The copyright © of this thesis belongs to its rightful author and/or other copyright
owner. Copies can be accessed and downloaded for non-commercial or learning
purposes without any charge and permission. The thesis cannot be reproduced or
quoted as a whole without the permission from its rightful owner. No alteration or

changes in format is allowed without permission from its rightful owner.



IMPACT OF TAXATION ON ECONOMIC GROWTH IN ASEAN
COUNTRIES

BY

GAJEINTDRAN MATHRAVEERAN

MASTER OF TAXATION
UNIVERSITI UTARA MALAYSIA

DECEMBER 2021



Kolej Perniagaan
(College of Business)
Universiti Utara Malaysia

PERAKUAN KERJA DISERTASI/KERTAS PENYELIDIKAN/KERTAS PROJEK
(Certification of thesis / dissertation)

Kami, yang bertandatangan, memperakukan bahawa
(We, the undersigned, certify that)

GAJEINTDRAN MATHRAVEERAN (826067)

calon untuk ljazah MASTER IN TAXATION (MIT)

(candidate for the degree of)

telah mengemukakan tesis / disertasi yang bertajuk:
(has presented his/her thesis / dissertation of the following title):

IMPACT OF TAXATION ON ECONOMIC GROWTH IN ASEAN COUNTRIES

seperti yang tercatat di muka surat tajuk dan kulit tesis / disertasi.
(as it appears on the title page and front cover of the thesis / dissertation).

Bahawa tesis/disertasi tersebut boleh diterima dari segi bentuk serta kandungan dan meliputi bidang ilmu
dengan memuaskan, sebagaimana yang ditunjukkan oleh calon dalam ujian lisan yang diadakan pada:

(That the said thesis/dissertation is acceptable in form and content and displays a satisfactory knowledge of the
field of study as demonstrated by the candidate through an oral examination held on:

Pengerusi Viva : Tandatangan
(Chairman for Viva) (Signature)
Pemeriksa Dalam : Tandatangan
(Internal Examiner) (Signature)
Tarikh:

(Date)




Nama Pelajar
(Name of Student)

Tajuk Tesis / Disertasi
(Title of the Thesis / Dissertation)

Program Pengajian
(Programme of Study)

Nama Penyelia/Penyelia-penyelia
(Name of Supervisor/Supervisors)

GAJEINTDRAN MATHRAVEERAN

IMPACT OF TAXATION ON ECONOMIC GROWTH IN ASEAN

COUNTRIES

M216 - MASTER IN TAXATION (MIT)

DR. RUSNIZA ABDUL RAHMAN

Tandatangan



PERMISSION TO USE

In presenting this project paper as a partial fulfilment of the requirements for a Post
Graduate degree from the Universiti Utara Malaysia (UUM), I agree that the library
of this university may make it freely available for inspection. I further agree that
permission for copying this project paper in any manner, in whole or in part, or
scholarly purposes may be granted by my supervisor(s) or in their absence, by the
Dean of Tunku Puteri Intan Safinaz School of Accountancy where I did my project
paper. It is understood that any copying or publication or use of this project paper
parts of it for financial gain shall not be allowed without any written permission. It is
also understood that due recognition shall be given to me and to the UUM in any
scholarly use which may be made of any material in my project paper.

Request for permission to copy or to make other use of materials on this project
paper in whole or in part should be addressed to:

Dean of Tunku Puteri Intan Safinaz School of Accountancy
Universiti Utara Malaysia
06010 UUM Sintok
Kedah Darul Aman

111



ABSTRACT

Taxes affect the allocation of resources and often distort the economic growth. This
study uses the ordinary correlation, cross country correlation, and least-squares
regression analysis method to study the impact of direct tax and indirect tax on
economic growth in Malaysia and some of neighbouring countries such as
Singapore, Thailand and Indonesia for the years of 2010 to 2019. The data was
obtained from the World Bank website. Theoretically, tax collections generate the
budgeted revenue and are used to regulate the economy. The result of statistical tests
showed that tax has a positive impact on Malaysia’s economic growth. However, the
impacts of types of tax i.e. direct tax and indirect tax on economic growth are
different. The indirect tax especially Sales and Services Tax (SST)/ Goods and
Services Tax (GST)/ Value Added Tax (VAT) positive influence and promote
economic growth of Malaysia, Singapore, Thailand and Indonesia, while the impact
of direct tax is visible for some cases. The result of this research shows the
GST/SST/ VAT (TIND) explained 59.2% of the GDP in Malaysia; 92.8% of GDP
Thailand; 98.7% of GDP Indonesia and 97.2% GDP Singapore. Indirectly its shows
strong impact of taxation especially TIND on economic growth in all countries being
studied. There is sufficient evidence to confirm that the indirect tax has a more
positive impact than direct tax.

Keywords: direct tax, indirect tax, sales and services tax (SST), goods and services
tax (GST), value added tax (VAT), foreign direct investment (FDI), economic
growth
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ABSTRAK

Cukai mempengaruhi peruntukan sumber dan berupaya mengubah pertumbuhan
ekonomi. Kajian ini menggunakan kaedah analisis korelasi biasa, korelasi merentas
negara, dan regresi kuasa dua terkecil untuk mengkaji kesan cukai langsung dan
cukai tidak langsung terhadap pertumbuhan ekonomi di Malaysia dan beberapa
negara jiran seperti Singapura, Thailand dan Indonesia dalam tempoh 2010 hingga
2019. Data kajian telah diperoleh daripada laman web Bank Dunia. Secara teorinya,
kutipan cukai menjana hasil belanjawan dan digunakan untuk mengawal selia
ekonomi. Keputusan ujian statistik menunjukkan cukai mempunyai kesan positif
terhadap pertumbuhan ekonomi Malaysia. Walau bagaimanapun, kesan jenis cukai
iaitu cukai langsung dan cukai tidak langsung terhadap pertumbuhan ekonomi adalah
berbeza. Cukai tidak langsung terutamanya Cukai Jualan dan Perkhidmatan (SST)/
Cukai Barang dan Perkhidmatan (GST)/ Cukai Nilai Tambah (VAT) mempengaruhi
positif dan menggalakkan pertumbuhan ekonomi Malaysia, Singapura, Thailand dan
Indonesia, manakala kesan cukai langsung boleh dilihat bagi beberapa kes. Hasil
kajian ini menunjukkan GST/SST/ VAT (TIND) telah menjelaskan 59.2% daripada
KDNK di Malaysia; 92.8% daripada KDNK di Thailand; 98.7% daripada KDNK di
Indonesia dan 97.2% KDNK di Singapura. Secara tidak langsung ia menunjukkan
kesan percukaian yang kuat terutamanya TIND terhadap pertumbuhan ekonomi di
semua negara yang dikaji. Terdapat bukti yang mencukupi untuk mengesahkan
bahawa cukai tidak langsung mempunyai kesan yang lebih positif daripada cukai
langsung.

Kata kunci: cukai langsung, cukai tidak langsung, cukai jualan dan perkhidmatan
(SST), cukai barangan dan perkhidmatan (GST), cukai tambah nilai (VAT),
pelaburan langsung asing (FDI), pertumbuhan ekonomi
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CHAPTER 1: INTRODUCTION

1.0 Introduction

A country's economic growth means the upward change of the economic components
of the nation economic sustainably it denotes an increase in the amount and quality
of economic goods and services produced and consumed by society. The growth of a
country’s economic growth are in "nominal" or "real", and the overall production of
goods and services in the economy, known as Gross Domestic Product (GDP), is

commonly used to gauge the economy's size (GDP).

There are symbiosis between GDP and the expansion of business, people spending
behaviour and the growth of economy. Economy will grow, there is increase in
spending behaviour and businesses will blooms when GDP improvised. As a result,
GDP growth, sometimes known as economic growth or simply "growth," is an
important indicator of the economy's overall health. The total production of a country
is influenced by influenced by fiscal injection or fund such as taxation. Taxation is
one of the vital matters in promoting the growth of economics either positive way or
negative impact. Therefore, in Malaysia, a budget presentation in parliament is

incomplete without the proposal of new tax policy or amendment.

Previous studies had shown various views regarding to the effect of taxes toward the
economic growth. In his study on the World Tax Index, Rudolf Macek (2014)
discovered a negative relationship between company and personal income taxes and
economic development. Therefore, Rudolf Macek (2014), suggested the policy
makers to emphasis the economic growth as fundamental of economic. The study
suggests that the rate for companies and individual tax shall be reduced to boost
businesses and economy. As suggested by Rudolf Macek (2014), policy makers

1



might recover the loss of direct tax revenue by using indirect tax collections.
However, the relationship between these types of taxes in Malaysia and other
ASEAN country is still unknown. Therefore, this study is carried out to determine
the association of different type of taxes and Malaysian economic growth. This
chapter discusses about the overview on type of taxes in Malaysia, the problem
statement, research questions, research objectives, significant and gap of study,

limitation of the study, and contributions of the study theoretically and practically.

1.1  Background

Malaysia is one of the developing countries in East Asia and majority of people with
middle income or M40 (sources: Bank Negara Malaysia). Malaysia has been
developing from agricultural, commodity based, manufacturing and into service
sector after 1957. Currently, besides penetrating into service sector, Malaysia has
also exporting of its manufactured products. With 130% trade allocations, Malaysia
is listed as one of the countries which have most open economy since 2010 ago.

(Source: www.worldbank.org). This opened 40% job opportunity and indirectly

contributes to the national economic growth. Even after the Asian financial crisis
(1997-1998), the growth rate was still maintained at 5.4% in average. And World
Bank also anticipates Malaysia to rank up to a high-income economy by the year

2024.

