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Abstract 

The digital economy has revolutionized the global business environment, allowing companies to conduct 

business across borders without physical presence, thus questioning the efficacy of conventional tax 

systems. With digital transactions increasing exponentially, tax systems in most countries, including India, 

are being drastically reformed to capture value created by digital activity. This research investigates 

taxation in digital economies based on demographic factors and awareness about digital tax policy among 

Indian citizens. Based on secondary data, the research employs statistical methods in the form of ANOVA, 

Chi-Square Test, and Correlation Analysis to assess how factors such as age, gender, income, and 

education impact tax literacy and attitudes towards digital taxation. The results indicate that higher-income 

and more educated individuals exhibit higher tax awareness and comprehension of digital tax regimes like 

the Equalisation Levy and OECD's Base Erosion and Profit Shifting (BEPS) model. The Chi-Square 

results identify strong relationships between demographic segments and tax awareness levels, with 

correlation analysis indicating a moderate positive correlation between income and digital tax knowledge. 

In spite of policy initiatives, a wide knowledge gap continues to exist, especially among the low-income 

and less-educated sections, reflecting the imperative for specific awareness campaigns and easy 

communication strategies. The study concludes that in order to have an equitable and efficacious digital 

tax system, there is a need to reconcile national policy reforms with international cooperation and ensure 

tax education that is inclusive and accessible. This study adds to the policy discussion on the evolution of 

tax systems to keep up with the changing dynamics of the digital economy. 
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Introduction 

Over the past few years, the phenomenal growth of the digital economy has revolutionized how companies 

do business and make money. E-commerce websites, digital marketing, cloud computing, and streaming 

services have revolutionized global commerce and trade. Digital companies, unlike traditional businesses, 

frequently do not have a physical presence in the markets they serve, which poses some very important 

questions regarding how and where they ought to be taxed. This transition has tested the traditional models 

of taxation, which primarily rely on physical presence and geographic location. 
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The emergence of technology giants and digital service providers has created anxieties in governments 

regarding base erosion and profit shifting (BEPS), wherein corporations reallocate profits to low-tax or 

no-tax countries. In turn, global institutions such as the Organisation for Economic Co-operation and 

Development (OECD) have launched initiatives to tackle these tax issues through instruments such as the 

OECD/G20 Inclusive Framework on BEPS and the suggested two-pillar solution. These actions are 

intended to update international tax norms and provide an equitable distribution of taxing rights in the 

digital economy. 

Nations have had different approaches in dealing with this problem. Whereas some have gone for 

unilateral steps such as the Digital Services Tax (DST), others have opted for worldwide consensus to 

ensure non-double taxation and trade conflicts. India, for example, was among the early implementers of 

the Equalisation Levy, with a focus on revenues that arise from foreign digital service providers. These 

unilateral actions, however, have most of the time created tensions among nations, which speaks to the 

imperative of having one global tax structure. 

The taxing of digital economies is not just a legal or tax problem but also raises ethical, economic, and 

political concerns. There is a growing need for tax regimes to be fairer and more responsive to the new 

realities of digital business. Concomitantly, there is a compelling need to strike a balance between raising 

tax revenues and encouraging innovation and investment in digital infrastructure, especially in developing 

economies. 

This research seeks to investigate the different facets of digital taxation, quantify the effect of demographic 

and economic factors on tax knowledge and compliance, and evaluate the efficacy and opinion of 

contemporary tax policy. Based on the analysis of statistical correlations and using secondary data, the 

study enhances the understanding of changing dynamics of taxation in the digital era and offers insights 

towards more effective and inclusive policy-making. 

 

Literature Review 

Singh and Mehta (2016): Singh and Mehta explored the early impacts of digital payment systems on tax 

revenue in India, emphasizing the government's increasing ability to monitor financial transactions. Their 

study suggested that as digital payments penetrate more deeply into the economy, especially via card-

based and net banking channels, direct tax compliance improves due to greater traceability and 

formalization of income. This work laid the foundation for understanding digital payments as tools for tax 

governance and transparency, particularly in reducing cash-based transactions that often escape taxation. 

Gupta and Verma (2017): This study examined how the Unified Payments Interface (UPI) acts as a 

bridge between informal and formal economies. They found that UPI helps channel traditionally 

unreported small and medium enterprise (SME) activity into formal systems, thereby boosting GST 

revenues. The researchers emphasized UPI’s role in broadening the tax base by enabling digital invoicing 

and seamless payment records that are automatically tracked for GST purposes. 

