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Abstract

In Iran’s economy, taxes are the most important and highest source of government income from
public sources in the public budget, so that about two-thirds of the government’s general income
from the public budget are taxes. The structure of taxes consists of five types of taxes, which are
collected in the form of direct taxes and indirect taxes, and its amount is predicted and approved in
the annual budget laws. In this article, based on the time series in the last 50 years from 1971-2020,
the effect of each type of tax on consumption expenditure has been investigated using the dynamic
model Auto-Regressive Distributed Lag (ARDL) in Iran. The results of the research indicate that
in the short term, each unit change in the tax on consumption of goods and services and imports
reduces the consumption expenditure by -1.38 and -2.9 units with an immediate negative effect.
Also, in the short term, each unit of personal income tax will reduce consumption expenses by
more than -7 units. However, income tax of legal persons and wealth tax have a positive effect
on consumption in both time periods. In addition, gross domestic product and gross fixed capital
formation also have a positive effect on consumption and consumer spending in the short and long
term, Also, consumption has a positive effect during its first lag, but it has a negative effect in the
second and third lag. In addition, it shows the ecm pattern or error correction coefficient. If in each
period moving towards balance is followed by the error of 100, the imbalance error is adjusted to
-/26 in the next period and tends to its equilibrium value in a spiral manner by correcting the error.
Also, consumption has a positive effect from the first break.
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1. Introduction

Tax is one of the most important sources of government income in the annual
public budget, which is collected from the society for public services provided by
the government to cover public expenses such as education, health, public security,
national defense, etc. In fact, tax is a part of income, wealth, sales or part of any type
of tax base that is collected by the government from natural and legal persons. Taxes
have income, distribution, stabilization and allocation goals. Public decision-making
rules describe a set of requirements, taxes and transfers to guide the market system
towards the optimum and inevitably affect other variables such as consumption
expenditures. The tax structure consists of types of direct taxes, including income
tax of natural persons, legal and wealth tax, and indirect tax on the sale of goods and
services and imports. Consumption is one of the most important components of the
gross domestic product in any country, any change in the components of the gross
domestic product affects the income of households through induced consumption
expenditures. In 1936, Keynes considered the consumption function as the basic
element of income-expenditure to determine national income. Keynes introduced
the short-term consumption function. Simon Kuznets showed in 1946 that long-run
consumption is a straight line through the origin. In later theories of consumption
(Dusenberry, Friedman and Ando Modigliani), consumer behavior is the result of his
rational effort to maximize his utility. Consumption tax has an effect on household

consumption expenses and thus reduces demand.

2. Research objectives and Methodology

The purpose of this research is to estimate and examine the effect of each component of
tax on consumption expenditure during the period of 2010-2019 and seeks to answer
and evaluate the hypothesis that the effect of each component of tax on consumption
expenditure is positive and Meaningful? And has improved consumption? In order
to estimate and analyze the short-term and long-term effects simultaneously, the
specification of the model in a linear form and using the dynamic model of Auto -
regression Distributed Lag Model (ARDL) is used in econometrics.

The variables used in the model include 8 variables: consumption expenditures
(dependent variable), five tax variables, gross domestic product (GDP) and gross
fixed capital formation (i). The variables have been checked for stationary using the
augmented Dickey-Fuller test and they are all “I(1)”.

3. Conclusion
In the estimation of the model, the number of Lag using the criteria of choosing the
Lag, the AIC with maximum of three Lag has been selected. The results show that
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all the variables have a meaningful effect on the dependent variable (consumption
function) in the short term. Consumption expenditure has a positive and meaningful
effect from its first Lag and shows that consumption is a function of the consumption
of the previous period, as well as GDP and 1 have a positive effect and They have
meaningful on the consumption function, each unit of change in GDP16/. and each
unit of change in 1 in the first Lag 33/. and in the third Lag 65/. The unit improves
the consumption function. The increase of tax on consumer goods and services (tc))
and import tax (tm) have an immediate negative effect on consumption 1.38 and 2.9,
respectively.the income tax on natural persons in the third Lag has a negative effect
of 7.7 units on consumption has it. Also for each unit of income tax on legal persons,
the consumption expenditure increases with an immediate positive effect of 1.8 units
and in the second Lag 2.2 units. There will be a significant increase in the for of each
unit of wealth tax on consumption expenditure.

