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Measuring the Impact of Taxes and Fees on Economic Growth in the Kingdom
of Saudi Arabia. An Applied Study

Ahmed Mohamed Salama Shamoun (/)
Badr Saleh Al-Abdi @

Abstract:

This study aimed to measure the impact of taxes and fees on economic growth in the Kingdom
of Saudi Arabia and to examine the long-term relationship between non-oil government revenues
and GDP. The researchers employed a comprehensive analytical methodology, including the
Johansen cointegration test, unit root tests, and threshold regression analysis. The results
indicated the existence of a long-term equilibrium relationship between taxes and economic
growth, showing that increases in non-oil revenues are associated with higher GDP. The threshold
regression model identified two governing regimes for this relationship:

Regime 1: When revenues are below the threshold of 11.04, a 1% increase in taxes leads to a
0.17% increase in GDP. Regime 2: When revenues exceed the threshold of 11.04, the same 1%
increase in taxes results in a 0.23% rise in GDP. These findings suggest that taxes and fees
positively contribute to economic growth, with the model explaining 82.5% of the variation. Based
on these results, the study recommends increasing taxes on non-essential goods while directing
the additional revenues toward government investment expenditure to promote sustainable
economic development.

Keywords: 7axes, fees, GDP, Laffer curve, Threshold Regression
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Trace Test J4%1 5 LaS ! (S yidialt Jolsailt Gudldga y LA (6)J9 A
Series: GDP BCBC BCMP BCC IVM  Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test (Trace)
Hypothesized Eigenvalue Trace 0.05 Prob. * g1yt
No. of CE(s) Statistic Critical Value
None 0.384855 26.67630 15.49471 0.0007 5,8 a8,
HO st
At most 1 0.056837 2.867296 3.841466 0.0904 5,8 348
HO st
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None . ou e
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(agaa01 GO raH) b0l 3l usagmantt Sl W1 nan® 305 5 Al rcpas il LN g’ -(62219)
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-(0.0028

aid Cably Lacar (483.6) R-squared jreid Cialy Con (Adaga ¢ Lalylg 7 dgaid) A il 5y UG ¢ Lady) (111
T gad! 3aga Cadiy Lo g9 ¢<(79.7) F-statistic jndbas! nad Caably besa ((4#82.5) Adjusted R-squared
Pty | ATy A8 £ Ly g

(5usMy o)) ol sl Jrpagmett SIS sl aloma ¥l AW (uelldily I s3SIV
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elid Otelae ;o3 Threshold Regression test pacial! yf doedl zz 3903 y Lt (12) Jok>

(9auH1y 1yl rtlalai ol Prsamgncntt O 1 5o
Dependent Variable: LNGDP

Method: Discrete Threshold Regression

Included observations: 51

Selection: Trimming 0.15, , Sig. level 0.05

Threshold variable: LNTF

Variable Coefficient Std. Error t-Statistic Prob.
LNTF < 11.03957 -- 35 obs
C 12.15416 0.261183 46.53505 0.0000
LNTF 0.174236 0.025740 6.768974 0.0000
11.03957 <= LNTF -- 16 obs

C 11.87595 0.867311 13.69284 0.0000

LNTF 0.231912 0.073503 3.155144 0.0028
R-squared 0.835769 Mean dependent var 14.13020
Adjusted R-squared 0.825287 S.D. dependent var 0.408507
S.E. of regression 0.170751 Akaike info criterion -0.622040
Sum squared resid 1.370322 Schwarz criterion -0.470524
Log likelihood 19.86202 Hannan-Quinn criter. -0.564141
F-statistic 79.72763 Durbin-Watson stat 0.572316

Prob(F-statistic) 0.000000
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Estimation Equation:

LNGDP = (LNTF<11.03957) * (C(1) + C(2) * LNTF) + (LNTF>=11.03957) * (C(3) + C(4) * LNTF)

Substituted Coefficients:

LNGDP = (LNTF<11.03957) * (12.1541561571 + 0.174236493514 * LNTF) + (LNTF>=11.03957)

*(11.8759463904 + 0.231912242157 * LNTF)
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