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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-

iii
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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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