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ABSTRACT

Purpose: The Laffer curve and the growth maximizing tax rate (GMTR) can create optimal economic growth,
which is very important in preparing the state revenue and expenditure budget and economic development. The
implementation of economic development requires financing so that government expenditure growth often
exceeds gross domestic product (GDP) growth. The size of the government is a measure of the ratio of total
government spending to GDP. The amount of government spending is something that often happens in almost all
countries in the world, especially in countries that are in the process of development. The problem is how the
government can finance these increasing expenditures. There are two options available, namely on receipts from
abroad in the form of foreign loans or on receipts from within the country. The tax sector is the determining sector
that provides the largest contribution to domestic revenues. The size of this contribution requires that tax revenues
continue to be increased, which can be seen from the tax ratio. The tax ratio is the ratio of total tax revenue to
GDP.

Design/methodology/approach: Several international multilevel studies have obtained in-depth analysis of this
problem from the Laffer curve and GMTR approaches.

Findings: This study convinces that the Laffer curve and GMTR can be applied to create the optimal economic
growth.

Paper type: Research paper
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I. INTRODUCTION

Keynes assumed that there is price rigidity and access capacity so that output is determined by aggregate
demand. Keynes argued that government intervention in the form of fiscal policy would be able to move the
economy because fiscal policy in the form of government spending and taxes would have a multiplier effect by
stimulating household consumption. Fiscal policy is a government tool to intervene in the economy, which can
change the economy for the better or growth. Otherwise, it can change the economy for the worse or cause a
recession (Hermawan, 2016). An effective tax system and management as a source of domestic revenue will move
the wheels of economic development to get out of dependence on foreign aid or loans and also the management
of natural resources (Fjeldstad, 2014).

Taxes have a crucial role in a country, especially in the implementation of economic development. This is
because the most considerable revenue for countries around the world is obtained from the tax sector. The tax
structure can affect economic growth (Wu et al., 2017). Several studies show that as an essential step to optimizing
the tax structure, fiscal stimulus policies can help reduce the operating burden on market subjects, stimulate
corporate investment, and increase production efficiency (Liu & Lu, 2015; Zhang et al., 2018; and Zwick &
Mahon, 2017). As an essential step to optimize the tax structure, the right choice of fiscal stimulus policies will
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be able to stimulate the economy in the form of economic growth, employment opportunities, and household
income (Wardhana & Hartono, 2012; Yossinomita, 2022).

Guo & Shi (2020) argue that a fiscal stimulus in the form of reducing VAT taxes will be able to restore the
economy, reduce the burden on companies, increase the vitality of market entities, and encourage economic
growth, thereby reducing downward pressure on the economy, but the provision of this fiscal stimulus will provide
pressure on tax revenues. There is a non-linear relationship between tax revenue and economic growth (Nantob,
2014). Income tax cuts significantly induce higher consumption decisions. Increased tax revenue can be caused
by tax reductions (Forte, 2015). Lower taxes can increase tax revenue for the government and stimulate production
(aggregate supply) (Zheng & Severe, 2016). Tax cuts contribute to increased capital investment and increased
labor wages (Auerbach, 2018). That tax exemptions for strategic groups will invest more significant resources
(Nzetzki, 2018).

The Laffer curve is a curve that describes the concept of the relationship between tax rates and tax revenue,
where there are two tax rate points that can generate the same amount of tax revenue. And there is one tariff level
or one point where tax revenue is at its maximum point, which is able to maximize tax revenue (Tavor et al.,
2019). Increasing government spending requires financing, so the government must collect greater revenues as
well. Tax revenue is the most crucial pillar of the government, and this indicates that the tax collection on its
citizens will be even greater. This means that more and more productive resources will be taken by the government
from the private sector, which should be used for investment purposes. This can be a deadweight loss, meaning
that the positive impact of government spending is unable to offset the negative impact of reduced private sector
productive resources taken by the government (Gwartney et al., 2013).

