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Tom tit
Nghién ciru nay phan tich mbi quan hé giita thu ngan sach tir thué va tang truong kinh té tai cac
qudc gia OECD trong giai doan 2014-2022. Dya trén dir liéu bang va ap dung cac phuong phap
wéc lwgng nhu OLS gop, hidu tmg cb dinh, hidu tmg ngau nhién va binh phuong t6i thiéu tong
quat kha thi (FGLS), nghién ctru xac dinh FGLS 1a mé hinh pht hop nhat sau khi kiém soat
hién tuong phuong sai thay d6i va tu tuong quan. Két qua cho thdy thué thu nhép ca nhan va
thué thu nhap doanh nghiép cé tac dong tich cuc dén GDP, trong khi thué gia tri gia ting c6 anh
huong tiéu cuc dang ké, cho thay thué tiéu dung cao ¢ thé kim ham hoat dong kinh té. Ngoai
ra, muc do md cira thuong mai va su 6n dinh chinh tri c6 mdi quan h¢ tiéu cuc voi1 GDP, ¢o thé
do tac dong cua tu do hoa qua mirc va sy tri tré kinh té trong moi trudong chinh tri 6n dinh cao.
Pau tu tryc tiép nudc ngoai va ting truong dan s6 khong co y nghia thong ké, cho thay dong
von dau tur khong phai liic nao ciing thiic day ting truong tai cac nén kinh té phat trién. Nghién
ctru gop phan vao thao luan chinh sach kinh té bang cach nhan manh vai trd cia co ciu thué va
quan tri trong ting trudng kinh té tai OECD. Két qua goi ¥ rdng cac nha hoach dinh chinh sach
can can nhic thiét ké chinh sach thué phu hop dé can bang gitta muc tiéu thu ngan sach va ting
truong kinh té, ddng thoi diéu chinh chién luoc thwong mai va quan tri nham dam bao 6n dinh
kinh té dai han.
Tir khéa: doanh thu thué, ting truong kinh té, FGLS, OECD, phan tich chinh sach
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THE IMPACT OF TAX REVENUE ON THE ECONOMIC GROWTH
IN OECD COUNTRIES DURING 2014 AND 2022

Abstract

This study examines the recent relationship between tax revenue and economic growth in
OECD countries from 2014 to 2022. The analysis focuses on the effects of tax structure,
contributed by revenue from personal income tax, corporate income tax, and value-added tax
on GDP, along with trade openness, foreign direct investment, political stability, and population
growth. Using panel data estimation techniques, including pooled OLS, fixed effects, random
effects, and feasible generalized least squares, the study identifies FGLS as the most suitable
model after addressing heteroskedasticity and autocorrelation. The findings indicate that
personal and corporate income taxes positively impact GDP, suggesting that well-structured tax
policies contribute to economic expansion. In contrast, value-added tax has a significant
negative effect, implying that higher consumption taxes may suppress economic activity.
Unexpectedly, trade openness and political stability are negatively associated with GDP,
potentially due to over-liberalization and economic stagnation in highly stable environments.
Foreign direct investment and population growth is found to be statistically insignificant,
suggesting that capital inflows do not always translate into growth in advanced economies. The
study contributes to economic policy discussions by highlighting the importance of tax structure
and governance in shaping economic outcomes among OECD, one of the most developed
economic forums, during a closely related time period. The results suggest that policymakers
should consider tax policy design carefully to balance revenue generation and growth while
reassessing trade and governance strategies for long-term economic stability.

Keywords: tax revenue, economic growth, FGLS, OECD, policy analysis

1. Introduction

Taxation plays an important role in fostering economic growth by contributing to the
government budget, as well as influencing investment, consumption and other economic
activity. The fluctuations in tax rates can significantly change incentives for individuals and
businesses, influencing their behavior regarding investment, saving and spending. From a
broader perspective, tax policy can either encourage or hinder the development of one economy.

In most countries, the government wants to increase the state budget through tax revenue
while achieving stable economic growth at the same time. However, previous studies showed
controversial results on the relationship between tax and economic growth. Pham Quynh Mai
(2021) claimed that PIT, VAT and CIT all have a positive effect on economic growth, with
VAT being the main driver. Additionally, B. Gashi (2018) saw that Kosovo’s economy
benefited from various taxes, including PIT, VAT and CIT. Meanwhile, Padovano & Galli
(2001) and Jen Arnold (2008) stated the inverse relationship between taxes and economic
growth.