As mentioned earlier, besides foreign direct investment, Malaysia has also depends

on its internal sources of income such as tax collection.


http://www.worldbank.org/

1.1.1 Tax Collection

Through massive investment, it has become as main source to achieve sustainable
development goals of the country. Collecting of taxes barely enough for Malaysia to
carry out most basic state functions. Revenue collection in Malaysia have been
categorised into three that is direct and indirect tax as well as other revenue. The
direct tax is collected from companies, individual, petroleum and other. Meanwhile
the indirect tax is collected from export duties, import duties, sales and services. The
non-tax revenue refers to revenue received by the government administration, public

enterprises, gifts and grants.

Juliana (2017) found that increases in indirect taxes may lessen reliance on direct
taxes. . By implementing indirect tax policy, governments could improve the
collection of tax revenue because indirect tax encompasses the entire population
whereas direct taxes target only fixed-income earners. Changing from direct to
indirect taxes could also broaden the tax base and lessen the impact on employment
(Juliana, 2017). Figure 1.1, shows the combined data of direct income tax
distribution and federal government revenue from 2010 to 2019, consisting the

contributions of tax by individuals, companies, petroleum and others.



Figure 1.1: Income of Malaysia from 2010 -2019 (in RM) based on budget 2019
estimates (source. Ministry of Finance Malaysia, 2019)

Figure 1.2 shows the federal government revenue from years 2012 to 2020. It shows
the fluctuation of revenue from year 2012 to 2020 especially in year 2020. However,
there is inclining line of graph shows the growing of revenue gradually increasing

from year 2012 to 2020.



Figure 1.2: Federal Government Revenue from 2012 to 2020 (source: Central Bank
of Malaysia,2021)

Figure 1.3 the estimated budget from Ministry of Finance Malaysia in 2020
(excluding 2020 measures) clearly showed, Federal government tax revenue 2020 in
RM (billions) from Direct tax is higher than indirect tax based on budgets estimates.
Direct tax was mainly collected from corporate taxes, individual and petroleum
companies. Whiles, the collection of indirect tax depends on the goods and services
tax (GST) or sales and services tax (SST), excise duties, import-export duties. GST

has been abolished as value-added tax in Malaysia.

Figure 1.3: Federal government tax revenue 2020 in RM (billions)
Figure 1.3: Federal Government tax revenue 2020 in RM (billions)



1.1.2 Goods and Services Tax (GST) Vs. Sales and Service Tax (SST)

GST improves bookkeeping, reduces tax evasion, and facilitates the enforcement of
the following anti-profit laws. This is part of the government's tax reform effort in
order to improve the efficiency, effectiveness and transparency of tax administration
and management. GST is also known as broad tax, and imposed on almost all
transactions related to manufacturing process, however it has the reimbursement
mechanism by setting of the “input and output tax” throughout the production chain
except the end user or consumer. The current GST standard rate which was effective
on April 1, 2015, was 6 per cent. Goods or products used at home such as fresh
foods, water, and electricity, are zero-rated, while other necessary services such as
education and health-care are free from GST. On June 1, 2018, it was cut to 0% and
replaced by SST on September 1, 2018. The 6 per cent tax rate was replaced with an

SST rate ranging from 5—15 per cent.

According to Siew. et al., (2015), in order to achieve long-term economic growth and
prosperity of a country’s economy, it needs an amount of capital. If the tax
collections less than government expenditure it may cause to a deficit budget. The
government needs to borrow from other country to fund the expenditure and as
developing country Malaysia having budget deficit in past decades (Siew et al.,
2015). The situation may also be changed when right consumption tax system
implemented (Juliana, 2017). Figure 1.4, present the Malaysia Government Budget
from 2010 to 2019. It is shown that the budget deficit was getting reduced rapidly
since the implementation of the GST in 2014 and the budget deficit getting increase
after withdrawal of GST. So the implementation of consumption tax or goods and

services tax could also improve the government revenue collection.
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Figure 1.4: Federal Government Budget 2010-2019
source: Ministry of Finance Malaysia

1.1.3 The Relationship between Tax and Economic Growth

Research on tax and long-term economic growth by Jim (1997) showed that low
taxes with reduced government spending will improve the long-term economic
growth. According to Hieu Huu (2019), the indirect tax has invisibly given positive
reaction of the Vietnam’s economic growth. The finding is in line with Xu (1994)
that found an adverse effect of direct taxes on the economy. In addition, research by
Rudolf Macek (2014) which utilized World Tax Index supported the earlier study as
summarized by Marina Kesner with a negative impact between these two variables
(tax and economic growth) with the minimal quantifiable. The findings showed that
the authorities might take actions such as lowering the companies and individual tax
rates, and the loss in direct tax revenue can be recovered by increased indirect tax
revenue. However, Peter and Elain (2003) found that tax reduction is not a costly
method of achieving a little increase in economy. They concluded that tax reduction

is not only and effective way for economic growth.



1.1.4 Foreign Direct Investment (FDI)

Devereux and Freeman (1995) had concluded from their study that tax policy has no
impact on foreign direct investment (FDI). This finding adverse with Gropp and
Kostial (2000) were the finding is significant relationship between taxation and the
FDI. An investigation about the effect of the corporate tax rates with FDI was done
to confirm the effectiveness of the tax rates and there is adverse relationship between
the FDI inflows and corporate tax rates and tax burden. (Gorter and Parikh, 2003;
Cak & Karakas, 2009). In addition, according Desai, Foley and Hines (2001),

increased rate of indirect taxes would also give lower level of the FDI inflow.

However, studies of Yi, Idris, and Lily, (2020), there was no association between the
increments in the consumption tax rates on the FDI. Study by Beck and Chaves
(2011) also has a negative effect on FDI when there is increase in the capital income

tax rates.



1.2 Problem Statement

Tax is a method to generate the revenue by government to manage the expenditure of
administrative cost and development cost of the country. Direct taxes were found to
adversely influence the changers in a country’s economic growth (Xu,1994). But Jim
(1997) in his research on taxes and long term economic growth has proved that low
taxes have reduced government spending and improved the long term economic
growth. This indicates that the consequences for economic policy especially the tax
structure rely more on consumption taxes. In contrast, Peter and Elain (2003 claimed
that tax cuts are a popular way to boost growth by a little amount, but they find that
tax cuts are ineffective as a stimulant for economic growth. According to Bond and
Hughes (2013), the result of implementation of consumption tax is vital especially
for countries facing an aging population. However, Kalaivani (2013) stated
Malaysian government are worried to implement this tax policy even they think it is
one of the good policy for the economy growth on 2014 based on the negative
response from the Malaysian people, though Malaysian government had
implemented GST on 2014 and the Malaysian income data showed GST could be
alternative to the direct tax and GST could bring the GDP growth (Asokan. et al,
2018). Besides, particularly in Malaysia, as on News Straits Times (October 2019),
the government will consider bringing back the Goods and Services Tax (GST) if the
people want it. Former Prime Minister of Malaysia, Tun Dr Mahathir Mohamed said
“a study would be made to find out if GST is really better than SST, as perceived by

many”’

Even though there are bunch of studies had been conducted but it was still
ambiguous to choose the factors that could affecting GDP growth. It was, however,

difficult to pinpoint one specific variable that could have a significant impact on



GDP. It is possible that this challenge arises as a result of data availability, country
characteristics, and other factors. (Raja & Amalina, 2017). As argued by Baranova
Veronika (2012), the link between tax and growth had been debated over the time on
how it related to fiscal economic policy. Further, as discussed above there were mix
findings of how type of tax revenue contribute to economic growth in previous
studies.. Therefore, this study would investigate the association of direct tax and
indirect tax on economic growth/ GDP of Malaysia and Malaysian’s FDI, with

comparison to the other Asian countries namely Singapore, Indonesia and Thailand.
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1.3 Research Objectives

The study aims is to investigate the association of direct tax and indirect tax on the
Malaysian’s GDP and FDI. This study also examine the relationship of direct tax
and indirect tax on the economic growth of other Asian countries namely Singapore,

Indonesia and Thailand. Specifically, the objectives of the study are:

1.3.1 To investigate the relationship between indirect tax (GST/SST) and GDP

of Malaysia within the year 2010 - 2019.

1.3.2 To investigate the relationship between direct tax and GDP of Malaysia

within the year 2010- 2019.

1.3.3 To investigate the relationship between indirect tax (GST/VAT) and GDP

of Thailand within the year 2010 -2019.

1.3.4 To investigate the relationship between indirect tax (GST/VAT) and GDP

of Indonesia within the year 2010 - 2019.

1.3.5 To investigate the relationship between indirect tax (GST/VAT) and GDP

of Singapore within the year 2010 -2019.

1.3.6 To investigate the relationship between indirect tax (GST/SST) and

Malaysia Foreign Direct Investment (FDI) within the year 2010 - 2019.

11



1.4

1.4.1

1.4.2

1.4.3

1.4.4

1.4.5

1.4.6

Research Questions

This study also examine the relationship of direct tax and indirect tax on the
economic growth of other Asian countries namely Singapore, Indonesia and

Thailand. In particular, the research questions are:

What is the relationship of indirect tax (GST/SST) toward Malaysia

economic growth from year 2010 - 2019?

What is the relationship of direct tax toward Malaysian economic growth

2010 -2020?

What is the relationship of indirect tax (GST/VAT) toward Thailand

economic growth from year 2012 - 2019?

What is the relationship of indirect tax (GST/VAT) toward Indonesia

economic growth from year 2012 - 2019?

What is the relationship of indirect tax (GST/VAT) toward Singapore

economic growth from year 2012 - 2019?

What is the relationship of indirect tax (GST/SST) toward Malaysian Foreign

Direct Investment from year 2012 - 2019?

12



1.5  Significance of The Study

This study aims find the relationship of indirect tax toward economic growth. Rudolf
Macek (2014), the tax system itself, the tax structure of the tax system, tax
exemptions, and tax surcharges are hotly debated and controversial not just among
economics, but also among specialists and members of the general public. The result
of this study could help policy maker to design effective tax policy which could
bring economic growth to the nation. Other than that, it may also become reference

to improve consumption tax policy in Malaysia.