In the long term, with the exception of tax on the consumption of goods and
services (not meaningful), the rest of the explanatory variables have a meaningful
effect on consumption and consumption expenditures, so that each unit of change in
GDP improves consumption expenditures and consumption by 12.6 percent. Also,
each unit of gross fixed capital formation has an effect on improving consumption.
Income tax and import have a negative and meaningful impact on consumption and
cause a decrease in consumer spending. Income tax of legal persons has a positive
effect of 2.7 units on consumption expenditure, and the effect of wealth tax is also
positive. Based on the results obtained from -ECM model - errors correction model-
in a zigzag manner and a long-term balance is achieved. Therefore, the correctness of
the hypothesis in these two tax components is confirmed and accepted.

4. Policy suggestions

-Taxes on goods and services, which have an immediate negative effect on consumer
spending in the short term, and import taxes and income of natural persons which have
a negative effect on the dependent variable in both time periods, should be reduced.
The basis of the research that determines its threshold will be formed.

-The income tax of legal entities and the wealth tax should be increased to the
point of balance with the level of consumption and the absence of negative reactions
from economic actors.

-The formation of gross fixed capital and its increase means an increase in
investment and the prosperity of economic activities and business of the non-
governmental sector. Therefore, governmental should provide the necessary platform
for the development of the activity of this sector.
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1. Auto-Regressive Distributed Lag
2. Augmented Dickey-Fuller Test
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level -1% 1(0) t-statistic (ADF) P-value e
= bleb -0.976493 0.7544 C
- (HA 0.069952 0.9600 GDP
- bleb -1.874066 0.3414 I
- (A -0.477543 0.8866 TI
= (A -2.058359 0.2620 TPL
- bleb -1.477256 0.8238 ™
- (A -0.865496 0.7908 TC
- (HA -2.242847 0.1944 ™
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| e

level -1% 1) | | tstatisHeADF) | Jli! e
3.574446 i K | Ngh-5.197308 R, 0.0001 c
13577723 GG |5 _-5.0573350 % .~ 0.0001 GDP
3.574446 t.  JfllchobsBete=ll  0.0000 I
13577723 Uil B S8 6 P 0.0000 TI
-3.574446 bl LA 0] 0.0000 TPL
-3.574446 bl | 3688427 0.0074 T™W
-3.574446 m .6.153752 0.0000 TC
-3.584743 ™ -4.996826 0.0002 ™
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Method: ARDL

Model selection method: Akaike info criterion (AIC)
Selected model: ARDL (3,0,3,3,3,3,2,3)

Variable Coefficient Std. Error t-Statistic Prob.
CO1(-1) 0.679611 [ 'Sumgal 0. I 3.899653 0.0011
CO01(-2) -0.556982 | 0.216804 -2.569055 0.0193
CO01(-3) -0.388255 . |1 0160816 | | -2.414273 0.0266
GDP 0.160074 | 0045938 |  3.484585 0.0026
I 0.078123 | 0.124817 ' 0.625902 0.5392
I(-1) 0.334084 | 0143001 | 2336233 0.0312
1(-2) 0222186 . | .0.152360  |.  1.458298 0.1620
1(-3) 0.646154 | 0.154897 | 4.171498 0.0006
TC -1.380768 | . 0.632024 -2.181569 0.0426
TC(-1) 1450323 | 0.800761 1.811180 0.0868
TC(-2) - 0.003544 0.885011 0.004005 0.9968
TC(-3) 1.112656 0.780842 1.424944 0.1713
TI 0.895822 4 3.689640 -0.242794 0.8109
TI(-1) 7.764367 4266561 1.819819 0.0855
TI(-2) 2.504016° | 4222591 0.593005 0.5606
TI(-3) 7750849 | 3.529580 | - -2.195969 0.0414
™ -2.942552 0.888109 -3.313278 0.0039
TM(-1) -0.895064 1.023503 ©-0.874510 0.3934
TM(-2) -1.663066 1.185373 -1.402990 0.1776
TM(-3) -3.828398 0.979001 -3.910516 0.0010
TPL 1.781405 0.668655 2.664163 0.0158
TPL(-1) -0.541072 0.708837 -0.763324 0.4552
TPL(-2) 2.166592 0.616866 3.512255 0.0025
™™ 24.28137 6.264423 3876074 0.0011
TW(-1) -42.64050 15.78663 -2.701052 0.0146
TW(-2) 34.68522 15.10589 2.296139 0.0339
TW(-3) 45.45622 13.35159 3.404555 0.0032
D2 386602.1 61494.64 6.286761 0.0000
stat Durbin-Watson 2.061580 R-squared 0.998528