Therefore, it is essential to investigate how tax structure affects economic growth. More
specifically, in this paper, we will focus on analyzing the effect of PIT, CIT (direct tax) and
VAT (indirect tax) on the economic growth of 38 OECD nations. As the economic structures
and tax regimes vary among these countries, understanding how the tax structure influences
economic growth helps the policy makers to optimize their tax policy to promote further
development.
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The novelty of this study lies in its examination of the period from 2014 to 2022,
providing a contemporary analysis of the relationship between tax structure and economic
performance in OECD countries. Unlike prior studies that typically focused on individual tax
rates or isolated tax types, this research adopts a more comprehensive approach by exploring
the combined effects of personal income tax (PIT), corporate income tax (CIT), and value-
added tax (VAT) on GDP, while incorporating other relevant variables, such as trade openness,
political stability, and population growth, to offer a more holistic perspective.

2. Literature review
2.1. Theoretical framework
2.1.1. Overview of tax revenue

Tax is defined as a mandatory contribution levied on individuals or corporations by a
government entity - whether local, regional or national (Gorton, 2023). According to the OECD,
tax revenue is defined as the revenues collected from taxes on income and profits, social
security contributions, taxes levied on goods and services, payroll taxes, taxes on the ownership
and transfer of property, and other taxes. It plays a crucial role in funding government activities
and services, such as infrastructure development and public welfare programs.

Policy makers in every country consider taxes as a powerful tool that have an essential
role in achieving economic growth. The importance of taxes is reflected in the need to increase
funds in order to make conditions for financing the government expenditures (Milenkovic &
Kalas, 2017). Bernardi and Chandler (2005) determine the fundamental purpose of tax as the
collection of funds for financing public spending, while Besley and Persson (2014) define that
low-income nations collect taxes of between 10% and 20% of GDP, while the average for high-
income countries is approximately 40%. Besides as the funding source for public sectors, taxes
are levied as a means to redistribute income. Greater tax rates on those with greater incomes
may restrict their ability to accumulate wealth and may also finance transfers to persons with
lesser means. In turn, lower tax rates for those with lower incomes are an effort to make
government services more affordable for them. According to Ahmad and Sial (2016), a nation's
tax structure is essential to attaining justice and social and economic progress. With the
aforementioned said, we propose that tax revenue of the government might play a part in
economic growth.

2.1.2. Theories about tax effect on economic growth
There have been many theories explaining for the effect of tax on economic growth:
Keynesian taxation theory

John Keynes, the initiator of this theory concluded that economic growth must depend on
a market expansion and an associated increase in consumption. He assumed that economic
growth is related to monetary savings and consequently, a large amount of savings discourages
economic development. Therefore, taxation can be a useful tool for the government to subtract
income savings for other purposes such as investing and covering state expenditure.

Neo-classical taxation theory

Differ from Keynesian theory, J.Mutt, A. Laffer and others assumed that the state has to
free market competition by removing obstacles as the market can regulate itself to reach

FTU Working Paper Series, Vol. 1 No. 6 (09/2025) | 3



economic equilibrium without any external force. According to the theory, the authors believed
that the government should implement policies to minimize the tax in order to encourage
individuals and governments to actively take part in economic activities. In contrast, a high tax
rate would demotivate the economic entities which might slow down the production and further
result in an economic recession.

Laffer curve

One of the most famous theories about taxation is the “Laffer curve” which illustrates the
quantitative relationship between taxation and budget revenues. Arthur Laffer believed that
there is an optimal tax-rate that the Government can achieve maximum revenue. Before that
point, tax burdens are positively correlated with state revenues. In contrast, an increase in tax
burden leads to a decrease in the state budget after the optimal point as there would be higher
possibility of tax evasion. Laffer considered 30% of the income as the highest possible tax rate
that could be subtracted for the government budget.

