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Abstract: This study examines the buoyancy and elasticity of VAT in the Nepalese economy by 
shifting the conventional responsiveness framework toward an endogenous-growth perspective 
that evaluates how VAT mobilization relates to aggregate real GDP while controlling for exchange 
rate, remittance, market capitalization, money supply, and government spending. Using annual 
time-series data for fiscal years 2003/04–2022/23 compiled from Government of Nepal Economic 
Surveys, all variables were converted to constant prices using the GDP deflator (base year 
2013/14), transformed into log-linear form, and assessed for stationarity and classical 
assumptions. The preferred model exhibited strong explanatory power (adjusted R² ≈ 0.814), 
acceptable serial-correlation and heteroskedasticity properties, no structural break, and no 
multicollinearity (VIF < 10), supporting long- and short-run inference. VAT showed a positive 
and statistically meaningful association with real GDP: a 1% rise in VAT corresponded to a 
0.427% increase in real GDP in the short run and 0.46% in the long run, indicating modest but 
sustained marginal productivity of VAT. Descriptive evidence further showed Nepal’s heavy 
reliance on indirect taxes (average share 58.87% of total revenue) and a fluctuating VAT share; 
after VAT adoption (1997/98–2016/17) VAT rose only sixfold and averaged 27.58% of total 
revenue, only 0.93 percentage points higher than the replaced taxes pre-VAT, implying 
implementation gaps. Overall, results suggest VAT supports growth but exhibits low long-run 
buoyancy/elasticity, underscoring the need for targeted reforms to strengthen VAT administration, 
compliance, and revenue efficiency. 
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INTRODUCTION 

The Value Added Tax (VAT) is the 
solitary most significant development in the 
tax system during the last fifty years in terms 
of its influence on government revenue, its 
rate, its base, and its geographical coverage. 
As such, VAT has become a standard element 
of the fiscal system in advanced as well as 
emerging countries throughout the world 
(Luitel, 2005). Resistance and flexibility are 
two important measures that are frequently 
used to address these apprehensions. The 
elasticity coefficient refers to the tax system 
that is capable of producing determined 
revenue from variations only in economic 
environments, keeping the influential set-up, 
tax rates, and bases unbroken, while the tax 
buoyancy processes the revenue effect of 

both variations in economic circumstances 
and exogenous policy changes including 
secretarial and policy reforms. A rising 
VAT-to-GDP ratio will help condense both 
financial deficit and public debt level. The 
essential for higher VAT revenue deployment 
for emerging countries is substantial. The 
essential to spend a remarkable amount of 
public resources to meet high growth 
ambitions of people without compromising 
macroeconomic balance. When a country has 
flexibility and springiness of VAT greater than 
that of the union, it has a revenue evolution 
larger than the growth rate of nationwide 
income (GDP). Buoyant and elastic tax 
systems raise the VAT-to-GDP ratio, help 
keep the fiscal and debt situation 
amalgamated, and reduce foreign 
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dependence for development financing. The 
growth rate of national output raises revenue, 
but the degree to which it raises revenue is 
also determined by the level of VAT escaping 
and VAT elusion dominant in the country. The 
necessity of VAT exemptions also reduces 
VAT revenue collection. 

 This indicates that VAT is struggling to 
be a commanding method to promote 
economic growth (GDP) in the country. 
Wearing on transitional transactions, 
business tax hints at the loss of creation 
productivity. Therefore, in preparation, VAT 
is used to replace the business tax and the 
single-stage sales tax.  However, some 
scholars trust that VAT, in uncomplicatedness 
and universality, has potential advantages 
compared with turnover tax, but the 
comparative advantage is not dramatically 
remarkable in economic efficiency in the 
thought of an ordinary person. In terms of 
VAT, the studies initially focused on assessing 
the impact of this tax on international trade 
(Feldstein and Krugman, 1989) or on 
identifying the determinants of tax revenue 
(Bogetic and Hassan, 1993). Later, attention 
was directed to studying the effectiveness of 
this type of tax (Bird and Gendron, 2006). 
More recently, the relationship between VAT 
revenue and total tax revenue has been 
studied, but in terms of the impact that the 
tax system can have on economic growth 
(Okoli and Afolayan, 2015). The problem was 
formulated exclusively in terms of economic 
impact and less in terms of fiscal 
sustainability. The European Commission 
(2015) tended to be more interested in 
enhancing the fiscal system. Issues such as 
exchange rate, remittance, market 
capitalization, money supply, and government 
spending disturb the value-added tax  
revenue collection. The theoretical logic 
behind this argument is that intensification in 
exchange rate, market capitalization, money 
supply, and reduction in government 

spending and remittance depress the 
purchasing power of the individuals in the 
nation. When purchasing power falls, it leads 
to a reduction in consumption, while VAT is a 
consumption-based tax, so it also declines.  

