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Purpose: This study examines the impact of various tax policies on economic 

growth through a comparative analysis of different taxation models, including 

progressive, regressive, and corporate tax structures. It aims to identify best 

practices in tax policy design that balance revenue generation, investment 

stimulation, and economic equity while addressing emerging challenges such as 

digital taxation and environmental tax policies.  

Research Design and Methodology: The study employs a systematic literature 

review (SLR) methodology, synthesizing existing empirical and theoretical 

research from peer-reviewed journals, policy reports, and economic analyses. 

The review focuses on comparative assessments of taxation policies across 

developed and developing economies, evaluating their role in fostering fiscal 

stability and economic expansion.  

Findings and Discussion: The findings indicate that progressive tax structures 

contribute to income redistribution but may discourage investment if tax rates 

are excessively high. In contrast, regressive tax policies ensure stable revenue 

flows but disproportionately impact low-income groups. Corporate taxation 

influences foreign direct investment (FDI) and business competitiveness, 

requiring a balanced approach between fostering economic activity and ensuring 

adequate government revenue. The study also highlights gaps in digital taxation 

and environmental tax implementation, emphasizing the need for global 

cooperation and regulatory alignment to enhance tax efficiency.  

Implications: The study provides strategic recommendations for policymakers to 

develop adaptive, data-driven tax policies that promote sustainable economic 

growth. It underscores the importance of fiscal transparency, digital tax 

administration, and well-structured tax incentives to enhance compliance and 

prevent tax evasion. Future research should focus on empirical analyses of 

taxation's long-term effects on economic development and the role of digital 

transformation in tax governance.  

 

Introduction 

Taxation has long been established as a cornerstone of economic policy, serving as a primary 

mechanism for government revenue generation and a strategic tool for economic regulation and social 

redistribution. In modern economies, taxation finances public expenditures and plays a pivotal role in 

shaping economic behavior, influencing consumption patterns, investment decisions, and labor market 

dynamics (Asimakopoulos et al., 2021). The theoretical foundations of taxation suggest that well-

designed tax policies can enhance economic efficiency by fostering private-sector investment, 
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incentivizing entrepreneurial activity, and promoting innovation, all of which contribute to long-term 

economic growth. Conversely, excessive tax burdens can create economic distortions, disincentivize 

productivity, and impede capital formation, limiting a nation’s growth potential (Kallianiotis, 2022). 

Governments worldwide strive to balance tax revenue collection with the need to maintain a 

competitive business environment, as taxation directly affects national economic competitiveness in 

a globalized marketplace. The increasing integration of economies and capital mobility have 

intensified tax competition among nations, compelling policymakers to reevaluate their tax structures 

to attract investment while ensuring fiscal sustainability (Wenjuan & Zhao, 2023). Despite these 

efforts, the relationship between taxation and economic growth remains complex and context-

dependent, influenced by institutional quality, administrative efficiency, and broader macroeconomic 

conditions. While some nations benefit from low-tax regimes that stimulate economic dynamism, 

others rely on progressive taxation to address income inequality and finance essential public services. 

These variations highlight the need for a comparative analysis of tax policies to identify which fiscal 

strategies contribute most effectively to sustainable economic development across different national 

contexts. 

Despite extensive research on the nexus between taxation and economic growth, significant gaps 

remain in understanding the effectiveness of various tax structures under diverse economic conditions. 

While some economies prioritize tax incentives to attract foreign direct investment and stimulate 

private sector growth, others emphasize progressive taxation to ensure equitable income distribution 

and bolster social welfare programs (Dorcas, 2023). These differing approaches reflect broader fiscal 

policy objectives extending beyond revenue collection to broader socio-economic priorities. 

Additionally, global economic shifts, including digitalization and environmental sustainability 

concerns, have introduced new complexities into the design and administration of tax policies. Issues 

such as multinational tax avoidance, digital economy taxation, and the role of carbon taxation in 

addressing climate change have reshaped the discourse surrounding taxation’s role in economic 

governance (Nembe & Idemudia, 2024). However, existing studies have often adopted a fragmented 

approach, analyzing tax policy effects within specific economies or industry sectors without 

systematically comparing cross-country variations. The evolving nature of global economic challenges 

necessitates reevaluating traditional tax models to ensure they remain effective in fostering long-term 

economic growth (Brys et al., 2016). In light of these considerations, a systematic review of tax policies 

and their economic implications across various national settings is essential for providing a more 

comprehensive understanding of how fiscal strategies can be optimized to enhance economic 

performance while maintaining fiscal stability. 

Recent studies emphasize the diverse role of tax policies in driving economic growth and post-

pandemic recovery. Tax incentives have been found to stimulate innovation and corporate 

performance, though their effectiveness varies across firm sizes and industries (Peng et al., 2024). 

