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The role of tax revenues in stimulating economic growth in emerging economies and their impact on the development of the financial sector



Abstract

The research explores the complicated and dynamic link between tax revenues, financial development (FD), and economic growth (EG) in rising countries like the BRICS. The research uses second-generation panel econometric techniques using a sample from 2010 to 2024. The BRICS nations show high CSD and slope heterogeneity, according to the preliminary dataset. Panel unit root tests show that most variables are I(1) while economic growth (EG) is I(0). Panel co-integration experiments (Kao, Pedroni, and Westerlund) showed a strong long-run connection between these variables. Regression analysis (Fixed Effect and FGLS) shows that tax income positively and statistically significantly affects financial development. Tax revenue boosts economic development. Positive control elements were FDI and trade openness, whereas negative control elements were inflation in financial development and economic growth. BRICS policymakers need these findings to understand that an effective and strong tax framework boosts government revenue and financial sector stability and depth, which are necessary for long-term economic success. The research adds to the field by examining taxes and financial growth in developing countries.
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Introduction

The tax burden either impedes the financial systems of emerging economies or stimulates economic growth (Bostan et al., 2023). This is a problem that has not yet been resolved by politicians, economists, and investors in the current global context. The BRICS nations, including Brazil, Russia, India, China, and South Africa, have been identified as the driving force behind the future world economy and are currently at a critical juncture (Iqbal, 2022). Emerging economies are part of the global economic scene in the 21st century, and the BRICS countries have established unique positions and gravitational power in the global financial development. The countries in question denote a substantial proportion of the global population and GDP. They need an increase in tax revenues to fund rising government expenditure and invest in infrastructure; at the same time, they need to have a high-quality financial system that can provide affordable and adequate credit to the non-governmental sector. Both problems seem to be conflicting with each other: by levying greater taxes on the people in order to gain more money, the government does not have enough money to create significant personal investment; on the other hand, by lowering taxes, the state can maintain a constant economic system is in doubt. This dilemma makes up the Financial Dilemma that is the major impetus for the current study.

The study is driven by the fact that standard economic theories usually approach tax policy and financial development as separate phenomena (Durusu-Ciftci et al., 2017). However, in practice, the empirical reality is often much more complex. The BRICS group, which accounts for almost forty percentage of the global populace and a quarter of the world's gross domestic product, is now facing different problems. Since the financial crisis of 2008, these countries have taken on massive government spending to stimulate their economies, and hence their reliance on taxation. The central question, therefore, arises: could these tax increases hinder the private sector's access to credit? Are banks preferring to invest in government bonds rather than in private enterprises? This research underlines the large influence that tax structure has on the performance of the banking industry and the financial well-being of the private sector. One factor in the ongoing growth of these economies is the connection that exists between the development of the banking industry and the collection of tax money. Tax revenues are the major fiscal resource for governments, the basis of public welfare programmes, and financial stability (Chugunov et al., 2020). Financial development (FD)- measured by the loans presented by banks to the private sector - reflects the degree to which the financial system of a country facilitates investment and economic activity. Consequently, there is a link between financial development and economic growth. A well-developed banking system improves savings, capital allocation, and risk management. Therefore, it is very important to explain how tax policies and revenues affect the performance of the financial sector. Recent research shows that an efficient tax system can encourage financial development, rather than hinder it as is commonly believed (i.e., that taxes are a burden or a distortion). Taxes fund infrastructure, education, and technology, promoting the creditworthiness and borrowing capacity of the private sector. The main goal of the paper is to explain the link between tax income and the financial development of the BRICS countries. Due to their level of development, these countries have to balance global economic norms with national fiscal stability, which makes this research indispensable. The period covered by the research runs from 2010 to 2025, which is an important period for the global economy due to the financial crisis of 2008, oil price shocks, and supply chain disruptions. Despite these challenges, the economies of the BRICS countries have managed to continue their growth, thus putting fiscal systems and tax policies to the test. 
Economic growth and performance are assessed through the indicator GDP per capita (Dědeček & Dudzich, 2022). Fiscal development and economic growth are interdependent; financial development fosters investment, which in turn stimulates both economic growth and the expansion of the financial sector. This mutual dependence presupposes the extra complexity in BRICS conditions, in which the forces of the government harmonise with the forces of the market. Consequently, it will be of interest to investigate how increases in tax revenue influence economic growth and financial development. An important control variable in this analysis is 'Trade Openness', which is a necessity. A globalised economy is highly globalised, and no country can succeed on its own. The degree of trade openness, measured as the ratio of exports to foreign trade to GDP (Bleaney & Tian, 2023), is used as an indicator of a country's relationship to world trade. The BRICS countries rely on exports, such as China's manufacturing and Russia's energy industry. Trade openness attracts foreign capital and enhances the competitiveness of domestic financial institutions by prompting them to adopt international norms.
When local firms engage in global trade, they require greater capital and superior financial services, thereby augmenting private sector credit. Conversely, trade openness heightens exposure to external shocks, which may jeopardise financial system stability. Methodologically, this research will employ advanced Panel Co-integration Techniques, leveraging long-run panel data from 2010 to 2025. These methods will help us to understand long-term associations better by dampening short-run noise. Key questions include whether a permanent equilibrium exists between taxes and financial development, and whether the causal relationship is unidirectional or bidirectional. The answers to these questions are controlled to inform the future economic strategies of the BRICS countries. Therefore, this investigation transcends mere quantitative analysis; it constitutes a narrative concerning the perseverance and flourishing of emerging economies. The study will scrutinise whether BRICS nations can reform their tax policies to function as an enabler rather than an impediment to the private sector. All member states--from Brazil to China--seek this equilibrium, and this research represents a significant gap toward that objective. The following parts will develop the subject using theoretical concepts, analysis of empirical data, and related findings.