 
LITERATURE REVIEW 

Traditionally, tax buoyancy and 
elasticity have measured the responsiveness of 
tax revenue (dependent) to changes in GDP 
(independent). However, the model 
specified—where GDP is the dependent 
variable and VAT revenue is the independent 
variable, controlled by exchange rates, money 
supply, market capitalization, and 
government spending—shifts the analytical 
focus to an endogenous Growth Model. In this 
framework, the research objective is to 
determine how effectively VAT mobilization 
drives economic growth through fiscal 
channels, rather than merely measuring the 
tax system's automatic responsiveness to 
growth gear and events, which are available 
for assessing the resistance and Flexibility of 
VAT and its influence on the economy. VAT is 
of German and American paternity. Shortly 
after the First World War, the basic principles 
were developed in both nations (Adams, 1921; 
Siemens, 1921). In the 1950s, there was a 
revival of interest in VAT in Western Europe 
and America (Laure, 1952; Huiscamp, 1954; 
Schmblders, 1956; Shoup, 1955). Studenski 
(1940) constructed a general ethical 
philosophical foundation for the use of VAT 
and   developed and related to VAT a "cost of 
services variant" of the benefit principle of 
taxation justice. In the same year, Senator 
O'Mahoney introduced the value-added 
concept in proposed federal legislation 
(O'Mahoney, 1940).  

Recent studies emphasize that VAT is 
the single largest source of government 
revenue in Nepal and is a critical driver of 
macroeconomic stability. Impact on Aggregate 
GDP: Research by Sah (2023) titled "VAT 
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elasticity on Nepalese economy without 
agriculture" specifically examines the impact 
of VAT on aggregate GDP levels. The study 
establishes that VAT collection has significant 
elasticity with respect to economic output, 
suggesting that formal sector growth 
(captured by VAT) is a potent indicator of 
overall economic health. Growth vs. 
Accumulation Trade-off:** A study assessing 
tax revenue in Nepal found that while VAT 
revenue and GDP share a positive 
relationship, high VAT collection can have a 
negative effect on private capital accumulation 
growth. This suggests that while VAT funds 
the state, the consumption-tax burden may 
constrain private investment if not reinvested 
efficiently into productivity-enhancing 
infrastructure 

In Nepal, VAT was implemented in 
1997, two years after the VAT Act was 
approved by the assembly in 1995. It 
substituted the erstwhile sales tax, contract 
tax, service tax, and entertainment tax. 
Therefore, VAT is inclusive of all four taxes it 
replaced.  After the implementation of VAT, it 
slightly changed the prices of goods and 
services. Under the VAT system, the tax is 
based on the principle that each producer or 
distributor adds value, in some way, to the 
materials they have purchased, and this added 
value is taxed at each stage of the production 
and distribution chain. In the VAT system, 
producers, distributors, and people providing 
services charge VAT for the products or the 
services sold or provided and the claim a 
refund of VAT on the goods or services 
purchased to make these sales. If the tax on 
sale is less than the tax on purchase, the 
person claims a refund for the difference. 
Thus, VAT has been perceived as a vital device 
for securing macroeconomic solidity and 
growth by placing domestic revenue 
mobilization comparatively by sounder base 

(Adhikari, 2003). To implement the VAT 
universal, the fiscal matters Department of the 
IMF has provided a considerable amount of 
mechanical support to various countries.  

VAT is the vital content of the 
contemporary tax management system as it 
shortens the tax administration and expands 
tax compliance. However, VAT also has some 
possible difficulties and is not favorable to 
competence. When the transaction chain 
breaks, VAT leads to a loss of production 
efficiency (Desai-Hines, 2005). In addition, 
because the tax system is not perfect and the 
statutory tax rebate is too high, VAT does not 
help exports and trade; hence, it reduces 
exports and domestic output. Meanwhile, VAT 
has a negative impact on the informal sector of 
the economy (Piggott and Whalley, 2001; 
Emran and Stiglitz, 2005; Keen, 2008).   
Meanwhile, it is not clear whether the 
presentation of value-added tax is favorable to 
the development of competence.  

Modern investigation emphases on 
examining the association between VAT 
revenues and economic growth, both using a 
regression model in which the instructive 
variables are the tax revenues of each type of 
tax, and GDP is the variable explained (Kalaš 
et al., 2018), or applying VAR models 
(Mutaşcu and Dănuleţiu, 2011) or by checking 
the Granger causality (Al-Abbadi and Abdel 
Khaliq, 2017). Similarly, Romer and Romer 
(2010) focused on the impact of fiscal policy 
changes on economic activity. Unrestricted 
VAR and structural VAR models were also 
applied to assess the macroeconomic effects of 
fiscal policy (Afonso and Sousa, 2011). In fact, 
this approach constitutes a return to the way 
of looking at taxation from an economic point 
of view. Economists' concerns were almost 
exclusively related to the influence of public 
spending on economic growth, rather than the 
influence of taxation, the main growth model 
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being analyzed comprehensively by Barro. & 
Sala-i-Martin, X.I. (1995). When tax revenues 
are considered, the meaning of the analysis is 
from taxation to economic activity (Leibfritz et 
al., 1997; Perotti, 2004). 
 