Environmental tax policies are also crucial in sustainable development and economic growth, with 

technological advancements as key drivers (Adanma & Ogunbiyi, 2024). Tax-based housing 

affordability policies, including incentives and subsidies, significantly impact job creation, household 

stability, and social cohesion (Akinsulire et al., 2024). Moreover, taxation has been instrumental in 

post-pandemic recovery efforts, facilitating revenue generation, wealth redistribution, and 

investment stimulation through targeted incentives (Syukur, 2024). However, policymakers must 

carefully design tax systems to avoid excessive burdens that may stifle growth. Effective tax policies 

require flexible structures, clear objectives, and strong internal management within businesses (Peng 

et al., 2024). Further research explores the intricate relationship between tax policies, environmental 

regulations, and economic growth. Tanzi et al. (2023) provides a historical review of evolving 

perspectives on taxation’s role in growth. Progressive taxation and targeted income allocation reduce 

poverty and improve public services (Shettigar et al., 2024). Corporate taxation influences firm 

behavior and investment decisions, affecting foreign direct investment (FDI) and tax avoidance (Fuest 

& Neumeier, 2023). A study on Indonesia (1973–2019) identified a positive long-term relationship 

between tax revenues, government spending, and economic growth, though inflation negatively 

impacts these factors (Maulid et al., 2022). These findings highlight the complex interplay between 
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tax policies, fiscal expenditures, and macroeconomic stability, emphasizing the need for strategic 

fiscal planning. 

Despite the extensive research on taxation and economic growth, significant gaps remain in 

understanding how different tax policies function across diverse economic structures. While previous 

studies have explored the role of tax incentives in stimulating corporate innovation (Peng et al., 2024) 

and their impact on sustainability (Adanma & Ogunbiyi, 2024), limited research systematically 

compares the effectiveness of tax policies across countries with varying fiscal capacities. The 

literature predominantly focuses on taxation in high-income economies, where tax policies are 

relatively structured and predictable, or low-income economies, where taxation challenges are often 

linked to weak institutions and low compliance rates. However, there is insufficient empirical analysis 

of how tax efficiency varies across different governance models, levels of economic development, and 

institutional frameworks. While studies highlight the interdependencies between tax revenues, 

government spending, and economic growth (Maulid et al., 2022), there is a lack of integrated 

frameworks that examine taxation’s role in both short-term fiscal stability and long-term economic 

expansion. The interaction between corporate taxation, foreign direct investment, and multinational 

strategies remains underexplored, particularly concerning how businesses adapt their financial 

decisions to changing tax environments (Fuest & Neumeier, 2023). Moreover, with the rise of digital 

taxation and carbon taxation as policy tools, there is a growing need for empirical research on their 

effectiveness in promoting sustainable economic growth while mitigating environmental and social 

trade-offs. These gaps highlight the necessity of a comparative review that systematically evaluates 

the varying impacts of taxation strategies across different economic and institutional settings. 

This study seeks to address the gaps identified in previous research by conducting a systematic 

literature review (SLR) to comprehensively evaluate the relationship between tax policies and 

economic growth across different national contexts. While existing studies have examined the role of 

taxation in economic development, they often focus on isolated country-specific analyses or sectoral 

tax implications, lacking a broader comparative perspective. This research aims to bridge this gap by 

systematically analyzing various progressive, regressive, and corporate taxation models across 

multiple economies. Doing so will identify common patterns, best practices, and policy pitfalls that 

impact economic growth. Additionally, the study will explore how taxation interacts with investment 

behavior, fiscal stability, and business innovation, particularly in response to emerging challenges such 

as digital taxation and environmental fiscal policies. Given global tax systems' increasing complexity 

and varying economic impacts, this study is structured around the following key research questions: 

(1) How do different taxation models influence economic growth across developed and developing 

economies? (2) What tax policy frameworks balance revenue generation with economic stimulation? 

(3) How do tax incentives and regulatory measures affect investment decisions, business innovation, 

and long-term economic stability? Addressing these questions will contribute to the broader discourse 

on fiscal strategies, offering insights that can assist policymakers in designing effective tax structures 

that foster sustainable and inclusive economic growth. By synthesizing existing empirical and 

theoretical studies, this research aims to provide a well-rounded analysis of taxation’s role in economic 

development, highlighting the need for adaptable and growth-oriented tax frameworks in the evolving 

global economy.  