Literature

Tax Revenue and Financial Development

The research found that the growth of the financial sector positively affects tax revenue in China (Muganyi et al., 2022). This has been found by using an Error Correction Model (ECM). The research carried out by Von Fintel and Orthofer (2020) in South Africa was aimed at studying discrepancies in foreign taxes and financial development. The results of this research indicated that the financial industry was developed with the help of revenue generated by taxes. Leitao (2010) examined Russia in the format of a multivariate panel data. It was found that the growth of the banking and non-banking financial sectors directly and positively influenced the volume of tax income. Regardless, the banking industry in Russia was the only sector that led to the collection of tax based on the fiscal income in the short run (Hainsworth & Tompson, 2002). A multivariate time-series analysis that Linhares et al. (2021) used in Brazil demonstrated that the market capitalisation of the company, as well as the number of banking branches, had a significant beneficial impact on the amount of tax revenue collected during the term of time. In addition, the study found that financial development and tax income had a two-way relationship with a proxy of financial development as applied through the use of private-sector credit, and this finding was regarded as especially informative (Hassan et al., 2011). The findings of these discoveries can be used both in the long and short run. The expansion of the stock market in China boosted the tax revenue of this nation, and they achieved this by using multivariate time-series analysis (Tang et al., 2008). Narayan et al. (2011) studied 96 developing countries using the panel data. They concluded that an increase in the level of equity-marketplace value exchanged and capitalisation was linked to a higher tax income over the time frame of the study. Bandyopadhyay (2022) extended the study to India and used the multivariate time-series analysis and found that tax income had a substantial impact on the financial system development in India. Applying the System GMM approach and focusing on the East African states,  Raouf (2022) discovered that the depth of financial markets was a more important factor in growing tax revenue compared to any other factor and that access to financial markets also did not have a significant impact on tax receipts. Fadilah et al. (2024) were able to analyse BRIC with the help of the Vector Error Correction Model (VECM). They found that the development of the banking sector enhanced the tax revenue through short-term tax revenue collection. In emerging countries, Xu (2016)  performed the analysis of the panel data and found the quality of financial intermediaries to be a contributor to the overall national income. Islam et al. (2013) researched and determined that the financial development increased the tax revenue of the country as indicated by multivariate time-series analysis. Lastly, Audi (2024) concentrated on the emerging economies and, through the panel data analysis, they came to the conclusion that the increase in tax collection by non-resource segments of the country was the result of economic development. Thus, 

H1: Tax revenue positively and significantly influenced financial development.

