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Abstract

Investigating the effects of tax policies on macroeconomic variables is one of the main
components in adopting or modifying financial policies in countries. Therefore, the purpose of
this research is to investigate the short-term and long-term effects of tax policies on inclusive
growth in Iran during 2004-2023, using auto-regression model with distributional lag (ARDL).
The findings of the research indicate that income tax has a positive and significant effect on
inclusive growth in the short and long term. Value added tax has had a negative and significant
effect in the short term and a positive and significant effect on inclusive growth in the long
term. The impact of corporate tax on short-term and long-term growth has been positive and
significant. Other research findings indicate that human capital and health have a positive
impact on economic growth in the short and long term. Unemployment has had a negative
impact on economic growth in the short and long term.
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Extended Abstract

1. Introduction:

The concept of inclusive growth has been a thought-provoking and evolving concept since its inception;
in the early years of its emergence, it was considered equivalent to economic growth. In subsequent
periods, all other dimensions of well-being, such as health, environment, and education, were also
formulated within the concept of inclusive growth; so that today, inclusive growth is considered a
comprehensive change in all sectors of human life and a kind of comprehensive transformation in the
welfare and progress of societies. In continuation of this conceptual transformation, inclusive growth is
growth that, on the one hand, encompasses various dimensions of social growth and, on the other hand,
focuses on the distribution of the benefits of growth along these dimensions and emphasizes the need
for all segments of society to benefit from these benefits fairly and equitably. Therefore, it can be said
that inclusive growth requires a government to adopt and implement its policies in line with the interests
of all sectors of society. Therefore, it is important to examine the quality of the government's impact on
the process of inclusive growth. The implementation of tax policies is one of the factors that
governments use to influence inclusive growth. The impact of taxes on economic growth is
unpredictable, as it depends on factors such as human capital, which is used in the production process
along with physical capital. Empirical studies indicate that there is a difference in the negative impact
of tax policy on growth. Therefore, the structure and implementation of tax policies can have different
effects on growth. For example, the transition from income tax to consumption tax increases the
incentive to save and, on the other hand, encourages capital accumulation. Also, the impact of the
structure of the tax system on the accumulation of resources can have other effects on growth. The
implementation of customs taxes can reduce the absorption of new technologies, reduce the
competitiveness of domestic manufacturing industries in the face of global markets, and thereby reduce
economic growth. In addition, according to a group of economists, consumption taxes such as sales tax,
customs duties, etc. increase product prices differently and have different effects on inclusive growth.
Therefore, regarding the impact of tax policies on inclusive growth, one cannot rely on a specific theory
or empirical studies for economic policymaking, and it seems that the best way to respond to these
theoretical and empirical contradictions is to examine the effects of tax policies on inclusive growth. In
the Iranian economy, the dependence of the government budget on oil revenues has caused the
inefficiency of fiscal policies, which leads to the impact of tax policies on economic variables.
Therefore, in this study, we are trying to answer the question of what are the short-term and long-term
effects of tax policies on Iran's inclusive growth.

2. Methodology:

In this study, to examine the short-term and long-term effects of tax policies on inclusive growth in
Iran, based on empirical and theoretical studies and following the approach of Shaqiri et al. (2021),
the following model has been specified as the research model:

SG=ay+a; LGVAT+a,LGCIT+asLGPIT+a,LGTS+asLGST+a,LHum + as,LCO2+a, LU+Ut

According to equation:

The dependent variable (SG) is the inclusive growth index, which in this study is calculated using the
Atkinson index.

The Atkinson index is used to measure sustainable growth. The basis of the Atkinson index in this
research is GDP and the Gini coefficient.



Independent variables:

GVAT: logarithm of value-added tax (VAT)

LGCIT: logarithm of income tax

LGPIT: logarithm of corporate tax

Control variables:

GTS: logarithm of the number of medical staff as a health index

LHum: logarithm of human capital (number of secondary school students)

LCO2: logarithm of carbon dioxide emissions

LU: logarithm of unemployment rate

The autoregressive distribution lag (ARDL) model presented by Pesaran et al. (2001) has several
advantages compared to other cointegration approaches: 1.This model is not sensitive to sample size;
and it has the necessary efficiency in small samples; 2.The autoregressive distribution lag (ARDL)
method is efficient for variables with different degrees of cointegration; 3. In the autoregressive
distribution lag (ARDL) model, it is possible to use the optimal lags of each variable during the model
estimation stages. 4. In this model, as opposed to the systematic estimation of equations, there is a single
equation; 5. In this model, it is possible to estimate the short-term and long-term relationships between
the dependent variable and the explanatory variables simultaneously; 6. Pesran and Shin (1999) and
Casa (2005) proved that if the convergence vector is obtained using the least squares method based on
an autoregressive model with well-specified distributional intervals, the estimator has less skewness
and greater efficiency in small samples, in addition to the minimum normal distribution.

3. Results

According to the results, VAT has a negative effect on the inclusive growth variable, so that a one
percent increase in VAT reduces inclusive growth by -0.62 percent. Medical staff has a positive effect
on inclusive growth, so that if the number of medical staff increases by one percent, inclusive growth
increases by 0.15 units. The number of students is significant and has a positive effect on inclusive
growth, so that a one percent increase in the number of student increases inclusive growth by 0.25 units.
Corporate tax is significant and has a positive effect on inclusive growth, according to the results, if
corporate tax increases by one percent, it will have a positive effect of 0.26 units on inclusive growth.
CO2 gas is significant and has a negative effect on inclusive growth, so that according to the research
findings, a one percent increase in CO2 gas reduces inclusive growth by 3.53 units. Income tax is
significant and has a positive effect on inclusive growth, i.e. with a one percent increase in income tax,
inclusive growth increases by 0.89 points. Unemployment rate is significant and has a negative effect
on inclusive growth, i.e. with a one percent increase in unemployment rate, inclusive growth decreases
by -0.38 points.

4 Conclusion:

Increasing the share of taxes also leads to a decrease in inclusive growth (according to the results of this
study, the share of value-added tax and corporate tax is considered). In other words, although increasing
taxes in different amounts according to the income of different classes may stimulate economic growth;
but in most cases, taxes worsen the distribution of resources between different income groups and thus
have a negative effect on the inclusive growth index. The government can act effectively and positively
in this regard with appropriate planning. In fact, in general, it can be said that the positive or negative
effect of taxes in the country depends on the executive channel and the area of the government's benefit
from tax revenues.
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