Literature Review 

Optimal Tax Theory 

Optimal Tax Theory (OTT) is a fundamental framework for designing tax systems that maximize 

social welfare while minimizing economic distortions (Mirrlees, 1976). Stiglitz (1987) argues that an 

optimal tax system should balance equity and efficiency, ensuring that taxation supports public 

welfare without significantly discouraging productivity and investment. As conceptualized by 

Congleton (2024), OTT emphasizes that tax structures must be designed to generate sufficient revenue 

while maintaining fairness and minimizing adverse economic effects. This balance is crucial in 

addressing income distribution concerns without creating inefficiencies in labor supply or capital 

allocation. A key principle of OTT is the minimization of distortions in economic decisions, particularly 

in investment and consumption. Ding et al. (2024) highlight that poorly structured tax policies can 
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lead to capital misallocation, reducing overall economic efficiency. In contrast, well-designed tax 

policies can stimulate economic growth by encouraging productive investments and technological 

advancements. As Venâncio et al. (2022) illustrate, progressive tax systems that impose higher rates 

on top earners can promote income redistribution, but if implemented excessively, they may 

discourage entrepreneurship and innovation. Furthermore, tax simplicity and transparency are 

essential for compliance and administrative efficiency, ensuring that the tax system operates 

effectively without imposing undue burdens on businesses and individuals. In evaluating tax policy 

designs across different economies, OTT provides a structured approach to assessing how tax reforms 

influence economic stability, investment behavior, and long-term growth trajectories. 

Optimal Tax Theory (OTT) underscores the role of well-structured tax policies in fostering 

economic growth by stimulating investment, innovation, and market efficiency. Akcigit et al. (2022) 

highlight that tax incentives targeting research and development (R&D) directly contribute to firm-

level innovation and long-term productivity gains. These incentives encourage companies to allocate 

more resources toward technological advancements, enhancing national competitiveness. Similarly, 

Zwick & Mahon (2017) argue that tax provisions such as bonus depreciation have effectively stimulated 

corporate investment. Their findings suggest that businesses respond positively to tax policies that 

lower capital costs, increasing economic expansion and job creation. Beyond investment, OTT also 

emphasizes the importance of competitive tax incentives in attracting foreign direct investment (FDI). 

Hebous & Ruf (2017) demonstrate that tax systems incorporating attractive incentive structures 

significantly influence multinational corporations' investment decisions in specific regions. Countries 

with stable and predictable tax policies often create a conducive business environment that fosters 

long-term economic development. Moreover, as digitalization and climate change reshape global 

economies, tax policies must evolve accordingly. Ajmera & Nemane (2023) emphasize that well-

designed carbon taxes aligned with OTT principles can facilitate the transition to a sustainable 

economy while maintaining economic stability. By integrating these perspectives, OTT provides 

policymakers with a strategic framework for designing tax systems that balance efficiency, equity, 

and economic growth in an increasingly complex global economy. 

 

Tax Policies 

Tax policy serves as a fundamental pillar of a nation's fiscal system, acting not only as a revenue-

generating tool but also as a strategic mechanism for regulating economic and social activities. 

According to Yan et al. (2023), effective tax policy is crucial in achieving economic balance by 

influencing market behavior, promoting resource allocation efficiency, and ensuring sustainable 

growth. As globalization and digitalization reshape economies, tax structures must evolve to address 

emerging challenges, including the taxation of multinational corporations operating in borderless 

digital markets. Beer et al. (2020) highlight that the increasing complexity of the digital economy 

necessitates international tax reforms to prevent revenue erosion and ensure fair taxation. Beyond 

digitalization, environmental taxation has become a policy instrument to combat climate change. Su 

et al. (2023) argue that when designed according to theory, it effectively reduces taxation, causing 

greenhouse gas emissions while fostering investments in clean energy technologies. Similarly, 

Asawasakulkrai (2022) emphasizes that progressive tax policies can mitigate income inequality by 

redistributing wealth through social programs without significantly distorting economic efficiency. 

However, the success of tax policies in achieving these objectives heavily depends on administrative 

efficiency and compliance. Belahouaoui & Attak (2023) stress that transparent and well-administered 

tax systems enhance compliance rates, reduce tax evasion, and improve overall fiscal stability. Thus, 

a comprehensive understanding of tax policies, incorporating elements of economic regulation, 

revenue sufficiency, and technological adaptation, is essential for designing tax systems that align 

with modern economic realities. 

Tax policies are essential for achieving multiple strategic economic and social objectives, including 

revenue generation, income redistribution, economic regulation, and macroeconomic stabilization 

(Lannai et al., 2023). According to Gangl (2020), an efficient tax system is fundamental in financing 

public expenditures such as infrastructure, healthcare, education, and national security, ensuring 

economic sustainability. At the same time, as highlighted by Tjan (2024), progressive taxation systems 
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reduce income inequality by redistributing wealth from high-income earners to lower-income groups 

through social welfare programs. This redistributive function is crucial in maintaining social cohesion 

and reducing economic disparities. Beyond redistribution, tax policies influence economic behavior by 

incentivizing or discouraging certain activities. Zhang & Guo (2024) argues that well-structured tax 

incentives for renewable energy investments can promote sustainability and encourage firms to 

transition toward greener technologies. Conversely, high excise taxes on goods such as tobacco and 

alcohol are designed to regulate consumption patterns and protect public health (Colon & Swagerman, 

2015). Tax policies act as stabilizing mechanisms in times of economic fluctuation. Adams (1992) 

explains that governments can adjust tax rates to stimulate consumer demand during recession or curb 

inflation during economic booms. However, the effectiveness of tax policies depends on administrative 

efficiency and taxpayer compliance. Transparent, technology-driven tax systems enhance compliance 

and minimize tax evasion, optimizing national revenue collection and ensuring economic stability 

(Akepe, 2023). Thus, contemporary tax literature continues to evolve, addressing challenges such as 

multinational tax avoidance and the need for international tax regulations to enhance fairness and 

effectiveness in global taxation. 