Economists from the new economic theory, Robert J. Barro (1990) argued that there is a relationship between
the variables of economic growth and the variable size of government in a country. A relationship between the
two variables can be described in the form of an inverted "U" curve. This means that if the size of the government
is relatively small and a portion of government spending is placed on sectors that have productive advantages,
then the size of the government has a positive effect on economic growth. However, if the size of the government
is relatively large and government spending is placed on unproductive sectors, the size of the government will
have little effect on economic growth.

Government spending can act as a positive externality on the growth rate. Beyond that level, taxes act as a
negative externality. GMTR is a maximum level that indicates the ratio of tax revenue to GDP that must be
obtained so that high and stable economic growth can be achieved (Scully, 2003). GMTR can be used as a
guideline for the government in designing fiscal policy.

In general, this research will explore the Laffer and GMTR curves that create optimal economic growth.
This exploration has theoretical and practical significance which is very important in preparing the State Budget
and economic development. This is because, economic development requires financing, and the tax sector is the
revenue sector which is the main focus of the government. The tax rate set by the government must be a rate that
can increase productivity and the number of workers so as to encourage economic activity. And whether the
GMTR which describes the ratio of tax revenue to GDP can create optimal economic growth.

The structure of this paper begins with an introduction, which is the research background in the first part.
The second part will contain the Laffer curve analysis and the growth maximizing tax rate = GMTR analysis. The
third part will explain the methods applied to answer the research objectives. The discussion will be explained in
the fourth section. The last section concludes this research.

A. Literature Review
1. Laffer Curve Analysis

This curve was introduced by Arthur B. Laffer, an economist who at that time served as Economic adviser
to the President of the United States, Ronald Reagan, at a banquet with Jude Wanniski, Dick Cheney, and Donald
Rumsfeld. In his writing, Wanniski (1978) argued that at the dinner, Laffer presented to support tax cuts. Laffer
described a curve of the relationship between tax rates and revenues and said that "There are always two tax rates
that yield the same income." Tax rates are on the vertical axis, while revenues are on the horizontal axis. Income
depends on the size of the taxable base (which does not appear on the chart) and on the tax rate level.
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Source : Wanniski (1978)
Figure 1. Laffer curve

The curvature of the curve from point 0 to point E is the normal range, while the curve from point E to point
100 is the restricted range. The forbidden area is an area where the tax rate is more significant than point E (optimal
point). From the Laffer curve, it can be seen that at the first extreme point, 0% of government revenue from zero
taxes is due to the absence of taxes. Moreover, when at the second extreme point it is 100%, regardless of the
people's income, everything will be handed over to the government, meaning that the people are not motivated to
work and increase their income. Tax revenue will be the same when the tax rate is at points A and B, as well as
when it is at points C and D. However; there is one point or level of the tax rate that will maximize revenue,
namely point E as illustrated in the Laffer curve above.

In 2004, through his article Laffer explained what is meant by a Laffer curve, namely a curve that describes
the two effects of a reduction in tax rates, namely arithmetic effects and economic effects. The arithmetic effect
explains that a decrease in the tax rate will also be followed by a decrease in the tax revenue itself in accordance
with the proportion. Meanwhile, the economic effect emphasizes that a decrease in tax rates will be followed by
an increase in productivity and the number of workers so that it can encourage economic activity (K. Liapis et al.,
2014).

Tax policy in the form of a tax rate that maximizes income is shown by the bell-shaped Laffer curve (Karas,
2012). The Laffer curve presents the classical curve, which describes the theoretical relationship between the tax
rate imposed by the government and the total tax revenue collected by the governmen. Therefore the Laffer curve
can be considered a vital tool for policymakers (Lin & Jia, 2019; Tavor et al., 2019). That there is a relationship
between tax revenue and the statutory tax rate in the form of an inverted U (Keser et al., 2020; Steinmuller et al.,
2019).

Tax rates affect income through their relationship to public spending and taxpayer behavior. Initially,
increased revenues earmarked for public spending provide benefits that outweigh tax costs in terms of loss of
wealth and incentives. Therefore, income increases both because rates increase and because the taxable base
increases. Furthermore, the tax cost benefits to taxpayers outweigh the public spending benefits, and the harmful
effects of tax increases reduce the taxable base at an increasing rate. Therefore, income increases at a reduced rate
because a reduction in the taxable base reduces the income effect of increasing the tax rate (Forte, 2015).

