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Abstract — This paper examines the influence of progressive income taxation on income disparity in India, a nation experiencing
rapid economic growth alongside widening socio-economic disparities. Progressive taxation is designed to levy higher rates on
individuals with higher incomes, aiming to redistribute wealth and fund public services for lower-income groups. While
theoretically effective, its practical impact in India is constrained by tax evasion, a large informal economy, and structural
inefficiencies within the tax administration system. This study reviews empirical evidence from Indian government reports, peer-
reviewed journals, and international studies to assess the extent to which progressive taxation reduces income disparity. The
findings indicate that while progressive taxation has potential, systemic challenges limit its effectiveness. The study proposes
policy reforms, including tax simplification, broadening the tax base, improving enforcement, and raising public awareness to

enhance the redistributive impact of the tax system.
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I. INTRODUCTION

Income disparity has been a persistent socio-economic
challenge in India, where rapid economic growth has
disproportionately benefited high-income groups while
leaving large segments of the population in poverty.
According to the World Disparity Report (2024), the top
10% of Indian households control over 55% of national
wealth, highlighting extreme disparities.

India’s progressive income tax system was introduced to
mitigate these disparities by taxing higher-income
individuals at higher rates while providing relief to lower-
income groups. The underlying principle is that
redistributing income through taxation allows the
government to fund social services, public goods, and
welfare programs that benefit the economically
disadvantaged.

Despite its intended goals, the effectiveness of India’s
progressive tax system is limited by the size of the informal
economy, tax evasion, loopholes in tax laws, and limited
compliance. This paper investigates the real-world impact
of progressive taxation on income disparity in India and
provides evidence-based policy recommendations to
strengthen its effectiveness.

Il. REVIEW OF LITERATURE

The relationship between progressive taxation and income
disparity has been widely studied in India and globally.
Several studies provide insights into the theoretical and
empirical aspects of this relationship:

1. Piketty & Saez (2014): Their seminal work emphasizes
that progressive taxation reduces disparity when effectively
enforced. They highlight that loopholes and tax avoidance
among high-income groups can significantly limit
redistributive outcomes.

2. World Disparity Lab (2024): The report notes that
India’s progressive tax system has only partially addressed
income disparity. High-income households often utilize
exemptions, deductions, and tax shelters to lower effective
tax rates.

3. Shankar & Kumar (2023): These authors focus on the
informal economy, which constitutes over 50% of India’s
workforce. They argue that informal sector workers are
largely untaxed, weakening the impact of progressive
taxation on overall disparity.

4. Rajan & Subramanian (2019): They show that
progressive taxation alone is insufficient unless
accompanied by social welfare programs. Redistribution is
effective only when tax revenues fund education,
healthcare, and targeted cash transfer programs.

5. Deaton (2018): Emphasizes that progressive taxation
must consider consumption patterns and indirect taxes.
While income taxes are progressive, indirect taxes in India
(like GST) can be regressive, reducing overall redistributive
effectiveness.

6. Bahl & Wallace (2020): Their study highlights the role
of state-level taxation in India. Differences in tax
administration efficiency across states influence the
effectiveness of progressive taxation. States with better
collection mechanisms and compliance achieve higher
redistributive outcomes.

7. OECD Reports (2022): Comparative studies indicate
that countries with strong tax enforcement, broad tax bases,
and high compliance (e.g., Sweden, Germany) see
significant reductions in disparity, highlighting the
importance of implementation in determining the impact of
progressive taxation.

Synthesis of Literature: The literature consistently
suggests that while progressive taxation theoretically
reduces income disparity, practical challenges such as tax
evasion, limited coverage, and reliance on indirect taxation
limit its effectiveness in India. Complementary measures
like welfare programs, enforcement reforms, and tax
simplification are crucial to achieving redistributive goals.
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1. THEORETICAL FRAMEWORK

Progressive taxation is based on vertical equity, the

principle that taxpayers with greater ability to pay should

contribute proportionally more. Its key objectives include:

e Redistribution of Wealth: Taxes collected from higher-
income groups finance social programs for lower-
income households.

e Reduction of Income Disparity: Effective progressive
taxation decreases the gap between rich and poor,
improving indicators like the Gini coefficient.

e Provision of Public Goods: Revenue funds
infrastructure, healthcare, and education, indirectly
benefiting low-income populations.

In India, the effectiveness of progressive taxation is
constrained by administrative challenges, loopholes, and an
extensive informal economy. Economic theory suggests
that the redistributive impact depends not only on tax rates
but also on enforcement, coverage, and complementary
social policies.

VI. INDIA’S TAX SYSTEM AND INCOME
DISPARITY

India employs a progressive tax system with multiple
brackets. While the structure is theoretically sound, several
challenges reduce its real-world impact:

e Informal Economy: A large portion of India’s
workforce, including small traders, agricultural
laborers, and domestic workers, is not formally taxed.

e Compliance and Enforcement Issues: Tax evasion,
underreporting, and avoidance mechanisms reduce
revenue from higher-income groups.

e  Wealth Concentration: Many wealthy individuals
utilize legal loopholes, offshore accounts, and capital
gains exemptions, limiting redistribution.