2.2. Previous studies on the effect of taxes on the economic growth

Previous studies suggest that the relationship between taxation and economic growth is
unclear and often deemed insignificant. Easterly and Rebelo (1993) argued that "the evidence
that tax rates matter for growth is disturbingly fragile." However, advancements in the quality
and availability of data have enabled researchers to better isolate the effects of taxation changes.
Recent studies challenge the earlier claims, indicating that taxes do influence economic growth.
The focus has now shifted to understanding which taxes, in what contexts, and to what extent
they impact growth. This section reviews the empirical evidence and evaluates the findings to
date.

2.2.1. Distortionary taxes

Taxation becomes distortionary when it influences investment decisions, thereby
impacting output and growth. This effect is particularly evident in the case of direct taxes on
income and profits (OD Ugwunta; UB Ugwuanyi, 2015)

Kneller, Bleaney, and Gemmell (1999), analyzing panel data from 22 OECD countries
between 1970 and 1995, identified a negative impact of distortionary taxes on growth. Their
findings align with OECD (2008), which reported that corporate and personal income taxes
hinder growth, whereas consumption, environmental, and property taxes are less detrimental.
Similarly, Gemmell, Kneller, and Sanz (2006) found evidence of the long-term negative effects
of distortionary taxes on growth in OECD countries for the period 1970-2004. Dackehag and
Hansson (2012), using data from 25 OECD countries from 1975 to 2010, also demonstrated
that statutory corporate income tax and personal income tax rates adversely affect economic
growth. Bleaney et al. (2001), Lee and Gordon (2005), Arnold et al. (2011), and Acosta-
Ormaechea and Yoo (2012) provide further findings in which they differentiate the effects of
PIT and CIT, identifying the latter as the most harmful to growth. While the extent of the impact
depends on the specific tax variable used as a proxy, the findings suggest that taxes on corporate
and personal income distort growth more significantly than consumption taxes, though the
overall effect of tax changes remains modest.

On the other hand, Tosun and Abizadeh (2005) suggested that PIT beneficially influences
economic growth of OECD countries. O. B. Adegbemi & A. Oluwatobi (2016) also shared the
same idea by indicating that income tax positively impacts Africa economic growth. In “Impact
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of tax policy on economic growth in Vietnam”, Pham Quynh Mai (2021) determined that
despite limitations, PIT positively contributes to the Vietnamese economy. In addition, Kotlan
et al (2011) used the Laffer curve to explain that the tax burden can indirectly increase tax
revenue or overall tax share and thus increase economic growth. In favour of this finding,
Baranova and Janickova (2012), Adegbite (2015) and Pham Quynh Mai (2021) concluded a
positive relationship between CIT and economic growth.

2.2.2. Non-distortionary taxes

Non-distortionary taxes, which do not influence the private sector's incentive to invest in
input goods, are considered indirect taxes. These taxes do not disrupt optimal market
mechanisms. While they reduce individuals' disposable income and tighten their budget
constraints, they do not alter the relative prices of goods. An example of such a tax is the value-
added tax (VAT) (IMF, 1991).

Emmanuel (2013) examined the impact of VAT on Nigeria's economic growth (GDP)
using time series data from 1994 to 2010. The study found that a 1% increase in VAT revenue
could lead to a 1.47% rise in GDP. Similarly, Jalata (2014) found that VAT significantly
boosted Ethiopia's economic growth. Chiricu (2019) analyzed the economic impact of VAT on
Southern Europe's economic growth using data from 1996 to 2017, concluding that VAT
positively affected economic growth.

Conversely, Stoilova (2017) argued that while tax revenue might increase GDP in Europe,
production and import taxes were beneficial, whereas VAT was detrimental. Bankman &
Schuler (2007) noted that some countries have encouraged investment by lowering VAT rates,
while others have increased VAT rates to boost revenue for government expenditures.

Therefore, the effect of VAT on economic growth is ambiguous. While some studies
highlight its positive impact, others suggest it may be detrimental, indicating that the
relationship between VAT and economic growth is complex and context-dependent.