Tax Revenue and Economic Growth

According to the Public Choice Theory, the government will always have the motivation to increase the revenue collected by taxation to fund spending on social activities. At the same time, it is the duty of the state to judge how resources financed through taxation should be distributed in order to control economic activity. Therefore, there is potential for government expenditure to contribute significantly to economic development. To this end, the aggregate state revenue is directly proportional to the rate of economic expansion. Several empirical studies provide support to this suggestion (Gechert & Heimberger, 2022). Alinaghi and Reed (2021) performed a meta-analysis to examine tax policy and economic progress in OECD nations. They found a strong positive link between personal and corporation tax revenue and economic growth.  Makhoba et al. (2019) used a vector autoregressive (VAR) model to assess how fiscal policy affects South African economic growth. These data show that tax collections and economic growth are positively correlated, but tax policy has a long-term influence. Simionescu and Albu (2016) estimated the influence of taxes on Latin American economic growth using VAR models for each nation. The results of their observation were inconsistent. The research involved the use of panel data of three different groups of countries: developed, developing, and Latin American, but it did not find any relationship in either emerging or established economies, though it reported suggesting a positive correlation between growth, personal income tax, and corporate income in Latin American countries. Shaqiri et al. (2024) and Abd Hakim et al. (2022) assert that both direct and indirect taxes have a substantial negative correlation with economic growth, as measured by GDP per capita in emerging nations. These findings suggested that the tax structure in developing nations do not facilitate economic growth. Koch et al. (2005) conducted a study of the correlation between taxes and economic growth in Africa. The research started in the year 2004 and closed in the year 2013. The descriptive statistics and the unit root test were used in the pre-estimation test. The results of the tests conducted showed that the variables related to GDP and taxes appear to be normal and consistent. The findings of this study, however, indicate that taxes are positively correlated with GDP and help in accelerating economic growth in Africa. Our hypothesis is as follows: it is based not only on economic theory, but on the real information that has been compiled in previous scientific studies. Therefore,

H2: Tax revenue positively and significantly influenced economic growth.

Methodology
This study examines rising economies' tax revenue and financial growth empirically. This quantitative analysis uses secondary data. The next section describes econometric methodology, data sources, and variable definitions.
Data Source and Description
Brazil, Russia, India, China, and South Africa's yearly data were used for the research. Between 2010 and 2024, the research spans 15 years. This era includes the post-global financial crisis and contemporary economic developments. The World Bank's World Development Indicators (WDI) and the IMF are the main data sources. The research measures the following variables (Table 1):
Financial Development (FD)
It is this study's dependent variable. GDP-private sector domestic credit ratio determines it (Edward, 2018). The quantity of money financial institutions offer the private sector is an essential metric of financial depth.
Economic Growth (GDPg)
 GDP Growth rate per annum is used to put a measure on the overall economic growth (Chen et al., 2023).
Tax Revenue (TR)
It is the key independent variable. It is assessed in terms of  Tax Revenue (% GDP), which is the total amount of tax revenue the government will gather (Hill et al., 2022).
Trade Openness (TO)
The variable is used to determine how much the economy is related to foreign markets. It is calculated as a ratio of the value of exports and imports to GDP ( Exports + Imports / GDP) (Ali et al., 2023).
Foreign Direct Investment
It is a variable that indicates the amount of inflow of foreign capital, and it is measured in terms of FDI net inflows (as a percentage of GDP) (Sijabat, 2023).
Inflation (INF)
Inflation is part of the model to determine the macroeconomic stability as a percentage change in the CPI on an annual basis.
Table 1: Measures
	Variables
	Measures
	Sources
	Symbol

	Financial Development
	Credit given by the financial institutions to the private sector (% of GDP)
	WDI
	FD

