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Taxation plays a crucial role as the primary source of state
revenue and as a key fiscal policy instrument supporting
national development. Through effective tax management,
the government can finance various public programs,
infrastructure projects, and socio-economic policies aimed at
reducing inequality and maintaining economic stability.
However, challenges such as low taxpayer compliance,
regulatory complexity, and weak law enforcement often
hinder the optimal function of the taxation system. This study
aims to examine the strategic role of taxation in national
development using a library research approach based on
recent scholarly literature. The findings indicate that
strengthening tax regulations, enhancing fiscal transparency,
and improving tax literacy are essential factors in increasing
the effectiveness of the tax system. Moreover, the integration
of fiscal policies oriented toward equity and sustainability is a
fundamental element in achieving inclusive economic
prosperity. In this context, taxation is not only a fiscal
mechanism for revenue generation but also a developmental
instrument that promotes fairness, accountability, and long-
term national resilience.
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1. Introduction

Taxation holds a central role as the backbone of state finance, serving not
only as the primary source of revenue but also as a strategic fiscal policy instrument
in realizing community welfare. Through tax revenue, the government acquires the
capability to finance various development sectors, such as infrastructure, education,
health, and social programs aimed at achieving economic equity. In the context of
national development, taxation also plays a role in maintaining macroeconomic
stability by regulating consumption and investment patterns through appropriate
tariff policies and fiscal incentives (Yakub et al., 2022). Thus, the function of taxation
is not merely financial but also possesses interconnected economic and social
dimensions that support sustainable development.

Tax-based fiscal policy becomes the main pillar in achieving continuous
national development goals. As stated by Junior et al. (2022), the effectiveness of
tiscal policy is highly determined by the extent to which tax regulations can be
designed to support economic productivity while simultaneously reducing income
inequality. Taxation acts as an instrument of income redistribution through a
progressive tariff mechanism that ensures proportional contribution between
community groups with different economic capabilities. With a well-designed policy,
the tax system can encourage social justice and strengthen the state’s revenue base,
ultimately supporting overall fiscal stability.

However, the effectiveness of the tax system is not solely determined by an
ideal policy design, but also by the level of taxpayer compliance. Non-compliance,

whether in the form of tax avoidance or evasion, poses a serious challenge that

| 76



potentially reduces state revenue and hinders the national development process
(Harahap et al., 2019). To overcome this, the government needs to strengthen a
transparent and accountable tax administration system, while fostering public
awareness regarding the importance of tax as a form of moral and social
responsibility to the state. Efforts to increase tax literacy and institutional reform are
crucial steps in building a sustainable culture of compliance within society.

Furthermore, the complexity of regulations and weak law enforcement often
become major obstacles in achieving the effectiveness of the tax system. Inayah and
Wicaksono (2022) emphasize that tax regulation reform must be adaptive to the
dynamics of the global economy and rapid technological developments. The
implementation of digitalizing the tax administration system and the development
of the Core Tax Administration System are key strategies in improving the efficiency,
accuracy, and transparency of tax data management. This digital innovation is
expected to minimize potential state revenue leakage while accelerating the service
process to taxpayers, thereby creating a tax system that is more modern, efficient,
and responsive to change.

In the context of globalization, another challenge faced by the tax system is
maintaining the balance between the state’s fiscal needs and economic
competitiveness. Noviyanti et al. (2023) assert that an excessively high tax burden
can decrease investment interest, while overly low revenue potentially disrupts fiscal
sustainability and state financial stability. Therefore, the formulation of tax policy
must consider the balance between economic incentives and the principle of social

justice. A proportional policy design will allow the state to remain competitive in
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attracting investment, while simultaneously ensuring the fulfillment of public
financing needs that support the welfare of the broader community. Based on this
description, this research aims to comprehensively examine the relationship between
taxation, fiscal policy, and national development by referencing the latest academic
literature from the last five years. This analysis is expected to provide a significant
conceptual contribution to the understanding of how the tax system can function
optimally in driving economic development that is inclusive, just, and sustainable.
By strengthening an efficient, transparent, and adaptive tax-based fiscal policy
foundation to global dynamics, the government can ensure that taxation truly
becomes a strategic instrument in realizing the nation’s welfare and economic

independence in the future.