 

Economic Growth 

Economic growth is a fundamental indicator of a nation's economic progress, reflecting 

improvements in production capacity, structural efficiency, and overall economic well-being. Lipsey 

et al. (2005) emphasize that economic growth is not merely an increase in output but also a 

transformation in the efficiency of production systems, enabling long-term sustainability and 

competitiveness. Measuring economic growth requires multiple indicators to capture various aspects 

of a country's economic performance. Gross Domestic Product (GDP) remains the most widely used 

measure, as it quantifies the total value of goods and services produced within a nation's borders 

(Coscieme et al., 2020). However, GDP alone does not fully represent a nation's economic health. 

Gross National Product (GNP) extends this measure by including the earnings of a country's residents 

from foreign investments, offering a broader assessment of economic activity beyond domestic 

production (Mankiw, 2021). Beyond aggregate production, living standards and income distribution 

must also be considered. GDP per capita, which adjusts total economic output by population size, 

provides a more accurate representation of economic prosperity and quality of life (Acemoglu, 2008). 

Total Factor Productivity (TFP) is crucial in measuring economic efficiency and assessing how 

effectively labor and capital are utilized in production (Xu et al., 2020). Despite the significance of 

these indicators, challenges persist in accurately capturing economic growth due to limitations in data 

collection, policy-induced distortions, and external shocks such as global financial crises and 

geopolitical instability (Akpan, 2019). Policymakers must, therefore, adopt a more holistic and 

dynamic approach to economic measurement to ensure effective macroeconomic strategies that 

promote long-term growth, sustainability, and resilience in an increasingly uncertain global economy. 

Economic growth is fundamentally influenced by several key factors that determine a nation's 

expansion and economic prosperity. Sukirno (2006) asserts that capital accumulation, including 

infrastructure, technology, and education investments, is crucial in increasing production capacity and 

improving economic efficiency. Beyond physical capital, technological innovation is a major driver of 

economic transformation, enabling firms to enhance productivity and create competitive industries 

(Hanna, 2009). Moreover, a well-trained and expanding labor force significantly contributes to national 

output, ensuring that human capital remains pivotal in sustaining economic momentum (Mankiw, 

2021). Institutional quality also plays a crucial role in fostering a stable investment climate. Boediono 

(2018) emphasizes that adequate legal and regulatory frameworks, including substantial property 

rights and business-friendly regulations, create an environment conducive to long-term economic 

stability and growth. Globalization and international trade also allow nations to specialize in their 

comparative advantages, increasing market access and enhancing global competitiveness (Mamasoliev, 

2024). Various economic models have attempted to explain these growth dynamics. The Solow-Swan 

Growth Model highlights the significance of capital accumulation and technological advancements. In 

contrast, the Endogenous Growth Model developed by Romer and Lucas underscores the importance 

of investments in human capital and innovation. Meanwhile, the Keynesian Growth Model emphasizes 
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the role of fiscal and monetary policies in stabilizing aggregate demand and maintaining economic 

resilience (Arestis, 2022). Understanding these frameworks enables policymakers to design effective 

strategies that promote sustainable, inclusive, and globally competitive economic growth. 

Research Design and Methodology 

Study Design 

This study employs a qualitative research approach using the Systematic Literature Review (SLR) 

methodology to explore the relationship between tax policies and economic growth. The SLR method 

allows for a structured and rigorous examination of existing literature, ensuring a comprehensive 

understanding of the subject matter. This study aims to identify key patterns, theoretical 

perspectives, and research gaps in the field by synthesizing findings from multiple sources. The 

research does not rely on primary data. Instead, it utilizes secondary sources, including peer-reviewed 

journal articles, books, and policy reports, to develop a well-informed discussion on tax policies and 

their economic implications. 

 

Sample Population or Subject of Research 

The research focuses on academic literature that examines tax policies and their effects on 

economic growth. The sample population consists of empirical and theoretical studies published in 

high-quality academic sources such as Elsevier, Emerald, Wiley, and Springer, as well as reputable 

SINTA-indexed journals. The inclusion criteria require that selected studies be published after 2018, 

ensuring that the research reflects current trends and policy developments. The review considers 

explicitly studies discussing corporate taxation, progressive and regressive tax systems, tax incentives, 

and economic growth models. Studies that do not provide relevant empirical or theoretical insights 

into taxation and economic development are excluded. 