2.3. Previous studies on determinants of the economic growth
2.3.1. Impact of FDI on economic growth

Foreign Direct Investment (FDI) is a major source of knowledge transfer and economic
growth, and it has been instrumental in internationalizing economic activity. A large number of
empirical studies on the role of FDI in host countries suggest that FDI is an important source of
capital, complements domestic private investment, is usually associated with new job
opportunities and enhancement of technology transfer, and boosts overall economic growth in
host countries (Karimi, 2009)

Bengoa and Sanchez-Robles (2003) investigated the connection between foreign direct
investment, economic freedom, and economic growth using panel data for Latin America. They
come to the conclusion that FDI significantly boosts the economic growth of the host nation
when comparing estimates of fixed and random impacts. Additionally, Adegbite et al., (2010)
and Onakoya (2016) also confirmed the beneficial effect of FDI on economic growth, besides
tax revenue, while Thuy Tien Ho et al. (2022) stated that FDI significantly and positively
influences economic growth by contributing to international trade integration and creating a
competitive business environment.
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On the other hand, Zhang (2001) examines the relationship between foreign direct
investment and economic expansion. Zhang makes use of data for eleven developing nations in
Latin America and East Asia. Zhang indicates that FDI increases economic growth in five
examples, but that host nation factors like trade regime and macroeconomic stability are crucial.
This suggests that FDI may not be ideally effective in contributing to GDP growth without the
presence of other socio-economic factors.

2.3.2. Impact of political stability on economic growth

Numerous studies on political aspects have demonstrated how much political issues
impact the economy and its growth potential. An extremely unstable political system, for
instance, creates uncertainty, deters investment, and so impedes economic potential (Karimi,
2009). Moreover, Aisen, A. and Veiga, F.J. (2013), together with Nazeer and Mansur (2017)
examined how political instability affected productivity and economic growth. By heightening
uncertainty about the future, it influences society's overall time preference, shortening its
planning horizon. As a result, resources may be allocated less efficiently, and both firms and
governments may invest less in research and development, ultimately slowing technological
advancement.

2.3.3. Impact of trade openness on economic growth

For decades, trade has played a vital role in promoting economic growth, and at the same
time become a common topic for scholars. In a cross-country empirical investigation conducted
in 2003, Yanikkaya, H. found a positive relationship between various trade openness indicators
and economic growth. Identical results were found in the research of Krueger and Berg (2003),
Petrakos and Arvanitidi (2008). Trade volume, such as export-import shares, and even trade
barriers are proved to have a significant and positive correlation with growth.

Nevertheless, there are some contradictions. Hausmann, R., Hwang, J., & Rodrik, D.
(2006) in their research proved that trade openness would negatively affect economic growth,
within countries that mainly export primary goods. In the scope of the authors’ study, OECD
countries are dominant secondary products exporter; therefore trade openness would remain its
positive impact.

2.3.4. Impact of population on economic growth

Although there has been a lot of attention recently on the relationship between
demographic trends and economic growth, the link between population and economic growth
remains a subject of debate. Population growth, population density, migration, and age
distribution appear to be the main factors influencing economic growth among nations
(Petrakos and Arvanitidi, 2008). For instance, a high population growth may negatively affect
economic growth by influencing saving and investment patterns, human capital quality, and
dependency rates.

However, when Peterson, E.W.F. (2017) examined data over the past 200 years to find a
connection between the number of people in a country and aspects that affect economic growth,
such as social problems, inequality and productivity, he suggested that population growth tends
to have negative effects in the short to medium term, as high levels of fertility can decrease the
overall well-being of a society.Despite these increasing findings, however, conclusions are not
definitive because several studies have shown no strong correlation between demographic
characteristics and economic growth (Pritchett, 2001).
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2.4. Research gap

Although the relationship between taxation and the mentioned determinants on national
economic growth are widely researched, significant gaps remain, particularly concerning the
impact of these factors on OECD countries in the period from 2014 to 2022. Most prior research
has used outdated data and does not capture recent economic shifts and policy changes.
Moreover, most of the components like the effects of VAT, FDI, political stability, trade
openness and population dynamics have been analyzed in isolation without looking at their
correlations. Also, most of the research is done on individual countries as opposed to groups of
countries such as the OECD which have similar economic structures and policy frameworks.
This gap highlights the need for more extensive and up-to-date research that takes into account
all these factors and investigates their joint impact on economic growth in the context of OECD
countries in the given period. Ultimately, such research could provide valuable lessons for the
governments as well as the policy makers who wish to encourage sustainable economic growth.

