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Abstract

The tax system in India has experienced considerable development influenced by
socio-political frameworks, economic requirements, and administrative ideologies
from ancient times to the current era. This study analyzes the taxation systems in
India through four key periods: pre-colonial (ancient and medieval), colonial (under
British rule), post-independence (the early sovereign state prior to liberalisation),
and the modern period following liberalisation. By examining taxation practices,
legislative changes, and institutional reforms, this paper underscores the impact of
governance structures on the nature and operation of taxation in India.

Keywords: Tax, Indirect Tax, India, Development, Goods and Service Tax

Introduction

Taxation is essential for the operation of any government. It
functions not merely as a public revenue source but also as a tool for
economic policy, equity, and social advancement. In India, the taxation
system embodies deep historical origins and various influences,
spanning from early agricultural economies to British colonial
extraction and the goals of nation-building following independence.

Pre-Colonial Taxation in India
Tax in Ancient Civilisations

Taxation in India has ancient origins, with evidence pointing to
structured revenue systems in early kingdoms and empires.

Mauryan Period and Kautilya’s Arthashastra

One of the most detailed early accounts of taxation in India
comes from Kautilya’s Arthashastra (around the 4th century
BCE). It outlined a systematic approach to taxation and state finance
including, land revenue (a major tax), trade levies, customs duties,
professional taxes, tolls, and special levies.
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Despitethescarcityofarchaeologicalevidence, thepolitical structureofancientIndiawasintricately
linkedtoafiscal frameworkthatacknowledgedtheimportance oftaxes forsustaining the state, compensating
officials, and funding public services. Both direct and indirect taxes were imposed, typically
remitted in goods or currency, contingent upon agricultural output and commercial transactions.

Land Revenue Systems and Dahsala

Land revenue served as a primary source of taxation in numerous ancient and medieval states.
In the Mughal Empire, initiatives like the Dahsala system, implemented by Raja Todar Mal during
Akbar’s reign, sought to standardize the assessment and collection of land taxes, thus enhancing
predictability and minimizing arbitrary extraction by local elites.

Regional Tax Practices

¢ Chauthand Sardeshmukhi: The Marathas introduced taxes suchas chauth (25% ofrevenue) and
sardeshmukhi (an additional 10%) as tribute from territories under nominal Mughal authority.

* Jagir System: Land grants (jagirs) given to officials allowed them to collect revenue locally a
form of decentralised taxation prevalent across Sultanate and Mughal domains.

Colonial Period: British Tax Regimes (1857-1947)
The arrival and eventual dominance of the British East India Company, followed by direct
British Crown rule, deeply transformed Indian fiscal structures.

Colonial Objectives and Revenue Extraction

Taxation during the period of British governance was mainly aimed at funding the colonial
administration, military costs, and infrastructure initiatives that bolstered imperial trade interests,
such as railways and ports. The British established a revenue collection system that operated on a
significantly larger scale than earlier frameworks, frequently placing greater emphasis on resource
extraction rather than on the welfare of society.

Centralisation and Legislative Reforms

Significant legislative modifications were implemented to consolidate fiscal authority:

*  The Charter Act of 1833 consolidated legislative power under the Governor General.

* The Indian Councils Act of 1861 reinstated provincial councils and initiated a degree of
decentralization concerning taxation in the provinces.

* The Income Tax Act of 1860 represented the official establishment of income tax in colonial
India, primarily aimed at mitigating financial shortfalls following the 1857 Rebellion.

Indirect Taxes and Revenue Sources

* Land Revenue: Continued to be a major income source for colonial budgets.

* Customs and Excise: Various duties levied on imports, exports, and manufactured goods
became significant.

» Salt Tax: A highly regressive tax that became symbolic of colonial oppression and later
resistance during the freedom struggle — most famously protested during the Salt Satyagraha
of 1930.

Institutionalisation of Tax Administration

In 1924, the Central Board of Revenue (CBR) was established to oversee tax administration,
consolidating customs functions and standardising revenue processes. This institutional base would
evolve into modern tax administration frameworks.
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Tax System Effects on Indian Society

Colonial tax policies had a profound social impact. Revenue demands often strained agricultural
communities, and indirect taxes increased the cost of living for consumers. The colonial tax system
was largely extractive, contributing to public resentment and resistance movements that sought
economic justice alongside political independence.

Post-Independence Taxation (1947-1991)

With independence in 1947, India inherited a fragmented and regressive tax system. The new
sovereign government prioritised equitable economic development and national integration through
fiscal policy reforms.

