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IntroductionTaxationTaxation is the method by which a government gains revenue to spend on things like public services and welfare benefits. There are many methods, by which tax revenue can be gained, and different definitions and structures to taxation are there. Also, conflicts in choosing methods and forms of taxation occur, pitting priorities such as reducing iniquity of income against maximizing incentive for economic growth.
 Taxation & Economic GrowthOne of the most commonly discussed issues in economics is how tax rates relate to economic growth. By spending millions of hours filling out tax forms we become painfully aware of how much money we put into government coffers each year. This heightened awareness causes a flood of questions on how to improve the way governments collect funds so that they are better utilized for social programs. Tax reforms are sometimes touted as having strong macroeconomic growth effects. Advocates of tax cuts claim that a reduction in the tax rate will lead to increased economic growth and prosperity by boosting spending. Others claim that if we reduce taxes, almost all of the benefits will go to the rich, as those are the ones who pay the most taxes. It can lead to a reduction in government services upon which lower income people rely. In other words, there are two distinct sides to this economic balancing scale.
 Therefore, tax rate has both positive and negative effect on economic growth. The positive effect is due to increase government revenue. When tax rate increases the government ability to spend on health, education, infrastructures and so on increase and as a result boost the rate of economic growth.
 The negative effect is due to behavior and choice of individuals and firms. When tax rate increases, investing returns decreases which in turn leads to decreased investing intensives and reduction of economic growth. If tax cuts fail to produce the projected boost in economic growth, tax revenues could decline, putting upward pressure on the deficit, worsening levels of national saving, and leading to laggard economic growth in the future. At this stage, however, there is little agreement about whether a major tax reform would provide an economic boon to the countries or impede economic growth.
 The ratio of tax revenue to GDP has increased remarkably in many countries through twentieth century. An optimal tax rate has to compromise between the state’s revenue and its economic development. A high tax rate would deter saving and development, while a lower tax rate would lead to less revenue to the state. The income tax financing the current social security benefits such as health, security and provision of utilities draws heavily upon income that otherwise would have been saved. Tax policy can also be used to affect the amount of entrepreneurial activity more broadly.
 4
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Rationale for doing the ProjectThe history of taxation reveals a lot of fiscal history. In most cases, research concentrates on national histories of taxation. This focus results from the close connection between the emergence of modern nation states and their fiscal systems. However, strictly national perspectives on the history of taxation neglect the importance of many social, political, and economic characteristics of a society. These characteristics are often crucial in shaping the national histories of taxation. Many have questioned whether tax reform would have such beneficial effects on economic growth.
 Thus, the present project wishes to add to national histories of taxation and to comparative-history approaches to the subject by exploring characteristics of income taxation leading to economic growth. The project explores these characteristics between several nations, and federal structures.
 Objectives To suggest about the relationship between economic growth and taxation by use of
 theories of economics. To examine the relationship between economic growth and taxation in light of the
 accumulated economic evidence, from various countries. To illustrate the effect of taxes and what happens at other tax rates. To elucidate whether taxes will have the desired effect of reducing the demand for
 some products. To show whether increases in taxes will have any other effects. To explain who pays for the bulk of the taxes: richer citizens or poorer citizens? To explore what do governments spend tax revenues on? How much of the tax
 collected goes to social programs? To examine the impact that the taxation will have on consumer spending and the
 economy as a whole. To study the change in the GDP with that of change in the income tax rates and the
 effect of inflation over the income tax rates and revenue.
 Methodology The most common measures of economic development used here are income,
 employment, investment, plant expansions, relocations, and births. Aggregate data on economic activity include income, investment, employment, and
 gross domestic product (GDP). Secondary data from published sources and other electronic sources were applied
 in carrying out this research work. The positive and negative aspects of both having low and high taxation have been
 elucidated with instances from various countries. Various graphs, Laffer curves, bar charts etc. have been illustrated to show the
 relationship between tax rates and numerous variables to determine economic growth for instance, employment, GDP growth, income groups, medical facilities etc.