METHODOLOGY 

To observe the elasticity and buoyancy 
among value-added tax (VAT) and financial 
development proxied by GDP at the 
comprehensive level, the study employs 
descriptive and explanatory investigation 
plans in view of VAT as a self-determining 
variable and GDP as the needy variable at 
the aggregate level, in addition to 
remittance, exchange rate, market 
capitalization, money supply (M1 M2), and 
government spending as overriding 
variables.  In so doing, it is theorized that 
there is significant positive impact of VAT on 
GDP. Likewise, it is also theorized that the 
overriding variables government spending 
and money supply have optimistic 
association, whereas exchange rate and 
market capitalization have undesirable. In 
the progression of using and testing the 
association between remittance and GDP 
with other overriding variables, error 
correction model (ECM) is employ. 
Numerous additional examinations such as 
unit root test, DF and ADF, autocorrelation, 
fractional correlation, correlogram, test, 
Durbin Watson, HDW, Jarque-bera normality 
test, serial correlation test, heteroscedasticity, 
Glejser test, specification test, test of 
Exogeneity, structural break test, 
Multicollinearity test Ramsey test and 
Chow-test have correspondingly been 
employed to validate the model. The 
measurable data employed in this study 

have been collected from the Economic 
survey published of Government of Nepal.   

The data facts for these variables 
included in annual observation from fiscal 
year 2003/04 to fiscal year 2022/23.  The 
values of all the variables are converted into 
real price by GDP deflator. Mainly, real GDP 
without agriculture, real remittance, real 
money supply, real market capitalization, 
and real exchange rate are calculated as 
nominal exchange rate (that is, NPR to USD) 
multiplied by the GDP deflator (i.e., base 
year 2013/14=100) over 20 years period. The 
simple linear model was converted into a log 
linear model. For the specification model of 
the cointegrated regression model with 
time-series data, the variables are employed 
in the model. of the variables were employed 
for the study period of 20 years from 
2003/04 to 2022/23. Econometrically, the 
modeling of such behavior requires a 
stationary data process, which is absent in 
many economic variables (Wood, 1995). 
 
Model specification 

To measure a cointegrated regression 
model with time series data, the variables 
are laboring for the study period of 20 years 
from 2003/04 to 2022/23. Econometrically, 
modeling such behavior requires stationary 
data, which are preoccupied with economic 
variables (Wood, 1995). The stationary data 
process designates the constant mean and 
variance of each data series of the variables 
involved in the model. Lawful estimation is 
not possible when a set of stationary 
variables is cointegrated, and the set of 
views remains worthless. This means that 
the approximation based on non-stationary 
data series does not help to admit or discard 
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the estimation. The cointegrated regression 
shows the occurrence of a long-run balance 
association. Theoretically, one should be 
cautious in the custom of time-series data, 
whether stationary or non-stationary, for 
conditions of macro data such as GDP. 
Modeling economic performance requires 
attention. As GDP is significant for the 
economic planning of the country, this 
necessitates information on the status of the 
economy and its comportment.  

The model used in this revision was the 
cointegration approach. Various fictions are 
available regarding this approach. The 
important contributions are made by Engle 
and Granger (1987, 1991) and Dickey et al. 
(1991), (Wood, 1995), and (Perman, 1989, 
1991, 1993), who contended for the need of 
stationary data series to employ 
cointegration theory.  As many economic 
variables do not possess the characteristics of 
stationarity, it is essential to keep in mind the 
type of data series used in the model. Lawful 
approximation and extrapolation are not 
imaginable when a set of non-stationary 
variables is cointegrated. After the 
approximation of three different equations to 
find suitable variables for the 
approximation, an Error Correction Model 
(ECM) is employed for VAT efficiency 
procedures with the use of lagged dependent 
variable also simplifies to obtain short and 
long-term consequence of value added tax 
(VAT). The first differences data is used for 
ECM. The cointegration of a set of variables 
delivers adequate pounded for stipulating a 
corresponding error correction or dynamic 
equation for these variables and is 

well-matched with long-run steadiness 
behavior.  

 
Model specification: GDP as dependent, 
VAT revenue and other intervening 
variables  

So as to scrutinize the influence of VAT 
revenue on national economic development 
provided by GDP as dependent variable, 
allowing for VAT as independent variable 
and exchange rate, remittance, market 
capitalization, money supply (M1, M2), and 
government spending, as intervening 
variables.  The relationships between the 
variables are specified as below: 

 
The relationship and impact of VAT on GDP  
has specified as: 

 
where: 
lnGDP_ct  = Characterizes Gross Domestic 

Products at constant price at 
time‘t’ in logarithm. 

lnVAT_ci  = Characterizes Value Added tax 
revenue in constant price at 
time‘t’ in logarithm.  
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lnEXR_ct  = Characterizes Exchange Rate at 
constant price at time‘t’ in 
logarithm. 

lnR_ct = Characterizes Remittance at 
constant price at time‘t’ in 
logarithm. 

lnMC_ct = Characterizes Market 
capitalization at constant price 
at time‘t’ in logarithm. 

lnMS_ct = Money Supply at constant 
price at time‘t’ in logarithm. 

lnGS_ct  = Government spending at 
constant price at time, ‘t’ in 
logarithm.  

