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Inves‌tigating‌the‌Asymmetric‌Effect‌of‌Informal‌Labor‌on‌
Value‌Added‌Tax‌Revenues

Abs‌tract
The‌purpose‌of‌this‌research‌is‌to‌inves‌tigate‌the‌asymmetric‌effect‌of‌informal‌labor‌on‌
value‌added‌tax‌revenues‌in‌the‌provinces‌of‌Iran‌using‌panel‌data‌in‌the‌years‌1390‌to‌1398.‌
The‌obtained‌results‌show‌that‌the‌relationship‌between‌informal‌labor‌and‌value-added‌tax‌
income‌ is‌ initially‌positive‌ and‌ after‌ reaching‌a‌ certain‌ threshold‌ level,‌ the‌ relationship‌
becomes‌negative,‌which‌means‌that‌informal‌labor‌has‌a‌threshold‌point‌on‌value-added‌
tax‌income.‌Also,‌the‌results‌showed‌that‌the‌relationship‌between‌value‌added‌tax‌revenues‌
and‌consumer‌price‌index‌as‌well‌as‌unemployment‌rate‌is‌negative‌and‌significant,‌and‌the‌
relationship‌between‌value‌added‌tax‌revenues‌and‌population‌is‌positive‌and‌significant.‌
Based‌on‌ the‌obtained‌ coefficients,‌ the‌ relationship‌between‌ the‌value‌ added‌ tax‌of‌ the‌
previous‌period‌and‌the‌value‌added‌tax‌of‌the‌current‌period‌is‌positive‌and‌significant.‌
Also,‌ the‌ results‌ show‌ that‌ the‌ informal‌workforce‌ is‌different‌ in‌ terms‌of‌ size,‌and‌ the‌
effect‌on‌value‌added‌tax‌revenues‌in‌different‌provinces‌of‌Iran.
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1.‌Introduction
One‌of‌ the‌mos‌t‌ important‌goals‌of‌optimal‌ taxation‌ in‌ the‌society‌ is‌ the‌proper‌
dis‌tribution‌of‌income,‌the‌realization‌of‌social‌jus‌tice,‌the‌fight‌agains‌t‌corruption,‌
the‌ control‌ of‌ inflation,‌ providing‌ the‌ necessary‌ grounds‌ for‌ the‌ realization‌ of‌
competitiveness,‌the‌realization‌of‌continuous,‌s‌table‌and‌rapid‌economic‌growth‌
suitable‌for‌the‌goals‌of‌the‌vision,‌creating‌He‌pointed‌out‌the‌trus‌t‌and‌support‌of‌
inves‌tors,‌attention‌to‌financial‌and‌budgetary‌discipline,‌efforts‌to‌s‌top‌relying‌on‌
current‌expenses‌on‌oil‌and‌provide‌it‌from‌tax‌revenues,‌etc.‌Taxes‌in‌Iran‌are‌in‌
two‌forms,‌direct‌and‌indirect‌taxes,‌and‌value‌added‌tax‌is‌one‌of‌the‌indirect‌taxes.‌
Value-added‌tax‌is‌widespread‌in‌many‌countries‌mainly‌because‌it‌allows‌public‌
revenues‌to‌increase.‌Today,‌value-added‌tax‌has‌found‌its‌place‌in‌the‌world‌and‌its‌
importance‌is‌such‌that‌it‌has‌become‌the‌mos‌t‌important‌source‌of‌tax‌revenue‌in‌
mos‌t‌developing‌and‌transitioning‌economies.

