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Abstract

According to Piketty’s point of view, the rate of income from wealth is always higher than
the rate of economic growth, and the share of national income that belongs to capital is
always more than the share of labor force. Therefore, inequality increases systematically
and increasingly. The solution to this problem is to impose a maximum tax on wealth.
Therefore, the tax on the components of wealth was imposed with the aim of reducing
inequality. In Iran, this type of tax is collected from different components of wealth.
Therefore, this research was conducted with the aim of investigating the impact of wealth
tax on income distribution in Iran. For this purpose, a model was estimated in which the
Gini coefficient was the dependent variable and the wealth tax and income tax were the
independent variables along with the unemployment rate. Estimates were made using
the time series data of 1991-2018 with the help of the Johansen-Juselius cointegration
method. The results showed that there is a negative relationship between wealth tax and
Gini coefficient. So that a one percent increase in wealth tax reduces inequality by 0.729
percent. The results showed that the speed of impact of wealth tax policies on income
distribution is very slow, so that applying a change in wealth tax every year shows only
12% of the total impact on inequality.
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1. Introduction
Income redistribution policies are an accepted principle in all countries of the world

with any intellectual and political orientation. In order to provide resources related
to the provision of national infrastructure and also to prevent severe class gap
between income deciles and to ensure and secure the interests of all members of the
society, the governments act towards the imposition and collection of various taxes.
In this regard, wealth tax is of particular importance. Piketty (2015) discusses
wealth inequality and the role of wealth tax in the book Capital in the 21st Century.
Piketty's main theory is that if the rate of capital gains is higher than the overall
economic growth rate, this causes wealth accumulation and causes instability in the
long run. For this reason, it proposes a tax system that increases exponentially based
on the amount of wealth. Piketty claims that since the rate of income from wealth
is always higher than the rate of economic growth, the share of national income
allocated to capital is greater than the share allocated to labor. Therefore, inequality
is increasing systematically. The best solution for this problem is to attack the
source of the problem, i.e. wealth, and this attack should be done through maximum
taxes on wealth. This type of tax exists in Iran's economy and it is collected from
different parts of wealth. But to what extent has this type of tax been effective in
reducing inequality in Iran's economy? It is the central question that the current
research was conducted to answer. In the studies carried out in Iran's economy, the
discussion of the distributional effects of taxes has been generally considered, but
in particular, no research has been conducted on the discussion of wealth tax and
its distributional effects based on Piketty's point of view, and there is a research gap
in this regard. In particular, the relationship between wealth tax and inequality in
Iran's economy is an important issue for the evaluation of tax policies, which is the
subject of the present research.

2. Materials and Methods

The purpose of this research is to investigate the effect of wealth tax on income
distribution, therefore, following the model of Chu et al. (2000), Gini coefficient as
an index of income distribution, dependent variable and wealth tax and income tax
as independent variables in the model. became Also, following Berg and Ratsu
(2001), Seifipour and Rezaei (2010) and Khodaparast and Saradari (2016), the
unemployment rate was included as one of the variables affecting income
distribution in the model. An increase in the unemployment rate is expected to lead
to a worsening of income distribution. Because in the initial stages of
unemployment, people with lower income and simple labor are unemployed. On
the other hand, the subsidy targeting plan was implemented in Iran in 2009 with the
aim of helping the income distribution. The results of this policy may affect the
income distribution. Therefore, the targeting of subsidies was entered into the
model as a dummy variable with zero and one values. This variable has a value of



H M Applied Economics Studies, Iran (AESI)

zero for the years before 1389 and a value of 1 after 2010. In this way, the research
model was defined as relation 1.

Gy = Bo + B1TW + B, TY; + B3Uy + B4De + &¢ (D

In relation 1, Gy is the Gini coefficient, TW; is the wealth tax, TY is the income tax,
Ut is the unemployment rate, and D _t is the dummy variableof targeting subsidies.
In order to better interpret the results, their logarithms were used instead of the
variables themselves. The unemployment rate variable, as it was calculated as a
percentage, was used in the estimation in the same way. In this research, the
Johansen-Juselius cointegration method and the vector error correction model
(VECM) were used to estimate the model. The data used in this research is related
to the time period of 1991-2018, which was collected from the time series database
of the Central Bank of the Islamic Republic of Iran and also from the tax calendars
in different years. The data related to wealth tax and income tax have been adjusted
according to the price index and used as real variables.

