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Abstract

One of the most important goals of the system’s general policies is to achieve higher
tax revenues by establishing tax justice. In such a system, due to the attention to the two
components of taxpayers’ willingness and ability to pay, the stability and dynamics of
tax revenues increase. This study by using the statistics from 113 Iranian Stock Market
companies, divided into two groups of industries with higher and lowers relative taxes over
2011-2023, and uses decomposition models to examine the contribution of tax justice to
the tax gap. The results of the estimates show that profitability and company size cause a
decrease and an increase in effective tax, respectively. However, the results of the Oaxaca-
Blinder decomposition show that the contribution of tax justice to the tax gap in 2023 was
94 percent and in 2015 was 64 percent. Also, the results of Machado-Mata analysis show
that in the lower 4 tax quantiles, the share of tax justice is 14 percent and in the top 4 tax
quantiles, this share is 76 percent. Therefore, the use of strong and reliable tax collection
tools in companies with lower tax payments despite having high profitability is the most
important task of the Tax Affairs Organization. In this regard, the creation and development
of a comprehensive financial information system for companies and the need to review tax
amnesty are the most important policies to improve the share of tax justice in the tax gap.
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1. Introduction

The stability of government revenues is one of the most important determinants of

improving the business environment and infrastructure. With the decline in government oil
revenues in recent years due to the decline in cash exports caused by sanctions, the
government's focus on tax revenues has increased significantly. According to Central Bank
statistics, tax revenues increased by 58, 63, and 52 percent in 2021, 2022, and 2023,
respectively. The stability and growth of tax revenues in any economy depends on the
government's ability to identify taxpayers, which is influenced by technological progress
and changes in the payment pattern of society, the real manifestation of which in Iran is
related to progress in the field of taxpayer systems and store terminals. On the other hand,
taxpayers have the ability and willingness to pay taxes. The ability to pay can be identified
in the form of recognizing higher profits and incomes compared to costs, and the
willingness to pay is influenced by factors such as the favorable view of society on
spending tax revenues on needed and prioritized projects of society, and the existence of
tax justice. The importance of establishing tax justice is so great that in Seventh
Development Plan Law emphasize the realization of tax justice. Therefore, considering the
quantitative goals of the Seventh Development Plan in order to increase tax revenues, it is
important to pay attention to establishing tax justice in the Iranian tax system. In general,
the difference in tax paid between firms in any economy is a function of the difference in
ability to pay based on the component of tax justice and discrimination in taxes under the
name of tax evasion. From another perspective, the difference in tax paid between firms
can be identified in two explainable and unexplainable components. The explainable
component is due to profitability and policies leading to tax avoidance, and the
unexplainable component can be measured under the name of tax evasion. Therefore, the
answer to the question of how much tax justice contributes to the difference in taxes paid
by listed industries is important and significant.

2. Materials and Methods

To decompose the tax gap, the Oaxaca-Blinder (1973) two-part decomposition model,
equation (1), has been used. The first part of the tax gap is due to the components of tax
avoidance and ability to pay, which include profitability, financial leverage, company size,
liquidity, and current debt ratio, and the second part is the gap due to tax evasion and tax
discrimination, which is identified as the unexplained component.

R = (xp —x)'Bn+ x{(Bn — B) (1)

To decompose the tax gap in the entire distribution, the Machado-Mata decomposition
model, equation (2) is used:
Qo (trlxn) — Qo (ti]x1) (2)
= [Qe (trlxn) — Qg (xl.éh)] + [Qe (xl.éh) — Qg (tllxl)]

In equation (2), the first component indicates the tax gap resulting from the tax justice
component and the second component from tax evasion and discrimination.
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Data
To estimate equations 1 and 2, statistics from 113 listed companies over 2011-2023
were used.

3. Discussion
Figure (1) shows the results of the model estimation using the Oaxaca-Blinder
decomposition, which showed that the largest tax gap was in 2016, and after that it
experienced a fluctuating trend with a tendency to decrease. The reality is that in 2015,
about 40 percent of the tax gap between the industries under study was due to tax evasion.
In other words, industries with higher tax payments experienced less tax evasion. However,
in 2019, approximately 86 percent of the tax gap was due to tax evasion. This share
decreased significantly between 2020 and 2023. In fact, the main factor for the difference
in tax paid by industries was the difference in ability to pay and the emergence of tax
justice. Therefore, in recent years, when tax revenue growth has increased, tax justice has
become more apparent, and this is due to the fact that the rate of technological progress and
the expansion of tax systems has grown rapidly in recent years. Overall, 85 percent of the
tax difference between industries in 2020 to 2023 was due to tax fairness.
The Oaxaca-Blinder decomposition examines only the average difference in tax revenues,
and the Machado-Mata decomposition is used to examine the contribution of tax avoidance
policies to the total distribution. The model estimation results are shown in Figure (2).
The results of Machado-Mata analysis in Figure (2) show that in the second period of
the study, the tax gap has increased in all quantiles compared to the first period, and the
amount of the gap due to tax justice and tax evasion has also increased, but the increase in
tax justice has been higher than tax evasion, in other words, tax justice in high tax quantiles
has experienced higher growth than in low tax quantiles. However, examining the share of
the gap due to tax justice and tax evasion shows that in high tax quantiles, the share due to
tax justice has increased significantly and the share due to tax evasion has decreased.
Despite the increase in taxes and the share of tax justice components, in the second period
of the study, the share of the tax justice component in the low tax quantile was
approximately 17 percent and tax evasion was approximately 83 percent, and this indicates
that attention should be paid to the performance of companies with lower tax payments
despite their relatively higher profitability, because in high tax quantiles, the share of tax
evasion was 12 percent.

4. Conclusion

With the decline in oil revenues, the share of taxes in government revenues has increased
sharply in recent years, such that the growth rate of tax revenues has grown by more than
50 percent annually in the last three years. However, the reality is that the dynamics of tax
revenues depend on trust between taxpayers and the government. By establishing tax
justice (optimal tax rate based on the principle of ability to pay and benefit) and tax
efficiency (spending taxes on economic drivers), the ability and willingness to pay taxes
on the part of taxpayers is increased and the cost of tax collection by the government is
minimized. For this reason, one of the most important goals of the system's general policies
is to achieve higher tax revenues while considering tax justice. Therefore, the present study
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examines the contribution of tax justice to the tax gap using statistics from 113 listed
companies over 2011-2023. The results show that during the period 2015-2023,
approximately 55 percent of the tax gap can be explained by tax justice components, and
the Machado-Mata approach shows that in low tax quantiles, the contribution of tax evasion
to the tax gap is 86 percent, and in high tax quantiles, the contribution of the tax justice
component is higher and equal to 76 percent. Examining the contribution of the gap due to
tax justice in the second period (2019-2023) compared to the first period (2011-2017)
shows that in high tax quantiles, the contribution due to tax justice has increased
significantly, so that in the top 4 tax quantiles, the contribution of tax justice has grown by
37 percent, and in the bottom 4 tax quantiles, the contribution of tax justice has increased
by 6 percent. Therefore, the most important policy for increasing the tax justice share of
the tax gap is to use a comprehensive information system related to the profitability of listed
companies, impose heavy fines in the event of tax evasion, and fundamentally revise the
policy of tax incentives and discounts.
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