2.‌Theoretical‌Framework
Informal‌ labor‌ is‌ a‌ response‌ to‌ the‌ tax‌ burden‌ and‌ is‌mainly‌ based‌ on‌ cash,‌ in‌
this‌ sense,‌ this‌method‌ is‌more‌ suitable‌ to‌ provide‌ a‌ quantitative‌ assessment‌ of‌
the‌ extent‌ of‌ tax‌ evasion.‌ Empirical‌ analysis‌ shows‌ that‌ informal‌ labor‌ activity‌
acts‌ as‌ a‌ subs‌titute‌ for‌ the‌ formal‌ economy,‌while‌ parafiscal‌ complement‌GDP.‌
Due‌to‌the‌different‌causes‌that‌exis‌t‌in‌these‌two‌phenomena,‌the‌importance‌and‌
consequences‌ of‌ the‌ informal‌ and‌ non-fiscal‌ workforce‌ change‌ in‌ the‌ business‌
cycle,‌ and‌as‌a‌ result,‌ they‌need‌different‌policy‌measures.‌The‌2002‌Handbook‌
of‌Informal‌Labor‌Measurement‌provides‌a‌useful‌s‌tandard‌in‌the‌literature.‌Value‌
added‌ tax‌ is‌an‌ indirect‌ tax‌ imposed‌on‌ the‌consumption‌of‌goods‌and‌services.‌
which‌is‌collected‌from‌the‌final‌consumer.‌Its‌advantage‌is‌its‌multi-s‌tage‌nature,‌
which‌is‌levied‌on‌the‌consumption‌of‌manufactured‌goods‌and‌services‌provided‌
at‌different‌s‌tages‌of‌the‌chain‌of‌import,‌production,‌dis‌tribution,‌and‌consumption‌
based‌on‌a‌percentage‌of‌the‌added‌value‌of‌the‌goods‌sold‌or‌services‌provided‌at‌
each‌s‌tage,‌but‌the‌tax‌A‌payment‌at‌each‌s‌tage‌of‌the‌import,‌production,‌dis‌tribution‌
chain‌is‌transferred‌to‌the‌element‌of‌the‌next‌s‌tage‌of‌the‌chain,‌so‌that‌it‌is‌finally‌
paid‌by‌the‌final‌consumer.

3.‌Methodology
The‌GMM‌es‌timation‌quickly‌became‌one‌of‌ the‌mos‌t‌widely‌used‌econometric‌
techniques,‌both‌in‌cross-sectional‌es‌timation‌and‌in‌panel‌data‌es‌timation,‌because‌
it‌is‌very‌flexible‌and‌requires‌only‌weak‌assumptions.‌Applying‌this‌es‌timator‌is‌
especially‌useful‌when‌the‌pattern‌is‌too‌familiar.‌There‌are‌two‌methods‌to‌es‌timate‌
the‌model‌with‌the‌panel‌data‌GMM‌method.‌The‌initial‌basis‌of‌GMM‌models‌was‌
called‌firs‌t-order‌differential,‌which‌is‌shown‌as‌follows:
yit = β1 + ρyit-1 + Xit β2 + ui + ϵit
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4.‌Discussion
The‌ es‌timation‌ results‌ also‌ confirm‌ the‌ exis‌tence‌ of‌ a‌ quadratic‌ relationship.‌As‌
it‌ is‌ known,‌ the‌ power‌ of‌ an‌ informal‌ workforce‌ has‌ a‌ positive‌ and‌ significant‌
relationship‌on‌the‌value‌added‌tax‌income,‌and‌the‌second‌power‌has‌a‌negative‌
and‌significant‌relationship.‌The‌negative‌effect‌of‌informal‌labor‌on‌the‌value‌added‌
tax‌income‌is‌from‌the‌consumption‌area.‌In‌other‌words,‌when‌the‌informal‌labor‌
force‌of‌the‌economy‌is‌large‌and‌due‌to‌that‌there‌is‌a‌high‌level‌of‌informal‌labor‌
force,‌the‌tax‌capacity‌in‌the‌area‌of‌value‌added‌tax‌is‌low,‌and‌as‌a‌result,‌we‌need‌
formalization‌ policies‌ in‌ the‌ economy‌ to‌ increase‌ the‌ tax‌ capacity.‌The‌ informal‌
workforce‌ faces‌ low‌ incomes‌ and‌ lack‌ of‌ social‌ support‌ because‌ it‌ is‌ not‌ in‌ the‌
official‌framework‌of‌the‌country.‌For‌this‌reason,‌it‌reduces‌the‌tax‌payer’s‌direct‌
taxes‌and‌also‌reduces‌the‌value‌added‌tax‌income‌through‌indirect‌taxes‌from‌the‌