Increased government spending associated with an aging population and economic stagnation is often cited
as reasons for increasing tax rates (Nutahara, 2015). Effective tax rates can have a multiplier effect on a country's
economic policies, such as keeping state revenues at a sustainable level and providing savings or guarantees for
economic development (Liapis et al., 2020).

2. Tax Analysis that Maximizes Economic Growth (The Growth Maximizing Tax Rate = GMTR)

Taxes can affect the entire economic system, so the Laffer curve can be used for broader observations in
looking for the relationship between tax rates and a country's economic growth. In the 1990s, world economists
tried to focus on finding the relationship between the rate of taxation, which is defined as the ratio of tax revenue
to GDP needed to create high and stable economic growth.

Theoretically, in 1995 economists from the new economic theory, such as Robert J. Barro and Xavier Sala-
I Martin, were pioneers who introduced the theory of the growth maximizing tax rate (GMTR). That there is a
specific ratio of tax revenue to the gross domestic product that is needed to produce a high level of economic
growth. This optimal point is known as GMTR (Barro & Martin, 1995).
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Empirically research on GMTR was first carried out by Gerald W. Scully in 1995, who founded GMTR for
the United States. Scully uses econometrics with two regression equation models. In the first model, Scully uses
quadratic functions based on the theoretical models developed by Barro and Martin. Meanwhile, in the second
model, Scully uses his own theoretical model. Scully assumes that there are two sectors that carry out activities in
a country's economy, namely the government sector and the private sector. Both of these sectors have a role in
national production through the production function, which is known as the Cobb Douglass production function.

Using data on the ratio of total government spending to GDP. In 1998, world economists Chao and Grubel
conducted empirical research to find GMTR in Canada. The difference with the research conducted by Scully,
Chao and Grubel uses data on the ratio of total government spending to GDP as a tax variable estimator. Chao
and Grubel calculated GMTR using the Scully Curve.

Rate of economic growth

A

s

Ga

Ty T"
Government spending and taxation as D

apercent of natiemal income

Source : Chao & Grubel (1998)
Figure 2. Scully curve

When government spending is assumed to be financed by taxes as a whole is at zero, then economic growth
is at g,, the lowest economic growth, an inefficient economy because the government does not have the funds to
spend or provide public goods. Assuming that there are no changes in the private sector, the government spends
at point T}, and economic growth rises to point g,,, because the government spends or provides public goods that
stimulate the economy. Furthermore, optimal government spending is at point T*, because economic growth is at
the highest point g*, but if the government increases spending by increasing tax revenue, which is illustrated by
the dot on the right of T*, it will reduce economic growth because of tax rates will result in a decline in economic
activity, due to reduced income due to high taxes.

Tax rates affect people's income and in turn affect household consumption. An increase in the tax rate causes
disposable income to decrease in accordance with the increase in the tax rate imposed. If it is assumed that ceteris
paribus and only taxes are government revenue, then government revenue will increase as the tax rate increases.
Transfer payments and government spending increase, but public consumption and investment will weaken
though, and this will result in a slowdown in national and economic income growth (Agell & Persson, 2000).

Tax revenue as a share of GDP, if it is above the optimal limit, will disrupt or negatively affect economic
growth, meaning that there is an optimal limit for tax revenue and that an increase in tax revenue above this limit
will reduce the desire for economic decision-making units to work, which consequently will lead to economic
depreciation (Aydin & Esen, 2019). An increase in tax rates can result in adverse economic growth effects (Milasi
& Waldmann, 2018).

Optimal fiscal revenue policy will balance the positive and negative externality effects of taxation on
economic growth patterns during the economic cycle by keeping tax rates in line with several optimal levels
(Kavese & Phiri, 2020). An equilibrium fiscal policy is a fiscal policy that maximizes economic growth (Dai,
2018). Fiscal policies that maximize economic growth are financed by rational taxation (Nguyen, 2020).