 

Data Collection Techniques and Instrument Development 

The data collection process involves systematic searches of academic databases using relevant 

keywords, including “tax policies,” “economic growth,” “fiscal policy,” and “systematic literature 

review.” The search strategy involves filtering articles based on their titles, abstracts, and 

methodological approaches to ensure their relevance to the research objectives. Each selected study 

is categorized according to its taxation focus, such as tax structure, investment incentives, or 

macroeconomic stability. Additionally, bibliographic analysis is conducted to identify key contributors 

and influential studies in the field. 

 

Data Analysis Techniques 

This study employs thematic analysis to identify the selected literature's recurring themes, 

theoretical perspectives, and policy implications. A comparative approach is used to assess variations 

in tax policy effectiveness across different economic contexts, highlighting best practices and common 

challenges. The analysis also considers how different taxation models influence investment decisions, 

economic growth, and social equity. The findings are systematically presented in a structured 

narrative, emphasizing critical insights and recommendations for future research and policymaking. 

Findings and Discussion 

Findings 

The impact of various tax structures on economic growth is a critical consideration in designing 

fiscal policies that support sustainable development. Progressive taxation, characterized by higher 

rates imposed on higher-income earners, is often associated with wealth redistribution and social 

equity. By taxing the wealthy at higher rates, governments aim to reduce income inequality and 

provide funding for public goods and services, such as education, healthcare, and infrastructure (Tanzi 

et al., 2023). However, excessively high tax rates on top earners can lead to capital flight, lower 

investment levels, and reduced incentives for entrepreneurship and innovation. Entrepreneurs and 

investors may relocate to jurisdictions with lower tax burdens, eroding the domestic tax base and 
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slower economic expansion. In contrast, regressive tax models, such as value-added and consumption 

taxes (VAT), impose a more considerable relative burden on lower-income households. While these 

taxes are relatively easy to administer and provide a stable revenue stream, they can reduce 

disposable income and dampen consumer spending, a key driver of economic growth (Adanma & 

Ogunbiyi, 2024). On the other hand, corporate taxes directly affect business profitability and 

investment decisions. High corporate tax rates can deter foreign direct investment (FDI) and limit 

corporate expansion. In contrast, lower corporate taxes may stimulate business growth but at the cost 

of reduced government revenue (Fuest & Neumeier, 2023). Thus, the challenge lies in striking an 

optimal balance where tax policies promote economic growth, encourage investment, and maintain 

adequate public revenue. 

The relationship between tax policies and investment decisions is complex, as businesses and 

investors consider tax burdens when making long-term financial commitments. Governments employ 

tax incentives, such as research and development (R&D) tax credits, investment allowances, and 

capital depreciation benefits, to encourage private-sector investment and foster innovation. These 

incentives are particularly relevant in technology-intensive industries, where R&D investment 

enhances productivity and global competitiveness (Akcigit et al., 2022). However, the effectiveness 

of tax incentives depends on their design and implementation. Poorly structured incentives may lead 

to revenue leakage, corporate tax avoidance, and market distortions. While tax relief programs may 

boost short-term investment, they must be carefully calibrated to avoid excessive fiscal deficits and 

unsustainable government debt. Countries that maintain stable and predictable tax policies tend to 

attract higher levels of FDI, as investors seek fiscal environments that provide clarity, stability, and 

long-term predictability (Congleton, 2024). Moreover, tax policies must ensure equitable tax burdens 

across different economic sectors, preventing over-reliance on specific industries while promoting 

diversified economic growth. Over-taxation of capital and business profits can discourage 

reinvestment and expansion, leading to lower job creation and economic stagnation. In contrast, 

excessively lenient corporate taxation can result in insufficient public revenue for social programs and 

infrastructure projects. Therefore, well-balanced tax policies are essential to fostering investment, 

maintaining fiscal discipline, and supporting long-term economic stability. 

The global economy is rapidly digitalizing, creating new tax administration and enforcement 

challenges. Traditional tax systems were designed for brick-and-mortar businesses. However, digital 

multinational corporations (MNCs) operate across multiple jurisdictions, often minimizing their tax 

liabilities through profit shifting and tax havens (Nembe & Idemudia, 2024). In response, many 

countries have introduced digital services taxes (DSTs) to ensure fair taxation of online business 

revenues. While these measures can help increase government revenue, they may discourage cross-

border digital trade and innovation. The debate on international digital taxation frameworks, including 

the OECD’s global minimum tax proposal, highlights the complexities of aligning tax policies across 

legal and economic systems. Similarly, environmental concerns have led to adopting carbon taxes and 

green levies to reduce greenhouse gas emissions and promote sustainable business practices (Ajmera 

& Nemane, 2023). Carbon taxation seeks to internalize the external costs of pollution, providing 

economic incentives for companies to transition to cleaner energy sources and reduce carbon 

footprints. However, the success of environmental taxation depends on how revenues are reinvested 

into sustainability initiatives, such as renewable energy infrastructure and carbon offset programs. 