H01: VAT has significant impact on GDP on 
aggregate level  
 
Unit root test 

A unit root test verifies whether a 
time-series variable is nonstationary using 
an autoregressive model. A well-known test 
that is valid in large samples is the 
augmented Dickey–Fuller (ADF) test. 
Optimal finite sample tests for a unit root in 
autoregressive models are developed. 
Dickey and Fuller (1979) developed a 
procedure to test whether a variable has a 
unit root or, equivalently, whether the 
variable follows a random walk. Hamilton 
(1994) described four different cases to 
which the augmented Dickey–Fuller test 
could be applied. In the process of checking 
whether the variables  have a unit root.  If 
the absolute test statistics are more than the 
critical value, then the null hypothesis that 
the series is non-stationary cannot be 
accepted.  That is the guidelines. However, if 
the absolute test statistics are less than the 
critical value, the null hypothesis can be 
rejected and the alternative hypothesis will 

be accepted. A unit root test verifies whether 
a time series variable is non-stationary using 
an autoregressive model. A well-known test 
that is valid in large samples is the 
augmented Dickey–Fuller test 
H1: The variable log linear at constant price 
has stationarity or no unit root. 

 
It is obvious from the table that the 

variable lnGDPct  has the p-value that is 
0.6671 ˃ 0.05 so it cannot reject the null 
hypothesis, meaning that, the variable 
lnGDPct at level has a unit root. The test 
statistics guidelines indicates that the test 
statistics is more than critical value at 5% it 
cannot reject the null hypothesis but the test 
statistics -0.4044 and critical value at 1% and 
5% and 10% is less than test statistics. So, it 
cannot reject the null hypothesis, meaning 
that, the variables has a unit root the P-value 
>0.05. so it cannot reject the null hypothesis , 
meaning that the all the variables have a unit 
root at level.  In addition, the coefficient at 
lag one is also negative i.e. -0.047117of all the 
variables. So the model is viable. After the 
first differences level of probability or the 
p-value that is 0.0081<0.05. so, the null 
hypothesis has rejected, meaning that the 
variables has no unit root or stationary after 
the first difference, including all the 
variables in the model.   
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Correlogram test various time lag the 
probability value or p-value < 0.05 indicates 
the null hypothesis cannot rejected, it means 
that the variables have auto correlation at 
level including variables  lnGDPct, ln VATct, 
ln Remit Tct, lnEXRct, lnRct, lnMCct  , and 
lnMSct. At the first difference level of the 
correlogram, an image of correlation 
statistics is ups and downs and highs and 
lows and ups and downs. This means there 
is no autocorrelation. Or p-value > 0.05 
indicates the null hypothesis can be rejected. 
Meaning that the variables have no auto 
correlation at first difference level. 

 
The table shows the occurrence of 

autocorrelation. This randomness is 
ascertained by calculating auto correlation 
for data values at varying time lag. 

 
Table -3 demonstrates the p-value > 0.05 

indicating the rejection of null hypothesis 
Table-3 shows the p-value > 0.05 indicating 

the rejection null hypothesis implying that the 
variables has auto correlation at level. After 
the first difference implying that there is no 
auto correlation. 

 
RESULT AND DISCUSSION 

A Short overview of revenue 
mobilization in Nepal 

In the total tax revenue collection, the 
portion of direct tax is comparatively less 
than the indirect tax. Total tax revenue 
collection represents the tax revenue 
collected from direct tax, indirect tax and 
non-tax revenue. Indirect tax includes excise 
duties, custom duties and VAT collection. 
The size of total revenue from direct tax, 
indirect tax including excise duty customs 
duty and VAT over 20 years from 1997/98 to 
2016/17 in the interval of 5 years as given in 
the Table: 4.1a and 4.1b respectively.  

 
Table 4.1a shows the percentage of 

different sources of revenue on total revenue 
collected by the government during the 
period of 25 years, 1997/98 and 2021/22, at 
intervals of 5 years.  The percentage average 
revenue from different sources such as direct 
tax, indirect tax and nontax revenue has 
been 23.25%, 58.87% and 17.86% 
respectively over the study period. Similarly, 
Table 4.1b reveals the percentage of customs 
duty, excise duty, and VAT on total indirect 
tax during 1997/98 to 2021/22 at intervals of 
five years over period. Over the years, 
revenue from customs duty recorded a 
decreasing trend, while excise duty 
registered a steadily increasing trend. On the 
contrary, VAT remained fluctuating around 
the average over the period. Despite a 
higher average share of indirect tax in the 
total revenue around 58.87% throughout the 
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study period. Increasing contribution of 
indirect tax indicates the effects of 
modernization of tax system in the Nepalese 
economy over the period. However, 
fluctuating trend of VAT around the average 
indicates that there is a need for the effective 
implementation of VAT.  
 