 5
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Results and Discussion
 The Tax System
 The tax system relies on a number of different types of taxes to generate revenues. The largest source of funds is the personal income tax. Approximately 43% of tax revenues are generated through this tax. Personal income taxes are levied against income, interest, dividends and capital gains, with higher earners generally paying higher tax rates.
 The second largest source of funds for the IRS, accounting for nearly 40% of total revenues, is the payroll tax. The payroll tax is a tax levied at a fixed percentage on salaries and wages, up to a certain limit and is paid equally by both employer and employee. Payroll taxes have become an important source of revenue for the government and have grown more quickly than income taxes as the government has raised rates and income limits. The payroll tax is used to pay Social Security benefits, Medicare and unemployment benefits.
 The other major sources of revenues are corporate taxes, comprising roughly 10% of total taxes, and excise taxes. Excise taxes are a form of federal sales tax, levied on miscellaneous items such as gasoline and tobacco. They account for approximately 4% of the total tax revenue.
 Relationship between Taxes & Economic Growth
 Economic theory provides an explanation for a negative relationship between taxes and economic growth. Taxes raise the cost or lower the return to the taxed activity. Income taxes create a disincentive to earning taxable income. Individuals and firms have an incentive to engage in activities that minimize their tax burden. As they substitute activities that are taxed at a lower rate for activities taxed at a higher rate, individuals and firms will engage in less productive activity, leading to lower rates of economic growth. In addition, government expenditures will also have an impact on economic growth.
 Personal Income Taxes and Growth
 Personal income taxes on high incomes also have a highly significant and negative effect on long-term growth.  23.5 percent of the variation in long-term growth across OECD countries is determined by personal income taxes on high incomes. Cutting the personal income tax rate by 10 percentage points is associated with an increase in cumulative real GDP growth of 7.5 percentage points. Supporting evidence is offered by the fact that the fastest-growing country, the Slovak Republic, put in a place a flat personal income tax of 19 percent in 2004.
 Tax rates on lower incomes have less effect on growth. There are some lawmakers who advocate extending only the tax laws benefiting low and middle income taxpayers. However, such a policy will have little effect on long-term economic growth. The relationship between the tax rates on three lower income levels and long-term economic growth can be clearly explained by the fact that taxes on lower incomes are less significant, and the level of significance declines with each level of income.
 6
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Impact on the Society having Low Taxation – Positive Aspect
 If there is a society without taxation and it is assumed that they have enough money to finance all the programs they have today. If there are no taxes, then the government does not earn any income from taxation and citizens do not spend any time worrying about how to evade taxes. If someone has a wage of $10.00 an hour, then they get to keep that $10.00. If such a society were possible, we can see that people would be quite productive as any income they earn, they keep.
 There is a proposition for the US state of Oklahoma that it should withdraw gradually its personal income tax, and no increases in property tax and sales tax. Phasing out the income tax would create an economic boom in Oklahoma, a boom in which Oklahoma’s local communities would participate. By phasing out the income tax over a 10-year period, Oklahoma could expect a significant increase in state GDP growth, personal income growth and employment growth. For example, by 2022 the income-tax phase-out would create 312,000 more jobs in Oklahoma than would have been created otherwise.
 Moreover, stronger economic growth would also increase revenues for local governments across Oklahoma. And, because there is no static tax reduction, every dollar of increased revenue created by Oklahoma’s stronger economy would increase the expenditure power of the local governments. Based on the economic growth estimated above and assuming local government revenues’ share of personal income remains constant, in aggregate, revenues for local governments would increase by $100 million in 2013, rising to an increase of $3.5 billion by 2022.
 Kansas Government remains focused on improving the Kansas economy, with the goals of decreasing unemployment, increasing personal income, and reducing childhood poverty. To address this problem and to make Kansas a national capital for innovation and entrepreneurship, they have proposed significant reforms of the state’s tax code — reforms that will lower tax rates significantly while converting the tax system into a flat tax with a small-business accelerator.