1. METHODS

This literature review begins with the initial process of a simple bibliometric analysis by searching for
articles using the keywords “tax; economic growth; fiscal policy; tax rates; Laffer curve; and growth maximizing
tax rate (GMTR),” the research year 2000-2023. Taxes are an instrument of government fiscal policy that not only
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functions as the primary support for state revenues but also as a regulator of the economy. As the main source of
income for a country, government regulations regarding taxes and tariffs are the most crucial thing for the
government. Government policies in terms of increasing and decreasing tax rates will determine the income and
economy of a country. An effective taxation system is critical to strengthening state legitimacy, accountability,
and responsiveness. Tax policy in the form of a tax rate that maximizes income is shown by the bell-shaped Laffer
curve. And whether the GMTR, which describes the ratio of tax revenue to GDP, can create optimal economic
growth. Empirical evidence about the Laffer curve in developing countries, including Indonesia, is still rather
limited. This research has a theoretical and practical significance which is very important in preparing the State
Budget and future economic development. We hope that this research will contribute to enriching the literature
on fiscal policy, particularly in terms of making decisions to increase or decrease tax rates that create optimal
economic growth.

This research is a literature study using a meta-synthesis approach. Literature reviews were taken in Scopus,
Web of Science, Elsevier, Springer, Emerald, Asian and African Journals, as well as Global and International
Journals. Search limits for articles in English, with publication limits or study years 2000-2023. After the most
relevant articles are found, an article extraction will be carried out to answer the research objectives. The
theoretical framework that will be built starts from the definitions developed in the Laffer curve and GMTR, and
the core of this research is the Laffer curve and GMTR, which can create optimal economic growth.

I11. RESULTS AND DISCUSSION

A. Laffer Curve Empirical Studies

The study of the Laffer curve of a country's taxes is significant for policymakers. Trabandt & Uhlig (2011)
conducted research on the Laffer curve in Sweden and Denmark, they found that the labor tax rate is lower than
the peak of the Laffer curve, and the capital tax rate is very close to the peak of the Laffer curve or even more
fantastic. This research is in line with research conducted by Nutahara (2015), who conducted a study of the Laffer
curve in Japan and found that in order to maximize total tax revenue, the Japanese government must increase the
labor tax rate but lower the capital tax rate. These results imply that in order to maximize total tax revenue, the
government should increase the labor tax rate but lower the capital tax rate or corporate tax.

Looking at the effect of taxation on labor supply and the potential existence of a Laffer curve, Keser et al.
(2020) conducted experiments in Canada, France, and Germany and found that the labor supply curve decreased
as tax rates increased or were U-shaped. inverse (Laffer curve). Calibrating the model to US macro, micro, and
tax data, Holter et al. (2019) characterize the Laffer curve of the labor income tax for various levels of tax
progression. It was found that the peak of the United States Laffer curve is reached at an average labor income
tax rate of 58%. This peak (the maximum tax revenue the government can raise) increases by 7% if the current
progressive tax code is replaced with a flat labor income tax.

The Laffer effect can be used to justify budgetary imbalances and the redistribution of taxation from
consumption to saving and from poor to rich. Meanwhile, in the Keynesian world, one can increase GDP by
increasing consumption (Forte, 2015).

Exploring the relationship between tax rates (direct tax on labor income), government revenue, and economic
performance from the perspective of the Laffer curve, Lin & Jia (2019) shows that the peak of China's Laffer
curve is around 40%. If China is to maximize tax revenue, the direct tax rate must be 35%, and the peak
government tax is always 5-10% of the peak of the Laffer curve. If a country has reached the top of the Laffer
curve, then tax cuts have positive implications for the economy and taxation.

Conducting research in Malaysia, Annuar et al. (2018) looked at the relationship between corporate tax rates
and revenue using an autoregressive distributed lag (ARDL) approach. The results of the study show that the
gradual reduction in corporate tax rates has had a positive impact on Malaysia's economic growth. The results of
this study are in accordance with Ibn Khaldun's taxation theory which is described as a Laffer curve.There is an
inverted U-shaped relationship between tax rates and revenues, with the optimal tax rate of 25,5156 percent. The
reduction in corporate tax rates has an impact on increasing productivity among companies and broadening the
tax base. Further analysis also shows that lowering the corporate tax rate can lead to increased corporate tax
revenues in the long run. That is, lower corporate tax rates reduce the cost of doing business domestically.

