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TAX STRUCTURE IN INDIA AND EFFECT ON CORPORATES & INDIVIDUAL CUSTOMERS 
 

ABHISHEK JHA 

ASST. PROFESSOR 

PDM COLLEGE OF ENGINEERING 

BAHADURGARH 

 

ABSTRACT 
In the present paper an attempt has been made to study the impact of Indian Corporate Tax Rates, Sales Tax Rates, Custom Duties, Excise Duties and other taxes 

on economic indicators such as Personal Savings, GDP and other things. Indian Tax Structure is studied by way of data available and also through conduct of 

interviews of Industry Experts. Findings have been summarized and conclusions have been drawn from them. Suggestions have been provided for betterment of 

Tax Structure based on data analysis and interviews of experts. Impact of Tax Structure has been studied with reference to effect on Corporates and individual 

customers. 

 

KEYWORDS 

Tax Structure, GDP, Sales, Inflation, Corporate. 

 

INTRODUCTION 
s per Income Tax Act 1961, every person (Individuals, Companies, Hindu undivided families, Firms, Cooperative Societies and all other artificial judicial 

persons) whose total income exceeds maximum exemption limit is liable to pay income tax at the rates prescribed in the act. It is not a voluntary payment 

but an enforced contribution that is why tax is known as financial charge or levy. Despite the fact that money provided by taxation is used to carry out 

many functions for the welfare of the society, it usually gives a feeling of displeasure to tax payee. Actually, tax payer does not want that his hard core earned 

money should be taken away from him. History is witness that there is always a struggle between tax payer and tax collector. Even Corporates are subjected to 

various direct and indirect taxes such as Corporate Income Tax, Excise Duties and Custom Duties apart from other taxes. They have impacted not even 

corporates but also trends in customer’s behavior of purchases and other aspects of savings. The present study focuses on the effect of different types of taxes 

and other factors on Corporates as well as individual customers. 

 

REVIEW OF LITERATURE 
It is a matter of general belief that taxes on income and wealth are of recent origin but there is enough evidence to show that taxes on income in some form or 

the other were levied even in primitive and ancient communities. (IT circular, 2010). India has a tax charter with three-tier federal structure (Union, state 

governments. & local bodies). (Bernardi, 2005) The rapid changes in administration of direct taxes, during the last decades, reflect the history of socio-economic 

thinking in India. (CBDT report, 2009) Governments use different kinds of taxes and vary tax rates because taxes are one of the significant sources of revenue. 

Quite apart from its role of raising revenue, the personal income tax has long been regarded as a potent weapon of effecting distributive justice. Secondly, it is 

an instrument of equity, social justice and income distribution. (Sahota,1991) Another common and most empirically used way to understand its role is the ratio 

of personal income tax to total tax revenue and national income.(Agarwal,1991) A good tax system is characterized by a high responsiveness of tax revenue to 

changes in income of public bodies or national income; the technique of measuring this response is tax elasticity and tax buoyancy. Tax policy forms an 

important part of development process in a developing economy. The total tax revenue is dependent upon three variables viz., tax rate, tax base, and national 

income. (Ankita, 2009) Tax reforms sometime bring changes in taxation system. Even corporate are not immune to changes in the tax system. Corporates 

sometimes find it difficult to continue business profitably in spite of changing tax scenarios. (D. Mitra, 2011) Corporates also find that the change in tax structure 

of various indirect taxes such as excise duties, custom duties etc. also impact sales in a negative way and hence, profitability of corporates. (K.R.Rao, 2010) Even 

well envisaged plans of India such as VAT have been unsuccessful in efficiently increasing indirect taxes as planned. (K.R. Rao, 2010 and Direct Interviews). 

 

OBJECTIVE OF THE STUDY  
The objectives of the study are:- 

1. To study the effect of various taxes on Economic Indicators, Corporates and Individual Customers. 

2. To suggest suitable measures for rationalizing tax structure. 

  

LIMITATIONS OF THE STUDY 
Present study draws conclusions from a limited time period of data. In addition, the number of variables under consideration is also limited. Personal Interviews 

have been conducted on 9 Industry Experts related to diverse fields only. 