1.6 Limitations of the study

This study only focuses on the collection of taxes available data and the value of the
economic growth by measuring GDP per capita as well as Malaysia FDI value. The
study did not take counts other aspect such as population and human capital that
could give direct or indirect impact on economic growth. It also not takes counts
current changes of the politic in Malaysia, which could give major impact economic

growth.

1.7  Organization of the Project Paper

This study is organised as the following:

Chapter one discusses the introduction to the association of taxation toward
Malaysian economic growth. Then, the problem statements are observed and lead the
purpose and significance of this study. Accordingly, the research objectives

questions were derived followed by the significance and the limitation of this study.

Chapter two had discusses the issue of this current research relating the impact of the

tax to economic growth. There were various views by previous researcher, which

13



showed positive, negative impact and neutral impact that might be utilised as guide
line for this research.

Chapter three discusses the methodology for this study. Firstly, research framework
of impact taxes on economic growth has present and the chapter was discussed the
theory of growth from Solow’s model has employed. Secondly hypotheses statement
was developed. Thirdly, an econometrics model of study created data. Fourth,
description and explanation of direct and indirect taxes and economic growth have
discussed. Fifth, data collection procedures were discussed. Lastly, this chapter will
narrate about the analysis tools application of regression models to fit econometric
models.

Chapter four discusses the analysis carried out covered the correlation analysis and
regression analysis and chapter five reports the conclusion and recommendation for
the future study.

Chapter five discusses the discussion on results reports the conclusion and future

study’s recommendations.

14



CHAPTER 2

LITERATURE REVIEW

2.0 Introduction

A literature review is a process of building up the researcher understands about the
subject being researched, establishes ties between theories used and the findings
discovered, or proposes a new dimension of the theory and frameworks that connects
the findings (Bryman & Bell, 2015). This chapter contains a review of literature and
provides theoretical and methodological contribution that relevant to the study. This
chapter reviews the fundamental preparation of dissertation that related literature

relating to the association of tax and the growth of national income.

As this study is assessing the relationship of direct and indirect tax on economic
growth in Malaysia as a comparison with neighbouring countries, the research and
information on a variety of topics related to tax and the economic growth are
included in this literature review. This chapter is divided to three sections. The first
section provides the definition of tax, it includes direct tax and indirect. The second
section provides the definition of the growth and the theories. Final section provides

the issues of the study, related to taxation and economic growth.

15



2.1  Taxation

Taxation is a system that government collect money from people, companies and
others to generate the revenue for nation. Government may use the fund to spend it
on things such as education, health, defence and social development. In Malaysia,
there are two main type of tax that contributes to the nation are direct tax and indirect
tax (Ministry of Finance). As commonly known, tax is usually divided into two (2)

categories which is direct and indirect tax.

Taxation is a main tool use by Malaysian government to generate revenue to funding
the public expenditure and use it as a medium to regulate the economy; the major
concern on implementation of tax policies especially for indirect taxes like SST 2.0
is to bring the economic growth in our nation. An effective policy of direct tax and

indirect tax bring optimum impact to national economy.

2.1.1 Direct Tax

According to Juliana (2017), direct tax was collected from individual or organization
directly by Inland Revenue Board (IRBM). A taxpayer may pay different type of
direct taxes with different purposes. The examples are income tax of individual
taxpayer having employment income or business income as well as variety of

corporate taxes such as petroleum companies and specialised industries.

2.1.2 Indirect Tax

The Malaysian indirect tax policies have been changed frequently 10 years times
were transition from Sales and Services Tax (SST) 1.0 to Good and Sales Tax (GST)

implementation in 2015 in order to bring improvement in compliance and tax

16



collections. However, GST was seen as a burden or work load of documentation and
cash flow issue due to late refund to industries people and as well for tax collector
(Guide on Transitional Rules, 2018). Therefore, Malaysian government had
transformed the tax policy from GST to SST 2.0 with confident the system will
reduce the taxpayer burden with simpler system on recording via online, reporting

and submission (RMCD, 2018).

i Sales and Service Tax 2.0

The SST 2.0 was considered as a single stage taxes and it will be imposed once
in the supply chain of business transaction, but there are have few drawbacks
back in SST 2.0 like cascading tax or double taxation from early stage of supply
chain or manufacturing until end user. The result of the cascading taxes is
making the price increase and due to less transparency from GST, the SST 2.0
will bring high opportunities of tax avoidance (Othman, Fauzi, Bakar & Karim,
2017; Mouni, Jannah & Masniza, 2019). The tax reformation from GST to SST
2.0 occurred due to political implication in Malaysia. It has given some
drawback impact on manufacturing and importer area where on previous tax
policy the manufacturing and importer do enjoy several benefits, such as input

tax claim, zero rate for certain raw material.

SST 2.0 is a single stage tax or consumption tax was charge on goods and
services and it was introduced on Ist September 2018 to replace GST. Sales Tax
only impose to the manufacturing stage, the Sales Tax will collect directly by
Government from manufacturer and no taxes would pay by retailer and

distributor, the tax rate under sales tax was 5%, 10% and specific rate and also
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for services tax it was 6%. The threshold of turnover to defined as taxable person
for manufacturers was RM500,000. Some manufacturing activities such as
tailoring, installing goods for building were exempted from sales tax. However
on service tax have two different threshold to define as taxable person such as
RM500,000 for service render but for foods and beverage, professional services,
accommodative service, insurance and etc, have to meet RM 1,000,000 in order
to entitle as taxable person and all export and import was no levy but would
charge 6% service tax (Morni Hayati, J.S & et.al, 2019; Shamsinar, R & et.al,

2018; Sales Tax 2018; Service Tax, 2018).

ii. Good and Services Tax (GST)

In Malaysia, GST was affective since 1 April 2015 as a replacement existing tax
system SST (Morni Hayati et al. 2019). The SST Act 2014 and GST Regulations
2014 become main reference to govern the GST policy in Malaysia. GST is also
known as Value Added Tax (VAT) in some countries was both systems are
similar. VAT was first implemented at France in 1968 (Kloeden, 1998;
Sharafuddin, Sawad & Wongwai 2018). Since September 2018, the SST 2.0
starts to replace the GST after three years. GST would be able to cover all the
shortcomings of existing VAT system and hopefully serve the economy health
and GST was the efficiency and equity of system in optimized. Other than that,
GST implementation will overcome present indirect tax which was very

complicated and complex (Akanksha Khurana, Aastha Sharma, 2016).
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2.2  Malaysian Economic Growth

According MYRA (2013), since independence the Malaysian economy has growing
steadily in from 1956 to 1960, with real GDP growth rates of 4 per cent. Rates
increase to approximately 6 per cent during 1961 to 1970 (Bank Negara Malaysia,
1994). The GDP rate achieves nearly 8% during 1971-80. However, the growth rate
start declined 5.3% in 1981-85 due to the world economic recession. In 2004, the
economy getting strengthened with a growth rate of over 7% it’s happened because
of the domestic demand getting strong and have improved external economy
environment. In 2009, Malaysia's economy shrank by 1.6 per cent due financial crisis
occurred, which also affected the US economy. It was then raised to 7.2 per cent in
the year 2010. In general, the country's GDP grew at a quick rate by international
standards, averaging close to 7 per cent from 1971 to 2010. The increase in GDP per
capita was tripled from RM2, 870 in 1978 to RMS8, 916 in 2010. Malaysia's economy
grew at a rate of 6.0 per cent per year from the 1970s to the 1990s, with a per capita

income increase of close to 3.7 per cent.

2.3 The Relationship between Tax and Economic Growth

Research on relationship between tax and economic growth started since 1964.
Table 2.0 (Marina Kesner) and Table 3.0, which display the summaries of the studies
on the impact of taxes on economic growth from 1964 to 1994 and the impact of
taxes on economic growth from 2011 to 2019, respectively, were used to examine the
impact of taxes on economic growth in the late twentieth and early twenty-first

centuries.
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2.3.1 The Impact of Tax on Economic Growth (1996 -1999)

Overall the results showed the negligible growth by taxes. There were various views

by previous researcher, which showed positive, negative impact and neutral impact.

Table 2.1: Research summary of the impact of tax on economic growth (1996

-1999)
Authors, year Results Consequences to economics
policy
Harberger (1964) There is no significant Taxation policy is “supernatural”
relationship between tax and
growth
Mendoza, Milesi0 There is no significant Growth requires major changes in
Ferretti and Asea relationship between tax and tax policy
(1995) growth

Engen and Skinner
(1992)

Engen and Skinner
(1996)

Easterly and Rebelo
(1993)

McDermott and

Wecott (1996)

Alesina and Perotti
(1996)

Xu (1994)

Government spending and
tax increased by 10 per
cent, growth decreased by
1.4 per cent,

Decrease marginal tax rate
by five (5) per cent, decrease
average tax rate by two point
five (2.5) per cent ;
increased of  long-term
growth rate by 0.2-0.3 per
cent.

marginal income tax rate has
direct relationship with the
relative growth rate,

Increase in taxes does not
lead to fiscal consolidation
and growth.

A consolidation based on
taxes inhibits growth.

different relationship
between direct (positive) and
indirect taxes (negative)
towards growth rate

High tax, high government
spending, growth rate dropped.

Tax policy reform takes time to
influence growth in the long run.

Change the tax rate to change the
growth rate.

Decrease wages, lower transfer ;
narrow the budget gap

Mix of tax policies influence
growth rate

consumption taxes infused growth
more than direct tax

Source: Croatian Economic Survey, 1996-1999 Marina Kesner — Skreb
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2.3.2 The Impact of Tax on Economic Growth (2011 -2019)

Table 2.2: Research summary of association of tax and economic growth (2011 -

2019)
Author Empirical Method
(year)
1. Oyebisi Mary Ordinary least square
Ogundana, et.al. regression technique
(2017)

2. Andrew Phiri. (2016) Smooth Transition
Regression Model

3. Cristina Borovina Panel type
(2016)

4. Rudolf Macek. (2014) Panel Regression

Method

5. l.Szarowsja. (2011) Panel Regression

6. Hieu Huu Nguyen. Ordinary least square
(2019) regression technique
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Conclusion

The government should place a greater
emphasis on indirect taxes because they can
help Nigeria's economy flourish. Since 1994,
VAT has been regarded valuable to the
Nigerian economy; it has not harmed the
poor's welfare.