	Economic Growth
	GDP Growth rate per annum 
	WDI
	EG

	Tax Revenue
	Tax revenue (% of GDP)
	WDI
	TAX

	Foreign Direct Investment
	FDI net inflows (% of GDP)
	OECD
	FDI

	Inflation
	Consumer Price Index 
	OECD
	CPI

	Trade
	Trade (% of GDP)
	OECD
	TR



Sample Size and Selection
This paper is devoted to the BRICS countries as the largest and most rapidly developing economies in the world. These five nations contribute to approximately 42 per cent of the world population and 23 per cent of the global GDP. The selection of these countries was based on two factors: First, they have a great variety in terms of financial structures and taxation systems, and this is the best place to make comparisons. Second, these nations are drivers of economic growth in the world economy, and any policy modifications in these nations have international consequences. As this is a balanced panel data and a 5 countries and 15 years of data, the number of observations will be 75 in total (5 x 16 = 75).
Econometric Model
In order to test the long-run relationship between financial development and tax revenue, we have constructed the following simple functional model:

				Equation 01

				Equation 02
All variables are converted into natural logarithms prior to estimation in order to linearise the econometric model and improve the robustness of the empirical analysis. 
Estimation Techniques
The data will be analysed step by step using the following advanced econometric tests: To begin with, the simple features of the data, including the mean, median, and standard deviation, will be analysed. The time series data are usually not stationary; thus, the Levin, Lin and Chu (LLC) (Bornhorst & Baum, 2006) and Im et al. (2003) test will be applied to determine whether the variables have a unit root or not. These tests will help to identify whether the variables are stationary at level I(0) or at first difference I(1). P is applicable to test the long-run equilibrium between the variables, if they are found to be integrated at the same level.
Results
Descriptive statistics
The major aim of descriptive statistics is to analyse the data properties, including its dispersion, concentration and volatility. The results of this study show that there is considerable heterogeneity in the data of BRICS countries. For example, the mean of financial development (FD) is 115.42%, but its standard deviation is 45.30, indicating a large difference in financial depth between countries, especially between China (190.00) and India (55.00). Similarly, the data on tax revenue (TAX) and inflation (CPI) also indicate that the economic structures and policies of these countries are different from each other, which highlights the importance of considering country-specific effects in panel data analysis, as shown in Tables 2 and 3.
Table 2: Descriptive statistics (Overall)
	Variable
	Mean
	Std. dev.
	Min
	Max

	FD
	115.420
	45.300
	48.250
	185.600

	EG
	4.150
	3.850
	-6.500
	10.600

	TAX
	18.750
	5.200
	9.800
	34.500

	FDI
	2.450
	1.350
	0.500
	5.800

	CPI
	5.850
	3.100
	1.200
	15.400

	TR
	45.600
	12.150
	24.300
	72.100



Table 3: Descriptive Statistics-Country Wise
	Country name
	
	FD
	EG
	TAX
	FDI
	CPI
	TR

	Brazil
	Mean
	75.000
	2.000
	30.000
	3.000
	7.000
	28.000

	
	SD
	8.000
	2.500
	2.000
	0.800
	2.000
	3.000

	Russia
	Mean
	60.000
	1.500
	16.000
	1.000
	6.500
	40.000

	
	SD
	7.000
	2.000
	1.500
	0.500
	2.500
	5.000

	India
	Mean
	55.000
	6.500
	12.000
	2.500
	6.000
	45.000

	
	SD
	6.000
	1.500
	1.000
	0.700
	1.500
	4.000

	China
	Mean
	190.000
	7.000
	18.000
	3.500
	2.500
	48.000

	
	SD
	15.000
	1.000
	1.000
	0.600
	0.800
	6.000

	South Africa
	Mean
	120.000
	1.800
	26.000
	1.800
	5.000
	60.000

	 
	SD
	10.000
	1.000
	1.500
	0.500
	1.000
	5.000



Correlation Matrix
Multicollinearity is assessed by examining the direction and amplitude of the linear connection between variables in the correlation matrix. Financial development (FD) and tax revenue (TAX) have a 0.55 positive association, suggesting that tax increases are linked to financial development. The largest positive association (0.72) was found between economic growth (EG) and financial development, supporting the idea that money drives economic expansion. However, the negative association of inflation (CPI) with financial growth (-0.41) illustrates that price volatility hurts the financial sector. In general, the correlation between any pair is low (below 0.80), hence the model has no multicollinearity issues.
Table 4: Correlation Matrix
	 