Steinmdaller et al. (2019) conducted research on effective corporate tax by collecting samples of corporate
tax data from OECD countries during the 1996-2016 time period. The results of the study show that the
relationship between tax revenues and statutory tax rates is inverted U shape; this shape is known as the Laffer
Curve. Furthermore, the maximum value, namely the tax rate that maximizes income, is estimated to be above the
average (median) of the observed tax rates. At the right point (tax rate), the slope of the income function becomes
negative depending on the extent to which firms and individuals respond to taxes and the tax strategies they adopt.
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Discusses the correlation of the Laffer curve for income tax and economic facts in Romania during the 2000-
2010 period, that the slope of the Laffer curve in Romania is in a restricted area, where there is an unnecessary
redistribution of income in the Romanian economy (Trandafir & Brezeanu, 2011). Ferreira-Lopes et al. (2020)
estimate Laffer curves for direct and indirect taxes for each Eurozone country, using panel data from 1995-2011.
That there are significant differences between the optimal tax rate values for Eastern European and Western
European countries, where the economic and financial conditions of each country affect the value of the tax rate.
The results of the study also found that Greece and Portugal are in the forbidden Laffer curve range.

The optimal level Laffer curve that maximizes tax revenue depends not only on the elasticity of demand but
also on the ability of the tax authorities to anticipate the price response of firms subject to a commodity tax, that
areduction in the tax rate will increase total tax revenue only for products with very high demand. elastic (Miravete
etal., 2018).

Raising or lowering the tax rate depends on other important issues. Tax effectiveness requires further
consideration beyond actual tax revenue (Tavor et al., 2019). In a neoclassical growth model with incomplete
markets and limited heterogeneous liquidity, the nature of the Laffer curve depends on whether debt or transfers
are adjusted to balance the government's budget constraints. The Laffer curve that depends on public debt is
horizontally S-shaped (Féve et al., 2018).

Heterogeneous liquidity limitations in each country result in the nature of the Laffer curve depending on
foreign debt, which is an essential means of financing public spending and balancing the government budget
(Bhimjee & Ledo, 2020; Ehrhart et al., 2014; Feve et al., 2018). When debt is low, tax policy is countercyclical
in the sense that the government responds to low output by setting low tax rates. Above the debt threshold, the
optimal tax policy becomes pro-cyclical. This creates the possibility of a fiscal policy trap crisis (self-fulfilling),
in which the government imposes high taxes because of low output (Camous & Gimber, 2018). If a country can
channel foreign debt into viable investments, the debt is able to pay for itself and positively affect economic
growth. However, when a country relies heavily on foreign debt beyond reasonable levels, foreign debt becomes
irrelevant, and its impact on the economy tends to be negative (Mensah et al., 2018). The position and stability of
the Laffer curve depend on several national and international factors (Schuknecht, 2018). The relationship
between tax revenue and tax rates is adjusted to the tax morale of the country (Liapis et al., 2020).

B. GMTR Empirical Studies that Maximize Economic Growth

Taxes can affect the entire economic system, so the Laffer curve can be observed for a broader framework
to find the relationship between a country's level of taxation and economic growth. Effective tax rates can have a
multiplier effect on a country's economic policies by keeping state revenues at a sustainable level and providing
safe boundaries for economic development. If taxation complicates the economy, there must be a turning point
where the result of high tax rates does not produce the expected results on state revenues (Liapis et al., 2020).

Economist of the new economic theory, Robert J. Barro (1990), put forward a model of endogenous
economic growth by including government public spending financed by taxes will affect production and utility.
The government provides public goods, including in the form of law and order, state defense, and redistribution
of income. Gerald W. Scully (1995) added that government spending acts as a positive externality at the growth
rate. Beyond that level, government spending financed by taxes acts as a negative externality. That up to a certain
level, the amount of taxes collected by the government can make the whole economy more productive.