2. Literature Review

2.1. Tax as an Instrument of Fiscal Policy

Taxation plays a vital role in fiscal policy because it functions as an economic
regulator and the main source of state financing. Fiscal policy through the tax system
is used to stabilize the economy, control inflation, and encourage investment.
According to Junior et al. (2022), tax is one of the important instruments in
maintaining macroeconomic balance by regulating government expenditure and
income proportionally. Through the application of sound fiscal policy, the
government can allocate tax revenue to productive sectors such as education, health,

and infrastructure to improve community welfare.



Furthermore, Yakub et al. (2022) highlight the importance of efficiency and
effectiveness in managing tax revenue as a basis for strengthening national economic
development. They found that countries with modern and transparent tax
administration systems tend to have stronger fiscal capacity to finance long-term
development. Digital reforms, such as the Core Tax Administration System, have
proven to improve revenue performance and increase public accountability. In
addition, tax-based fiscal policy also has a stabilization function. In the context of
the global economic crisis, tax can be a tool to dampen economic shocks through
tariff adjustments, incentives, and redistribution policies. According to Noviyanti et
al. (2023), the success of tax policy in promoting national development depends on

coordination among fiscal institutions and strict supervision of public fund usage.

2.2. Tax Compliance and Legal Enforcement Challenges

Taxpayer compliance is a fundamental element in strengthening state revenue
and is the main indicator of the tax system’s effectiveness. The low level of
compliance is often caused by a lack of public awareness regarding the importance
of tax contribution and the complexity of regulations that are difficult to understand.
Harahap et al. (2019) explain that tax non-compliance generally stems from negative
public perceptions regarding the transparency of public fund management and a low
level of trust in the government as the main tax administrator. Therefore, efforts to
increase tax compliance need to be directed through a comprehensive strategy that
includes  strengthening fiscal education, modernizing digital-based tax

administration, and applying firm, fair, and consistent legal sanctions. This approach
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is expected to foster moral awareness that tax is not just an administrative obligation,
but a form of active participation in national development.

According to Inayah and Wicaksono (2022), the success of tax revenue is
strongly influenced by the professionalism of tax officials and the effectiveness of
the legal enforcement system. Inconsistency in enforcing rules can create loopholes
for tax avoidance practices and weaken the community’s fiscal moral. Therefore,
institutional reform is a strategic step in creating a supervisory system that is
transparent, accountable, and free from discrimination. In addition, the complexity
of regulations also affects taxpayer compliance. Rinaldi and Singgih (2023) asserts
that complicated and frequently changing tax policies cause confusion in reporting
and lower the level of administrative compliance. Thus, simplifying regulations and
increasing tax literacy must be a priority in tax system reform to create a system that
is more efficient, easily understood, and encourages voluntary public fiscal

participation.

2.3. Tax Regulation and National Development

Tax regulation plays a strategic role in determining the direction and success
of national development. A sound tax system is not only oriented towards increasing
revenue but must also be able to support inclusive economic growth. Mawwadah
and Nazir (2023) states that tax can be used as an engine of development through
incentives for strategic sectors such as Micro, Small, And Medium Enterprises
(MSMEs) and labor-intensive industries. By providing tax relief to these sectors, the
government can encourage job creation and increase community purchasing power.

Furthermore, Mulatsih et al. (2022) emphasizes that the effectiveness of tax
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regulations plays a role in increasing Local Own-Source Revenue (PAN) and
strengthening the fiscal autonomy of the central government. Regulations that are
adaptive to global economic dynamics will strengthen fiscal stability and enhance
national economic independence.

On the other hand, Saragih et al. (2023) highlight that weak tax regulations
can reduce public trust and cause state revenue leakage. Therefore, the principles of
transparency, accountability, and public participation must be the basis for every
formulation of tax policy. Overall, the literature shows that the effectiveness of the
tax system in supporting national development is strongly influenced by three main
tactors: inclusive fiscal policy design, high taxpayer compliance, and adaptive and
transparent regulation. Strengthening tax institutions and modernizing digital
administration are absolute requirements for increasing the efficiency and fairness

of the tax system in achieving sustainable development goals.

