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Abstract

This study examines the relationship between tax revenue and economic growth in the ASEAN
economic community member countries. Estimations use the annual data during 1990-2014 for a total of 25
years from 9 countries. The model is estimated by the Generalized Method of Moments (GMM) based on the
concept of Arellano and Bond. The results show that tax revenue has a statistically significant and negative
effect on economic growth in the ASEAN economic community member countries. Because taxation is a
transfer of some resources from the private sector to the public sector and most of the members of the
ASEAN economic community have not very high level of national income. The resources of the private sector
are reduced when the proportion of tax revenue to gross domestic product increased. This leads to a
decrease in private consumption, savings and investment. Similarly, taxes on income, profit and capital gains
or distortionary taxes have statistically significant and negative effects on economic growth in the ASEAN
economic community member countries. It is because taxes on income, profit and capital gains make
revenue after tax of taxpayers decrease. As the result, consumption, savings, investment and gross domestic

product will decrease.
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gdppcic — gdppcie—1 = (a1 — 1)gdppc;c-1 + aztaxrev;, + astaxine;, +
astaxgs;. + astaxtrade;, + X'; (B + &;¢ (3)
feanunsaulaelierlugUuunaunislmad il
gdppcie — gdppcic—1 = ay(gdppcic-1 — gdppeir—) + ay(taxrev;, — taxrevi; ;)
+as(taxine;, — taxinc; ;1) + a4(taxgs;; — taxgs;;—1) +
as(taxtrade;, — taxtrade; 1) + (X'is — X'i11-1)B +
(&t — €it-1) (4)
dasanidniteymdl gdppcge—y W (gdppcie—1 — gaPPC; ;) sasvissnutladiu annudusiug
MU & ¢—1 W (€ ¢ — €1 ¢—1) Arellano and Bond (1991) Hanansufidomiaenislddenlaluausdidmius,

wilsn1elu (Moment Conditions for Endogenous Variables) faf

(
E[gdppcl-,t_r . (ei,t - 5i,t—1)] =0 ed t>2;t=3,..,25 (5)
E[taxrevl-,t_r (& — gi,t—l)] 0 el T>2t=3,..25 (6)
Eltaxinc;; - (eie — €i0-1)] 0 el 7>2;t=3,..,25 (7)
Eltaxgsis— " (e;c—€e1)] =0 el 7>2;t=3,..,25 8)
Eltaxtrade;; .- (gis — €it-1)] = O el 7>2;6=3,..25 9)
E[X'i ez (e0r — i0-1)] =0 e T>2¢t=3.,25 (10)
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Fauils LULRNA84 1 UULANA8Y 2 WULRNA8Y 3 UULIANA8Y 4
Initial Income Lag1 1.2657*** 1.0759*** 1.0120*** 0.8690***
(0.0793) (0.0761) (0.0790) (0.0772)
Initial Income Lag2 -0.2534*** -0.1660™* -0.1844* -0.0302
(0.0804) (0.0725) (0.0774) (0.0681)
Tax Revenue -0.0015 -0.0017 -0.0041* 0.0024
(taxrev) (0.0018) (0.0019) (0.0020) (0.0018)
Taxes on Income, Profit, and Capital Gains -0.0025** -0.0032*** -0.0032*** -0.0031***
(taxinc) (0.0009) (0.0008) (0.0008) (0.0008)
Taxes on Goods and Services 0.0005 0.0008 0.0007 -0.0011

(taxgs) (0.0009) (0.0008) (0.0008) (0.0008)
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Fials ULILANAEY 1 ULILIANAEN 2 ULILANAAY 3 WLILIANAEN 4
Taxes on International Trade -0.0015 -0.0013 -0.0001 0.0001
(taxtrade) (0.0013) (0.0011) (0.0012) (0.0010)
Capital Growth 0.1740*** 0.2296*** 0.2199***
(capital) (0.0441) (0.0530) (0.0430)
Employment Growth 0.2546*** 0.0805 0.3747**
(Inemployment) (0.0528) (0.0775) (0.0525)
Human Development Index 1.2086***
(hdi) (0.3564)
Health Expenditure 0.0012
(healthexpenditure) (0.0014)
Trade Openness 0.0005***
(tradeopenness) (0.0001)
Inflation -0.0019***
(inflation) (0.0003)
Constant 0.0255 -3.3792*** -0.5099 -4.8280***
(0.1918) (0.7198) (1.1652) (0.6874)
Sargan test 135.7693 156.0194 139.2619 142.1562
(P-value) 0.3933 0.0753 0.0785 0.1141
Observations 143 143 127 133
Number of countries 9 9 9 9
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Tax revenue -0.0017 -0.0022 -0.0043* 0.0024
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Capital Growth 0.1786*** 0.2347*** 0.2122***
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Number of countries 9 9 9 9
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