While higher environmental taxes can accelerate green transitions, they may also increase business 

production costs, potentially leading to inflationary pressures and reduced industrial competitiveness. 

Thus, governments must implement environmentally conscious tax policies that balance sustainability 

with economic resilience. 

Tax policies must balance revenue generation, investment incentives, and social equity to achieve 

sustainable and inclusive economic growth. Progressive taxation can help address income inequality 

and fund essential public services, but if set too high, it may reduce work incentives and capital 

mobility. Similarly, corporate taxes influence investment climates, where high tax burdens can deter 

entrepreneurial ventures and foreign investments, while lower tax rates risk shrinking public sector 

revenue and increasing fiscal deficits (Fuest & Neumeier, 2023). Though effective in ensuring stable 

government revenue, Progressive taxes can disproportionately burden lower-income groups, reducing 
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overall consumer spending and economic dynamism. Policymakers must design data-driven and 

adaptable tax systems that respond to evolving economic conditions while maintaining public 

confidence and compliance. The findings suggest that economies with well-calibrated tax policies—

encouraging business expansion, supporting public infrastructure, and promoting equity—experience 

higher long-term economic growth and greater fiscal sustainability (Congleton, 2024). Adopting 

modern tax administration technologies, such as digital tax filing systems and AI-driven tax compliance 

monitoring, can enhance efficiency, reduce tax evasion, and optimize revenue collection (Akepe, 

2023). Ultimately, governments must integrate progressive tax structures with corporate and 

environmental tax policies, ensuring that taxation serves not only as a mechanism for state revenue 

generation but also as a strategic tool for fostering innovation, economic resilience, and long-term 

growth. 

 

Discussion 

Tax policies play a crucial role in shaping short- and long-term economic growth. The findings of 

this study indicate that different taxation models adopted by various countries yield varying outcomes 

in terms of economic expansion and fiscal stability. Tax structures affect government revenue and 

influence consumption patterns, investment decisions, and industrial competitiveness. Progressive tax 

policies, which impose higher tax rates on high-income earners, are often associated with more 

significant income redistribution and social equity. However, their implementation is not without 

challenges, as excessively high tax rates may discourage investment and entrepreneurship, leading to 

potential economic stagnation. In contrast, regressive tax systems, such as value-added tax (VAT) and 

other consumption-based taxes, offer governments a stable and predictable revenue stream but 

disproportionately affect lower-income households by reducing their purchasing power. Therefore, 

while progressive taxation promotes social fairness and regressive taxation ensures fiscal stability, the 

optimal tax system must balance equity and efficiency. Countries that successfully navigate this 

balance tend to experience more sustainable economic growth without exacerbating income inequality 

or discouraging private-sector expansion. 

Another critical finding of this study pertains to the impact of corporate taxation on investment 

and business expansion. Countries with high corporate tax rates often struggle to attract foreign direct 

investment (FDI) and stimulate domestic business growth. While higher corporate taxes can increase 

public revenues, they may also reduce firms' profitability and investment potential, discouraging 

economic expansion. On the other hand, countries with lower corporate tax rates tend to create a 

more business-friendly environment, attracting foreign investors and promoting industrial growth. 

However, this approach is not without drawbacks, as significantly lower corporate tax rates can lead 

to a decline in public revenue, limiting a government's ability to finance essential public services such 

as infrastructure, healthcare, and education. The findings emphasize that an optimal corporate tax 

rate should balance the need for sufficient government revenue while maintaining a competitive 

investment climate. Policymakers must carefully assess the trade-offs between stimulating private-

sector growth and ensuring adequate fiscal resources for long-term economic stability. A well-

structured corporate tax system can catalyze investment while safeguarding national financial 

sustainability. 

This study highlights the strategic role of tax incentives in fostering investment, entrepreneurship, 

and innovation. Several countries have successfully utilized targeted tax incentives to stimulate 

research and development (R&D), leading to increased technological advancements and economic 

competitiveness. Firms that benefit from R&D tax credits tend to invest more in innovation, 

contributing to higher productivity and national economic performance. Similarly, tax incentives for 

small and medium-sized enterprises (SMEs) have proven instrumental in enhancing business 

sustainability, job creation, and overall economic expansion. However, the study also underscores that 

poorly designed or overly generous tax incentives can lead to unintended consequences, such as 

revenue losses for the government and an uneven distribution of tax benefits across economic sectors. 