 GNP is also directly affected by taxes. An easy way to see how taxes affect output is to look at the aggregate demand equation:GNP = C + I + G + (X-M), where:
 C = consumption spending by individuals I = investment spending G = government purchases X-M = net exports
 Lowering taxes raises disposable income, allowing the consumer to spend additional sums, thereby, increasing GNP. Reducing taxes, therefore, pushes out the aggregate demand curve, as consumers demand more goods and services with their higher disposable incomes. Supply side tax cuts are aimed to stimulate capital formation. If successful, the cuts will shift both aggregate demand and aggregate supply because the price level for a supply of goods will be reduced, which often leads to an increase in demand for those goods. So, the fiscal policy prescription for a sluggish economy and high unemployment is lower taxes. Thus, to stimulate growth and reduce unemployment, the government can decrease taxes and keep spending constant, or increase spending and keep taxes constant.
 According to a December 2004 article in Celtia.info, Ireland's recent tax cuts are believed
 7
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to have improved living standards significantly. According to a May 2007 article in the Herald Tribune, tax cuts in Poland, Slovakia and Hungary before their entry in the EU have spurred economic growth in those countries.
 Impact on the Society having Low Taxation – Negative Aspect
 A tax cut does not necessarily help or hurt an economy. The revenue from those taxes must be considered whether it is being spent on before determining the effect the cut will have on the economy.
 Shifting tax burden describes the situation where the economic reaction to a tax causes prices and output in the economy to change, thereby shifting part of the burden to others. Demand for goods will drop and industries will suffer, causing unemployment for many factory workers. Tax shifting must be considered when setting tax policy.
 Impact on Society having High Taxation – Negative Aspect
 If the taxes are set to be 100% of income, any income citizens earn goes to the government. It may seem that the government would earn a lot of money this way, but that's not likely to happen. If people don't get to keep anything out of what they earn, why would they go to work? Society as a whole would not be very productive if everybody spent a large portion of their time trying to evade taxes. The government would earn very little income from taxation, as very few people would go to work if they did not earn an income from it.
 A 99% tax rate is like a 100% tax rate, and if collection costs are ignored, having a 2% tax rate is not much different from having no taxes at all. A person earning $10.00 an hour will spend more time at work or less if his take home pay is $8.00 rather than $2.00. At $2.00 he's not going to spend a lot of time at work and he is going to spend a lot of time trying to earn a living away from the prying eyes of government.
 In the case where government can finance spending outside of taxation, we see the following:
 Productivity declines as the tax rate increases, as people choose to work less. The higher the tax rate, the more time people spend evading taxes and the less time they spend on more productive activity. So the lower the tax rate, the higher the value of all the goods and services produced.
 Government tax revenue does not necessarily increase as the tax rate increases. The government will earn more tax income at 1% rate than at 0%, but they will not earn more at 100% than they will at 10%, due to the disincentives high tax rates cause. Thus there is a peak tax rate where government revenue is highest. The relationship between income tax rates and government revenue can be graphed on a Laffer Curve. One potential result of the Laffer curve is that increasing tax rates beyond a certain point will be counterproductive for raising further tax revenue.
 High tax rates punish the most productive elements in a society and that the whole of society suffers as a result. More productive people will limit their productivity because they don’t want to fall into a higher tax bracket, and they can’t invest the money they pay in taxes. Taxing the rich therefore has an unacceptable economic cost. Conversely, low tax rates for the rich produce benefits for all, known as the trickle down effect.
 8
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Taxes lower households' disposable income. The amount collected in taxes doesn't find its way into consumption. But if the government spends every percent that it collects in taxes, then that amount does find its way into total demand through government expenditures. When that occurs, the GDP remains unaffected by taxes.
 When the government collects more in taxes than it spends, total spending and therefore the equilibrium level of GDP decreases. In general, when the government brings in more taxes than it spends, it reduces disposable income and slows the growth of the economy.