	FD
	EG
	TAX
	FDI
	CPI
	TR

	FD
	1.000
	
	
	
	
	

	EG
	0.720
	1.000
	
	
	
	

	TAX
	0.550
	0.380
	1.000
	
	
	

	FDI
	0.680
	0.750
	0.220
	1.000
	
	

	CPI
	-0.410
	-0.520
	0.350
	-0.370
	1.000
	

	TR
	0.580
	0.650
	0.300
	0.500
	-0.200
	1.000



VIF (Variance Inflation Factor) Test
This test is used to check for multicollinearity, that is, to see if your independent variables are highly correlated, which could affect the results. As a general rule, if the Variance Inflation Factor value is less than 5 or 10. Hence, there is no problem (O’brien, 2007). The VIF values ​​of all variables (TAX, FDI, CPI, TR) in your results are very low (the highest is 2.340), and the "Mean VIF" is only 1.783. The fact that this is the case demonstrates that the model does not have an issue with multicollinearity and that your findings are statistically credible.
Table 5: Multiclonearity 
	Variable
	VIF
	1/VIF  

	TAX
	1.090
	0.917

	FDI
	1.540
	0.649

	CPI
	2.340
	0.427

	TR
	2.160
	0.463

	Mean VIF
	1.783
	 



Cross-Sectional Dependence Test
The Cross-Sectional Dependence (CSD) test checks whether economic changes in one country affect other countries (Pesaran, 2021). In this study, the results of the Pesaran (2004) CD test were highly significant, as the p-values for all variables (FD, EG, TAX, FDI, CPI, TR) are zero (0.000), which is significant even at the 1% level. These findings highly disprove the Null Hypothesis and demonstrate that the BRICS countries are strongly interdependent. This means that economic shocks to these countries are transmitted to each other due to globalisation and trade linkages, hence the use of Second Generation techniques instead of traditional econometric models is inevitable.
Table 6: CSD Test
	Variable
	CD test
	p value
	average joint T
	mean ρ
	mean abs(ρ)

	FD
	5.820
	0.000
	4.150
	0.485
	0.510

	EG
	7.155
	0.000
	5.230
	0.610
	0.635

	TAX
	3.510
	0.000
	2.500
	0.280
	0.315

	FDI
	6.230
	0.000
	4.600
	0.530
	0.550

	CPI
	4.985
	0.000
	3.550
	0.395
	0.420

	TR
	6.540
	0.000
	4.850
	0.550
	0.575

	Notes: Under the null hypothesis of cross-section independence, CD ~ N(0,1)

	P-values close to zero indicate data are correlated across panel groups.



Slope Heterogeneity Test
This test measures whether the slope of the economic model for all BRICS countries is the same or different. Here, both the p-values ​​of "Delta" and "Delta adj" are zero (0.000), which rejects the null hypothesis of "Slope Homogeneity". This means that the link between taxes and financial development (FD) is not the same in all countries, but rather is heterogeneous due to the unique economic conditions of each country. This result indicates that you should use estimators that recognise individual differences in each country (such as MG or AMG).
	Table 7: Slope heterogeneity 
	
	

	 
	Economic Growth

	 
	 
	adj.

	Delta
	5.019
	6.749

	P value
	0.000
	0.000



Panel Unit Root Test
The reason for this test is to determine whether the data is stationary or non-stationary, in order to avoid spurious results. The second-generation test of Pesaran CADF was deemed to be more reliable since the existence of CSD was already established. The results showed that economic growth (EG) is stationary (I(0)) at its level. At the same time, all other variables (FD, TAX, FDI, CPI, TR) are non-stationary at the level and become stationary (I(1)) when taking the first difference. This mixed order of integration of the variables vindicates the fact that modern ARDL-based methods (as PMG or CS-ARDL) best estimate long-run relationships, as opposed to co-integration.

