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An inves tigation the impact of Factors affecting the 
optimal tax rate in Iran’s economy

Abs tract
The public sector and its role in the implementation of financial policies for Iran are of special 
importance for two reasons. On the one hand, the main source of government income is the foreign 
currency income from oil exports, which is s trongly affected by international shocks, and on the 
other hand, due to the prominent role of the government in Iran’s economy, the government’s 
financial behavior in the form of annual budgeting and policies Government finance, like tax 
collection, has a great impact on other productive sectors. Therefore, it is necessary to follow 
the implementation of financial policies with special care. In this regard, tax is one of the mos t 
s table government revenues and can be used as a tool to implement social jus tice and encourage 
inves tment. Tax collection in an optimal way can have an effect on economic indicators in 
addition to its positive effects. The purpose of this article is to determine the effective factors 
on the optimal tax rate in Iran’s economy during the period of 1981-2016 with the help of the 
optimal control method. The results of the research show that the consumption ratio of the private 
sector to the public sector and the depreciation rate have a negative effect, the ratio of public 
sector inves tment to the private sector, capital s tock, technical progress coefficient, the elas ticity 
of production compared to the inves tment of the public and private sectors have a positive effect 
on the optimal tax rate. are Among the mentioned factors, the ratio of private sector consumption 
to the public sector and the elas ticity of production compared to private sector inves tment have 
the greates t impact on the optimal tax rate. Depending on the value of the mentioned variables, 
the optimal tax rate in the economy is between 22.88 and 25.5 percent. The average tax rate 
in the period under review was about 14% at cons tant prices. One of the reasons for the low 
tax rate is the exis tence of tax exemptions, the exclusion of taxes on some activities, and the 
dependence of the government budget on oil. Therefore, for the optimization of taxation in the 
economy, it is necessary to expand the tax bases, prevent tax evasion in the economy, collect taxes 
in a targeted manner from activities, reduce the government budget deficit, especially the current 
budget, remove dependence on oil revenues, and downsize and reduce the adminis tration of the 
government. The attention of policy makers.
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1. Introduction
Different approaches have been proposed regarding how the government intervenes 
in the economy. The view of classical economis ts is based on the non-interference 
of the government in the market. On the other hand, Keynesian economis ts believe 
that the duty of the government is not only to guard the market economy, but the 
government can help economic growth and development through financial policies. 
Financial policies are particularly important for Iran for two reasons. On the one 
hand, the main source of the government’s income is the foreign exchange income 
from oil exports, which is s trongly affected by international shocks, and on the other 
hand, due to the s trong role of the government in Iran’s economy, the government’s 
financial policies, such as collecting taxes on other production sectors, have a 
great impact. Therefore, it is necessary to follow the implementation of financial 
policies with special care. In this regard, tax is one of the mos t s table revenues of 
the government and can be used as a tool to implement social jus tice and encourage 
inves tment. Taxation in an optimal way can have an effect on economic indicators 
in addition to its positive effects.

2. Theoretical Framework
Governments need income to perform their duties, and for this reason, they get 
help from political tools such as tax collection. By using taxes, the government can 
provide financial support in addition to political use. But these taxes should not be 
suboptimal. Because they cause irreparable effects on the economy. Therefore, it is 
necessary to calculate the optimal tax rate. In this field, s tudies have been carried 
out, which can be referred to Wangsa et al (2023), Niyazmetov et al, (2023), Hadian 
et al (2023), Tian et al (2023), Massoud Saadat Mehr (2022), Kalani Mahabadi and 
colleagues (2021), Nasirabadi et al. (2021), Aghaei and Madah (2019), Karimi et al. 
(2019), Ghaffari et al. (2015), Rajabi et al. (2013) and Dadger et al. (2012).

3. Methodology
In this research, firs t, the subject was s tudied through previous s tudies, and then 
the data needed to es timate the model was extracted. Data collection was done in 
three ways: 1- Some data were collected through websites and s tatis tical centers 
such as the website of the Iranian S tatis tics Center and the Central Bank of Iran. 
2- Some data were extracted through previous s tudies and calculations done by 
other researchers. 3- Some other information was obtained by the researchers’ own 
calculations. The purpose of this article is to determine the factors affecting the 
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optimal tax rate in Iran’s economy. For this purpose, the optimal control method 
and data of the period 1981-2019 have been used.

4. Discussion
The results of the research show that the consumption ratio of the private sector 
to the public sector and the depreciation rate have a negative effect, the ratio of 
public sector inves tment to the private sector, capital s tock, technical progress 
coefficient, the elas ticity of production to the inves tment of the public and private 
sectors have a positive effect on the optimal tax rate. are Among the mentioned 
factors, the ratio of private sector consumption to the public sector and the elas ticity 
of production to private sector inves tment have the greates t impact on the optimal 
tax rate. Depending on the value of the mentioned variables, the optimal tax rate in 
the economy is between 22.88 and 25.5 percent. The average tax rate in the period 
under review was about 14% at cons tant prices.

5. Conclusion and Sugges tions
As the results showed, during the pas t years, a large part of the government’s 
income was obtained through the sale of oil, and the share of tax income was less. 
Unfortunately, the price of oil experiences a lot of fluctuations and this variable 
is beyond the control of the government. Therefore, reducing dependence on oil 
and improving the tax sys tem is one of the mos t important solutions that can be 
considered as a way to provide income in the economic sanctions situation. Also, 
since the inflation rate has increased very much in the las t few years, increasing the 
real tax rate and bringing it closer to the optimal tax rate can act as a contractionary 
fiscal policy and reduce inflation. However, it should not be forgotten that an 
excessive increase in the tax rate will cause adverse effects such as a decrease in 
production, decline in inves tment and capital flight. Therefore, in order to optimize 
the economy, expansion of tax bases, targeted taxation of activities, reduction of 
the government budget deficit, especially the current budget, should be taken into 
consideration by policymakers.
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