3. Methodology
3.1. Research model and hypothesis

Building on prior research by Easterly and Rebelo (1993) on the overall impact of
taxation on economic growth, this study incorporates findings from more specific analyses
regarding the relationship between distortionary and non-distortionary taxes and GDP.
Notably, the works of Ugwunta and Ugwuanyi (2015), Dackehag and Hansson (2012), and
Emmanuel (2013) provide crucial insights into this relationship.

GDPit = ui + PITit + VATit + CITit + FDIit + POLit + OPENit + POPit

In this study, GDPit represents the gross domestic product per capita at time t. The
independent variables PITit, CITit, and VATit correspond to the proportions of personal
income tax (PIT), corporate income tax (CIT), and value-added tax (VAT) in GDP for at time
t, respectively.

Furthermore, the model incorporates additional control variables, including FDIit,
POLit, OPENit, and POPit, which are detailed in the table below.

Data  Expected

Variabl Symbol Descripti
ariaple ym 0 escrlp 10N SOUI’CC Sign

The total monetary or market value of all
Total GDP GDP  finished goods and services made withina OECD
country during a specific period (USD)

. Personal PIT The ratio of Pe‘rsonal income tax to Gross OECD "
income tax domestic product (%GDP)
Value The ratio of Value added tax to Gross
VAT OECD +/-
added tax domestic product (%GDP)
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Corporate The ratio of Corporate income tax to

CIT OECD +/-
income tax Gross domestic product (%GDP)
Foreion direct The ratio of Foreign direct investment
inveg;tment FDI inflows to Gross domestic product OECD +
(%GDP)
P011t‘1<':a1 POL Political S'Fablllty and absence of violence/ OECD N
stability terrorism (range from -2.5 to 2.5)
Trade OPEN The ratio of a CQuntry s total trade to OECD N
openness Gross domestic product (%GDP)
Population .
POP Population growth rate (%) OECD +/-
growth

Table 1. Variables description

Source: Authors’ own work

The research hypotheses include:

HI: Personal income tax has a positive/negative effect on economic growth
H2: VAT has a positive/negative effect on economic growth

H3: Corporate income tax has a positive/negative effect on economic growth
H4: FDI has a positive effect on economic growth

H5: Political stability has a positive effect on economic growth

H6: Trade openness has a positive effect on economic growth

H7: Population growth may have a positive/negative effect on economic growth
3.2. Estimation method

The study applies standard panel data estimation methods, including Pooled OLS (POLYS),
Fixed Effects Model (FEM), and Random Effects Model (REM), with model selection validated
through Lagrange multiplier and Hausman tests. However, these methods may suffer from
measurement errors and endogeneity, leading to biased estimates.

To address these concerns, post-estimation diagnostic tests are conducted. If violations
such as heteroskedasticity or autocorrelation are detected, the study applies Feasible
Generalized Least Squares (FGLS) to correct for these issues, ensuring more robust and
efficient results.

In addition, to improve model interpretability and address statistical concerns, GDP is
transformed into its natural logarithm (InGDP). This transformation linearizes nonlinear
relationships, improves normality, and mitigates heteroskedasticity (Wooldridge, 2016). It also
allows coefficients to be interpreted as elasticities, facilitating economic analysis (Gujarati &
Porter, 2009). Additionally, it reduces outlier influence, ensuring more stable estimates (Stock
& Watson, 2020).
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3.3. Data description

The study uses panel data comprising 342 observations, sourced from the OECD dataset.
The research examines 38 OECD member countries over the period from 2014 to 2022,
ensuring data completeness and enhancing the reliability of the study.

