services and tax enforcement, allowing us to unravel the
correlation between the size of the informal sector and taxes. Our numerical results
suggest that as tax rates increase in a developing economy, the informal sector grows
initially and then begins to shrink because of the interplay between tax enforcement

and tax rates.

E-government and Tax Compliance: Evidence from Indian Companies:
Developing countries grapple with the problem of a weak state owing to a weak tax
base, tax evasion and avoidance (Besley and Persson, 2010). The governments in these
countries often find it hard to enforce tax compliance owing to the unavailability of
proper records of the income of its taxpayers. In the light of these constraints, the

development and adoption of information technology (IT) in recent years by the gov-
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ernment authorities for electronic filing (e-filing) and payment (e-payment) of taxes
have enabled and strengthened the revenue bodies to increase government revenue.
The widespread use of IT by the government authorities can potentially improve the
nature of services delivered to the taxpayers. Apart from that, it also reduces taxpay-
ers’ compliance costs and government administration costs. Thus, the adoption of IT
services enhances enforcement by tax authorities (OECD, 2019). This chapter studies
the impact of one such tool of mandatory e-filing of tax returns on corporate tax com-
pliance in India. For this purpose, we empirically investigate the effect of compulsory
e-filing of tax returns by companies, introduced in the year 2006, on tax compliance

by Indian companies.

Taxation and Growth in an Economy with Tax Evasion: Tax evasion weak-
ens the government’s ability to raise enough revenue for development. According to
the State of Tax Justice report in 2020 (Network, 2020), the Indian government loses
around USD 202 million in taxes annually due to tax evasion. We develop a model of
an economy with tax evasion where we find the optimum level of taxation and study
how this impacts economic growth. In the model, the government chooses the optimal
level of taxation in the economy. The household - firms choose the optimal level of
consumption and the optimal level of tax compliance (or tax evasion) for a given tax
rate. Optimal taxation and tax compliance, in turn, affect public expenditure and
capital accumulation. Further, the effect of public spending and capital accumulation
affects both the output and the economic growth. We quantitatively assess India’s

theoretical model to measure taxation’s impact on economic growth.
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T Y yeY H fapraciier Gl T usiad #e arel HUUe & Heal Al
el & ATeTH § gEdd Fhar a1 §1 HHASIR A Jacel &THAN, R A & T
TR AR FT A F9g, 3R aRomATaeT F7 F Torea, fawraier ef & & I
arell $o fafise VA g1 sa vy yaer A, dewifas IR Iegerac=a @ &
AETH & enfdell gart 3od AT 9T Ay AerereT S 1 gArE fRar I gl

N qadd, Teeg IR astgaiean e reggat & A gar § & &0 3R
FATATR &1 & 3HR & ALY Teh Al a9 ¢l Jean, ewmaeier o
o 33l Pl W@ W, §H UTd & foh JAGAIRS &1F & R iR YU & TR
& o & {Y IN-AAC S, 3¢ -3 & ¢l 6 J97 H, §H 3cdigeh Aidolisieh
AT IR A YT & TT H R T $ WEN T Y AT R g Th
Jegrifds ard &1 AT wa § FEd g Iluaiis & & 3HR 3R & &
S Y A S T AT Ao 81 d&greAs aRonE Fdid g e Sase
faspraeflier 3rdcgawar & X &1 &Y Foch &, TR &7 ¥ A o § IR
Y Jacel 3R Y & & & RER fhar & FHROT Aehsa 91T &l
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F AN AR INER & FROT FAAR T THAT H FATAT F [T W &1 3o g2t
T FIHRT HI HFEY 3T AT N 3T & 3T RS & HeTTeletrdl & HROT
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ST (3-Brsfeian) 3R A & AT (-397ce) & T TRy ftemRar ganr
gl & gt H Faar WeAFHr (3r$d) & e AR FeR—ar F @R f 3T 7
eIyl 3R Torea el & HatH 3R Ao frar g1 wel 3ReRar qanr
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¥ GUR X Fohcl gl 38 HARFA, A3l H 3e]dreled ol IR EHRT
URITHe oIl 1 8 o Il 81 $H YR, Faalr FIIFR Qaisit & 3= &
A USRI G@NT Jad # def& giar & (OECD, 2019)| Ig Iy #RA &
HIART Y IATeel TR A ReoT &1 fAard S-wrsfeler & W & U 3Uaor &
THTT T AT FAT 81 38 36827 A g 8, §HAA F e[ureled a¥ 2006 &
HRAT Ul @RI, Y& & IS U] qaR’T R RNear $H HiAard S-wisfolar &
UHIG AT TS S B




T A & WY F Hdcuaryr F FUe IR R{emr: H Al e & o gaea
STE SJelel T THR AT &TAAT B HHASIN A gl T 3Hh oy SifFeq R
2020 (OECD, 2020) % 3[R, HRd THR HI FH T & FHROT FTeAlAT 37811
200 AT 3EAHT SR T ThAE Il §1 §F A TRT & Ty U degaedr
FI TP HISH [AhAd I & T8l &7 FIURT Hl 35¢dd TR Uid g 3R 3reaga
Fa & & T8 3P g & &9 gyafagd axar g1 #Asd J, TR rdcgaear
# U I TSEAH TR T YA HIl 81 B - B fonell QT a1w oy hr &
& o7 @UT T g5edd TR 3N F 3Tl (I F A) FT $¥€dHA TR Id 8
ARUMAETRT Sl U AR T 3Hedleled  FTdoli=eh a3 3R Goll Fa &t
T X &1 $HP 3ol AASleeh ead 3R Yol T &I T8 3cdiee 3R
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