VAT revenue before and after VAT policy 
enforcement  

VAT replaced sales tax, contract tax, 
hotel tax and entertainment tax since 17 
November 1997(1Marga 2054).  The VAT 
revenue in relation to total revenue before 
application and after the introduction of 
VAT has been analyzed. The size of VAT 
revenue before the VAT application from 
1977/78 to 1996/97 in the interval of every 
five years, and after the VAT application 
from 1997/98 to 2016/17 in the same 
interval has been presented in Table 4.2a and 
Table 4.2b respectively.  

Tables 4.2a and 4.2b show the size of 
VAT revenue before the introduction of VAT 
in 1977/78 at real price was NPRs 33659.57 
million, which was 19.87% of total tax 
revenue, while that increased to NPRs. 
104376.29 million in 1996/97 showing 
27.91% of total revenue. Thus it increased by 
26.96 times over the period of 20 years 
before introduction of VAT. However, after 
the introduction of VAT, VAT revenue was 
collected NPRs. 105132.14 at real price 
(25.92% of total revenue) in 1997/98 and 
NPRs. 536722.47million at real price (27.32% 
of total revenue) in 2016/17. During the 
period of 20 years of VAT application VAT 
increased only 6 fold. 

The average percentage of VAT 
equivalent was 26.66% of total revenue, 
whereas the average percentage of VAT has 
been 27.58% of total revenue. Thus, the 

difference of average percentage before and 
after the implementation of VAT is only 
0.93%, implying that the contribution of VAT 
seems lower than what the government 
expected at the time of introducing VAT in 
the country. Figure 4.2 portrays the 
comparative trend of replaced tax revenue 
before and VAT revenue after the 
implementation of VAT.  

Figure: 1 
VAT revenue percentage before and after VAT policy 

enforcement of total revenue  

 
Figure 1 shows VAT registered growth 

in total revenue; however, the comparative 
proportionate contribution of replaced tax 
and VAT on total revenue registered a 
fluctuating trend during the study period. 
The percentage of replaced tax on total 
revenue was lowest, i.e. 19.87% in 1977/78 
and highest 27.91 in 1996/97, averaging out 
at 26.66%. Similarly, the percentage of VAT on 
total revenue was lowest, i.e., 25.43% in 
2001/02 and highest, i.e. 29.75% in 2006/07, 
making an average of 27.58%. The percentage 
of average difference between replaced tax 
and VAT is only 0.93%., which implies less 
average contribution VAT than the 
government’s expectations. 
 
GDP as dependent variable  

The logical relationship as specified in 
the research framework hypothesizes that the 
national economy (GDP) is positively 
affected by VAT revenue, remittance and 
money supply, while there is a negative effect 
of market capitalization and government 
spending but a mixed effect of exchange rate 
on national economy (GDP). In order to 
examine the effect of each of these 
independent variables on economic 
development, a multiple regression has been 
used. For the purpose of examining the 
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factors affecting the national economy (GDP), 
the empirical models have been specified 
with/ without government spending and 
money supply. As given in equations 1, .2, 
and 3 

 
The results of regression equations 1, 

2 and 3 specified for economic development 
as dependent variable in aggregate level and 
the VAT revenue as independent variable. 

 
The result of the regression equation 

1, 2 1nd 3 specified. The regression results of 
all the three different equations provide 
equation 2 as an appropriate model. It is 

because the sign of the coefficient of all the 
variables are as per the expectations.  

It is apparent from Table 6 that 
application of the JB statistic is about 4.6726, 
4.4182 and 3.556. The null hypothesis that 
there is no normality in the model has been 
rejected. Durbin Watson d statistics of the 
model is 2.417, 2.363 and 2.033 using VAT 
and 5 intervening variables with 20 
observations.  The guideline of the theory is 
that d-statistics has to remain between du and 
(4-du) to confirm the no autocorrelation in the 
model. The econometric theory points out 
that the d-statistics has to lie between (du) 
and (4-du) to confirm autocorrelation in the 
model. From the result, it shows that 
d-statistics 2.417, 2.3636 and 2.0338 lie 
between upper bound (du) and (4-du) [i.e. dU˂ 
d ˂ dU]. Thus, it confirms the absence of auto 
correlation in the entire model. But the value 
of DW d statistics lies in an indecisive area.   
χ2 is 4.997 and the p-value is 0.416 > 0.05. 
Therefore, it cannot reject null hypothesis or 
accept null hypothesis, implying that there is 
no serial correlation in the model. The 
observed χ2   is 9.633 and p-value i.e. 0.0.08 
>0.05. So it cannot reject the null hypothesis, 
which means that there is no 
heteroskedasticity in the residuals of this 
model.  