3. Method

This research employs a library research method, focusing on the collection,
analysis, and synthesis of various scientific sources related to the role of taxation in
national development, the effectiveness of fiscal policy, and the level of taxpayer
compliance. This approach was chosen because the research goal is not only to
explain empirical phenomena but also to deepen the conceptual understanding of
the relationship between elements that have been widely studied in the context of
macroeconomics and public policy. The library research method allows researchers

to obtain a comprehensive understanding through a critical review of various
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relevant academic literature, including scientific journal articles, research reports, and
fiscal policy documents published within the last five years. In this way, the research
can trace various theoretical views and empirical findings to build a solid conceptual
foundation regarding the dynamics of the tax system and its contribution to national
economic development.

The research process began with a systematic search for academic sources
using scientific databases such as Google Scholar or Elsevier to obtain credible and
up-to-date primary literature. The selection procedure was carried out strictly by
considering topic relevance, journal reputation, and publication period so that the
data used has a high level of validity and actuality. The main criteria for selection
included publications that highlight issues of fiscal policy, the tax system, the level
of taxpayer compliance, and sustainable economic development. Only literature that
meets academic standards and has been published in the last five years was included
in the analysis, so the research results reflect the latest conceptual and empirical
developments in the field of taxation and fiscal policy.

The analysis stage was carried out using a descriptive qualitative approach
aimed at interpreting and elaborating the content of the literature to identify main
themes, patterns of relationships between variables, and research gaps that are still
open. Through in-depth reading and review, every finding from various sources was
examined to assess its relevance and connection to the issue of tax system
effectiveness and national development. Furthermore, content analysis was used to
review arguments, methodologies, and results of previous research to build a

conceptual framework explaining the role of tax as a just and inclusive development-
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oriented instrument of fiscal policy. The final synthesis process was carried out by
grouping the study results into three main dimensions, namely fiscal policy, taxpayer
compliance, and tax regulation. From the overall results of this literature analysis, a
deeper understanding was obtained that optimizing the role of tax in supporting
national development depends on the integration between adaptive regulatory
design, community awareness as taxpayers, and the effectiveness of fiscal institutions

in implementing transparent and fair policies.

4. Results

The results of this research confirm that taxation occupies a very strategic
position in supporting the financing of national development while functioning as
the main instrument of fiscal policy that plays a role in maintaining economic
stability and improving community welfare. Based on the literature analysis of
various academic sources in the last five years, it was found that the effectiveness of
the tax system in a country is strongly influenced by three main components:
efficient fiscal policy design, the level of taxpayer compliance, and the strength of
tax regulations in supporting state financial governance. Conceptually, tax not only
serves as a source of revenue but also as an economic control mechanism that allows
the government to regulate consumption, investment, and income distribution
proportionally to achieve sustainable national economic balance.

The analysis of the latest literature shows that tax has a dual role in the
economy. On the one hand, tax functions as the main source of state revenue used

to finance various development programs, while on the other hand, tax also acts as
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an instrument of economic policy that functions to maintain macroeconomic
stability. Thoyib et al. (2021) assert that efficiency in tax management has a
significant relationship with the increase in Gross Domestic Product (GDP) and the
economic competitiveness of a country. Countries that implement modern digital-
based tax administration systems, such as the Core Tax Administration System, are
proven to be able to increase the effectiveness of tax collection while reducing the
potential for state revenue leakage. The application of digital technology in tax
administration also allows for real-time data integration which strengthens the
accuracy and accountability of tax reporting.

In addition to the efficiency of the administrative system, fiscal policy that is
adaptive and responsive to macroeconomic dynamics also plays an important role in
maintaining national economic stability. Junior et al. (2022) highlight that a well-
designed fiscal policy allows the government to adjust tax policies according to
economic conditions, both in situations of expansion and economic slowdown. In
recessionary conditions, for example, tax can function as an economic stimulus
through the provision of fiscal incentives, reduction of tax rates, or an increase in
public spending that encourages community purchasing power. Thus, tax not only
acts as a revenue-collecting tool but also as an economic stabilization mechanism
that supports long-term growth and the sustainability of national development.