 Impact on Society having High Taxation – Positive Aspect
 Higher taxes can lead to higher economic growth if those taxes are efficiently spent on areas, which protect the rights of citizens. There are other government programs, which bring a net benefit to the economy when fully paid for by taxes. There are certain goods that society finds desirable but individuals or corporations cannot supply like the problem of roads and highways. Having an extensive system of roads on which people and goods can freely travel greatly adds to the prosperity of a nation. Governments construct the roads and recoup the expenses through taxes. Other infrastructure such as the sewage and water system also work on the same principle. Higher taxes, which lead to improvements in infrastructure, can lead to higher economic growth.
 In most democracies the majority of government spending goes towards social programs such as health care and education. Being in good health will improve productivity. A healthy workforce is a productive workforce, so spending on health care is a boon to the economy. The same situation occurs with educational expenditures. People with more education tend to be on average more productive than people with less education. Society is better off by having a highly educated population. People with higher productivity tend to get paid more.
 As before, there will be low-income families who cannot afford a proper education although they and society as a whole are better off by having well educated children. There seems to be a benefit to the economy by providing an education to a family with limited opportunities. There is little point in providing an education or health insurance to a wealthy family, as they will likely buy as much as they need. On the whole, those who can afford it will buy an efficient amount of health care and education. Programs, which focus on agents who are unable to afford these items, have a greater benefit to the economy than those that are universal in nature.
 Also, the fiscal policy prescription to stabilize an overheated economy is higher taxes. In times of inflation, when too much demand is bidding up prices, a tax increase, coupled with no increase in government spending, will dampen the upward pressure on prices. The tax increase lowers demand by lowering disposable income and as such, total demand decreases. To dampen economic growth and inflationary pressure, the government can increase taxes and keep spending constant, or decrease spending and keep taxes constant. Cigarette Taxes
 Cigarette taxes are a way governments can achieve two social objectives. The first objective is to reduce the number of citizens who smoke. The government issuing the cigarette tax hopes that the rise in the cost of a package of cigarettes will induce people
 9
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to quit smoking. The second objective is to raise government revenue. A cigarette tax, like any other tax, increases the amount of revenue governments can spend on social programs.
 Tobacco tax increases are one of the most effective ways to reduce smoking and other tobacco use, especially among kids. Every 10 percent increase in cigarette prices reduces youth smoking by about seven percent and total cigarette consumption by about four percent. Higher tobacco taxes also save money by reducing tobacco-related health care costs, including Medicaid expenses. States can realize even greater health benefits and cost savings by allocating some of the revenue to programs that prevent children from smoking and help smokers quit.
 Tax Reforms & Business Environment
 At one level, that tax policy influences economic behavior has become a basic tenet for economic policymakers. For example, taxation is assumed to influence multinational firms’ financial decisions about repatriation of profits. Periodically, the World Bank relates economic performance in developing countries to the level of taxation and finds that countries with lower marginal tax rates have higher economic growth.
 In the United States, cutting taxes would spur enough growth in the national economy that the budget deficit would increase by only 73 percent of the tax cut. The elasticity of economic activity with respect to taxes suggests that states and regions are indeed interested in manipulating their tax systems in an attempt to attract business or to foster growth.
 When state policymakers discuss proposed tax increases, the debate inevitably turns to the impact of these proposals on the state’s business climate. Tax cuts always have consequences for public investments, and lower taxes generally lead to lower-quality public services and fewer public sector jobs. Providing businesses with a low-tax, low-service environment is not a winning strategy for attracting investment.
 The taxes might affect output growth in several ways: Higher taxes can discourage the investment rate, or the net growth in the capital stock,
 through high statutory tax rates on corporate and individual income, high effective capital gains tax rates, and low depreciation allowances.
 Taxes may attenuate labor supply growth by discouraging labor force participation or hours of work, or by distorting occupational choice or the acquisition of education,
 10
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skills, and training. Tax policy has the potential to discourage productivity growth by attenuating research
 and development (R&D) and the development of venture capital for “high-tech” industries, activities whose spillover effects can potentially enhance the productivity of existing labor and capital.