Some countries have faced challenges where tax incentives have resulted in excessive fiscal deficits 

due to inadequate tax collection from large businesses. Thus, while tax incentives can be powerful 

tools to stimulate investment, their effectiveness depends on precise targeting and periodic evaluation 
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to ensure they achieve their intended economic objectives without undermining the government's 

fiscal capacity. The results suggest that tax incentive programs should be carefully structured, 

transparent, and continuously assessed to optimize economic benefits while maintaining fiscal 

discipline. 

The findings also reveal that digital taxation remains a pressing challenge for governments 

worldwide. As the global economy increasingly shifts toward digital platforms, traditional tax 

frameworks struggle to capture revenues from multinational technology companies that operate across 

multiple jurisdictions. Many tech giants take advantage of regulatory gaps by shifting profits to low-

tax jurisdictions, reducing their tax liabilities in the countries where they generate significant 

revenue. Several nations have implemented a Digital Services Tax (DST) to ensure that digital 

enterprises contribute somewhat to national tax revenues. However, the effectiveness of DST policies 

varies significantly across countries, with some experiencing resistance from major tech companies 

and international trade organizations. The study indicates that while digital taxation is necessary to 

address modern economic realities, its implementation must be coordinated globally to prevent tax 

evasion and minimize economic distortions. Without a unified approach, digital taxation policies may 

create conflicts between countries, leading to trade disputes and regulatory fragmentation. The 

research findings suggest that international cooperation, such as initiatives led by the OECD for a 

global minimum tax on digital businesses, is crucial to ensuring fair and efficient digital taxation. 

Establishing standardized regulations for digital tax policies will be essential in maintaining economic 

fairness while preventing revenue losses due to tax avoidance strategies employed by large 

multinational corporations. 

The study examines the growing importance of environmental taxation, particularly carbon taxes, 

in addressing climate change while promoting economic sustainability. Carbon taxes have emerged as 

a critical tool for incentivizing companies to adopt cleaner technologies and transition toward more 

sustainable business practices. Countries implementing well-structured carbon tax policies have 

witnessed positive environmental and economic outcomes, as firms are encouraged to invest in 

renewable energy sources and energy-efficient production processes. However, the study also 

highlights that stringent carbon tax regulations can pose challenges for industries that rely heavily on 

fossil fuels, potentially increasing production costs and reducing global competitiveness. Policymakers 

must carefully balance the need for environmental protection with economic stability, ensuring that 

carbon taxes do not stifle industrial growth or disproportionately burden low-income consumers. The 

research findings emphasize that the most successful carbon tax models reinvest tax revenues into 

green energy projects, technological innovation, and public infrastructure improvements. By doing so, 

governments can mitigate the adverse economic effects of carbon taxation while accelerating the 

transition to a low-carbon economy. Moreover, the study suggests that international collaboration in 

environmental taxation is crucial, as uncoordinated carbon tax policies can create market distortions 

and encourage companies to relocate operations to countries with weaker environmental regulations. 

Therefore, a well-designed carbon tax policy should be complemented by broader sustainability 

initiatives, providing long-term benefits for both economic and environmental goals. 

From the economic theory perspective, this study's findings align with the Optimal Tax Theory 

(OTT) principles, which emphasize the need to balance economic efficiency with equity in taxation. 

Developed by Mirrlees (1976), OTT suggests that an ideal tax system should generate sufficient 

government revenue while minimizing distortions in economic behavior. The core premise of this 

theory is that taxation should not excessively disincentivize productive activities such as labor 

participation, investment, and entrepreneurship. Instead, it should be structured to ensure equitable 

wealth distribution while maintaining incentives for economic growth. In line with OTT, the study 

highlights the importance of designing tax policies that do not impose excessive burdens on businesses 

and individuals, thereby preventing capital flight, tax avoidance, and reduced economic participation. 

While successful in promoting income redistribution, countries implementing highly progressive tax 

rates may inadvertently discourage high earners and corporations from investing in innovation and job 

creation. Conversely, regressive tax structures, such as broad consumption taxes, may provide stable 

revenue streams but disproportionately impact low-income groups, potentially exacerbating economic 

inequality. Thus, the findings of this research reinforce OTT's assertion that an optimal tax system 
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must carefully calibrate tax rates and structures to achieve fiscal sustainability and economic growth. 

Governments must continuously evaluate tax policies to adapt to evolving economic conditions, 

ensuring they remain effective and equitable in the long run. 

Compared to previous research, the findings of this study demonstrate consistency with several 

earlier studies that have explored the relationship between tax policies and economic growth. For 

instance, the study conducted by Tanzi et al. (2023) highlights that progressive taxation plays a crucial 

role in reducing income inequality by redistributing wealth from high-income earners to lower-income 

groups. However, their findings also emphasize that excessively high progressive tax rates can have 

unintended consequences, such as discouraging investment and reducing overall productivity by 

diminishing incentives for innovation and entrepreneurship. This aligns with the current study's 

findings, which suggest that while progressive tax systems contribute to economic equity, they must 

be carefully designed to avoid hampering private-sector growth. The research by Fuest and Neumeier 

(2023) corroborates the finding that high corporate tax rates can deter foreign direct investment (FDI). 