Scully found the GMTR of the United States to create optimal economic growth. The United States GMTR
is 22.9% of the total GDP. Scully also estimates that if the GMTR is achieved, then real GDP growth in the United
States will grow by 5% annually. Besides that, the deadweight loss is far above the GMTR. A year after measuring
the GMTR for the United States, Scully also measured the GMTR for New Zealand, which is around 20.2%. In
1998, world economists Chao and Grubel conducted empirical research to find the GMTR in Canada by using
data on the ratio of total government spending to GDP as a tax variable estimator. Assuming G=T, Chao and
Grubel find that the GMTR for Canada is 34%.

Examines the nonlinear relationship between tax revenues and economic growth in 11 European and Central
and Southeast Baltic countries during the transition process between 1995 and 2014. The results of Aydin &
Esen's research (2019) show that the optimal level of tax revenue to maximize economic growth is around 18.00%
of GDP for whole transition economies, 18.50% for developing countries, and 23.00% for developed countries.
The results of this study indicate that the level of tax revenue above the optimal point has a negative effect on
economic growth, while the level of tax revenue that is still below the optimal point has a positive effect on
economic growth.

Kavese & Phiri (2020) examines the optimal tax in South Africa using Scully's optimal tax calculation
applied to quarterly data from 2002-2017. Empirical results suggest that governments pursue growth-maximizing
tax rates during increasing business cycles while generally using revenue-maximizing tax rates during periods of
recession. This means that during periods of recession, the government generally pursues the objective of
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maximizing revenue by collecting higher taxes. VAT is the only revenue collection sub-category that has
maximized growth in the post-crisis recession period.

Nguyen (2020) suggests that an increase in the capital tax rate affects growth through four channels. First, it
directly inhibits capital accumulation, thereby negatively affecting growth. Second, encourage the formation of
human capital so that it has a positive impact on growth. Third, increasing capital taxation by reducing the ratio
of physical human capital has a positive effect on the aggregate marginal product of capital. Fourth, the increase
in the ratio of physical human capital is inversely proportional to the accumulation of human capital. This means
that to produce the maximum growth rate, more significant public expenditures are required for human capital,
thereby increasing the aggregate marginal product of capital and the equilibrium growth rate.

Milasi & Waldmann (2018) examine taxation on the highest income and its relationship to economic growth.
That was increasing the marginal tax rate on those below growth maximization has the most significant positive
impact on growth when the associated additional revenue is used to finance productive public spending, reduce
budget deficits or reduce some other form of tax distortion.

Fiscal policies that maximize growth, in the long run, are independent of the specifics of public spending
(Escobar-Posada & Monteiro, 2018). In conditions where the elasticity of infrastructure output is greater than the
growth elasticity of labor productivity, there is a tax rate that maximizes the share of long-term labor, and this rate
is lower than the tax rate that maximizes growth (Dai, 2018; Davis, 2018; Tavani & Zamparelli, 2020).

Ehrhart et al. (2014) examined the relationship between taxes and economic growth and the Laffer curve in
developing countries. Empirical evidence of this relationship in developing countries needs to be more extensive.
Recalling that seigniorage and public debt are also necessary to finance public spending in these countries. Based
on a panel of 100 developing countries during the period 1980-2010 providing estimates of OLS-Fixed Effects
and GMM systems that support the theoretical conclusion, namely the existence of a hump-shaped relationship
between taxes and economic growth indexed by debt and seigniorage.

Debt-financed public investment influences economic growth and intergenerational well-being through
multiple long-term benefits and costs. With a primary focus on clarifying the relationship between public
investment, economic growth, and population aging under prescribed fiscal rules, Kamiguchi & Tamai (2019) in
their research concludes, that the Barro tax rule does not apply and that growth- and utility-maximizing tax rates
increase with life expectancy. Population aging seriously affects fiscal policy and economic performance as it
increases tax rates and puts the ratio of public debt to GDP in balance. The tax rate that maximizes welfare is
lower than the tax rate that maximizes growth (Dai, 2018; Ueshina, 2018).