 Tax policy can also influence the marginal productivity of capital by distorting investment from heavily taxed sectors into more lightly taxed sectors with lower overall productivity sector, as well as subsidies to non-corporate owner-occupied housing, distort the allocation of the capital stock between the corporate and non- corporate sectors.
 Heavy taxation on labor supply can distort the efficient use of human capital by discouraging workers from employment in sectors with high social productivity but a heavy tax burden.
 Hence from the above figure we can say that, high marginal tax rates obviously don’t slow down economic growth, and low tax rates don’t speed it up. Also moderate, as opposed to dramatic, increases in marginal rates don’t have any impact on the willingness of the wealthy to participate in the economy.
 Average Individual Tax Rate & Unemployment Rate
 Lower tax rates are supposed to lower unemployment, but for the past 15 years in the US it has been just the opposite. This is easier to see in the bottom version of the graph, where the unemployment rate's order is flipped. This defies the conventional wisdom behind policies that cut tax rates.
 GDP Growth vs. Tax Burden by NationConventional theory in the US is that lower taxes create higher economic growth. But this graph shows that most developed countries have both higher taxes and higher economic growth than the US over the past decade. The quality of government spending and investment is at least as important as the quantity of taxation.
 Medicare Expected Taxes & Benefits by Year
 Medicare expenses will far outstrip the Medicare taxes unless either the growth of health care costs is cut
 11
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severely, or triple current Medicare tax rate. Expected Medicare expenses will literally be more than three times accumulated lifetime tax payments (plus interest), and will exceed lifetime revenue by an average of over $180k per person. This is not anywhere close to a self-funding insurance program.
 Income Tax and Nigeria Economic Development
 Over the years in Nigerian economy the taxation derived from companies has been grossly understated due to the improper administration of Nigerian tax system in the collection and assessment of companies in any fiscal year. Companies are known to be evading tax, which is criminal in nature and also avoiding tax due to the various loopholes in the tax laws. Non-compliance with tax rules and regulations has been a bottleneck, which is a key factor in the ineffectiveness in the management of Nigerian tax system. There is a significant relationship between company income tax and Nigerian economic development, tax evasion and avoidance are major hindrances to revenue generation, on-compliance with tax laws on the part of the tax payers is a hindrance and ineffective tax administration has given enough loop holes to poor generation of this major source of income.
 Role of Taxation in Developing Countries Like India
 In developing countries the government has to play an active role in promoting economic growth & development because private initiative & capital are limited. Fiscal policy or budget has become important instrument in promoting growth and development in such economies. Taxation is an important part of fiscal policy, which can be used effectively by governments of developing economies.
 India's biggest problem is that not enough of the population contributes to the tax base. Only 35 million people pay income tax from a population of 1.2 billion. Those at the very top don't pay enough, either. India raised the issue of black money at the last G20 meeting. But it has yet to follow the lead of many Western governments to put real pressure on tax havens. A recent report by Global Financial Integrity estimated that between 2000 and 2008, $104 billion was illegally transferred out of India to avoid taxation. That amounts to around one-third of the country's external debt. Most taxes can impede wealth creation and economic growth. Yet long-term development can also be hurt if the tax regime is so flimsy that countries cannot finance spending on necessities such as health, education and infrastructure.
 The role of taxation in developing economies is stated as follows:
 Resource Mobilization. Taxation enables the government to mobilize a substantial amount of revenue. Imposing Direct Taxes and Indirect Taxes generates the tax revenue. In 2006-07, it is estimated that the tax revenue of the central government (India) was 81% of the total revenue receipts, whereas, non-tax revenue was only 19%.
 Reduction in Inequalities of Income. Taxation follows the principle of equity. The rich class has to bear the higher incidence of taxes, whereas, the lower income group is either exempted from tax or has to pay lower rate of duty on goods consumed by the masses. Thus, taxation helps to reduce inequalities of income and wealth.