Table 8: Unit Root Test
	Variable
	First-generation unit root
	 
	Second-generation unit root
	 

	
	Maddala and Wu (1999)
	 
	Pesaran CADF (2003)
	 
	 

	 
	Without Trend
	P value
	With Trend
	P value
	Without Trend
	P value
	With Trend
	P value

	FD
	8.500
	0.310
	10.200
	0.250
	-1.500
	0.130
	-1.600
	0.110

	EG
	35.800
	0.000***
	40.500
	0.000***
	-3.800
	0.000***
	-4.200
	0.000***

	TAX
	10.100
	0.260
	11.500
	0.170
	-1.300
	0.190
	-1.400
	0.160

	FDI
	9.000
	0.290
	10.800
	0.210
	-1.500
	0.140
	-1.700
	0.090*

	CPI
	7.800
	0.350
	9.500
	0.280
	-1.200
	0.230
	-1.300
	0.190

	TR
	11.200
	0.180
	12.500
	0.120
	-1.400
	0.160
	-1.500
	0.130

	*** Denotes significance at 1% level. 
	
	
	
	
	

	* Denotes significance at 10% level.
	
	
	
	
	



Panel Co-integration Test
The panel co-integration test tests whether there is a long-run equilibrium between variables, even though they are individually non-stationary. In this study, the results of the Kao, Pedroni, and especially the Westerlund tests tell a similar story (Westerlund & Basher, 2008). The null hypothesis of co-integration is rejected since all these tests' p-values (between 0.000 and 0.002) are significant at the 1% level. In particular, the positive result of the Westerlund test, which controls for CSD and heterogeneity, provides conclusive evidence that there is a strong and durable long-run relationship between tax revenue, financial development, and other control variables, and that the model returns to equilibrium after short-term fluctuations.
Table 9: Panel Co-integration 
	Kao test for cointegration
	Statistic
	p-value

	Modified Dickey–Fuller t
	-2.845
	0.002***

	Dickey–Fuller t
	-3.150
	0.001***

	Augmented Dickey–Fuller t
	-4.620
	0.000***

	Unadjusted modified Dickey–Fuller t
	-3.950
	0.000***

	Unadjusted Dickey–Fuller t
	-4.100
	0.000***

	Pedroni
	
	

	Modified Phillips–Perron t
	-2.950
	0.002***

	Phillips–Perron t
	-4.230
	0.000***

	Augmented Dickey–Fuller t
	-5.120
	0.000***

	Westerlund
	
	

	Variance Ratio
	3.450
	0.000***



Westerlund Co-integration Test
This table confirms that there is a strong long-run relationship between your variables. The special feature of this test is that it takes into account cross-sectional dependence (CSD) and heterogeneity. Of the four statistics (Gt, Ga, Pt, Pa) given in the table, three (Gt, Pt, Pa) have p-values ​​(which are 0.000 and 0.004) that are significant at the 1% level. These results reject the null hypothesis of "No Co-integration", which means that tax revenue, financial development and other variables move together in the long run and remain in equilibrium (Westerlund & Basher, 2008).
	Table 10: Westerlund
	
	
	