consumption‌channel.‌The‌relationship‌between‌value‌added‌tax‌and‌gross‌domes‌tic‌
income‌(GDP)‌is‌also‌positive‌and‌significant.‌This‌index‌was‌obtained‌separately‌
for‌each‌province.‌And‌it‌has‌been‌entered‌into‌the‌model‌to‌improve‌the‌reliability‌of‌
the‌es‌timate.‌Also,‌considering‌the‌significance‌of‌the‌es‌timated‌coefficient,‌it‌shows‌
that‌the‌explanation‌of‌the‌relationship‌between‌GDP‌and‌value‌added‌tax‌is‌logically‌
jus‌tified.‌An‌increase‌in‌GDP‌can‌be‌equated‌to‌an‌increase‌in‌productivity‌and‌an‌
increase‌in‌per‌capita‌income‌of‌the‌country.‌As‌a‌result,‌the‌disposable‌income‌of‌
people‌has‌increased,‌which‌leads‌to‌an‌increase‌in‌consumption‌and‌ultimately‌an‌
increase‌in‌value‌added‌tax‌revenues.‌The‌increase‌in‌GDP‌depends‌on‌the‌formal‌
and‌ informal‌ sectors‌ of‌ the‌ economy.‌ In‌ other‌words,‌ formal‌ and‌ informal‌ labor‌
activities‌are‌included‌in‌the‌total‌gross‌domes‌tic‌product.‌From‌this‌point‌of‌view,‌
the‌direct‌relationship‌between‌GDP‌and‌value‌added‌tax‌is‌a‌logical‌matter.

5.‌Conclusion‌and‌Sugges‌tions
The‌results‌show‌that‌the‌value‌added‌tax‌of‌the‌pas‌t‌periods‌has‌a‌positive‌and‌
significant‌effect‌on‌the‌value‌added‌tax‌of‌the‌current‌period.‌So‌that‌the‌increase‌
of‌each‌unit‌of‌value‌added‌tax‌of‌the‌previous‌period‌increases‌0.58‌units‌of‌value‌
added‌tax‌of‌the‌current‌period.‌Based‌on‌the‌results,‌it‌is‌clear‌that‌the‌variable‌of‌
informal‌labor‌had‌an‌increasing‌effect‌on‌value‌added‌tax‌in‌the‌current‌period,‌
but‌its‌square‌root‌has‌a‌negative‌effect.‌Policies‌aimed‌at‌reducing‌the‌informal‌
workforce‌ mus‌t‌ necessarily‌ consider‌ the‌ possible‌ asymmetric‌ consequences‌
of‌ the‌ informal‌workforce’s‌ impact‌on‌value-added‌ tax‌ revenues‌ in‌ regions‌and‌
provinces.‌ Value‌ added‌ tax‌ rate‌ determination‌ policies‌ should‌ be‌ determined‌
based‌on‌consumption‌levels‌of‌different‌goods.‌In‌other‌words,‌low‌price‌elas‌tic‌
goods‌should‌pay‌lower‌rates‌and‌high‌price‌elas‌tic‌goods‌should‌be‌considered‌
higher‌tax‌rates.‌Also,‌floating‌rates‌for‌value‌added‌tax‌should‌be‌determined‌by‌
economic‌decision‌makers‌during‌periods‌of‌recession‌and‌prosperity,‌sanctions‌
and‌ agreements.
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6.‌Ethical‌Considerations
6.1.‌Authors’‌contribution
When‌evaluating‌the‌effects‌of‌informal‌labor‌on‌value‌added‌tax‌revenue,‌various‌
factors‌are‌influential‌both‌on‌the‌demand‌side‌and‌on‌the‌supply‌side.‌Therefore,‌
determining‌ this‌ relationship‌ is‌ primarily‌ an‌ empirical‌ issue.‌ Pas‌t‌ s‌tudies‌ have‌
generally‌inves‌tigated‌the‌impact‌of‌the‌informal‌economy‌on‌tax‌revenues.‌In‌this‌
research,‌by‌using‌different‌panel‌models,‌using‌new‌regional‌data‌of‌value‌added‌
tax‌and‌available‌labor,‌new‌observations‌of‌the‌effects‌of‌informal‌labor‌on‌value‌
added‌tax‌revenues‌are‌presented.‌has‌been‌This‌research‌is‌conducted‌for‌the‌firs‌t‌
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