Glejser test: χ2  is 5.2107 and p-value 
i.e. 0.3907 > 0.05. Therefore, it cannot reject 
the null hypothesis indicating that there is no 
heteroscedasticity in the residuals of this 
model. The F(1,12):  2.7553 and p-value i.e. 
0.00066<0.05. Therefore, it rejects the null 
hypothesis which indicates that the predicted 
value or value of a dependent variable is 
stable over the study period and for the 
prediction period. Test of Exogeneity: The 
test evaluates the consistency of an estimator 
when compared to an alternative, less 
efficient estimator which is already known to 
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be consistent. It helps one evaluate if a 
statistical model corresponds to the data. 
Hausman’s formal results apply not only 
linear models, but also maximum likelihood 
methods. However, test statistics is not 
possible due to small sample size of no. of 
observations i.e. 20 years of VAT 
implementation in Nepal. Structural break 
test: Null hypothesis: There is no structural 
break in the time series data. Since  F(7, 6): 
881.447 and p-value i.e. 0.0006<0.05, null 
hypothesis cannot be rejected, indicating that 
there is no structural break on time series 
data used for the model of the study period. 

 
From the above three equations 1, 2 

and 3, the second equation 2 is being 
employed for the error correction model. The 
time series data in the model involves at first 
difference. The residual of equation 2 is taken 
as an independent variable as shown in 
equation 4 as (ECM(t-1)) in Table 7. 
 
Error correction model (ECM) 

Through the documentation of 
cointegration of a set of variables, the 
dynamics of economic development proxied 
by GDP was reconnoitered. The inclusion of a 
large number of lag lengths reduces the 
degree of freedom. However, because of the 
small sample size (need to preserve the 
degree of freedom) the first model includes 
only one lag on the dependent and 
independent variable.  Where Δ is the first 
difference operator, ECMt-1 is the lagged error 
correction term from equation 2 of Table 6.   

 
Where, Δ is the first modification 

operator, ECMt-1 is the lagged error 
improvement term from equation 2 of 
Table.6. 

 

 

 
The results of the first difference 

lagged GDP facilitate the long-run and 
short-run influence of the variables included 
in the model by satisfying R2  and F-statistics 
are satisfactory.  

Table 7 satisfies the necessary 
conditions, demonstrating the presence of a 
sound model of GDP and VAT relationship 
and the prediction of VAT productivity. The 
first difference of intervening variables 
exchange rate, market capitalization, 
remittance, money supply and error term 
keeping constant, there is a positive 
significant impact of VAT in the economic 
development of Nepal.The  R^2 shows that 
the explanatory power of the model is 0.81 
indicating that 81% of the variation of GDP is 
explained to the extent of 81 percent variation 
of the independent variable included in the 
model. The diagnostic test suggests that the 
residuals do not violate classical 
assumptions. The lagged residuals from 52 
equation of Table 7 ECM_(t-1 )are statistically 
significant indicating the acceptable ground 
to take variable as cointegrated set. The result 
allows long run and short run dynamics of all 
the relationship between GDP and VAT. The 
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estimated coefficient of VAT in error 
correction model shows that one percent 
point rise in VAT has led to 0.427 percent 
point increase in real GDP in short run, 
whereas it is found 0.46 percent point in the 
long-run. It means that the short-run 
marginal productivity of VAT is 0.427 percent 
point, whereas its long run percent point is 
0.46.  

Durbin Watson d-statistics 2.0706 lies 
between upper bound(du) and (4-du) [i.e. dU˂ 
d ˂ dU], which confirms the absence of 
autocorrelation in the error correction model. 
The JB statistic is about 13.2955 and the 
probability of obtaining such a statistic under 
the normality assumption is about 0.001 and 
significant at 1% level. Serial correlation test: 
χ2 is 2.1857 and the p-value is 0.8422 > 0.05. 
So, it cannot reject the null hypothesis 
indicating that there is no serial correlation in 
the model. The observed χ2   is 2.1875 and 
probability i.e. 0.9487 >0.05. So it cannot 
reject the null hypothesis implying that there 
is no heteroskedasticity in the residuals of 
this model. Glejser test: χ2  is 3.4518 and 
p-value i.e. 0.8403 > 0.05. So it cannot reject 
the null hypothesis, which means that there is 
no heteroscedasticity in the residuals of this 
error correction model.   

Specification test: The F(1,12):  4.4826 
and p-value i.e. 0.02304<0.05. So the null 
hypothesis has been rejected implying that 
the predicted value or value of the dependent 
variable is stable over the study period and 
for the prediction period. .  

Structural break test: Null 
hypothesis: There is no structural break in the 
time series data. F(7,6): 4.4320 and p-value i.e. 
0.352>0.05. So it cannot reject the null 
hypothesis, which indicates that there is no 
structural break.   

Multicollinearity test: Null 
hypothesis: explanatory variables are not 

correlated. By observing the equation 5.6.4, 
the error correction model in Table 5.7. The 
VIF of the model or the VIF <10. So, it cannot 
reject the null hypothesis, meaning that 
explanatory variables are not correlated or 
the error correction model has no 
multicollinearity problem. Again, this 
variance inflation factor indicates that the 
variance of the weight coefficient is not 
inflated by a factor.  
 