3. Discussion

The estimated cointegration vector is shown in equation 2. It can be seen that all
the variables have the expected sign and are consistent with the theoretical
foundations. The wealth tax variable coefficient is -0.726, which has a negative
relationship with the Gini coefficient. In other words, increasing the wealth tax will
reduce the Gini coefficient and thus reduce inequality. The results show that a one
percent increase in wealth tax on average reduces the Gini coefficient by 0.726
percent. Therefore, wealth tax acts as an equalizing factor in Iran's economy and
confirms Piketty's theory in Iran's economy. The results show that the coefficient
of the income tax variable is -1.319 and indicates a negative relationship between
this variable and the Gini coefficient. So that a one percent increase in income tax
reduces the value of the Gini coefficient by 1.319 percent. Comparing the results
shows that wealth tax and income tax both reduce inequality in Iran's economy, but
the effectiveness of income tax is higher than wealth tax.

LnG, = —0.726 LnTW, + —1.319 LnTY, + 0.256 U, — 0.225 D, (2)

Next, the vector error correction model (VECM) was estimated. The results show
that the coefficient of the error correction sentence (ECT(-1)) with the t-statistic is
8.13 and it is significant at the 95% probability level. The value of this coefficient
is -0.122, which, due to its negativity, confirms the cointegration between the
variables of the model. The error correction coefficient shows that 12% of the
imbalance created in the model is removed in one year. In other words, if there is a
change in wealth tax or income tax, only 12% of the total impact of those changes
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will appear on the Gini coefficient every year. In other words, if the government
changes the rate of wealth tax or income tax, it will affect the Gini coefficient by
12% every year, so that the full effect of that policy on the Gini coefficient will last
for 8 years. Therefore, the rate of adjustment of short-term changes in wealth tax
rates to the long-term is very slow. Although increasing the wealth tax rate can
reduce inequality in Iran's economy, this inequality reduction will happen in a long-
term period of approximately 8 years.

4. Conclusion
In this research, the impact of wealth tax on inequality in Iran's economy was

investigated. The results of the estimation of the long-term relationship showed that
there is a negative relationship between the wealth tax and the Gini coefficient in
Iran's economy. In such a way that increasing the wealth tax will reduce inequality
in Iran's economy. This result confirms Piketty's (2015) theory in Iran's economy.
The results also indicate the existence of a negative relationship between income
tax and inequality in Iran's economy. So that the increase in income tax reduces the
value of the Gini coefficient in Iran's economy. This result supports the findings of
Khodaparast and Saradari (2016) and Dadgar and Ghaffari (2017). The results show
that income tax has a greater impact on inequality than wealth tax. Based on the
results, it is suggested that in order to reduce inequality in Iran's economy, attention
to wealth tax based on Piketty's theory (2015) should be included in the agenda of
policymakers so that by applying higher rates of wealth tax, which includes
inheritance tax, Real estate, tax on interest on bank deposits, tax on securities and
other wealth tax bases, to improve inequality in the economy. Also, by looking for
new wealth tax bases such as cryptocurrencies tax and luxury car tax, it is possible
to provide better distribution of income and wealth. The results of the estimation of
the error correction model showed that the speed of impact of wealth tax policies
on income distribution is very slow, so that applying a change in wealth tax shows
only 12% of the total impact on inequality every year on average. Therefore, wealth
tax policies to reduce inequality will be effective in the long run. Therefore, policy
makers are advised not to expect a noticeable reduction in inequality in the early
years of policy implementation and to have a long-term view of this issue if these
policies are implemented. In this way, tax policymakers are suggested to use
income tax programs for the short-term goals of income distribution and to adopt
the wealth tax policy for the long-term goals of income distribution.
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Tab. 1: Descriptive statistics of research variables
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Dig. 1: The trend of the Gini coefficient in Iran's economy (source: research computation).
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Dig. 2: The trend of the amount of tax on real wealth in Iran's economy (source: research
computation).
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Dig. 3: The trends in the ratio of wealth tax and income tax to GDP in Iran's economy (source:
research computation).
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Tab. 2: Checking the stationarity of model variables using ADF test
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Tab. 3: Determining the optimal number of Lags in the model
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Tab. 4: Quantities of the Atrac test statistic in order to determine the appropriate model and
the number of co-integration vectors
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Tab. 5: The estimated cointegration vector
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Tab. 6: Estimation of vector error correction model
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