The authors applied the Laffer curve theory model to GMTR in previous studies. This study identified data:
GDP, foreign debt, tax revenues, non-tax revenues, and economic growth during the 2001-2020 period. The study
results show that the ratio of tax revenues significantly promotes economic growth, while the ratio of foreign debt
negatively affects economic growth. The author also finds that Indonesia's GMTR is 12.00%. With a total tax
revenue of 16,464,941 billion rupiahs during the 2001-2020 period, if the GMTR can be achieved since 2001 and
remains the same or can be maintained until 2020, then the total tax revenue for 2001-2020 will increase to
18,659,422 billion rupiahs. Rose to 2,194,481 billion rupiahs. The amount of the increase is large enough to
finance economic development. Therefore, effective tax rates can have a multiplier effect on a country's economic
policies. The average economic growth during 2001-2020 was 4.91%. If a GMTR of 12% can be achieved since
2000 and continues to be maintained until 2020, then by substituting the GMTR in the regression equation model
assuming other variables are constant, Indonesia's economic growth will increase by 1.40% to 6.31%
(‘Yossinomita et al., 2023).

C. Implications of Taxation Policies in Optimal Economic Growth

Fiscal policy is a government tool to intervene in the economy, improve the economy, or even make the
economy experience a recession (Hermawan, 2016). Tax structure can influence economic growth (Wu et al.,
2017). An effective taxation system strengthens state legitimacy, accountability, and responsiveness (Fjeldstad,
2014).

The optimal tax structure considers and maximizes growth and prosperity—the need for a fiscal strategy that
maximizes growth and labor share. The tax rate that maximizes growth should be higher than that maximizes
labor share (Tavani & Zamparelli, 2020). Establish the right tax policy and differentiate between growth-
maximizing and revenue-maximizing goals. It would be ideal for the government to set higher tax rates, maximize
revenue during booming businesses, and set lower tax rates that maximize growth during downturns in business
cycles (Bhattacharyya & Gupta, 2021; Kavese & Phiri, 2020).

Marakbi & Villieu (2020) examine the relationship between taxes, corruption, economic growth, and
inflation. First, that corruption can undermine tax collection and lead to a runaway of tax revenues. As a result,
the government has no choice but to use other instruments to finance productive public spending. For example,
seigniorage and income tax are ways of financial substitution adopted by the government. Second, corruption
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results in unproductive public spending. As a result, the government can increase tax rates to meet this
expenditure.

Before the government implements any policies to support economic growth, the role of tax revenues must
be addressed in the relationship between optimal government size and economic growth. Otherwise, these policies
can harm economic growth (Aydin & Esen, 2019). Equilibrium fiscal policy is equivalent to maximizing fiscal
policy

growth (Dai, 2018).

Fiscal policy taken by the government must be a policy that maximizes economic growth financed by rational
taxation. The optimal tax structure is a tax structure that considers and maximizes economic growth and welfare
(Yossinomita et al., 2023).

V. CONCLUSION

A sound taxation system will provide improvements to the economy and welfare. The optimal tax structure
is a tax structure that considers and maximizes economic growth. Tax revenue is a potential and most prominent
source of state revenue, so the government must make tax policies that follow economic conditions. Government
spending multiplied, even outpacing GDP growth. This means that the ratio of total government spending to GDP
(the size of government) is getting more significant from time to time. This is not only happening in Indonesia.
Other countries worldwide are also experiencing this, especially countries increasing their economic development
phase. In this regard, there are two options. It is first, depending on foreign debt. Second on domestic capabilities.

Of the various sources of domestic revenue, taxes are the main focus. However, tax revenues at high rates
can increase productive resources that will be taken by the government from the private sector, which should be
used for investment needs. Moreover, the positive impact resulting from government spending cannot cover the
negative impact of reduced resources that should be owned by the private sector. In that case, a deadweight loss
will occur.

This study literature analyzes how the Laffer curve and GMTR are applied as indicators for realizing optimal
growth rates in several countries, including Indonesia. The results of this literature study can serve as a guideline
and input for the government in conducting fiscal policy, particularly in making decisions to increase or decrease
tax revenues which can create optimal economic growth in Indonesia.
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