Indirect tax rates are positively connected to
economic growth, whereas direct tax rates
are inversely related to growth, according to
the findings. As a result, authorities should
impose a higher burden on indirect taxes,
according to the authors.

The conclusion that tax exemptions, notably
reductions in consumption taxes, have a
favourable impact on economic growth in
Central and Eastern European countries..

According to the findings of the analysis, the
authorities should cut corporate and personal
income taxes, and the losses in income tax
collection should be offset by indirect tax
revenues.

The findings of empirical testing show that
tax burden has a statistically significant
negative impact on GDP growth. A 1%
reduction in the direct tax quota increases
GDP growth by 0.43 per cent. Aside from
that, a rise in the corporate income tax quota
has a significant negative impact on GDP
growth.

The indirect tax has a positive influence and
also promotes economic growth of Vietnam;
the direct tax impact was invisible.



Overall, result showed that low taxes with reduce government spending will improve
the long-term economic growth (Jim; 1997) via his research on taxes and long-term
economic growth proved that low taxes with reduce government spending will
improve the long-term economic growth. According to Hieu Huu (2019), it is found
the indirect tax had a positive influence to the Vietnam's economic growth, while the
direct tax had no significant impact. This finding is in line with Xu (1994) and
Rudolf Macek (2014) which found the similar pattern of type of taxes and growth.
Property taxes, on the other hand, had a statistically inconsequential impact.
According to the findings of the analysis, the authorities should cut corporate and
personal income taxes, and the losses in income tax collection should be offset by

indirect tax revenues.

The results of empirical tests Szarowska (2011) showed that tax burden has a
statistically significant negative influence on GDP growth. The study found that a
reduction of one per cent (1%) of direct tax quota increased GDP growth rate by
0.43% and vice versa. Andrew Phiri (2016) found that there is positive association
between indirect and economic growth whereas direct tax is adversely associated.
The study suggested that policymakers to improve growth rate by focusing more on
indirect tax. However, there was a different view had been given by Peter and Elain
(2003). According to the analysis, tax cuts are not a cost-effective approach to boost
growth because this method just improved growth by a little amount. They do
conclude that tax reduce are not and effective stimulus way for economic growth. In
their study of the Nigerian economy, Oyebisi Mary Ogundana, et al. (2017)
recommended that the government of Nigeria to place a greater emphasis on indirect
taxes, as they can help the country's economic growth. Since 1994, VAT has been

regarded valuable to the Nigerian economy because it does not damage the poor. In
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addition, Oyebisi Mary Ogundana, at.al (2017) in their research about Nigerian
economy suggest government of Nigeria to give more focus on indirect tax as it can

boost the economic growth of Nigeria.

2.4 Relationship between GST and Economic Growth

As defined before this, according to Kimberly Amaded (2019), economic growth is
commonly measured by the changes in amount of the production of commodities and
services. In order to be more precise, growth must be measured without the effects of
inflation. Economic growth generates profit for firms, and as a result, company stock
values rise, providing funds for investment and the hiring of more personnel. It
created jobs opportunity and it will be increase in income of consumer. With that
excess of money consumer have more purchasing power and drive higher economic

growth.

According to Akanksha Khurana, Aastha Sharma (2016), GST, had been discussed
heavily as indirect taxation reforms in India. When the GST was implemented, it is
estimated to contribute to a 2% increase in the country's GDP. In addition, Shailesh
(2018) stated that GST is expected indirect tax will remove all the burdens exist in
current indirect tax system. The country GDP will be accelerating by implementation
of the GST and it is accepted in all overall the world. Mohan Kumar (2017) stated
that the GST, the most significant tax reform in India since the economy opened up 25

years ago.

According to Anand Anyyer (2018), GST had become a vital component in Indian
tax system overall tax system and economy. It improvises the ratio of country's GDP

and to some extent, inflation is also controlled. However, while reforms are primarily
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beneficial to the manufacturing industry, the service industry requires different
approach of tax reforms which are more challenging. GST is expected to increase
GDP growth from 1% to 2%, but these numbers can only be analysed after a

successful implementation.

In addition, according Shakir Shaik (2015), The GST will undoubtedly be a huge
step forward in the country's complete indirect tax changes. According to Juliana
(2017), the effect of tax on economic growth is one of the macroeconomic objectives
measures in recent years. The level of the efficient in the administration and
implementation of an a efficient tax system was one of the main contributions to

economic growth.

2.5 Relationship of Taxation and Foreign Direct Investment

According to Yi, Idris and Lily, an increment in the indirect tax rates had no
association on the foreign direct investment (FDI). The pioneer study by Devereux
and Freeman (1995) had examined empirically the FDI with the role of the taxation
and they had concluded that FDI has not impacted by the taxation. However, Gropp
and Kostial (2000) had found there is tax contributes a significant impact on FDI

empirically, particularly corporate tax.

In the other investigations about the impact of the corporate tax rates on FDI to
confirm the effectiveness of the tax rates, studies had found that corporate tax rates
and tax burden has a negative association on with the foreign direct investment
inflows (Gorter and Parikh, 2003; Cak and Karakas, 2009), the study by Beck and

Chaves (2011) also has a negative effect on foreign direct investment when there is
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increase in the capital income tax rates. The increase of indirect taxes (non-income)
would give lower level of the foreign direct investment inflow. (Desai, Foley and

Hines,2001).

2.6 The Growth Models Theories

The study has utilised growth theories that consist of the Classical Growth Models
theory (from eighteen century) and the neo-classical growth model - Solow Model
theory. According to Adam Smith, David Ricardo and Thomas Robert, the
productive investment and capital accumulation is the principal in growth.
Meanwhile, Solow models were used as neo-classical approach with the main focus
on capital and labour input. According to Solow’s model, an increase in capital
produces an increase in output. Thus, the innovation of Solow and Swan (1956)’s
neo-classical growth model become one of the model referred in carrying out
research in economic growth. Hence for a better increment of output there should
decrease in expenditure (taxes). Tax has an impact on economic growth because it

has a direct impact on specific growth determinants (Kotlan et al., 2011).

Based on Solow’s model, produces of output will increase when increasing capital,
but it was not linear relationship. At a certain point, add up the capital stock will not
really increase the value of output that each worker can consume, since it will have
to be replaced so fast (Kalaivani, 2013). The figure 2.0 displays Solow Growth
Model which shows the correlation of output and capital. The blue line indicates the
correlation between capital (k) and investment (i). The black line represents total
output while the red line represents as a share of income. It shows that increases in

share of output will meet higher rate of equilibrium consumption. The blue line
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indicates the correlation between capital and investment. According to Rudolf Macek
(2014), national tax policy has a significant impact on the average rate of economic
growth due to the incentives for the building up of both physical and human

resources.

Figure 2.0: Solow Growth Model

2.7 Summary

This chapter has discussed extensively the literature review of the previous studies
that carried out by past researchers that related to the current study. It discussed
about the background of the direct taxes and indirect taxes. This chapter also
discussed about the independent variables and dependent variables of this study as
well. The study discussed about the taxation and economic growth, indirect tax
(GST) and economic growth and about the taxation and foreign direct investment.

Lastly, this study has discussed about the theory to be employed.
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CHAPTER 3

METHODOLOGY

3.0 Introduction

This chapter discusses the methodology of the study. It has been divided into six
sections including research framework, hypotheses development, operational
definition (an econometrics model), data descriptions and variables explanation, data

collection and data analysis tools and technic applied in this study.

3.1 Research Framework

According Norashikin (2021), a conceptual framework is a guided structure to give
the best description of the courses needed to be investigated to a researcher. It is a
guided structure for a researcher on how the research problem will be investigated.
The conceptual framework clarifies a route of study and the ultimate aim of the
research framework to make the finding is more significant with the right direction

and momentum (Adom, Hussein & Agyom, 2018).

Dependent variable of this study is economic growth. Is represent by the economic
growth of gross real domestic product per capita (GDP/pc) expressed in purchasing
power parity. The independent variables are direct tax and indirect tax
(GST/SST/VAT) and the controlling variables are foreign direct investment (FDI),

proxied by the value of investments creation.

Therefore, this study used direct and indirect taxes to evaluate their relationship with

economic growth. Figure 3.1 presents the conceptual framework of this study.
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Figure 3.1: Conceptual Framework of Impact Taxes on Economic Growth

3.2 Hypotheses Development

The hypotheses of the study were developed by referring to the figure 3.1 Conceptual
Framework that used to test “the relationship between taxes and economic growth:

Evidence from Malaysia”. The research hypotheses are as follow:

1. H1: There is significant linear relationship between indirect tax
(GST/SST and GDP of Malaysia within the year 2010 — 2019;

11. H2: There is significant linear relationship between direct tax and
GDP of Malaysia within the year 2010 — 2019

1il. H3: There is significant linear relationship between indirect tax
(GST/VAT) and GDP of Thailand within the year 2010 —2019;

1v. H4: There is significant linear relationship between indirect tax

(GST/VAT) and GDP of Indonesia within the year 2010 — 2019;
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3.3

V. H5: There is significant linear relationship between indirect tax
(GST/VAT) and GDP of Singapore within the year 2010 — 2019;
vi. H6: There is significant linear relationship between indirect tax

(GST/SST) and Malaysia FDI within the year 2010 — 2019

RESEARCH METHOD

Operational Definition (An Econometrics Model)

This study is an attempt to use the model. This model presents the changes of
tax components which are direct taxes (TDIR), indirect taxes (TIND) and
contribution on GDP growth / Per Capita (I.Szarowska, 2011). The basic

Model as per following:

GDP/pc = B0 + BiX1« + B2Xo i + u i

GDP/pc = Bo + BiDirect Taxes i+ B2Indirect Taxes « +u it

X1=TDIR (LCU)
X2=TIND (GST/ SST & Other Indirect Taxes) (LCU)
| = Malaysia, Thailand, Indonesia and Singapore

t = Time: 2010 — 2019 (10 years)
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3.4  Data Descriptions and Variables Explanation

341 Tax

The study will investigate the relationship of direct and indirect tax and economic
growth in Malaysia, Thailand, Indonesia and Singapore, for the year 2010 until 2019.
As we know taxation is a system for government to collect money from consumers,
companies and others to generate the revenue for nation. Government may use the
fund to spend it on things such as education, health, defence and social development.
In Malaysia, there are two main type of taxes that contributes to the nation are direct
tax and indirect tax. The following sections provide operational definition of both

taxes being examined.