3.3.1. Data and summary statistic

Variable Obs Mean Std. Dev. Min Max
PIT 342 8.043713 4.427462 1.09 26.29
VAT 342 6.798275 2.045375 2.04 10.84
CIT 342 3.062105 1.526624 0.16 19.94
FDI 342 4.406053 28.8173 -360.35 252.92
POL 342 0.5806433 0.6515046 -2.01 1.62
OPEN 342 103.2642 64.00388 23.08 393.14
POP 342 0.5800877 0.7856086 -2.45 2.68
InGDP 342 26.77786 1.529108 23.58547 30.88912

Table 2. Data description
Source: Authors’ own work

3.3.2. Correlation matrix

PIT VAT CIT FDI POL OPEN POP  InGDP

PIT 1.0

VAT 0.2187 1.0

CIT 0.0649 -0.1106 1.0

FDI  -0.0448 -0.0125 0.0234 1.0

POL 04334 02264 0.117  0.0522 1.0

OPEN -0.0333 -0.1276  0.0111 0.1703  0.3348 1.0

POP  0.1616 -0.2079 0.3491 0.0256 -0.0502  0.0437 1.0

InGDP  0.1687 -0.5346 0.0993 -0.0674 -0.2138 -0.4755 0.0057 1.0

Table 3. Correlation matrix
Source: Authors’ own work

The correlation results show that the independent variables in the model generally have
low correlation (below 0.5). The highest correlation is found between Political Stability and
Personal Income Tax, with an absolute value of 0.4334 (Wooldridge J. M. , 2012). This result
suggests that multicollinearity is not a significant concern for the model. Nevertheless, further
validation is required to ensure a reliable model.
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Regarding the dependent variable (GDP), the explanatory variables exhibit moderate
correlation, ranging from 0.0057 to 0.5346 in absolute terms. However, some variables have
correlation signs that differ from expectations. This indicates the need for deeper examination
to identify any potential model weaknesses and ensure its robustness.

4. Results analysis

The study begins by estimating the model using three methods: Pooled Ordinary Least
Squares (POLS), Fixed Effects Model (FEM), and Random Effects Model (REM). If the model
exhibits issues such as heteroskedasticity or autocorrelation, the Feasible Generalized Least
Squares (FGLS) estimation is applied to address these concerns. Additionally, to account for
potential endogeneity, the System Generalized Method of Moments (SGMM) is employed as a
final step to correct any biases that previous estimation methods fail to resolve.

Among the initial three estimation approaches, FEM is identified as the most appropriate
method, as indicated by the Hausman test (Prob>chi2 = 0.000) and the Breusch-Pagan test
(Prob>chibar2 = 0.000). However, diagnostic tests reveal the presence of heteroskedasticity in
the model. To mitigate this issue, the study applies the FGLS estimation, leading to the final
model specification (Model 4).

4.1. Multicollinearity checking

Variable VIF 1/VIF
PIT 1.43 0.701701
VAT 1.16 0.862839
CIT 1.18 0.849112
FDI 1.03 0.967824
POL 1.55 0.647018
OPEN 1.24 0.804474
POP 1.28 0.778907

Table 4. VIF results
Source: Authors’ own work

Since all of the Vif value is lower than 2, the model does not experience multicollinearity.
4.2. Model checking
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Variable (1) InGDP (2) InGDP (3) InGDP (4) InGDP

PIT 0.131%** 0.0379%*x* 0.0438*** 0.0618***
[8.80] [3.64] [4.06] [5.41]

VAT -0.425%%#* 0.00988 -0.00219 -0.203%%*x*
[-14.54] [0.58] [-0.12] [-12.52]

CIT 0.109%** 0.0248%** 0.0251 *** 0.0215%*
[2.70] [3.45] [3.27] [2.11]

FDI 0.000513 -0.000121 -0.000134 -0.000195
[0.26] [-0.60] [-0.62] [-0.61]

POL -0.390%** -0.110%** -0.128%*** -0.124%**
[-3.56] [-2.51] [-2.77] [-2.35]

" OPEN -0.00785%** 0.00286%** 0.00198** -0.00529%*x*



[-8.16] [3.72] [2.51] [-8.20]

POP -0.398%*** 0.0193 0.0186 -0.0129
[-5.01] [1.31] [1.18] [-0.59]

_cons 29.56%** 26.08%** 26.2]1%#* 28.29%#*
[116.06] [212.50] [118.22] [187.85]