 Social Welfare. The social welfare is generated due to certain undesirable products like alcoholic products, tobacco products and such other products are heavily taxed,
 12
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which restricts their consumption, which in turn facilitates social welfare. A part of the tax revenue is utilized for social development activities, such as health, education and family welfare.
 Foreign exchange. Taxation helps earning foreign exchange; it encourages exports and restricts imports. Generally, there is no imposition of taxes on export items. In India, exports are exempted from excise duty, VAT, customs duty and other duties. However, there is customs duty on imported goods.
 Regional Development. Taxation plays an important role in regional development; Tax incentives such as tax holiday for setting up industries in backward regions, which induces business firms to set up industries in such regions, Tax revenue collected by government is also utilized for development of infrastructure in backward regions.
 Control of Inflation. Through taxation, the Government can control inflation by reducing the rate of indirect taxes. The Government may try to cut down the effective demand by increasing the tax rate. Increase in tax rate may restrict consumption, which may reduce demand, and hence inflation may be controlled.
 Why Indirect Taxes are more suitable in Developing Countries?
 Indirect taxes have become an important source of development funds in developing countries. These taxes are found to be better suited in developing countries because they have much wider coverage as compared to direct taxes. Both rich and poor pay indirect taxes in form of commodity price. High rate of taxes on luxury goods will take away resources from the rich and such resources re-distributed among the poor in the form of subsidies besides taxes on product like alcohol, cigarettes can have beneficial effect on consumption pattern.
 Indirect taxes are used to divert resources from less desired use to more desired one in developing countries. Taxes on goods considered to be luxuries will make them more expensive, lower their demand and profitability. This will divert their resources from the production of these goods to more essential ones. Taxes on imported goods have been used for reducing imports and promoting domestic industries.
 On other hand collection of direct taxes is not very significant. Only a small proportion of population pays such taxes. Direct taxes are primarily used to reduce inequities of income distribution. High degree of progression is used which discourages savings done by high-income group, adversely effects investment and capital formation and leads to tax evasion and black money. Thus direct taxes have a limited role to play in developing countries and indirect taxes have become an important source of development funds in developing countries.
 13
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ConclusionFrom the discussion, the following general trends can be listed:
 Cutting taxes and wasteful spending will help an economy because of the disincentive effect caused by taxation. Cutting taxes and useful programs may or may not benefit the economy.
 A certain amount of government spending is required on the areas belonging to judicial system. A country, which does not spend an adequate amount of money in these areas, will have a depressed economy. Too much spending in these areas is wasteful.
 A country also needs infrastructure to have a high level of economic activity. Much of this infrastructure cannot be adequately provided by the private sector, so governments must spend money in this area to ensure economic growth. However too much spending, or spending on the wrong infrastructure can be wasteful and slow economic growth.
 If people are naturally inclined to spend their own money on education and health care, then taxation used for social programs is likely to slow economic growth. Social spending, which targets low-income families, is much better for the economy than universal programs.
 If people are not inclined to spend towards their own education and health care, then there can be a benefit to supplying these goods, as society as a whole benefits from a healthy and educated workforce.
 Both direct and indirect taxes are essential to bring adequate revenue to the state for meeting the increasing public expenditure, to promote economic growth, fill employment and economic stability. However in developing countries, direct taxation has limited scope and hence indirect taxation plays a more significant role.
 A tax cut does not necessarily help or hurt an economy. The revenue from those taxes must be considered whether it is being spent on before determining the effect the cut will have on the economy.
 To dampen economic growth and inflationary pressure, the government can increase taxes and keep spending constant, or decrease spending and keep taxes constant.
 High marginal tax rates don’t slow down economic growth, and low tax rates don’t speed it up. Moderate increases in marginal rates don’t have any impact on the willingness of the wealthy to participate in the economy.
 Taxation is an important part of fiscal policy, which can be used effectively by governments of developing economies.
 14
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