3.4.2 Direct tax and Indirect tax

Malaysia taxes have been separated to three main parts, from direct tax, indirect tax
and non-tax revenue. The direct tax was collected from companies, individual,
petroleum and other. Indirect tax was collected from export duties, import duties,
SST and other. Non-tax revenue was mostly from licenses. In this study had analysed
secondary data from Ministry of Finance (MOF) Malaysia and World Tax Index

during the period of 2010-2019.

3.4.3 Economic Growth

According to Kimberly (2019), economic growth is the measurement to reflect the
relative changes in the production of goods and services for certain durations.
Economic growth stimulates the bottom line for the businesses, improve stock

capitalisation and create job opportunity. With that excess of money consumer have
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more purchasing power and drive higher economic growth. In this study, the
economic growth was proxied by the Gross Domestic Product (GDP) measurement.
It considers the country's whole economic output, which includes all commodities
and services produced for sale by enterprises in the country. GDP data was obtaines

from the “The World Bank™ for the years of 2010 to 2019.

Control variables for this study is FDI, approximated by the value of investments
creation to GDP expressed in purchasing power parity per capita. For controlling

variables, the data was accessed at the World Bank.

35 Data Collection

3.5.1 Sampling

The panel data of four countries are Malaysia, Singapore, Thailand and Indonesia
from year 2010 until 2019 and time series data for foreign direct investment, export,
import, direct tax, indirect taxes (GST and other Indirect Taxes) and gross domestic

product for 4 countries for 10 years over the period.

3.5.2 Data Collection Procedures

The data of direct taxes, GST and total tax revenue were downloaded from the World
Bank (data.worldbank.org) and edited in Microsoft Excel before entered into SPSS
for analysis. The 10 years data was collected for each country (Malaysia, Thailand,
Indonesia and Singapore) from 2010 until 2019. The detail of the direct taxes, goods
and services tax and total tax revenue was downloaded with the local currency unit
(LCU), except the FDI which was in USD. First the finding the rate of currency by

using formula “Currency Rate = GDP (USD) / GDP (LCU)” with using total
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revenues data.in USD and LCU. After that using the currency rate multiple with FDI

in USD to converted to the LCU (Refer table 3.1).

YEAR Rate FDI, net inflows (current US$) FDI Net Inflow (LCU) RM

2010 3.22 10,885,801,851.62 35,064,256,344.25
2011 3.06 15,119,439,203.95 46,265,483,964.10
2012 3.09 8,895,774,250.70 27,477,267,505.57
2013 3.15 11,296,279,513.92 35,593,447,120.41
2014 3.27 10,619,431,582.98 34,756,337,627.93
2015 3.91 9,857,162,111.82 38,497,146,627.73
2016  4.15 13,470,089,920.81 55,877,974,018.48
2017 4.30 9,368,469,822.66 40,288,167,625.37
2018  4.04 8,304,480,741.65 33,509,410,240.64
2019 4.14 9,101,052,111.36 37,701,108,371.31

Table 3.1: Detail of FDI in USD and LCU

3.6  Data Analysis

3.6.1 Descriptive Analysis

In this study to be noted that this empirical analyses is mainly to test statically
significance correlation between independent variables (TIND and TDIR) and
dependent variable (by measuring GDP growth as Economic Growth). It is going to
use panel data and analysis using SPSS and application of regression models to fit

econometric models as performed by Hieu Huu, 2019).

The multicollinearity where the extent a variable can explain by another variable in
the analysis and to test the multicollinearity the researcher should use Pearson’s
Correlation Matrix test. If you use the Pearson's correlation rule of thumb, the
correlation should not surpass 0.75, and if it does, you'll have an issue with
multicollinearity. (Hair et.al, 2010; Gujarati, 2003; Cooper and Schindler, 2006 &

Chatterjee, Hadi, and Price, 2000).
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3.6.2 Multiple Regression Analysis

Multiple regressions are used to identify the relationship between the independent
variable and dependent variable through fitted regression line. In multiple regression
analysis, R” is used to describe the closeness of data to the fitted regression line. The
correlation analysis needs to be conducted before conducting multiple regressions.
100% means that the model explains all variability in the response data around the
mean, whereas 0% indicates that the model does not explain any variability in the
response data around the mean. Multiple regression analysis was applied to carry out

tests on whether the hypothesis is supported or not.

Liu et al., (1997) and Mustafa et.al., (2011), in their study has used four regression
models with using the stepwise regression model. According to Nathan et al., (2012),
the study that employed stepwise regression will help regression model to determine
the most significance variables. In additional by Liu et al., (1997), to conduct
stepwise regression, the backward elimination method was used, which involves
regressing the variables based on the main model and extracting the variables that do
not contribute significantly. Each variable was tested by employing the p-value
cutting point until the significant result regression founds the variables that fit the
models. Finally, regression analysis is used to test hypotheses in the study. A

hypothesis is significant when the value of p < 0.05.
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3.7 Summary

This chapter discussed about the methodology for this study. There are six
hypotheses tested in this study. The panel data was employed to determine the
relationship between direct and indirect tax and economic growth. The measurement
used for dependent variable id economic growth, independent variable is direct tax,
indirect tax (GST/SST/VAT) and other indirect tax and controlling variables is
foreign direct investment. Panel data was used as secondary data and application of

regression models to fit econometric models.
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CHAPTER 4

RESULT AND DISCUSSION

4.0 Introduction

This chapter lays down the results of analyses mentioned in the previous chapter,
which is to examine the relationship of direct and indirect tax on the economic
growth for ASEAN countries which are Malaysia, Indonesia, Singapore and
Thailand. This chapter is divided into three parts. It begins with a descriptive
statistical analysis of dependent, independent, and control variables. and continued

with results of the regression analysis used to test the initially proposed hypotheses.

4.1  Descriptive Statistics Analysis

As mentioned in the scope of the study, the samples selected are from ASEAN
countries which are Malaysia, Indonesia, Singapore and Thailand. Table 4.1 presents

the descriptive statistics of all variables.

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation

GDP (LCU) 40 326,980,100,0 15,832,535,400,000, 2,794,251,543,230,12 5,102,585,275,918,050

00.00 000.00 0.00 .00

TDIR (LCU) 40 18,645,800,00 772,265,718,286,668 143,840,776,343,710. 260,209,199,511,441.0

0.00 .00 00 0

GST (LCU) 40 14,376,000,00 704,537,914,447,775 132,191,746,996,947. 240,109,463,517,828.0

0.00 .00 00 0

Other Indirect 40 8,192,500,000 87,943,000,000,000. 17,703,894,943,514.1 31,318,555,136,603.60
Tax (LCU) .00 00 0

Table 4.1 Descriptive Statistics of GDP, TDIR and TIND in ASEAN Countries

The mean for Economy Growth (GDP) is 2,794,251,543,230,125.0 Local Currency

Unit (LCU) for four selected ASEAN countries (Malaysia, Indonesia, Singapore and
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Thailand with the standard deviation 5,102,585,275,918,052.0 LCU. The maximum
GDP is 15,832,535,400,000,000.00 LCU and the minimum is 326,980,100,000.00
LCU. For the independent variables the total TIND (GST and other TIND) is 22,

568,500,000 higher than TDIR (18,645,800,000.00 LCU) for the four ASEAN

countries.
Descriptive Statistics
N Minimum Maximum Mean Std. Deviation
GDP (LCU) 1 821,434,000,0 1,510,692,565,0 1,158,656,840,500. 234,224,756,749.4
0 00.00 00.00 00 8
TDIR (LCU) 1 72,783,848,00 123,213,751,946 105,214,124,465.2 14,509,992,304.02
0 0.00 43 3
GST (LCU) 1 26,730,174,99 63,160,828,298. 41,772,013,389.29 13,715,140,259.52
0 4.60 55
OtherIndirect 1 8,192,500,000. 14,686,650,000. 11,340,672,281.97 2,395,314,912.66
Tax (LCU) 0 00 00
Valid N 1
(listwise) 0

Table 4.2: Descriptive Statistics of GDP, TDIR and TIND in Malaysia

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
GDP 10 6,864,133,100,0 15,832,535,400,00 11,161,658,130,000, 3,016,699,423,947,4
(LCU) 00,000.00 0,000.00 000.00 20.00
TDIR 10 357,046,000,00 772,265,718,286,6 574,341,127,195,28 137,261,140,687,92
(LCu) 0,000.00 68.00 3.00 7.00
GST 10 304,797,000,00 704,537,914,447,7 527,583,503,442,54 134,981,240,009,88
(LCu) 0,000.00 75.00 9.00 5.00
Other 10 58,855,767,882, 87,943,000,000,00 70,674,187,210,256. 9,671,218,546,263.0
TIND 496.00 0.00 20 1
(LCU)
Valid N 10
(listwise

)