(gl slaasl ixe)
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Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
GDP 0.126478 0.036584 3.457186 0.0028

I 1.011790 0.161173 6.277673 0.0000

TC 0.936894 0.605214 1.548038 0.1390
TI -10.98826 3.118839 -3.523190 0.0024
™ 7371125 1.412546 5218327 0.0001
TPL 2691891 | 0913349 2.947276 0.0086
sl T 3.159504 0.0054

™ 48.81565
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1. Errors Correction Model
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ECM Regression
Case 2: Restricted Constant and No Trend
CointEq(-1)* -1.265625 0.111750 -11.32551 0.0000
GDP** 0.160074 0.045938 3.484585 0.0026
1-1) 1.280547 0.269053 4759461 0.0002
TC(-1) 1.185756 0.821048 1.444198 0.1659
TI(-1) -13.90702 4.417141 -3.148422 -13.90702
T™(-1) -9.329081 2329772 -4.004290 0.0008
TPL(-1) 3.406925 1356779 2511039 0.0218
TW(-1) 61.78231 20.46325 3.019184 0.0074
C 4699.924 139118.7 0.033784 0.9734
D(CO1(-1)) 0.945236 0.204891 4.613366 0.0002
D(CO1(-2)) 0.388255 0.160816 2.414273 0.0266
D() 0.078123 0.124817 0.625902 0.5392
D((-1)) -0.868340 0.244537 3.550956 0.0023
D(I(-2)) 0.646154 0154897 0.0006 0.0006
D(TC) 1380768 | 0.632924 2.181569 D0.0426
D(TC(-1)) 1.116201. | = 0.753843 | | 1.480680 0.1560
D(TC(-2)) 1.11_2’6'5L§)'-"“__f' L 6.78684_%’_ ) § 1424944 0.1713
D(TI) 0895822 | 2603512 . _ -0.344082 0.7336
D(TI(-1) 5246833 |  2.060821 I 2545992 0.0172
D(TI(-2)) 7750849 | © 2.314380 | . 3.348995 0.0025
D(TM) 2042552 | 0.621309 -4.736050 0.0001
D(TM(-1)) 5491465 | 0765011 7.178284 0.0000
D(TM(-2)) 3.828398 0.639058 5.990687 0.0000
D(TPL) 1781405 0357209 4.987007 0.0000
D(TPL(-1)) 2166592 © | 0357620 @ '|°  6.058366 0.0000
D(TW) 2428137 4.096725 5.927020 0.0000
D(TW(-1)) 80.14144 9.220533 8.691628 0.0000
D(TW(-2)) 45.45622 8344416~ | 5.447502 0.0000
D2 386602.1 33151.53 1166167 0.0000
Durbin-Watson stat 2.061580 R-squared 0.907040
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LM F-statistic 0.492687 0.6927
LM Obs*R-squared 4.215842 0.2391
HT F-tatistic 0.591552 0.8967
HT Obs*R-square 22.52328 0.7565

Jarque-Bera 2.095707 0.35069
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