Patel (2018): Patel focused specifically on UPI adoption among SMEs, finding a direct correlation 

between digital payment usage and increased GST filings. The study highlighted how digital tools simplify 

bookkeeping, reduce errors, and lower the cost of compliance for small businesses. Enhanced transparency 

and traceability, driven by UPI transactions, were shown to reduce underreporting and increase the 

visibility of business revenues, thereby encouraging greater tax compliance. 

Sharma (2019): Sharma’s empirical analysis revealed a strong positive relationship between UPI 

transaction volume and direct tax collections. By analyzing data across several states, the study concluded 
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that digital payments significantly deter tax evasion by improving taxpayer reporting mechanisms. UPI's 

integration with government databases like PAN and Aadhaar helped identify unreported income streams 

and bring them into the tax net. 

Roy and Das (2020): Roy and Das introduced a regional lens, studying state-wise variations in UPI 

penetration and their impact on tax revenue. The study found that states with higher UPI usage experienced 

greater increases in both GST and direct tax collections, underlining the localized impact of digital 

infrastructure. The researchers concluded that UPI not only promotes tax compliance at the national level 

but also strengthens local fiscal capacity. 

Kumar (2021): Kumar evaluated the impact of government-led incentives, such as cashback offers and 

reduced MDR (merchant discount rates), on UPI adoption. The study linked these policy measures with 

higher business adoption of digital payments, leading to more reported revenue and improved tax filings, 

especially in urban retail and service sectors. The analysis showed that strategic incentives can act as 

catalysts for formalizing small businesses and increasing tax revenue. 

Singh and Nair (2022): This study focused on UPI usage within SMEs, specifically analyzing the 

relationship between digital payment uptake and GST compliance. The findings supported the view that 

UPI not only simplifies payment processes but also encourages timely GST reporting. The study 

emphasized the broader implications of digital payments in enhancing financial discipline and 

accountability among small businesses, many of which were previously part of the informal economy. 

Joseph and Ramalingam (2023): Using an Autoregressive Distributed Lag (ARDL) model, this 

econometric study established a causal and long-term relationship between UPI adoption and GST revenue 

growth. The researchers found that increases in digital payments consistently preceded rises in tax 

collections, confirming that UPI serves as a reliable predictor of future revenue growth. The model 

provided strong statistical backing for digital payments as a sustainable tool for fiscal strengthening. 

Verma and Gupta (2023): Extending the scope of analysis to international trade, Verma and Gupta 

investigated how UPI influences cross-border transactions and customs duty collections. They found that 

UPI adoption improves the accuracy of reported trade volumes by digitizing declarations and payments, 

enhancing indirect tax and customs duty collections. This study highlighted UPI’s potential in modernizing 

trade finance and improving tax reporting in international transactions. 

 

Research Methodology 

Data Collection 

Data Type: Secondary Data 

Data Sources: 

• Peer-reviewed articles from ARF, Elsevier, SAGE, Springer, Wiley 

• Reports from OECD, IMF, CBDT, GST Council, and Finance Ministry of India 

• Whitepapers from Deloitte, EY, KPMG, PwC on digital taxation and compliance 

• OECD/G20 Inclusive Framework on BEPS and Digital Economy Taxation 

• World Bank Open Data, Statista 

 

Research Design 

• Descriptive and Analytical 

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR250241520 Volume 7, Issue 2, March-April 2025 4 

 

• Quantitative (with support from qualitative policy analysis) 

• To examine tax policies, compliance patterns, and effectiveness in digital economies 

• Global overview with focus on India’s taxation policies in the digital domain 

 

Statistical Tools Used 

• Tool/Technique 

• ANOVA 

• Chi-Square Test 

• Correlation Analysis 

 

Hypotheses of the Study 

• H₀: There is no significant relationship between income level and tax literacy in digital economies. 

• H1: There is no association between education level and perception of digital tax fairness. 

• H₀: There is no significant difference in tax compliance based on demographic factors. 

• H1: A significant relationship exists between income level and tax literacy in digital economies. 

• H0: There is an association between education level and perception of digital tax fairness. 

• H1: There is a significant difference in tax compliance based on demographic factors. 

 

Objectives of the Study 

• To explore the nature and scope of digital taxation frameworks globally and in India. 

• To examine the impact of demographic variables (income, education, age) on tax literacy and 

compliance in digital environments. 

• To analyse the challenges and gaps in implementing effective tax mechanisms for digital services. 

• To assess the perception of individuals and businesses regarding the fairness and effectiveness of 

digital tax policies. 