Table 4.3: Descriptive Statistics of GDP, TDIR and TIND in Indonesia
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Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
GDP 10 10,808,145,000 16,898,090,000,0 13,770,713,100,00 2,055,418,800,933.
(LCU) ,000.00 00.00 0.00 52
TDIR 10 682,859,680,00 1,031,929,444,76 891,365,179,774.5 91,484,120,874.71
(LCU) 0.00 2.76 7
GST (LCU) 10 826,755,970,00 1,352,993,046,18 1,124,547,079,065. 190,818,080,494.8
0.00 2.54 40 4
OTHER_TI 10 104,326,550,00 129,145,690,354. 116,867,262,329.7 7,387,114,241.69
ND (LCU) 0.00 67 9
Valid N 10
(listwise)
Table 4.4: Descriptive Statistics of GDP, TDIR and TIND in Thailand
Descriptive Statistics
N Minimum Maximum Mean Std. Deviation
GDP (LCU) 10 326,980,100,0 510,737,300,00 418,672,980,000.0 63,967,405,100.89
00.00 0.00 0
TDIR (LCU) 10 18,645,800,00 32,508,941,693. 25,398,875,319.52 4,904,567,415.94
0.00 30
GST (LCU) 10 14,376,000,00 19,499,402,587. 17,165,452,786.30 1,940,507,778.12
0.00 28
OtherIndirect 10 8,785,300,000. 15,885,025,833. 13,184,629,188.84 2,264,677,090.89
Tax (LCU) 00 38
Valid N 10
(listwise)

Table 4.5: Descriptive Statistics of GDP, TDIR and TIND in Singapore

Table 4.2, Table 4.3, Table 4.4 and Table 4.5 shows the descriptive statistics of GDP,
TDIR and TIND in Malaysia, Singapore, Indonesia and Thailand. The data clearly
shows Indonesia had highest economic growth (GDP) with 1.12 x 10'® LCU, with
the highest TDIR and TIND among other ASEAN countries while the other countries
are around 4.19 x 10'"' — 1.38 x 10" LCU. Malaysian GDP is found higher than

Singapore.
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4.2  Preliminary Analysis

The study gathers data for 4 countries as sample for ASEAN from the year 2010-
2019. The data downloaded with the LCU. The data downloaded from the World
Bank (data.worldbank.org) and the detail been merged into one working sheet of

SPSS 16 before analysed.

The data was analysed to study the growth of economy over 10 years (2010-2019)

for all selected ASEAN countries and Malaysia.

Figure 4.1: The regression variation plot of ASEAN countries” GDP for 2010-2019

Figure 4.1 shows the regression variation plot of GDP for years 2010-2019 for four
ASEAN countries while Figure 4.2 shows the regression variation plot of Malaysian
GDP the similar period. Both plots are linear, shows the gradual progress of

economy growth.
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Figure 4.2: The regression variation plot of Malaysia’s GDP against the years
(2010-2019)

4.3  Multiple Regression Analysis Results

Correlation analysis is used to identify the significance and strength of the variables
used in this study. It explains the direction of the relationship between the
independent variables and dependent variable. As the purpose of this study is to
measure the relationship of taxation and economic growth in ASEAN countries, the
Pearson’s correlation analysis and multiple regression analysis were used to test the
hypotheses set in the previous chapter. The independent variables of this study
which are Direct tax and Indirect tax (GST/SST/AVT), and the dependent variable
which is the economic growth which measured by GDP are shown in the Pearson’s
correlation coefficient analysis. The results of the multiple regression analyses are

presented based on the following hypotheses.
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4.3.1 H1: There is significant linear relationship between TIND (GST/SST/others)

and GDP of Malaysia within the year 2010 — 2019;

Correlations

GDP TDIR GST OtherIndirectTax
Pearson GDP 1.000 .697 769 -474
Correlation TDIR .697 1.000 252 141
GST 769 252 1.000 -.552
OtherIndirectTax -474 .141 -.552 1.000
Sig. (1- GDP .013 .005 .083
tailed) TDIR .013 241 .349
GST .005 241 .049
OtherIndirectTax .083 .349 .049
N GDP 10 10 10 10
TDIR 10 10 10 10
GST 10 10 10 10
OtherIndirectTax 10 10 10 10
Variables Entered/Removed®
Model Variables Entered Variables Removed Method
1 GST Stepwise (Criteria:
Probability-of-F-to-enter <=
.050, Probability-of-F-to-
remove >=.100).
2 TDIR Stepwise (Criteria:

Probability-of-F-to-enter <=
.050, Probability-of-F-to-
remove >=.100).

a. Dependent Variable: GDP

Model Summary

Model R R Adjus Std. Error of the Change Statistics
Squ ted R Estimate R F df df Sig. F
are Squar Square Chang 1 2 Chang
e Chang e e
e
1 .769* .59 541 158703247863.691 .592 11.604 1 8 .009
2 22
2 928" .86 .822 98719195525.5366 270 13.676 1 7 .008
2 5
a. Predictors: (Constant), GST
b. Predictors: (Constant), GST, TDIR
ANOVA?®
Model Sum of Squares d Mean Square F Sig.
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1 Regressi 292257363009306060000000. 1 292257363009306060000000. 11.60 .009
on 000 000 4 °
Residual 201493767059873700000000. 8 25186720882484210000000.0

000 00
Total 493751130069179750000000. 9
000

2 Regressi 425532773112715800000000. 2 212766386556357900000000. 21.83 .001
on 000 000 2 ¢
Residual 68218356956463950000000.0 7 9745479565209135000000.00

00 0
Total 493751130069179750000000. 9
000

a. Dependent Variable: GDP

b. Predictors: (Constant), GST

c. Predictors: (Constant), GST, TDIR

Coefficients®
Model Unstandardized Coefficients Standardized t Sig Collinearity
Coefficients Statistics
B Std. Error Beta Toleran VIF
ce
1 (Constant) 60981573404 16875531934 3.61 .00
6.591 1.756 4 7
GST 13.139 3.857 769 3.40 .00 1.000 1.00
6 9 0
2 (Constant) - 24417285921 - 42
20544633587 8.104 .841 8
1.018
GST 10.826 2.479 .634 4.36 .00 936 1.06
6 3 8
TDIR 8.667 2.344 .537 3.69 .00 936 1.06
8 8 8
a. Dependent Variable: GDP
Excluded Variables®
Model Beta In t Sig. Partial Collinearity Statistics
Correlation Tolerance VIF Minimum
Tolerance

1 TDIR 537° 3.698 .008 813 936 1.068 936
OtherIndirectTax -071° -.247 812 -.093 .695 1.439 .695

2 OtherIndirectTax -.327° -2.322 .059 -.688 611 1.636 .584

a. Dependent Variable: GDP

b. Predictors in the Model: (Constant), GST

c. Predictors in the Model: (Constant), GST, TDIR
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Figure 4.3: The output of Regression Analysis Results on Malaysia’s TIND Vs. GDP

Referring to Figure 4.3, it can be seen that the dependent variable, which is the GDP
has showed a significant positive relationship with GST p= 0.003 and the Pearson’s
correlation value of 0.769, GST has the high correlation with Malaysia’s economy
growth. However other indirect tax not significant p= .0812 but the Pearson’s
correlation value of 0.987 (p< 0.01) shows TIND very strong correlation with

Malaysia’s economy growth.

The output provided the R, R and adjusted R* and the standard error of the estimate,
which can be used to determine how well the regression model fits the data. R is
which known as the coefficient of determination explain the variation of the
independent variable on dependent variable. From the figure 4.3 (which contains the
Table of Multiple Regression Result) the value 0.592 shows 59.2% of the variability
of the GDP explains by the TIND (SST and other Indirect Tax) means the balance

40.8% is explained by other factors.

The F value in Table ANOVA determines whether the entire regression model fits to
test the dependent variable. Statistically, the result shows that the independent
variables which are the GST/SST and direct Tax have significantly predicted the
dependent variable, GDP, where F (1,8) = 11.604, p<0.05. Therefore, this makes the

regression model a good fit for data.

Multiple regression analysis was used to determine whether the hypothesis is
supported or not. A hypothesis is significant when the value of p < 0.05. Based on
coefficients in Figure 4.3 the regression result showed the GST/SST and TIND have

significant positive relationship with GDP, where p is 0.003 and 0.008 respectively.
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From the analysis, the multiple regression analysis shows this model of this study
could explain 59.2% of the GDP in Malaysia. In this model GST (beta value 10.826)

has impact on economy growth of Malaysia at level p< 0.05.

4.3.2 H2 : There is significant linear relationship between TDIR and GDP of

Malaysia within the year 2010 — 2019

Descriptive Statistics

Mean Std. Deviation N
GDP 1158656840500.0000 234224756749.48050 10
TDIR 105214124465.2310 14509992304.02255 10

Correlations

GDP TDIR
Pearson Correlation GDP 1.000 .697
TDIR .697 1.000
Sig. (1-tailed) GDP . .013
TDIR .013
N GDP 10 10
TDIR 10 10

Variables Entered/Removed?
Model Variables Entered Variables Removed Method
1 TDIR . Stepwise (Criteria:
Probability-of-F-to-enter <=
.050, Probability-of-F-to-
remove >=.100).

a. Dependent Variable: GDP

Model Summary

Mod R R Adjuste Std. Error of the Change Statistics
el Squar dR Estimate R F df df Sig. F
e Square Squar Chang 1 2 Chang
e e e
Chang

e

1 .697 486 421 178188603297.699 486 7.551 1 8 .025

? 07

a. Predictors: (Constant), TDIR

ANOVA?
Model Sum of Squares d Mean Square F Sig.
f
1 Regressio 239741703307701570000000. 1 239741703307701570000000. 7.55 .025
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n 000 000 1 b
Residual 254009426761478180000000. 8 31751178345184772000000.0
000 00
Total 493751130069179750000000. 9
000
a. Dependent Variable: GDP
b. Predictors: (Constant), TDIR
Coefficients®
Model Unstandardized Coefficients Standardiz t Sig Collinearity
ed Statistics
Coefficien
ts
B Std. Error Beta Toleran VIF
ce
1 (Constan - 434361174275. - .95
t) 24813564577.7 472 .057 6
24
TDIR 11.248 4.093 .697 2.74 .02 1.000 1.00
8 5 0
a. Dependent Variable: GDP
Collinearity Diagnostics®
Model Dimension Eigenvalue Condition Index Variance Proportions
(Constant) TDIR
1 1 1.992 1.000 .00 .00
2 .008 15.352 1.00 1.00

a. Dependent Variable: GDP

Figure 4.4: The output of Regression Analysis Results on Malaysia’s TDIR vs. GDP
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Referring to Figure 4.4, GST has showed positive relationship with dependent
variable, GDP but not with other TDIR. The Pearson’s correlation value of 0.697
shows the independent variable Direct Tax also has the high correlation with
Malaysia’s economy growth. Though the correlation is not significant P= 0.13(p >
0.01) with Malaysia’s economy growth. The R® (Table of Multiple Regression
Result) the value 0.486 shows only 48.6% of the variability of the GDP explain by
the TDIR means the balance 51.4% is explained by other factors which not studied

here.