Observations (N) 342 342 342 342

R-squared 0.569 0.267 - -

Sig. levels * p<0.1 ** p<0.05 % p<0.01

Table 5. Estimation results of the research model
Source: Authors’ own work

The POLS model assumes no individual country effects, explaining 57% of GDP
variation (R?=0.569). Results indicate a positive and significant impact of personal income tax
(0.131) and corporate income tax (0.109) on GDP. Conversely, VAT (-0.425) and political
stability (-0.390) exhibit strong negative effects, suggesting that higher VAT rates and stable
political conditions may not always favor economic growth. Population growth (-0.398) is
negatively correlated with GDP, reflecting demographic differences among OECD countries,
while openness is not significant. The FEM model, which accounts for country-specific
differences, is confirmed as the preferred approach (Hausman test, Prob>chi2 = 0.000). Under
FEM, VAT loses significance, suggesting its impact may be absorbed by country-level
characteristics. Personal and corporate income tax remain significant but with lower
coefficients (0.0379 and 0.0248, respectively). Political stability remains negative (-0.110), and
openness (0.00286) becomes significant, indicating their role in short-term fluctuations.
However, the R? drops to 0.267, implying that much of the GDP variation is explained by fixed
effects.

The REM model, tested via the Breusch-Pagan test (Prob>chibar2 = 0.000), provides
results largely consistent with FEM. However, FEM and REM fail to address
heteroskedasticity, detected by the Modified Wald test (Chi*> = 84318.11, P = 0.0000), which
requires FGLS estimation. The final FGLS model, which corrects for heteroskedasticity and
autocorrelation, finds that personal income tax (0.0618) and corporate income tax (0.0215)
remain positively significant. VAT (-0.203) regains significance, reaffirming its negative
impact on GDP. Political stability and openness remain negatively associated with GDP (-0.124
and -0.00529 respectively).These results highlight the complex interactions between tax
structures, policy stability, and economic growth in OECD countries.

4.3. Discussion

The regression results provide insights into the relationship between GDP and various
economic factors, including taxation, trade openness, foreign direct investment, political
stability, and population growth. While most coefficients align with theoretical expectations, a
few deviations warrant further analysis.

4.3.1. Distortionary tax and GDP

The results show that personal income tax (0.0618, p < 0.01) and corporate income tax
(0.0215, p < 0.05) have a positive and significant relationship with GDP. This is somewhat
unexpected, as higher taxation is typically associated with reduced disposable income and
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potential disincentives for investment (OECD, 2020). However, this finding aligns with studies
suggesting that well-structured tax policies, particularly in high-income OECD countries, can
contribute to GDP growth by funding public infrastructure, education, and social programs that
enhance economic productivity (Romer & Romer, 2010). Moreover, previous studies mainly
utilized data before 2010, and to some extent make the results outdated. By using data from the
last 10 years, this study may suggest a new point of view to the role of distortionary tax revenue
on the development of one’s country.

4.3.2. Non-distortionary tax and GDP

Conversely, VAT (-0.203, p <0.01) is negatively correlated with GDP. Higher VAT rates
may reduce consumer spending, slowing down economic growth (Arnold et al., 2011). VAT
increases consumer prices, reducing purchasing power and discouraging spending. This effect
is particularly detrimental in consumption-driven economies, where household expenditure is
a key driver of growth. In addition, VAT raises operational costs for businesses, particularly
small and medium-sized enterprises (SMEs), which rely on tight profit margins. Higher tax
burdens can lead to reduced investment and employment, constraining long-term growth of an
economy as a whole. This finding aligns with Stoilova (2017).

4.3.3. Foreign Direct Investment (FDI)

The coefficient for FDI (-0.00019, p = 0.54) is negative and statistically insignificant,
contradicting the expected positive effect. Typically, FDI is seen as a driver of economic growth
through capital inflows, job creation, and technology transfer (Borensztein, De Gregorio, &
Lee, 1998). However, the insignificance of FDI in this situation may suggest that FDI inflows
in OECD countries do not always translate into GDP growth, possibly due to the maturity of
financial markets or profit repatriation by multinational corporations (Herzer, 2012).
Additionally, high regulatory barriers and diminishing marginal returns on investment in
developed economies may weaken the impact of FDI on growth.

4.3.4.Political Stability and GDP

Political stability (-0.124, p < 0.05) is negatively correlated with GDP, contradicting the
expected positive sign. While stable political environments typically promote investment and
long-term growth (Acemoglu & Robinson, 2012), this result may reflect the fact that highly
stable economies often experience slower growth rates due to lower levels of risk-taking and
innovation. In some OECD countries, excessive regulation and political rigidity may limit
economic dynamism (Rodrik, 2017). Another possible explanation is that countries
experiencing moderate political fluctuations often undertake structural reforms that boost
economic performance in the long run.

