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Abstract

The sustainability of tax revenues is fundamentally linked to the implementation of tax justice
principles, ensuring a justifiable balance between the taxes paid and the societal benefits
derived from public services funded by these revenues. This study investigates the contribution
of tax justice to the tax gap in lIran, utilizing statistical evidence from 113 companies listed on
the Iranian Stock Market between 2011 and 2023. Decomposition models are employed to
estimate the proportion of the tax gap attributable to tax justice. The estimation results indicate
that profitability and the proportion of intangible assets negatively affect the effective tax rate.
Conversely, liquidity, financial leverage, and the current debt ratio positively influence the
effective tax rate. Furthermore, the decomposition models reveal that tax justice accounts for
approximately 54% of the overall tax gap. Specifically, during the period 2019-2023, the
contribution of tax justice to the tax gap was found to be 41% in low tax quantiles and 68% in
high tax quantiles. Consequently, establishing and enhancing a comprehensive financial
information system for companies, alongside a critical review of tax amnesty policies, are
identified as crucial strategies for improving the role of tax equity in mitigating the tax gap.

Keywords: Tax Justice, Tax Avoidance, Tax Gap, Decomposition Models.

JEL Classification: H26, H21, C21.

* Corresponding Author: Ali Falahati E-mail: ali.falahatii96@gmail.com Tel: +989183324253
** Note: This article is derived from the doctoral dissertation of Roya Rahimi in Economics at Razi University.

Cite This Article (APA): Rahimi, R., Falahati, A., Khanzadi, A. & Karimi, M. S. (2026). Tax avoidance and estimating
the share of tax justice in the tax gap of Iranian Stock Market Company. Journal of Economic Policies and Research, 5(1),
41-66. https://doi.org/10.22034/jepr.2025.143685.1264

Homepage of this Article: https:/jepr.uok.ac.ir/article_64035.html?lang=en

© The Author(s), 2026. Economic Policies and Research, Published online by University of Kurdistan.
BY NC

This is an Open Access article distributed under the terms of the Creative Commons Attribution 4.0
8 International License, which permits unrestricted use, distribution, and reproduction in any medium,
OPEN {3} ACCESS . .. .
provided the original author and source are credited.


https://jepr.uok.ac.ir/?lang=en
https://doi.org/10.22034/jepr.2025.143685.1264
https://uok.ac.ir/en/
https://doi.org/10.22034/jepr.2025.143685.1264
https://jepr.uok.ac.ir/article_64035.html?lang=en
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
mailto:royarahimi36@gmail.com
https://orcid.org/0009-0009-9980-3068
mailto:ali.falahatii96@gmail.com
https://orcid.org/0000-0002-6569-0044
mailto:azadkhanzadi@gmail.com
https://orcid.org/0000-0002-2060-275X
mailto:s.karimi@razi.ac.ir
https://orcid.org/0000-0002-5967-6756

Rahimi et al. | Tax avoidance and estimating the share of tax justice in the tax gap of... 42

Introduction

The Iranian economy is one of the economies that, according to OPEC statistics in 2022, is the
third economy with proven crude oil reserves equivalent to 208 billion barrels. However, despite the
abundance of oil reserves, due to sanctions and oil price shocks in recent years, the share of oil
revenue in government revenue has decreased sharply and the share of taxes has grown
exponentially. According to Central Bank statistics, oil exports decreased from $119 billion in 2011
to $21 billion in 2020 and increased to $55 billion in 2022. Therefore, assuming that the average
share of Iranian oil production in global production remains constant after the revolution until 2011,
approximately $74.7 billion in Iranian oil revenue was lost over 2011-2021. Therefore, this level of
decline in oil revenues suggests the need for the government to pay attention to sustainable revenue
such as taxes. One of the components that provide the willingness of taxpayers to pay taxes is the
existence of justice in taxes, in such a way that economic agents with higher profits pay higher taxes,
and there is a kind of proportion between taxes and profits. In general, the difference in taxes paid
between economic agents can be identified in two components that can be explained and
unexplained (discrimination). The explainable component is due to profitability and policies leading
to tax avoidance, in such a way that the higher the level of profitability and the less structural changes
in the balance sheet and profit and loss statement to benefit from tax avoidance, the tax paid is also
proportionally higher. However, discrimination in the difference in taxes is related to the equality of
profitability and tax avoidance policies, in such a way that despite the equality of profits and other
factors, there is a kind of difference in taxes, and this reduces taxpayers' trust in the government and
significantly reduces their willingness to pay. In this regard, this study aims to answer the question:
Is the difference in tax paid by listed companies due to differences in profits and benefiting from tax
avoidance policies, or is it due to discrimination and factors determining tax injustice?