Their study indicates that multinational corporations are more likely to shift operations to countries 

with lower corporate tax burdens, which, in turn, enhances business competitiveness but may lead to 

reduced tax revenues for host countries. These conclusions are consistent with the findings of this 

study, which highlight the trade-offs associated with corporate taxation and the need for a balanced 

approach. Furthermore, Maulid et al. (2022) underscore the importance of maintaining fiscal balance, 

asserting that effective government spending can enhance tax revenues and support long-term 

economic growth. However, this study also identifies areas where further research is needed, 

particularly concerning digital taxation and carbon taxation.  

In practical terms, the findings of this study offer valuable recommendations for policymakers in 

designing a more adaptive and growth-oriented tax system that supports sustainable economic 

development. One key implication is a more flexible and data-driven tax policy, enabling governments 

to adjust tax rates and structures in response to evolving global economic conditions. Given the 

increasing complexity of modern economies, tax policies should be designed with built-in adaptability 

to accommodate macroeconomic fluctuations, shifts in investment trends, and technological 

advancements. Moreover, the study underscores the importance of targeted tax incentives that foster 

investment and innovation without jeopardizing fiscal stability. While tax incentives can stimulate 

economic activity, indiscriminate or overly generous incentives can lead to revenue losses, weakening 

the government's ability to fund essential public services. Therefore, policymakers should carefully 

evaluate the cost-benefit ratio of tax incentives and ensure that they contribute effectively to long-

term economic growth. In digital taxation, more transparent regulatory frameworks and enhanced 

international coordination are required to prevent multinational corporations from exploiting 

jurisdictional differences to evade tax obligations. Many technology-based firms generate substantial 

revenues in multiple countries yet manage to minimize their tax liabilities through profit shifting. 

Addressing this issue necessitates a harmonized global approach to ensure digital businesses contribute 

much to public revenue. Additionally, in tackling environmental taxation, policymakers must 

implement strategic policies that promote a transition toward a green economy without overburdening 

domestic industries. A well-structured carbon tax policy should incentivize companies to invest in 

renewable energy and environmentally friendly technologies while mitigating potential negative 

economic impacts. 

Conclusion 

This study has examined the intricate relationship between tax policies and economic growth 

through a comparative review of different taxation models and their economic implications. The 

findings highlight that tax structures—whether progressive, regressive, or corporate taxation—play a 

significant role in shaping economic expansion, investment decisions, and fiscal stability. The study 

underscores that progressive taxation can contribute to income redistribution but may deter high-

income earners and investors if the rates are excessively high. In contrast, regressive taxation, such 

as VAT, ensures a stable revenue stream but disproportionately affects lower-income groups. Similarly, 

corporate tax policies influence foreign direct investment (FDI) and business competitiveness, 

requiring a delicate balance between maintaining government revenues and fostering a favorable 
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business climate. Moreover, digital taxation and environmental taxes have emerged as critical yet 

complex fiscal tools, necessitating global cooperation and strategic policy frameworks to ensure their 

effectiveness. 

Beyond its contribution to tax policy analysis, this study provides significant academic and 

practical value by offering a nuanced perspective on how taxation systems can be optimized to support 

sustainable economic growth. Unlike prior research that often focused on isolated national case 

studies, this study presents a comparative approach, identifying common trends and challenges across 

different economies. The findings serve as a valuable resource for policymakers, providing 

recommendations on how to design tax policies that are flexible, data-driven, and aligned with modern 

economic realities. From a managerial perspective, the study emphasizes the importance of tax 

incentives in driving business innovation and investment while stressing the need for robust tax 

administration mechanisms to prevent evasion and revenue leakage. The insights gained from this 

research contribute to the broader discourse on fiscal sustainability and economic resilience, guiding 

decision-makers toward more effective and equitable tax policies. 

Despite its contributions, this study is not without limitations. First, the study relies on secondary 

data from various sources, which may introduce biases in interpretation and analysis. Second, while 

the research explores global tax trends, it does not delve into country-specific economic conditions 

that may influence the effectiveness of tax policies differently. Future research should conduct in-

depth empirical analyses using quantitative models to measure the direct causal relationship between 

tax policy reforms and economic performance. Additionally, given the evolving nature of digital and 

environmental taxation, further studies should investigate the long-term effects of these fiscal policies 

across different regulatory environments. Future research should also explore how technology-driven 

tax administration systems can enhance compliance and efficiency, providing deeper insights into the 

role of digital transformation in tax governance. By addressing these gaps, future studies can 

contribute to a more comprehensive understanding of taxation's impact on global economic dynamics, 

ultimately shaping more informed and adaptive fiscal policies. 
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