4.3.5. Trade Openness and GDP

Trade openness (-0.0053, p < 0.01) is significantly negative, which contradicts the
expected positive impact. Conventional economic theory suggests that greater openness
enhances efficiency, competition, and access to global markets, leading to higher GDP growth
(Frankel & Romer, 1999). However, this finding aligns with arguments that trade liberalization
can also lead to job displacement, increased inequality, and economic volatility in advanced
economies (Rodrik, D. and Rodriguez, F. 2001). In the OECD context, high levels of openness
may increase dependency on external demand, making economies more vulnerable to global
shocks.

FTU Working Paper Series, Vol. 1 No. 6 (09/2025) | 12



4.3.6. Population Growth and GDP

Population growth (-0.0129, p = 0.56) is negative but statistically insignificant. While
higher population growth can increase labor supply, it does not necessarily translate into higher
GDP per capita (Brander & Dowrick, 1994). In many OECD economies, aging populations,
declining birth rates, and workforce automation may weaken the traditional link between
population growth and economic expansion.

5. Recommendations

Based on the research results, the researchers propose the following implications for
countries in the OECD.

First, the result shows that PIT and CIT positively influence economic growth. However,
continuously rising tax rates will not result in a stable growth rate. In contrast, excessively high
tax rates can hinder business investment, labor productivity and overall economic growth.
According to the Laffer curve, there is an optimal rate that maximizes the government revenue
from taxation. Beyond that point, both corporations and individuals lose their motivation to
engage in economic activities, leading to possible economic stagnation. Therefore, it is
necessary for policy makers to evaluate their taxation structure and maintain suitable tax rates
in order to promote sustainable economic growth. A well-designed tax structure alongside
effective social welfare programs like those in Finland, Sweden or Norway can improve the
overall living standards and encourage residents to actively contribute to the economy through
employment and consumption.

Second, VAT negatively affects the growth of OECD economies as shown in the result.
Hence, reducing VAT rates on essential goods and services can boost domestic consumption,
particularly for low and middle income groups. The government can also consider possible
VAT reductions or exemptions for critical business to promote economic development.
Moreover, countries should focus on enhancing VAT efficiency rather than increasing the rate.
OECD authorities can formulate stricter policies in order to guarantee the transparency of tax
collection and minimize the risk of tax evasion. Besides, simplifying VAT structure may make
it easier for the government to monitor tax compliance. For example, in the United Kingdom,
VAT flat-rate scheme is applied for small and medium businesses which can reduce their
administrative burden on tax calculation and reporting.

This study acknowledges that there are significant variations in the taxation systems
across countries. The differences make it challenging to provide universal suggestions for the
entire OECD.

6. Conclusion

The report has explored key factors influencing the economic growth of OECD countries in the
context of different kinds of taxes combined with other elements, offering valuable insights into
how variables such as GDP, trade openness, political stability and population growth affect total
GDP. Tax structure is analysed in the relationship with economic growth, during a relevant time
period.The findings reveal that both personal and corporate income taxes have a positive impact
on GDP, emphasizing the role of well-structured tax policies in fostering economic expansion,
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contributing to the importance of optimal tax policy design, and giving information about the
complex dynamics between taxation, economic structure, and macroeconomic stability, which
offers a fresh perspective on the role of distortionary tax revenue in the development of a
country. The findings reveal significant patterns that can guide OECD countries in balancing
between generating tax revenue and fostering an economic environment.

Due to time constraints and limited knowledge and experiences, this report is not done to
perfection and there is still room for improvement. However, this study underscores the
importance of having efficient tax policies in the relationship with other economic factors.
Therefore, research into the relationship between tax structure and economic growth is crucial.
By providing empirical evidence on the complex interactions between taxation and economic
performance, this study contributes to the broader policy debate on sustainable economic
development. Policymakers should also assess trade policies and governance frameworks to
ensure they foster long-term economic resilience. Future research should build upon these
findings to explore further complexities in economic and tax structures and refine the model
accordingly.
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