Methodology

The Oaxaca-Blinder decomposition models (gap in average tax) and the Machado-Meta
decomposition model (gap in total tax distribution) are among the models that are able to separate
the existing tax gap into two components: the gap due to tax avoidance and ability to pay
(components of tax justice) and the gap due to inefficient factors such as discrimination and tax
evasion. Equation (1) is the Oaxaca-Blinder (1973) two-part decomposition model. This model
divides the tax difference between the two groups into two parts. The first part is the tax difference
due to the components of tax avoidance and ability to pay, which include profitability, financial
leverage, company size, liquidity and current debt ratio, and the second part is the gap due to tax
evasion and tax discrimination, which is identified as the unexplained component

R= (xu - xl)’Bu + xl’(ﬁu - .él) (1)

Results and Discussion

Figure (1) shows the results of the model estimation using the Oaxaca-Blinder decomposition
method, which shows that from 2019 to 2021, the tax gap has increased significantly, and the share
of unmeasurable factors such as tax evasion and the use of tax incentives has decreased from 55
percent in 2020 to 36 percent in 2023, which indicates that tax efficiency has increased, but the share
of tax differences due to tax avoidance policies has increased from 44 percent in 2019 to 64 percent
in 2023. The fact is that tax revenues have increased by 59, 54, and 71 percent in the three years
2021 to 2023, respectively, which is due to the increase in tax bases and tax rates in recent years,
and the rate of technological progress and the expansion of tax systems has grown rapidly in recent
years to be able to identify taxpayers correctly, which is of course a relative success. In this context,
it has been obtained. Therefore, given that during the period 2011 to 2023, the share of policies
leading to tax avoidance exceeded 50 percent and was equivalent to 54 percent, the importance of
the type of management in determining the financial structure of firms is important and valuable.
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Figure 1: Oaxaca-Blinder decomposition result

The results of Machado-Mata analysis in Figure (2) show that in the second period (2019-2023)
of the study, the total tax gap has increased compared to the first period, but the gap due to tax
avoidance has decreased for all quantiles, in other words, there is a kind of alignment of balance
sheet policies and profit and loss among listed companies, so that most listed companies are able to
benefit from these policies, but the component due to other factors, which is called the unexplained
component such as tax evasion policies and the use of the legal capacity of tax incentives, has
increased significantly. So that the share of tax justice-based components in the first period in the
five lowest tax quantiles was 51 percent and in the second period it decreased to 41 percent, but the
share of this component in the four highest tax quantiles was 75 percent in the first period and
decreased to 68 percent in the second period. Given the breadth of economic activities and the
diversity of tax incentives, such a result was expected. Also, examining the contribution of the two
aforementioned components to the tax gap shows that the contribution of the component due to tax
avoidance has decreased significantly and the contribution of the component due to unexplained
factors has increased significantly in all quantiles. Therefore, despite the increase in the level of
taxes, the contribution of rent and corruption in tax collection has increased relatively.
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Figure 2: Machado-Mata decomposition result

Conclusion

Given that approximately 54% of the tax gap during the period 2011-2023 can be explained by
tax justice components, and the Machado-Mata approach shows that in low tax quantiles the share
of tax evasion and tax discrimination in the tax gap is higher, and in high tax quantiles the share of
the tax justice component is higher. Therefore, focusing on the development and expansion of
comprehensive systems and databases of listed companies with lower taxes paid can increase tax
revenue and increase the share of tax justice in the tax gap.
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