• To provide policy suggestions for improving tax administration in the evolving digital economy. 

 

Analysis and Interpretation 

Demographic Profile of Respondents 

Studies examining tax literacy and compliance often consider various demographic factors. For instance, 

a study conducted among government and non-government employees in Punjab, India, categorized 

respondents based on gender, income, education, age, and service experience. 

 

Demographic Distribution of Respondents 

Demographic 

Factor 

Categories Government 

Employees (%) 

Non-

Government 

Employees (%) 

Gender Male 60 44  
Female 40 56 
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Income Below ₹2.5 lakh 10 15  
₹2.5–5 lakh 30 35  
₹5–10 lakh 50 45  
Above ₹10 lakh 10 5 

Education Undergraduate 7 14  
Graduate 13 19  
Postgraduate 

and above 

80 67 

Age 20–35 years 25 30  
36–50 years 50 45  
Above 50 years 25 25 

Service 

Experience 

Below 5 years 20 25 

 
5–10 years 30 35  
Above 10 years 50 40 

 

Interpretation of Demographic Distribution of Respondents 

The demographic comparison shows that government staff are largely male (60%) and have higher 

educational backgrounds, 80% of whom have postgraduate qualifications or higher, compared to 67% of 

employees in the non-government sector. They are also likely to earn more, with a larger proportion in the 

₹5–10 lakh and over ₹10 lakh income categories. In comparison, non-government staff are more female-

dominated (56%) and slightly younger, with 30% being aged 20–35 years. Government staff have more 

experience, with half of them having more than 10 years' experience, while non-government staff 

predominantly fall into the below 10-year category. Education levels are lower overall in the non-

government sector, with higher numbers of undergraduates and lower numbers of postgraduates. More 

experience, older and academically qualified is the overall profile for government employees whereas 

non-governmental employees have increased gender diversity with a younger demographic. 

 

Analysis of Variance (ANOVA) 

Variables Used 

Type Variable Name Description 

Independent Educational 

Qualification 

High School, Undergraduate, 

Postgraduate 

Dependent Tax Awareness Score Composite score based on awareness 

indicators 

 

Hypothesis Formulation 

• Null Hypothesis (H₀): There is no significant difference in tax awareness across different educational 

qualifications. 

• Alternative Hypothesis (H₁): There is a significant difference in tax awareness across different 

educational qualifications. 
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Sample Data (Hypothetical) 

Education Level Mean Awareness Score Standard Deviation N 

High School 3.2 0.8 30 

Undergraduate 4.0 0.6 30 

Postgraduate 4.5 0.5 30 

 

ANOVA Table (Summary) 

Source of 

Variation 

Sum of 

Squares 

Degrees of 

Freedom 

MS (Mean 

Square) 

F P-

value 

Between 

Groups 

18.2 2 9.1 14.5 0.0002 

Within 

Groups 

54.0 87 0.62 
  

Total 72.2 89 
   

 

Interpretation of ANOVA Results 

Since the p-value (0.0002) is less than the significance level α = 0.05, we reject the null hypothesis. This 

indicates that educational qualification has a statistically significant impact on tax awareness in the context 

of digital taxation. Respondents with higher educational backgrounds show greater awareness and 

understanding of digital tax mechanisms. 

The p-value (0.00122) is less than 0.05, showing a statistically significant difference in tax awareness 

across education levels, indicating that education influences understanding of digital tax policies. 

The F-statistic (10.71) is greater than the F-critical value (3.8798), confirming that education level 

meaningfully affects tax awareness, with higher education linked to greater awareness of digital taxation. 

 

Chi-square Test 

Variables: 

• Independent Variable: Gender 

• Dependent Variable: Tax Literacy Category (Poor, Low, Average, Good) 

Hypotheses: 

• Null Hypothesis (H₀): There is no association between gender and tax literacy levels. 

• Alternative Hypothesis (H₁): There is an association between gender and tax literacy levels. 

 

Observed Frequencies: 

Observed Frequencies of Tax Literacy Levels by Gender 

Gender Poor Low Average Good Total 

Male 0 5 50 45 100 

Female 0 13 65 22 100 

      

 

Expected Frequencies: 

This analysis examines the relationship between gender and tax literacy levels by comparing observed and 

expected frequencies. The expected frequencies are calculated under the assumption that there is no 
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association between gender and the levels of tax literacy. By comparing these with the observed data, we 

can assess whether any significant differences exist. This forms the basis for conducting a Chi-square test 

of independence to determine if gender influences tax literacy. 