Despite these challenges, progressive taxation remains a
critical policy instrument for addressing disparity if
complemented by structural reforms.
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V. METHODOLOGY

This study uses a mixed-method approach:

1. Data Collection: Income data, tax compliance rates, and
disparity indicators from the Income Tax Department,
World Disparity Database, National Sample Survey, and
peer-reviewed journals.

2. Quantitative Analysis: Trends in tax rates, income
distribution, Gini coefficient, and top-income shares over
time.

3. Qualitative Analysis: Policy documents, research
papers, and case studies were reviewed to evaluate
challenges and successes of the tax system.

4. Comparative Analysis: India’s progressive tax system
is compared with countries such as Sweden, Germany, and
Brazil to highlight best practices and challenges.

VI. DATA ANALYSIS

Income Distribution by Tax Bracket

Income Tax Population Income

Bracket (%) Rate Share (%) Share (%)
(%)

0 —2,50,000 0 40 10

2,50,001 -15 25 15

5,00,000

5,00,001 -1 20 20 25

10,00,000

>10,00,000 3042 | 15 50

tion by Tax Bracket

Table 2: Effect of Progressive Taxation on Income

Year Top 10% Bottom 50% Gini Effective Tax Rate Observations
Income Share Income Share Coefficient on Top 10% (%)
(%) (%)

2015 52 18 0.36 35 Moderate disparity; high reliance on
indirect taxes

2016 53 17 0.36 36 Slight increase in top-income share; tax
collection improved marginally

2017 53.5 17.5 0.37 37 Progressive tax reforms introduced;
compliance improved slightly

2018 54 17 0.37 37 Limited redistribution; wealth
concentration continues

2019 54.5 16.5 0.38 38 Top 10% income share increased;
informal economy reduces impact

2020 55 16 0.38 38 Pandemic impact worsened disparity; tax
base contraction

2021 54 17 0.37 39 Government stimulus programs partially
offset disparity
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2022 54 17 0.37 39 Progressive taxation maintained;
compliance improved slightly

2023 53.5 175 0.36 40 Redistribution programs strengthened;
Gini coefficient shows minor reduction

2024 53 18 0.36 40 Effectiveness of progressive taxation
slightly improved; top 10% still dominant

Explanation of Table 2:

e Top 10% Income Share: Percentage of total national
income earned by the richest 10% of the population.

e Bottom 50% Income Share: Percentage of total
national income earned by the bottom half of the
population.

e Gini Coefficient: Measures income disparity (0 =
perfect equality, 1 = perfect disparity).

e  Effective Tax Rate on Top 10%: Average tax rate paid
by the top 10% of earners.

e Observations: Key insights from each year regarding
the effectiveness of taxation and redistribution.

Gini Coefficient Trends (lllustrative Figure 1)

e India’s Gini coefficient has remained between 0.35—
0.38 over the last decade, indicating persistent
disparity.

e The top 1% holds over 20% of total income,
highlighting wealth concentration.

Comparative International Analysis:

e Countries with similar economic levels but stronger
enforcement and broader tax bases, such as Brazil, have
achieved more significant reductions in disparity.

VII. FINDINGS

1. Progressive taxation reduces income disparity to a
limited extent in India due to non-compliance and informal
sector activities.

2. Wealth concentration and tax loopholes among high-
income individuals undermine the redistributive function.

3. Redistribution is partially achieved through social
programs, but coverage and adequacy remain insufficient.

4. Comparative studies indicate that enforcement,
compliance, and broader coverage determine the
effectiveness of progressive taxation more than tax rate
structure alone.

VIIl. DISCUSSION

e Structural Issues: The large informal sector and
reliance on indirect taxes weaken the redistributive
impact of progressive taxation.

e Policy Integration: Linking tax revenue directly to
welfare programs can enhance effectiveness. Cash
transfer programs, subsidized education, and
healthcare funded through tax revenue can help bridge
disparity.

e  Administrative Reforms: Simplifying tax procedures,
improving enforcement, and monitoring high-income
individuals  can compliance  and
effectiveness.

increase

IX. POLICY IMPLICATIONS

1. Simplification of Tax Structure: Reduce complexity to
improve compliance.

2. Expansion of Tax Base: Incorporate informal workers
into the tax system.

3. Strengthening Enforcement: Implement stricter audit
and compliance mechanisms.

4. Targeted Social Programs: Direct revenues to programs
benefiting low-income populations.

5. Wealth Taxes and Capital Gains Reforms: Address

excessive wealth concentration.
X. CONCLUSION

Progressive income taxation in India has significant
potential to reduce income disparity, but its current impact
is limited by structural and systemic challenges. Expanding
the tax base, simplifying laws, improving compliance, and
linking revenues to targeted welfare programs are essential.
With these reforms, progressive taxation can serve as a
robust tool to promote social equity, inclusive growth, and
economic development in India.
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