However, the effectiveness of tax policy cannot be separated from the level
of taxpayer compliance as the main determining factor for the success of the tax
system. A number of studies show that the level of tax compliance in developing

countries is still relatively low and poses a serious challenge in optimizing fiscal



revenue. Harahap et al. (2019) explain that low tax compliance is caused by two
dominant factors: negative public perception regarding the transparency of public
fund management and a low level of fiscal literacy. Distrust of the government often
leads the public to view tax payments as a financial burden, not as a moral
responsibility to contribute to national development. Therefore, a comprehensive
effort is needed to increase public awareness and trust through fiscal education,
transparency in budget management, and effective public communication to foster
the understanding that tax is a social investment for shared welfare.

In addition to the compliance aspect, the strength of tax regulation is also an
important pillar that determines the success of a country’s fiscal policy. Arsad (2023)
assert that weaknesses in the tax law enforcement system can create loopholes for
tax avoidance practices and the potential for fiscal corruption. Therefore, regulatory
reform is a strategic step that must be taken to create a tax system that is simple,
consistent, and adaptive to global economic developments. Their research also
highlights that simplifying the tax structure and increasing the capacity of human
resources in tax institutions play a significant role in strengthening compliance and
reducing administrative deviations. Thus, the success of tax reform is determined
not only by policy but also by the professionalism of fiscal apparatus and the
effectiveness of legal supervision applied consistently.

An interesting finding was also revealed by Mawaddah and Nazir (2023), who
examined the impact of tax incentive policies on productive sectors such as MSME:s.
The research results show that providing tax incentives can improve the

community’s economic performance and expand the tax revenue base in the long
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term. Tax policies that favor small business actors are proven to be able to lower the
unemployment rate, strengthen the regional economic structure, and accelerate
national income distribution. This finding affirms that fiscal policies designed
inclusively have an important role in strengthening the foundation of the people’s
economy and supporting the agenda for sustainable development.

Meanwhile, Noviyanti et al. (2023) remind that an increase in tax revenue is
not always followed by an increase in the effectiveness of national development. In
some cases, even though tax revenue increases, the quality of public spending
remains low due to weak supervision and budget evaluation mechanisms. They
emphasize the importance of fiscal transparency in the allocation and use of tax
funds to prevent misuse and strengthen public accountability. Open information
through state financial reports that are easily accessible to the public is a strategic
step to increase public trust and encourage active citizen participation in the tax
system.

In addition to structural and technological factors, the moral and ethical
dimensions also contribute significantly to tax compliance. A number of studies
reveal that sustainable compliance is not only driven by the threat of legal sanctions
but also by the moral awareness that tax is used for public interest. Therefore,
building a healthy fiscal culture must start early through tax education in schools and
universities. Collective awareness regarding the importance of tax as a means of
social equity will create a more harmonious relationship between the state and

citizens in the context of shared fiscal responsibility.



Within the framework of sustainable development, taxation plays a very
important role as a source of financing for various strategic sectors, such as
infrastructure, education, health, and the environment. A fair and efficient tax system
can strengthen the state’s fiscal capacity in supporting the Sustainable Development
Goals (SDGs). The allocation of tax funds to priority sectors such as renewable
energy, research and innovation, and digital transformation is a strategic step in
accelerating inclusive and independent economic growth. Tax policies based on the
principles of social justice, transparency, and public accountability are the main
foundation for creating sustainable and socially equitable economic development.

From the overall results of this literature review, it can be concluded that the
effectiveness of the tax system is not merely measured by the size of state revenue,
but also by the quality of fiscal governance that regulates how taxes are managed,
channeled, and accounted for transparently. Strengthening fiscal institutions,
adaptive regulatory reform, and increasing tax literacy are important prerequisites
for creating an efficient, inclusive, and fair tax system. By implementing integrated
and sustainable development-oriented fiscal policies, tax can function optimally as
the main driver of national economic growth while also being a social instrument in

realizing comprehensive community welfare.