CONCLUSION 

Therefore, the association between 
VAT and National economy GDP has positive 
connections in the long and short run. The 
projected factor of VAT in the error correction 
model displays that one percent point 
increase in VAT has led to 0.427 percent point 
upsurge in real GDP in the short run, while it 
is found to be 0.46 percent point in the 
long-run. It states that the short-run 
bordering productivity of VAT is 0.427 
percent point, while its long run percent 
point is 0.46. Hence, OLS estimates of the 
bounciness and resilience coefficients for the 
sample are simulated. All issues for 
collaboration terms are as per anticipation 
though marginal, and statistically 
momentous, inferring a regular enhancement 
in VAT supervision. Additionally, it found 
approximations to be prejudiced if the DGP is 
not habituated by income tax freedom. 
Experiential consequences display that 
long-run resilience and bounciness factors for 
VAT are the bottommost, representing the 
areas of reform to be focused in VAT revenue 
supervision. 
 

REFERENCES 

Acharya, H. 2011. The Measurement of Tax 
Elasticity in India: A Time Series 
Approach. Faculty of Management 
Studies .  

 
130 

 
 



Binod sah, Endang Lestari, Eva Rianty Angelina Sitanggang, Sanju Kumar Singh, Buoyancy and Elasticity of Vat in the 
Nepalese Economy 

Adams, T. S. (1921). Fundamental Problems 
of Federal Income Taxation. 
Quarterly Journal of Economics. 

Adhikari, R. P. 1995. Tax Elasticity and 
Buoyancy in Nepal. Economic 
Review, 8.  

         Afonso A. & Sousa R. (2011). The 
Macroeconomic Effects of Fiscal 
Policy in Portugal: a Bayesian SVAR      
Analysis. Portuguese Economic 
Journal, vol. 10(1), April. 

Afonso, A. (2006). Measuring local 
government spending efficiency: 
evidence for the Lisbon region, 
Regional Studies 40, 39–53. 

Al-Abbadi, H. & Abdel Khaliq, S. (2017). The 
Causal Relationship between Sales 
Tax Revenue and Economic Growth 
in Jordan. International Research 
Journal of Applied Finance, VIII, 170. 

Barro, R. & Sala-i-Martin, X.I. (1995). 
Economic Growth (2nd ed.). New 
York: McGraw Hill. Bird, R.M. & 

Barro, R. & Sala-i-Martin, X.I. (1995). 
Economic Growth (2nd ed.). New 
York: McGraw Hill. Bird, R.M. & 
Gendron, P-P. (2006). Is VAT the best 
way to impose a general 
consumption tax in developing 
countries?. International Studies 
Program, working paper 06-17, 2006, 
Georgia State University. 

Bilquees, F. 2004. Elasticity and Buoyancy of 
the Tax System in Pakistan. The 
Pakistan Development Review, 1(43), 
73-93.  

Bogetic, Z. & Hassan, F. (1993). 
Determinants of Value-Added Tax 
Revenue. A Cross-Section Analysis. 
The World Bank, working paper 
1203, Europe and Central Asia 
Country Department. 

         Bogetic, Z. & Hassan, F. (1993). 
Determinants of Value-Added Tax 
Revenue. A Cross-Section Analysis. 
The World Bank, working paper 
1203, Europe and Central Asia 
Country Department. 

Bruce, D., Fox, W. F., and M. H. Tuttle. 2006. 
Tax Base Elasticities: A Multi-State 
Analysis of Long-Run and Short-Run 

Dynamics. Southern Economic 
Journal, 73(2), 315-341.  

Dahal, M. 1984. Built-in Flexiblity and 
Sensitivity of the the Tax Yields in 
Nepal's Tax System. The Economic 
Journal of Nepal, 2.  

Dahal, M. K. (1996). Tax system review Task 
force’s report. Kathmandu; Ministery 
of Finance, HMG/N. 

Desai, M. A.,  Foley, C. F. and Hines, J. R. 
(2004). Foreign Direct Investment in a 
World of Multiple Tax, Journal of 
Public Economics, 88: 2727-2744. 

Erman, N.A. (2005). Species composition, 
emergence, and habitat preferences 
of Trichoptera of the Sagehen.  Creek 
basin, California, U.S.A. Great Basin 
Naturalist 49:186-197. 

European Commision (2015). Tax reforms in 
EU Member States. Tax policy 
challenges for economic growth and 
fiscal sustainability. Taxation paper 
no 58. 

          Feldstein, M & Krugman, P (1989). 
Internal Effects of Value Added 
Taxation. Retrieved from 
www.nber.org/papers/w3163 on 5th 
March, 2019. 

Gendron, P-P. (2006). Is VAT the best way to 
impose a general consumption tax in 
developing countries?. International 
Studies Program, working paper 
06-17, 2006, Georgia State University. 