Figure 4.4 present that the F value in Table ANOVA shows that the direct tax is not
significant with predicted the dependent variable, GDP, where F (1,8) = 0.25, p >
0.05. Multiple regression analysis does support the hypothesis 2 as mentioned

above.

Though the multiple regression analysis shows this model of this research explained
48.8% of the GDP. The TDIR (beta value 11.248) did not have significant impact on

economy growth of Malaysia at p > 0.05.
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4.3.3 Ha3: There is significant linear relationship between TIND (GST/V AT/others)

and GDP of Thailand within the year 2010 — 2019;

Descriptive Statistics

Mean Std. Deviation N
GDP 13770713100000.0000 2055418800933.51980 10
GST 1124547079065.4000 190818080494.84415 10
OTHER TIND 116867262329.7890 7387114241.68738 10

Correlations

GDP GST OTHER_TIND

Pearson Correlation GDP 1.000 955 .030
GST 955 1.000 .047
OTHER_TIND .030 .047 1.000

Sig. (1-tailed) GDP . .000 467
GST .000 . 448
OTHER_TIND 467 448

N GDP 10 10 10
GST 10 10 10
OTHER_TIND 10 10 10

Variables Entered/Removed?
Model Variables Entered Variables Removed Method
1 GST 3 Stepwise (Criteria:
Probability-of-F-to-enter <=
.050, Probability-of-F-to-
remove >=.100).

a. Dependent Variable: GDP

Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .955% 911 .900 648738005725.68590
a. Predictors: (Constant), GST
ANOVA?®
Model Sum of Squares d Mean Square F Sig.
f
1 Regression 346558300244953770000000 1 346558300244953770000000 823 .00
00.000 00.000 45 0°
Residual 336688800058352100000000 8 420861000072940100000000.
0.000 000
Total 380227180250788950000000 9
00.000

a. Dependent Variable: GDP
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b. Predictors: (Constant), GST

Coefficients®

Model Unstandardized Coefficients Standardized t Sig
Coefficients
B Std. Error Beta
1 (Constant)  2206262194459.922 1290807798593.898 1.709 126
GST 10.284 1.133 955 9.074 .000
a. Dependent Variable: GDP
Excluded Variables®
Model Beta In t Sig. Partial Collinearity
Correlation Statistics
Tolerance
1 OTHER_TIND -015° -.135 .897 -.051 .998

a. Dependent Variable: GDP
b. Predictors in the Model: (Constant), GST

Figure 4.5: Regression Analysis Results on Thailand’s TIND and GDP

Referring to Figure 4.5, GST (r = 0.955) and other TDIR (r = 0.813) showed strong

positive relationship with dependent variable, GDP. The Pearson’s correlation value

of 0.813, shows the both independent variables SST/ GST and other indirect tax also

have a strong correlation with Thailand’s economy growth. The correlation is

significant at p=0.002 for SST/GST and 0.003 for other Indirect Tax (p < 0.01) with

Thailand’s economy growth. The R* (Table of Multiple Regression Result) the value
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0.928 shows 92.8% of the variability of the GDP explain by the TIND that consists

of SST/ GST and other indirect tax.

The F value in Table ANOVA shows that the independent variables which are the
SST and other indirect tax have significantly predicted the dependent variable, GDP,
where F (1,8) = 0.001, p < 0.05. Therefore, this makes the regression model as a
good fit for data. Multiple regression analysis shows the hypothesis is significant
because the value of 0.001 (p < 0.05). Based on Table of coefficients in Figure 4.5
the regression result showed the correlation between GDP indirect Tax TIND has

strong significant.

Hence to conclude, the multiple regression analysis shows this model of this research
explained 92.8% of the GDP. In this model SST/AVT (beta value 7.754) has

significant impact on economy growth of Thailand at p level < 0.05.
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434 H4

There 1is

significant  linear

relationship between TIDR

(GST/VAT/others) and GDP of Indonesia within the year 2010 — 2019;

Descriptive Statistics

Mean Std. Deviation N
GDP 11161658130000000.0000 3016699423947428.50000 10
GST 527583503442549.4000 134981240009885.11000 10
Other TIND 70674187210256.2000 9671218546263.00600 10
Correlations
GDP GST Other_TIND
Pearson Correlation GDP 1.000 981 -.448
GST 981 1.000 -.383
Other_TIND -.448 -383 1.000
Sig. (1-tailed) GDP .000 .097
GST .000 137
Other_TIND .097 137
N GDP 10 10 10
GST 10 10 10
Other TIND 10 10 10
Variables Entered/Removed?
Model Variables Entered Variables Removed Method
1 GST Stepwise (Criteria:

a. Dependent Variable: GDP

Probability-of-F-to-enter <=
.050, Probability-of-F-to-

remove >=.100).

Model Summary

Model R R Adjust Std. Error of the Change Statistics
Squar edR Estimate R F df df Sig. F
e Square Square Chang 1 2 Chang
Change e e
1 981 .962 957 627404008570572. 962 200.0 1 8 .000
@ 50000 71
a. Predictors: (Constant), GST
ANOVA?
Model Sum of Squares df Mean Square F Si
g.
1 Regression 78755192410239340000000 1 7875519241023934000000000 200. .00
000000000.000 0000000.000 071 0°
Residual 31490863197633840000000 8 3936357899704230000000000
00000000.000 00000.000
Total 81904278730002720000000 9
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000000000.000
a. Dependent Variable: GDP
b. Predictors: (Constant), GST

Coefficients®

Model Unstandardized Coefficients Standardi t Si Collinearity
zed g. Statistics
Coefficie
nts
B Std. Error Beta Tolera VIF
nce
1 (Consta - 84115077838771 - .64
nt) 40042633553209 6.100 476 7
8.000
GST 21.915 1.549 981 14.1 .00 1.000 1.0
45 0 00

a. Dependent Variable: GDP

Excluded Variables?

Model Beta t Sig. Partial Collinearity Statistics
In Correlation Tolerance VIF Minimum
Tolerance
1 Other TIND -.085° -1.149 .288 -.398 .853 1.172 .853

a. Dependent Variable: GDP
b. Predictors in the Model: (Constant), GST

Collinearity Diagnostics®

Model Dimension Eigenvalue Condition Index Variance Proportions
(Constant) GST
1 1 1.972 1.000 .01 .01
2 .028 8.360 .99 .99

a. Dependent Variable: GDP

Figure 4.6: The output of Regression Analysis Results on Indonesia’s TIND vs. GDP
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Figure 4.6 above compiling all the output Regression Analysis Results on
Indonesia’s TIND vs. GDP. The dependent variable, GDP has showed strong
positive relationship with GST (r = 0.981) and with other TDIR (r = 0.989). The
Pearson’s correlation value of 0.000 shows the both independent variables SST/ GST
and direct Tax also have high correlation with Indonesia’s economy growth. The
correlation is significant P=0.000 for SST/GST and 0.000 for other Indirect Tax (p <
0.01) with Indonesia’s economy growth. The R? (Table of Multiple Regression
Result) the value 0.987 shows 98.7% of the variability of the GDP explain by the

TIND that covered SST/ GST.

The F value in Table ANOVA shows that the independent variables which are the
SST and other Indirect Tax have significantly predicted the dependent variable,
GDP, where F (1,8) =357.419, p <0.05. Therefore, this makes the regression model
as a good fit for data. Multiple regression analysis shows the hypothesis is significant
because the value of 0.000 (p < 0.05). Based on Table of coefficients in Figure 4.6
the regression result showed the correlation between GDP indirect Tax TIND is very

strong and significant.

Hence to conclude, the multiple regression analysis shows this model of this research
explained 98.7% of the GDP. In this model SST/GST (beta value 7.983) has

significant impact on economy growth of Indonesia’s at level p < 0.05.
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435 H5

There is

significant

linear

relationship between TIND

(GST/VAT/others) and GDP of Singapore within the year 2010 — 2019;

Descriptive Statistics

Mean Std. Deviation N
GDP 418672980000.0000 63967405100.89321 10
GST 17165452786.3020 1940507778.12168 10
TDIR 25398875319.5220 4904567415.94055 10
OtherIndirectTax 13184629188.8440 2264677090.89342 10
Correlations
GDP GST TDIR OtherIndirectTax
Pearson Correlation GDP 1.000 976 976 936
GST 976 1.000 .950 .903
TDIR 976 .950 1.000 919
OtherIndirectTax 936 .903 919 1.000
Sig. (1-tailed) GDP .000 .000 .000
GST .000 .000 .000
TDIR .000 .000 .000
OtherIndirectTax .000 .000 .000
N GDP 10 10 10 10
GST 10 10 10 10
TDIR 10 10 10 10
OtherIndirectTax 10 10 10 10
Variables Entered/Removed®
Model Variables Entered Variables Removed Method
1 GST Stepwise (Criteria:
Probability-of-F-to-enter <=
.050, Probability-of-F-to-
remove >=.100).
2 TDIR Stepwise (Criteria:

a. Dependent Variable: GDP

Probability-of-F-to-enter <=
.050, Probability-of-F-to-

remove >=.100).