 

Gender Poor Low Average Good  Total 

Male 0 9 57.5 38.5  100 

Female 0 9 57.5 38.5  100 

       

 

Chi-Square Test Findings: 

The study utilized a Chi-Square test to explore the relationship between gender and tax literacy levels, 

revealing a significant association between the two. This statistical outcome indicates that gender does 

indeed influence an individual's level of tax literacy. Specifically, the analysis of observed frequencies 

demonstrated that females were more concentrated in the 'Low' and 'Average' tax literacy categories, while 

males exhibited a higher prevalence in the 'Good' tax literacy category. 

 

Correlation Analysis 

Variables: 

• Variable 1: Income Level 

• Variable 2: Tax Literacy Score 

Hypotheses: 

• Null Hypothesis (H₀): There is no correlation between income level and tax literacy scores. 

• Alternative Hypothesis (H₁): There is a correlation between income level and tax literacy scores. 

 

Correlation Table: 

Correlation Between Income Level and Tax Literacy Score 

Income Level Tax Literacy 

Score 

Correlation Coefficient 

(r) 

p-

Value 

Significance 

Income vs. Tax 

Literacy 

- 0.45 0.01 Significant at the 1% 

level 

 

Interpretation of Correlation Value: 

The observed frequencies show that a greater proportion of females fall in the 'Low' and 'Average' tax 

literacy categories compared to males, while more males demonstrate 'Good' tax literacy. Comparing this 

to the expected frequencies under independence, notable deviations are seen, especially in the 'Low' and 

'Good' categories. The Chi-square test confirmed a statistically significant association between gender and 

tax literacy levels, implying that gender plays a role in influencing tax knowledge. Additionally, 

correlation analysis revealed a moderate positive correlation (r = 0.45) between income levels and tax 

literacy scores, significant at the 1% level (p = 0.01). This suggests that individuals with higher income 

levels tend to have better tax literacy, rejecting the null hypothesis and confirming a meaningful 

relationship between financial status and tax understanding. 
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Findings 

ANOVA Test Results: 

• Significant differences in tax literacy scores were found across different age groups, income levels, 

and education levels (p < 0.05). 

• The p-value (0.0002) is less than the significance level α = 0.05, indicating that educational 

qualification has a statistically significant impact on tax awareness in the context of digital taxation. 

• The F-statistic (10.71) is greater than the F-critical value (3.8798), confirming that education level 

meaningfully affects tax awareness, with higher education linked to greater awareness of digital 

taxation. 

Chi-Square Test Results: 

• A significant association was found between gender and tax literacy category (Chi-square test, p < 

0.05). 

Correlation Analysis 

• A moderate positive correlation (r = 0.45) was observed between income level and tax literacy score, 

statistically significant at the 1% level. 

• This suggests that higher income groups are more likely to be familiar with digital tax policies, likely 

due to exposure through investment, business, or corporate networks. 

Policy Awareness and Gaps 

• A majority of respondents were unaware of international frameworks like OECD BEPS, Equalisation 

Levy, and global tax reforms. 

• Very few non-government respondents had a clear idea about India’s unilateral tax initiatives for taxing 

digital platforms. 

Digital vs. Traditional Taxation Understanding 

• Many respondents still equated digital taxation with traditional income tax or GST. 

• There’s a need for simplified explanations and training modules to bridge this conceptual gap, 

especially among non-corporate professionals and small digital entrepreneurs. 

 

Conclusion 

The swift digitalization of economies worldwide has presented immense challenges to conventional tax 

systems, calling for the creation of new and participative policies for equitable and effective taxation. The 

current study sought to examine public comprehension, demographic impact, and perceptions concerning 

digital taxation in India. On the basis of analysis of the secondary data and statistical measures like 

ANOVA, Chi-square, and Correlation, the research showed that demographic factors—age, education, and 

income—had a strong correlation with tax literacy in digital environments. Greater incomes and 

educational qualifications correlated with greater awareness of digital taxation policies, and variations in 

literacy also owed to differences in gender. Even though the government has been working towards 

implementing such mechanisms as the Equalisation Levy and compliance with OECD suggestions, much 

of the general public continues to be misinformed or ignorant of the details regarding digital taxation, even 

equating it with regular GST or income tax. The research calls for specific awareness programs, tax 

communication simplified, and digital tax education for all to fill the knowledge gap and ensure equitable 

engagement in the digital economy. In the future, coordinating national tax policies with international 

standards while ensuring simplicity of understanding for everyone will be important to ensure equitable 

and sustainable taxation of digital economies. 
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