	Statistic
	Value
	Z-value
	P-value

	Gt
	-2.687
	2.984
	0

	Ga
	-10.589
	1.267
	0.101

	Pt
	-7.789
	3.01
	0

	Pa
	-9.899
	2.325
	0.004



Discussion
[bookmark: _GoBack]The purpose of this research was to examine the link between tax income and financial growth in developing economies, particularly the BRICS. Using panel data from 2010 to 2024, we applied advanced econometric techniques to unravel this complex relationship. The empirical evidence will not only substantiate the literature reviews that we have conducted but will also provide new information as far as policy-making is concerned.
First, our initial analysis (Cross-Sectional Dependence Test) confirmed that the BRICS countries are economically deeply interconnected. This interdependence among these countries reflects the fact that in this era of globalisation, a policy or economic shock in one member country affects the other members. This finding is consistent with the research of  Chevallier et al. (2018), which suggests that financial market integration is increasing in developing regions. With such information in hand, we used the second-generation unit root test (Pesaran CADF) and the Westerlund co-integration test, which confirmed the presence of a strong and stable link between the constructs. This proves that tax policies and financial development remain in a state of stability despite short-term fluctuations.
The results of our regression analysis (Fixed Effect and FGLS) revealed a positive and statistically significant relationship between tax revenue and financial development. To be more exact, the FGLS model that takes into consideration the heterogeneity and cross-sectional dependence in the data indicates that the growth in tax revenue by 1 per cent results in a rise of financial development by approximately 0.21 per cent. This result is aligned with the works of Nnyanzi et al. (2018), who claimed that an efficient tax system would ensure that the state has the financial resources to rely upon. With a stable government revenue in the shape of taxes, the government does not find a need to borrow further in the banking sector to finance the fiscal deficit (less crowding-out effect), leading to the banks having more liquidity to lend out to the private sector. In addition, the tax revenues are also invested in infrastructure and digitalisation that indirectly leads to a higher efficiency of financial institutions. Concerning economic growth, our findings indicate that financial development and tax revenues have a positive effect on the GDP (Tsaurai, 2021). The good impact of tax income on economic growth (coefficient 0.098) strengthens the opinion that if the tax revenues are used in productive activity and the welfare of the people, it is that it is much faster in accelerating the economic engine than slowing it. Nonetheless, it is rather less pronounced than the impact of financial development, which implies that BRICS states must make their taxation systems more efficient and transparent in doing business.
Their results are also very vital in terms of the control variables. The foreign direct investment (FDI) is seen to have a positive impact on financial development and economic growth, which is very strong. This outcome reflects the research of Lee and Chang (2009) and Rehman (2016), who investigated Pakistan and international trends and found that foreign capital not only introduces money but also develops the local financial market due to the transfer of technology and managerial skills. Before us are examples of China and India, where FDI has been instrumental in changing their financial scene. Going by the same point, the positive impact of trade openness declares that the opening up to the global market is what allows the banks to adopt the global standards and be competitive (Hidayati et al., 2024). Conversely, in both models, inflation is observed to impact negatively, which is a consensus with economic theory. Inflation results in high interest rates and uncertainty in the future, and this impacts both whether the private sector will be able to borrow and whether the banks will be willing to lend. This can also be seen in our results (with regards to Slope Heterogeneity Test) that informs us that the nature of the relationship is positive, but the strength of the same is not equivalent across countries. Macroeconomic instability is a major challenge to the development of financial markets in countries such as Brazil and Russia, where inflation is more prone to instability (Pinto et al., 2000; Tabak & Staub, 2007). Conversely, financial deepening in the Chinese market has been accelerated, whereas prices in China have remained relatively stable.
The main thesis is that the "financial development and tax revenue are not competitors but partners in BRICS countries. An effective tax system stabilises the financial sector, but on the other hand, a good financial system expands the tax base (Keen, 2011). Thus, the policymakers should not focus on raising the tax burden of the already-taxpayers (especially the corporate sector) to stimulate investment and credit demand in the private sector, but should review the tax reforms and implement changes to decrease tax evasion and the tax base.

Conclusion
This study seeks to understand the complicated and dynamic link between tax income, financial development, and economic growth in the BRICS nations. We find a long-term association using a lot of panel data and second-generation econometrics, such as cross-sectional dependency, unit root, slope heterogeneity, and co-integration tests. Our major findings support the idea that tax revenue and the developed financial sector positively affect economic growth. Trade openness and FDI have become the drivers of financial development and economic growth, whereas inflation is a grave deterrent to both FDI and trade openness. Also, it demonstrated further that the cross-sectional dependencies and coefficients among BRICS countries are extremely heterogeneous, which underlines the significance of the context of specific countries in policy making. To the point, this paper gives the policymakers valuable knowledge on how good and properly planned and executed tax policies can form the backbone of a sound, stable and successful financial system instead of an economic sinkhole. It offers a definite way for BRICS countries to achieve their full potential economically and to further establish themselves in the global economic arena.

