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Abstract

Tax is the main and most stable financial source of the government and plays an important role in increasing the
government's income. The level of realization of tax revenues depends on the economic structure of the country. In
recent years, with the outrages rise of prices and the formation of high inflation in the country, people are reluctant to
pay taxes and as a result motivation of rent-seeking from the government's tax revenues has enhanced. The purpose
of this study is to investigate the effect of inflation on rent-seeking from tax revenues in Iran's economy. To achieve
this goal, a new Keynesian Dynamic Stochastic General Equilibrium (DSGE) model has been purposed which
considered the realities of Iran's economy and involved sectors of household, business, oil, government and central
bank during period of 1991-2020. After extracting the equations of economic agents, the model has been processed in
Dynare software. The simulated results indicate that the increase in prices has led to an increase in rent-seeking from
the government's tax revenues which is consistent with the theoretical foundations of the economy and the reality
observed in the country. Since the increase in rent-seeking from tax revenues leads to the reduction of public
resources of the government budget, budget deficit, and a reduction in non-oil production and employment in the
country, therefore, it is suggested that the country's economic policies should be implemented in order to control
prices and limit the space for rent-seeking.
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Extended Abstract

1. Introduction

The high growth rate of inflation has been one of the main problems of Iran's economy in recent years. Beside that,
based on economic theories, tax is one of the most important sources of government revenue that not only have an
income characteristic, but also considered one of the most effective tools of the government's financial policy and
plays an important role in achieving economic goals. Rent-seeking in developing countries has caused governments
to be unable to use their potential tax capacity for financing themselves and therefore confront tax delays. Rent-
seeking is generally referred to as the competition between individuals and the government for financial privileges,
which exists in subsidies and higher income transfers, lower taxes, and other financial privileges (Hillman,2003). In
this research, by considering the importance of inflation effect on the realization of the country's tax revenues,
investigate the effect of inflation on rent-seeking from tax revenues in Iran's economy by using a dynamic stochastic
general equilibrium (DSGE) model. Because up to now there was not any study on the inflation effects on rent
seeking from tax revenues as one of the country's economic challenges, therefore, the purpose of this study is to
investigate the effect of inflation on rent seeking from tax incomes during the years 1991-2020.
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* Postal address: Assistant Professor, Department of Economics and Accounting, South Tehran Branch, Islamic Azad
University, Tehran, Iran. Email: Khezri380@gmail.com


mailto:Ahmadi_ui86@yahoo.com

2. method

In order to evaluate the effects of inflation on rent-seeking of tax revenue, the dynamic stochastic general
equilibrium model was applied which was introduced before by Angelopoulos et al. (2010) and Costa Jr. et al.
(2021). The overall structure of the model designed in current research includes five main sectors: households,
firms, oil, government, and the central bank which resulted in 22 equations with 22 unknown variables. Employed
data are Iranian’s economy seasonal data for the period of 1991-2020. which was provided from the time series bank
information of Iranian’s Central Bank and Iranian’s Statistical Centre. After linearizing the model equations,
coefficients of the model were calculated using the quantification method. After that, the designed model was run in
Dynare software and the instantaneous feedback results related to the shock of inflation were obtained.

3. Results

The results indicate that an increase in the inflation first has led to an increase in tax revenues and rent-seeking
activity in the country, which is in consistent with both the theoretical foundations of the economy and the observed
evidence in the country. In subsequent, the increase in inflation due to increase in production costs and prices and
decrease in people's purchasing power, reduces the motivation of people to pay taxes, and as a result, tax revenues
may be collected with delay. Moreover, due to the country's oil resources, there is no significant sensitivity to
deferred taxes that caused taxpayers pay taxes with very long delays as well as governments trigger tax evasion by
adopting tax exemption policies, which in the long run leads to a decrease in tax revenues. This issue confirms the
effect of Tanzi who claims that in developing countries, the increase in inflation leads to a decrease in real tax
revenues through delays in payments (Tanzi, 1977).

4. Conclusion

The findings indicate a positive impulse of inflation will lead to an increase in income in the short term, but with the
occurrence of negative effects caused by rent seeking, tax income will eventually decrease and return to its stable
level. Therefore, the final results obtained from the estimation of the model indicate that the increase in the inflation
rate has a significant effect on the reduction of tax revenues, which confirms the existence of a tax effect in Iran's tax
system.
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