 

RESEARCH METHODOLOGY 
Present study is analytical in nature. The study takes data from tradingeconomics.com website. The data caters to various parameters such as Corporate Tax 

Rate, GDP Per Capita on PPP basis, Total GDP, Sales Tax Rate, Personal Savings and Inflation Rates. The unit of GDP Per Capita on PPP basis is USD, Total GDP is in 

USD Billion and that of Personal Savings is INR Billion. Impact of changes in exchange rates have been ignored. Bivariate Correlations are applied on the 

parameters and their results studied. In addition, Interviews were conducted on 9 Industry Experts related to fields such as Power, FMCG, Retail, I-Banking, 

Consultancy Firms and their summaries clubbed together. Hypothesis is tested on both correlation results and feedback from industry experts. 

 

HYPOTHESIS 
1. The Tax Rates are independent of Economic Indicators like Personal Savings and GDP Per Capita. In other words, the correlations between these 

parameters are not significant. 

2. The tax structure doesn’t need a reform. 

 

DATA ANALYSIS 
The data presented below refers to the variables as discussed before. The data is inputted into SPSS as shown below:- 

 

 

 

 

 

A
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FIGURE 1:- DATA AS FED TO SPSS 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pearson’s Correlation and Spearman’s Rank Correlation have been applied to study data. The results are as presented below:- 

 

TABLE 1: OUTPUT OF CORRELATION FROM SPSS 
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As we can see from the results that there is a high degree of positive significant correlation between Sales Tax Rate and Personal Savings.  Spearman’s 

Correlation doesn’t provide any more significant correlations of interest. Hence, our first hypothesis is rejected. In addition, we can reject our second hypothesis 

on the basis of feedback received from Industry Experts which are provided below in findings. 

In another perspective, we can see from results that GDP is also highly correlated with GDP Per Capita on PPP basis. This signifies that national income is not 

highly unevenly distributed in the economy. 

 

FINDINGS FROM DATA ANALYSIS 
1) There is a strong positive correlation between Sales Tax Rate and Personal Savings. 

2) Increasing Sales Tax Rate may discourage customers to buy products which in turn translate into increased Personal Savings. 

3) There is no high uneven distribution of income due to high growth. 

 

FINDINGS FROM INTERVIEWS 
1) Bad Design and Implementation of VAT failed to yield the desired efficiency results. 

2) Transaction Tax was also an example of inefficient tax. 

3) States should not be independent taxing authorities. Taxing should be centralized. 

4) The collection of taxes such as corporate income taxes, excise taxes and custom taxes was concentrated in a few sectors such as petroleum, chemicals and 

metal industries. 

5) Indian Tax Policy is influenced by competitor countries in specific sectors. As an example, excise duties in textiles are influenced by China’s policy. 

 

SUGGESTIONS 
1) VAT should be reduced and implemented in a better way such that evasions are reduced and customers are not discouraged from purchases. 

2) Transaction Tax should be designed in a better way such that evasions are reduced and discouragement for transactions are eradicated. 

3) High dependence on indirect taxes should be reduced by raising non tax revenues and direct taxes on the super rich. 

4) The Corporate tax rates should be increased in such a way that it is not detrimental to the growth of corporates. 

5) Corporate Tax Structure should motivate companies to make more investments. 

6) Tax evasion and avoidance techniques of corporates like transfer pricing should be checked. 

 

CONCLUSION 
The Indian tax system has not fully evolved. It will take time to evolve. Hence, we should not make any decisions based on a knee jerk reaction to the changes in 

the economy. Different modes of taxes such as VAT, Excise Duties and Custom Duties etc should be implemented in a better way such that evasions are reduced. 

In addition, it should not discourage customers for purchases. Any tax structure should not be detrimental to the growth of corporates or a burden on customers 

or general public. 
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