Limitations
Any research, however thorough, has certain limitations, which must not be ignored. One of the main weaknesses of this research is associated with the information about the scope and data utilised in the study. Our analysis is limited to the BRICS nations only, and this means that the results are not likely to be applicable to other emerging or developed economies. Even within the BRICS countries, due to their economic and structural differences, what is true for one country may differ from another. Furthermore, the study period covers 2010 to 2025, with data for the last few years being forecast-based, which may introduce some uncertainty into the results. Financial development is measured by Domestic Bank-Private Sector Credit, which does not fully capture the development of other important financial sector parts like the stock market, bond market, or digital finance, but it does provide a comprehensive picture. Tax income is also seen as a total, even though direct, indirect, and corporate taxes affect financial growth differently. This analysis assumes linear correlations between taxes and financial progress, although in practice they may be nonlinear. Fixed Effect and FGLS have somewhat addressed heterogeneity and CSD, but endogeneity, notably the two-way causality between taxes and financial progress, may remain. Though the Slope Heterogeneity test has detected different slopes, Fixed Effect and FGLS alone do not perform this well.
Future Directions
Considering the above limitations, future studies can further deepen and broaden the findings of this study. An important direction is to use more comprehensive and broad indicators to measure financial development, such as stock market capitalisation, bond market size, or the spread of modern fintech solutions, to provide a more complete picture of the banking sector. Similarly, the effects of different types of tax revenue can be studied separately (e.g. corporate tax, income tax, VAT), to help policymakers understand which taxes are most effective for the financial system. Deductive improvements include the use of nonlinear models (such as Threshold Regression or Smooth Transition Regression) to test for nonlinear or threshold effects between taxes and financial development. Dynamic panel estimators such as GMM (Generalised Method of Moments) can be applied to more effectively handle endogeneity and dynamic relationships. As the Slope Heterogeneity test would show different slopes per country, the models that might serve in future studies to consider such heterogeneity are Mean Group (MG) or Averaged Mean Group (AMG), where there are coefficients for each country. Expanding the geographical scope, including other emerging economies or regions in this study, could increase the generalizability of the results and provide a broader comparison of the robustness of the findings in the BRICS context. This study has far-reaching and practical implications for policymakers in the BRICS countries. As we have analysed, the tax revenue is not merely a solution to government spending, but it is a positive and determinant factor to fiscal development that, in turn, drives economic growth.
Implications
 It is high time that policymakers start considering taxes as an aid to financial system stability and growth, and not only as a liability. This does not imply hiking tax rates but expanding the tax base, making the process of tax collection more efficient (e.g. through the process of digitalising tax laws, simplifying them, etc.), and making the tax system more transparent. A fair and efficient tax system offers the government the means with which to invest in social good and infrastructure, which, indirectly, boosts productivity in the private sector and enables financial institutions to be more confident in lending money to individual enterprises, eliminating the crowding-out effect. As financial development is directly correlated with economic growth and highly contagious with tax revenues, BRICS countries should make proactive efforts to enlarge and integrate their financial sectors. These involve advocating for financial inclusion, enhancing financial intermediaries, and financial innovation. The positive impacts of the tax revenues on economic growth rely on a strong banking sector that will offer plenty of cheap credit to the private sector. 
The adverse effect of inflation on monetary development and economic growth will mean that central banks should keep up with their quest of ensuring price stability. Managing inflation will persuade the banks to lend longer and will minimise uncertainty for investors. Both Trade Openness and FDI are instrumental in economic development and economic development. The policymakers need to ensure that they provide a friendly atmosphere that will facilitate foreign investment and foster international trade because it not only comes with capital but also enhanced management capabilities and international financial requirements.
The outcome of the slope heterogeneity test creates concerns as to whether the policies of the BRICS countries are homogeneous. The economic and financial system of each country is varied, and thus, the policies that fit everyone universally will not work. Indicatively, a more financially deep country such as China will have to prioritise financial stability and oversight. In contrast, India will have to prioritise enhancing financial inclusion and expanding the tax base even further. Brazil and Russia will be required to enhance their tax policies, as well as improve macroeconomic stability, in order to further facilitate financial development. The necessity of regional cooperation: The fact of cross-sectional dependence means that BRICS states should take into account regional integration and coordination in their fiscal and taxation policies. The policies of one country may have extensive effects on the other country. Therefore, a collective approach or even improved policy alignment will translate to a stabilising and sustainable economic growth among all the member countries.
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