Mode R R Adjuste
1 Squar dR

e Square
1 976 .953 .948

Model Summary

Std. Error of the

Estimate

14646966561.118

Change Statistics

R F df df Sig. F
Squar Chang 1 2 Chang
e e e

Chang
e
953 163.65 1 8 .000
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43 8

2 .989 977 971 10943509633.804 .024 7.331 1 7 .030
b 68
a. Predictors: (Constant), GST
b. Predictors: (Constant), GST, TDIR
ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 3511019120253584000000 1 35110191202535840000000 163.65 .00
0.000 .000 8 0
Residual 1716269035540172200000 8 214533629442521530000.0
.000 00
Total 3682646023807601300000 9
0.000
2 Regression 3598813741633978000000 2 17994068708169890000000 150.25 .00
0.000 .000 1 0°
Residual 838322821736231000000. 7 119760403105175850000.0
000 00
Total 3682646023807601300000 9
0.000
a. Dependent Variable: GDP
b. Predictors: (Constant), GST
c. Predictors: (Constant), GST, TDIR
Coefficients®
Model Unstandardized Coefficients Standardized t Si Collinearity
Coefficients g. Statistics
B Std. Error Beta Toleran VIF
ce
1 (Constant) - 43435979925 - .01
13383075508 .016 3.08 5
8.296 1
GST 32.187 2.516 976 12.7 .00 1.000 1.00
93 0 0
2 (Constant) - 49851906114 - .54
31372150380 .298 .629 9
718
GST 16.642 6.041 .505 2.75 .02 .097 10.3
5 8 27
TDIR 6.472 2.390 496 2.70 .03 .097 10.3
8 0 27
a. Dependent Variable: GDP
Excluded Variables®
Model Beta t Sig. Partial Collinearity Statistics
In Correlation Tolerance VIF Minimum
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Tolerance

1 TDIR 496° 2.708 .030 715 .097 10.327 .097
OtherIndirectTax 2930 1.903 .099 584 185 5.401 185
2 OtherlndirectTax .163°¢ 1.114 308 414 147 6.824 .077

a. Dependent Variable: GDP
b. Predictors in the Model: (Constant), GST
c. Predictors in the Model: (Constant), GST, TDIR

Collinearity Diagnostics®

Model Dimension Eigenvalue Condition Index Variance Proportions
(Constant) GST TDIR
1 1 1.994 1.000 .00 .00
2 .006 18.702 1.00 1.00
2 1 2.983 1.000 .00 .00 .00
2 .016 13.465 .16 .00 .09
3 .001 63.988 .84 1.00 91

a. Dependent Variable: GDP

Figure 4.7: The output of Regression Analysis Results on Singapore’s TIND vs. GDP

Once again, all steps for Regression was repeated for Singapore. Figure 4.7 display

the output Regression Analysis Results Singapore’s TIND vs. GDP. The dependent
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variable, GDP has showed strong positive relationship with GST (r = 0.976) and also
with TDIR (r = 0.976). The Pearson’s correlation value above 0.95 shows the both
independent variables SST/ GST and direct Tax have high correlation with
Singapore’s economy growth. The correlation is significant with p < 0.01. The R?
(Table of Multiple Regression Result) the value 0.972 shows 97.2% of the variability

of the GDP explain by the TIND that covered SST/ GST.

The F value in Table ANOVA shows that the independent variables which are the
SST and other Indirect Tax have significantly predicted the dependent variable,
GDP, where F (1,8) = 104.022, p < 0.05. Therefore, this makes the regression model
as a good fit for data. Multiple regression analysis shows the hypothesis is significant
because the value of 0.000 (p < 0.05). Based on Table of coefficients in Figure 4.7
the regression result showed the correlation between GDP indirect Tax TIND is very

strong and significant.

As a conclusion we can see this model of this research explained 97.2% of the GDP.
In this model SST/GST (beta value 15.016) has significant impact on economy

growth of Indonesia’s at level p < 0.05.
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4.3.6 HG6 : There is significant linear relationship between TIND (GST/SST/others)

and Malaysia FDI within the year 2010 — 2019

This hypothesis was done to simply study significant linear relationship between
TIND (GST/SST/others) and Malaysia FDI as extra information for Malaysia. The
correlation between FDI and GDP is not significant as F (1,8) = 2.310, p > 0.05.
Therefore, multiple regression analysis shows the hypothesis is not significant

because the value of 0.000 (p > 0.05).

Descriptive Statistics

Mean Std. Deviation N
FDI 38503059944.5790 7794630757.69698 10
GST 41772013389.2860 13715140259.52021 10
OtherIndirectTax 11340672281.9660 2395314912.66311 10
Correlations
FDI GST OtherIndirectTax
Pearson Correlation FDI 1.000 517 -477
GST 517 1.000 -.552
OtherIndirectTax -477 -.552 1.000
Sig. (1-tailed) FDI . .063 .081
GST .063 . .049
OtherlIndirectTax .081 .049
N FDI 10 10 10
GST 10 10 10
OtherlIndirectTax 10 10 10
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Figure 4.8: The output of Regression Analysis Results on Malaysia’s FDI Vs GDP

4.4  Discussion of hypotheses testing

Overall result shows the strong relationship between TIND and GDP. Figure 4.13
below shows the output of Regression Analysis Results for overall ASEAN countries
(N=40). The dependent variable, GDP has showed strong positive relationship with
GST (r = 0.998) and also with TDIR (r = 0.929) and TDIR (r = 0.999). The
Pearson’s correlation value above 0.90 shows the both independent variables SST/
GST, other indirect tax and direct Tax have high correlation with these countries’
economy growth. The correlation is significant with p < 0.01. The R? (Table of
Multiple Regression Result) the value 0.99 shows 99.9% of the variability of the
GDP explain by the TIND that covered SST/ GST. The correlation between FDI and

GDP is significant as p < 0.05 for all independent variables.

The result of this research shows the GST/SST/ AVT (TIND) explained 59.2% of the
GDP in Malaysia; 92.8% of GDP Thailand; 98.7% of GDP Indonesia and 97.2%
GDP Singapore. Indirectly its shows strong impact of taxation especially TIND on

economic growth in all studied ASEAN countries.
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4.5 Summary

In a nutshell, this chapter had presented the actual field work analyses of this study.
The multiple regression analysis was conducted and the result indicated that GST has
significant relationship with the dependent variable (economy growth). Based on the
statistical analysis above, the summary of hypotheses and their respective result are
presented. Hypotheses 1 until 5 were supported, only Hypothesis 6 is found not
significant. The findings therefore will imply some insight from this study. The

discussion will be in the next chapter.
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CHAPTER 5

CONCLUSION AND RECOMMENDATION

5.0 Introduction

This chapter provides an extensive discussion of the findings and its link to the
literature on the relationship of direct and indirect tax and economic growth. This
study employs correlation and regression analysis in order to examine the
relationship of the independent and dependent variables. The study used secondary

data and data collected from The World Bank for the period of 2010 -2019.

In general, most of previous studies were in favour that assumption that indirect tax
has positive association to the economic growth. The clearer picture has been
reached among academicians and the practitioners about this relationship. The
indirect tax policy infused multiple channels import, export, foreign direct
investment, capital formation, human capital (knowledge and skill), population,

capital formation, technology transfer and so on.

Cross-country comparisons of the relationship of indirect tax particularly the GST on
the economic growth could bring changes to tax policy in Malaysia. For sure cross-
country comparisons could help Malaysia government would look on the result when

bring changes in tax reform.
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5.1 Limitation

The study only focuses on the value of taxes and the value of the economic growth.
The study not take counts other aspect that could give direct or indirect impact on
economic growth, as known there is multiple channels need to study as well in order
to get the holistic picture of economic growth; the multiple variables are such as
import, export, foreign direct investment, capital formation, human capital
(knowledge and skill), population, capital formation, technology transfer and so on.
The study also not takes counts current changes of the political condition and Covid-
19 pandemic in Malaysia, which could give major impact on economic growth. The
accessibility of the data related to this study was limited; the data to study one
country in a long period such as 40 years was not available, the detail for all
variables for long period has limitation where one of variables may able to access to
a short period. When all variables related to this study not available for the long

period N=40, the study has been conducted with the data that could accessible only.

5.2 Recommendations

This study might be used as one of the reference by policymaker relating to the tax

policy.

Malaysia and other ASEAN county could take an effort to synchronise both direct
and indirect tax to increase the resources to fund government spending. The policy
maker may restructure the tax system by reducing the dependency on the direct tax

collection and compensated with the new regime of indirect tax.

During restructuring of tax system, the reducing of the direct tax especially corporate

income and individual tax rates; it could give a space to small and medium sized
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enterprises could improve their production and business capacity, for employee the

tax reduction could increase motivation and increase the buying power.

The economic growth and development of country are useless if environment was
destroyed. This problem can be solved if government implement or give more focus
on indirect tax such as implementation environmental tax which could protect the
environment and by same time government could widen the tax collection area.
Example: the tax for smoke from factory, tax for Telco Company for producing high
volume of carbon dioxide and increase tax rates for the goods which are from

harmful to consumer and environment.

Future research should focus more on the component of indirect tax, examining the

influence of each individual component on the nation growth rate.

5.3 Conclusion

Taxes matters are always become a hot debate and it is complex and inconvenient to
for the conclusion to be drawn. Overall result shows the strong relationship between
the indirect tax and GDP of all ASEAN countries, particularly GST or VAT
collections. The result of this research shows the indirect tax explained about 59.2%
of the GDP in Malaysia; 92.8% of GDP Thailand; 98.7% of GDP Indonesia and
97.2% GDP Singapore. Indirectly its shows strong impact of taxation especially the

indirect tax components on economic growth in all studied ASEAN countries.
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