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Applying Laffer Curve on Profit Tax Collected from Jordanian Islamic and
Traditional Banks
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ABSTRACT

The study aims at estimating the Laffer curve for the profit tax of Islamic and traditional banks in Jordan over
the sample period 1997-2018. The study used the OLS method to estimate the logarithmic model constructed
to estimate the actual and optimal profit tax rates for the whole banks together, and for the Islamic and traditional
banks. The study showed that the actual profit tax rate on the profit of all Jordanian banks was (28.4%),
compared to the optimal tax rate (23.5%). The actual profit tax rate on the Islamic bank (31.6%) appears to be
the highest in absolute sense and compared to the optimal rate (19.8%). Finally, the profit tax rate on the
traditional banks was (27.8), compared to the optimal rate (27.8%).
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Applying Laffer Curve on Profit Tax Collected from Jordanian
Islamic and Traditional Banks

Mohammad M. BaniEssa?, Abdalla M. Al Badarin®

ABSTRACT

The study aims at estimating the Laffer curve for the profit tax of Islamic and traditional banks in Jordan over
the sample period 1997-2018. The study used the OLS method to estimate the logarithmic model constructed
to estimate the actual and optimal profit tax rates for the whole banks together, and for the Islamic and traditional
banks. The study showed that the actual profit tax rate on the profit of all Jordanian banks was (28.4%),
compared to the optimal tax rate (23.5%). The actual profit tax rate on the Islamic bank (31.6%) appears to be
the highest in absolute sense and compared to the optimal rate (19.8%). Finally, the profit tax rate on the
traditional banks was (27.8), compared to the optimal rate (27.8%).

Keywords: Laffer Curve, Profit Tax, Actual Rate, Optimal Rate, Islamic Banks, Traditional Banks, Jordan.
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