5. Discussion

The results of this literature research indicate that tax not only functions as
the main source of state revenue but is also an instrument of fiscal policy that has a

broad influence on the direction and sustainability of national development.
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Through appropriate and adaptive tax policies, the government has the ability to
regulate income distribution, stabilize the economy, and encourage the growth of
productive sectors that are the driving force for development. In the context of
macroeconomics, tax also plays an important role as an inflation control tool and a
means of increasing social welfare through targeted allocation of public spending.
However, the effectiveness of the tax function in comprehensively supporting
national development highly depends on two main aspects: the level of public
compliance with fiscal obligations and the quality of tax regulations implemented by
the government.

As stated by Thoyib et al. (2021), efficiency in tax management has a
significant contribution to strengthening fiscal stability and state economic
sustainability. The application of digital systems such as the Core Tax Administration
System is proven to be able to increase data accuracy, strengthen transparency, and
minimize the risk of tax revenue leakage. The digitalization of the fiscal
administration system also speeds up the service process and expands the tax base
through national data integration. These findings are reinforced by Yashina et al.
(2022), who state that fiscal policy based on digitalization has a positive correlation
with increased budget efficiency and more accountable fiscal supervision. Digital
transformation in the tax system is an important catalyst for modern fiscal reform,
as it can encourage transparency, efficiency, and public trust in state financial
governance.

Nevertheless, the biggest challenge still faced in the implementation of the tax

system is the low level of taxpayer compliance. Research by Harahap et al. (2019)
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shows that public perception of government transparency and accountability has a
strong influence on the level of fiscal compliance. When the public feels that the use
of tax funds is not managed fairly and transparently, the tendency to avoid tax
obligations will increase. Therefore, the strategy for increasing compliance cannot
only be carried out through law enforcement but also through educational and
communicative approaches. Systematic fiscal education, starting from the basic
education level to higher education, can build moral awareness that tax is a real
contribution to common welfare. In addition, involving the public in the public
supervision process over the use of tax funds can be a means to strengthen trust in
state fiscal institutions.

Besides the issue of compliance, the complexity of tax regulations is also a
factor that hinders the effectiveness of fiscal policy implementation. Arsad (2023)
assert that simplifying regulations is a strategic step that needs to be taken to expand
the tax base and increase public compliance. Tax regulation reform must be carried
out comprehensively and continuously so that it can adapt to the dynamics of the
global economy and rapid information technology developments. The government
needs to ensure that the tax system is designed with the principles of flexibility,
efficiency, fairness, and legal certainty for all taxpayers.

Overall, the results of this literature review show that taxation holds a
fundamental position in building a national economic system that is just and
sustainable. Optimizing the tax function is not merely measured by the size of fiscal
revenue, but by the effectiveness of fiscal policy in creating economic equity,

transparency in budget management, and increasing public trust in tax institutions.
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6. Conclusion

Based on the results of the analysis and discussion, it can be concluded that
taxation holds a central role in supporting national development through its function
as the main source of funding and a strategic fiscal policy instrument. The
effectiveness of the tax system is not only measured by the size of state revenue but
also by the extent to which tax is capable of supporting economic equity, creating
fiscal stability, and improving social welfare. Efficient and fair fiscal policy plays a
crucial role in ensuring that every tax revenue is used productively to finance priority
sectors such as education, health, and infrastructure. However, the challenges in
implementing tax policy are still quite significant, especially related to the low level
of taxpayer compliance, regulatory complexity, and weak law enforcement.

Therefore, tax reform needs to be directed towards simplifying regulations,
increasing public fiscal literacy, and digitizing the administrative system.
Furthermore, transparency and accountability in public fund management are the
main keys to increasing public trust in the government. By strengthening the
integration between fiscal policy, tax regulation, and taxpayer compliance, the tax
system will be able to function optimally as the engine of sustainable development.
A well-managed tax system is not only the backbone of state finance but also the
toundation for the creation of sustainable welfare and social justice for all segments

of society.
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