Constitutional Framework

The Constitution of India (1950) provided a clear demarcation of taxation powers between the
Union and the States through the Seventh Schedule (Union List, State List, Concurrent List). It
also enshrined the principle that no tax shall be levied or collected except by authority of law
(Article 265).

Income Tax and Direct Taxes

The Income Tax Act of 1961 replaced earlier colonial income tax laws with a comprehensive
framework for personal and corporate taxation, reflecting objectives of equity, redistribution, and
financing developmental projects progressive rates aimed to ensure higher contributions from
affluent individuals and corporations.

Other direct taxes introduced included taxes on capital gains, wealth, and gifts, though some
(such as the wealth) were later repealed as economic priorities shifted.

Tax Administration and Institutional Reforms

In the post-independence era, India improved its tax administration by instituting specific bodies,
including the Central Board of Direct Taxes (CBDT), thereby separating and professionalising the
management of direct taxes.

Mixed Economy and Tax Revenue Mobilization

From the 1950s to the 1980s, India implemented a mixed economy approach, which involved
considerable engagement from the public sector. In order to support industrial investments, social
services,andinfrastructureprojects, taxrevenuesespeciallyindirecttaxeslikeexcisedutieswereintegral
to fiscal policy. Nonetheless, the intricate nature and high rates of these taxes often resulted in evasion.

Post-Liberalisation and Modern Tax Reform (1991-Present)
The economic liberalisation that began in 1991 ushered in major tax reforms aimed at improving
efficiency, reducing cascading taxes, and integrating India into a global economy.

GST: Unifying Indirect Taxes

The most significant modern reform was the implementation of the Goods and Services Tax
(GST) on 1 July 2017, consolidating multiple indirect taxes (central excise, VAT, service tax, etc.)
into one unified, destination-based tax. GST simplified compliance, reduced tax cascading, and
created a common national market — a milestone in tax rationalisation.
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GST’s multi-stage, destination-based structure represents a major departure from colonial-era
and early post-independence fragmented taxation. It empowers both central and state governments
and standardises tax treatment nationwide.

Digitalisation and Compliance

Recent decades have seen increased digital tax administration (e-filing, electronic records),
enhancing transparency and reducing compliance costs. Modern compliance platforms aim to
improve enforcement, broaden the tax base, and reduce evasion.

Direct Tax Code and Ongoing Reforms

There have been ongoing proposals to reform direct taxes with a Direct Tax Code (DTC) to
simplify personal and corporate taxes, however, implementation has evolved with varying political
priorities.

Comparative Analysis: Pre vs Post-Colonial Tax Systems

Objectives and Philosophy

* Pre-Colonial: Tax was rooted in sustaining local governance, agrarian productivity, and
regional trade, often designed within societal norms and administered by traditional authorities.

*  Colonial: The primary objective was revenue extraction for imperial needs, often at the expense
of local welfare. Taxation was centralized and regulatory frameworks aimed to maximize fiscal
returns.

* Post-Independence: The focus shifted to financing development, redistributing wealth, and
supporting industrial growth.

* Modern Reform Era: Emphasis on efficiency, fairness, economic integration, and global
competitiveness.

Structure and Implementation

Pre-colonial systems exhibited a wide range of diversity and variability depending on the
region. The advent of colonial taxation brought about the establishment of formal legislative and
institutional frameworks. Following independence, reforms aimed at rationalising tax laws were
implemented with constitutional support; contemporary reforms have further standardised these
laws through the introduction of GST and the process of digitalisation.

Challenges and Future Directions
Despite reforms, India’s tax system still faces challenges such as:
» Tax base narrowness and compliance issues.
» Balancing direct vs indirect tax dependency.
*  Ensuring equitable contribution while fostering economic growth.
Future reforms may encompass an expansion of the tax base, the implementation of progressive
rates in accordance with global standards, and improved digital enforcement measures aimed at
reducing evasion.

Conclusion
India’staxsystemhasevolvedsignificantly,reflectingacomprehensivesocio-economicpathmoving
fromdecentralisedancient frameworksto colonial extraction, thentosovereignreformsthatprioritised
equity and development, and ultimately to modern integration aimed at enhancing simplicity and
efficiency. Each phase was molded by the political ideologies and economic demands of the era,
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creating a multifaceted legacy that continues to shape fiscal policy in India today. Examining
this evolution sheds light on how taxation not only financed state operations but also represented
broader governance priorities, public expectations, and economic strategies over the centuries.
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