Keen, M. (2008). VAT tariffs and 
withholding: Border taxes and 
informality in developing countries. 
Journal of Public Economics ,92 (2), 
pp.1892–190. 

Keen, M. and Lockwood. B. (2003). The 
Value-Added Tax: Its Causes and 
Consequences. IMF Working Paper. 

Khadka. R. B. (2008). Tax Reform in Nepal: 
A unique experience, Fiscal policies 
in transition economies, Bishkek, 
Kyrgyzstan, Kyrgyz-Trkish Manas 
University. 

Khadka. R. B. (2015). Taxation in SAARC 
Countries. Pairavi Prakashan. 
Viddha Mnadir complex.Putalisadak, 
Kathmandu, Nepal. 

131 
 



Accounting and Management Journal, Vol. 10 No. 1, July 2026 
 

Mutaşcu, M.I. & Dănuleţiu, D.C. (2011). 
Taxes And Economic Growth In 
Romania. A Var Approach. Annales 
Universitatis Apulensis Series 
Oeconomica, 13(1), 94-105. 

Okoli, M.N. & Afolayan, S.M., (2015). 
Correlation between Value Added 
Tax (VAT) and National Revenue in 
Nigeria: An ECM model. Research 
Journal of Finance and Accounting, 
www.iiste.org, ISSN 2222-1697 
(Paper), ISSN 2222-2847 (Online), 
6(6), 2015. 

Pesaran,M.H., Shin, Y., and R. Smith. 2001. 
Bounds Testing Approaches to the 
Analysis of Level Relationship. 
Journal of Applied Econometrics, 
16(3), 289-326. MoF. 2014. High Level 
Tax System Review Report. 
Kathmandu, Nepal: Ministry of 
Finance, Government of Nepal. 

 Rajaraman, I., Goyal, R., and J. K. 
Khundrakpam. 2006. Tax Buoyancy 
Estimates for Indian States. Economic 
and Political Weekly, 41(16), 
1570-1573.  

 Research Study Series No. FDRS 03/2013 
Romer C.D. & Romer D.H. (2010). The 

Macroeconomic Effects of Tax 
Changes: Estimates Based on a New 

Measure of Fiscal Shocks. American 
Economic Review, American 
Economic Association, 100(3), June 
2010, 763-801. 

Sahota, G.S. 1961. Indian Tax Structure and 
Economic Development.  

Tait A. A. (1991). VAT policy issue: Structure, 
tegressivity, inflation, and export. 
Value Added Tax: Administration 
and Policy Issue (edited by Alan A 
Tait). Occasional paper 88, 
International Monetary Fund 
Washington D.C.  

Timsina, N. 2007. Tax Elasticity and 
Buoyancy in Nepal: A Revisit. 
Economic Review, 19.  

Upender. 2008. Degree of Tax Buoyancy in 
India: An Empirical Study. 
International Journal of Applied 
Econometrics and Quantitative 
Studies, 5(2).  

Yousuf, M., and S. M. Huq. 2013. Elasticity 
and Buoyancy of Major Tax 
Categories: Evidence from 
Bangladesh and Its Policy 
Implications. 
 

 
 

 
 

 
132 

 
 


	 
	 
	ANTESEDEN DARI NIAT PEMBELIAN PADA GENERASI Z DI INDONESIA 
	 
	 
	MAPPING DIGITAL AND OMNICHANNEL STRATEGY MODELS THROUGH CUSTOMER ENGAGEMENT AND TECHNOLOGY: AN EMPIRICAL STUDY ON THE EAST JAVA RETAIL INDUSTRY 
	 
	PENGARUH CURRENT RATIO, TOTAL ASSET TURN OVER DAN NET PROFIT MARGIN TERHADAP RETURN ON ASSET 
	 
	FRAUD AS A MODERATING FACTOR IN THE RELATIONSHIP BETWEEN GOOD CORPORATE GOVERNANCE AND FIRM VALUE: EVIDENCE FROM INDONESIAN BANKING 
	 
	TRANSFORMING HRM IN THE METAVERSE: EMPLOYEE ENGAGEMENT AND PERFORMANCE IN PHYGITAL WORKSPACES 
	 
	THE EFFECT OF FINANCIAL LITERACY ON MSME PERFORMANCE THROUGH ACCESS TO FINANCING PRODUCTS AND FINANCIAL RISK ATTITUDE: A STUDY ON PADANG RESTAURANT MSMES IN BANDUNG CITY 
	 
	UNDERSTANDING CUSTOMER LOYALTY IN QRIS PAYMENT SYSTEMS: THE MEDIATING ROLES OF SATISFACTION AND TRUST AMONG GENERATION Z USERS OF ONLINE TRANSPORTATION SERVICES 
	 
	MENCEGAH TAX EVASION DI SEKTOR PEKERJA MANDIRI: EVALUASI PEMAHAMAN, SELF-ASSESSMENT SYSTEM, DAN SANKSI PERPAJAKAN 
	 
	BUOYANCY AND ELASTICITY OF VAT IN THE NEPALESE ECONOMY 
	 

