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ABSTRACT

The tax system of every country plays a central role in ensuring sustainable government financing and guiding economic
activities, and its efficiency is regarded as an essential condition for economic stability. In Iran, macroeconomic conditions in
recent decades have been characterized by three prominent features: chronic inflation, recurrent recessions, and severe
fluctuations in financial and real markets. The simultaneity and interaction of these factors have significantly disrupted the
performance of the tax system and have increased the necessity of scientifically examining their consequences. Given the
persistence of inflationary pressures, the decline in productive capacity and business activity during recessionary periods, and
the growing uncertainty caused by market instability, understanding the effects of these variables on the structure and
functioning of the tax system is a prerequisite for designing effective and sustainable reforms. Therefore, conducting a
comprehensive study to explain the damaging mechanisms and to propose solutions based on the realities of Iran’s economy
appears necessary. Accordingly, the aim of this study is to analyze the role of inflation, recession, and market fluctuations in
intensifying the weaknesses of Iran’s tax system and to present an analytical framework for its reform. To achieve this aim, the
study was conducted using an analytical-descriptive method based on theoretical literature. The results indicate that inflation
disrupts tax efficiency and tax equity by reducing the real value of tax revenues, creating delays in the adjustment of tax bases,
and increasing pressure on businesses. Recession also reduces tax collection and increases tax evasion through declining
production, reduced profitability, and decreased business activity. Moreover, market fluctuations weaken taxpayers’ tax behavior
and the predictability of government revenues by destabilizing expectations and increasing uncertainty. Based on the findings,
overcoming the existing vulnerabilities requires the development of tax bases resilient to economic cycles, the strengthening of
data-driven infrastructure, the intelligentization of tax collection processes, and the redesign of tax rules in accordance with
inflationary and recessionary conditions. These reforms can provide the foundation for increasing the efficiency, equity, and
sustainability of Iran’s tax system.
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EXTENDED SUMMARY
The tax system is one of the central institutions of economic governance because it provides the state
with stable financial resources, regulates economic behavior, redistributes income and wealth, and
strengthens the formalization of economic activities. In modern economies, taxation is not merely a
fiscal instrument for financing public expenditure; rather, it is a multidimensional mechanism
through which the government shapes production, consumption, investment, market discipline, and
social justice. A well-functioning tax system depends on transparency, predictability, fairness,
administrative efficiency, and a reasonable correspondence between taxpayers’ real capacity and
their legal obligations. In the Iranian economy, however, the tax system operates within a
macroeconomic environment characterized by chronic inflation, recurrent recessionary conditions,
volatile asset markets, exchange-rate instability, and persistent uncertainty. These conditions
weaken the conventional assumptions on which tax rules are usually designed and implemented.
When prices, incomes, costs, profits, and asset values fluctuate sharply, the tax administration faces
serious difficulty in identifying actual tax bases, estimating taxable capacity, collecting revenues on
time, and maintaining taxpayer trust. In this sense, the vulnerabilities of Iran’s tax system cannot be
understood only as technical or administrative problems; they must be analyzed as outcomes of
interaction between fiscal institutions and macroeconomic instability. Previous analyses of Iran’s tax
system have emphasized the importance of reform, transparency, electronic tax administration, tax
justice, and stable public revenues, while also pointing to structural weaknesses in tax collection,
taxpayer compliance, and the legal-administrative framework of taxation (Kalantari-Bangar et al.,
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2013; Mohammadi et al., 2023; Rabiei et al., 2024; Rahimi et al., 2021). Accordingly, the present study
aims to analyze how inflation, recession, and market fluctuations systematically activate and
intensify hidden vulnerabilities in the executive and legal structure of Iran’s tax system.

This study was conducted through an analytical-descriptive approach based on theoretical literature
and conceptual analysis. The main focus was not on estimating a single statistical relationship, but
on explaining the causal mechanisms through which macroeconomic instability damages the
performance, fairness, and sustainability of the tax system. The study examined the role of inflation
in reducing the real value of tax revenues, distorting nominal and real income, weakening tax equity,
and increasing the incentive for tax evasion. It also analyzed the effects of recession on business
profitability, liquidity, tax collection, arrears, and the expansion of the informal economy. In
addition, market volatility was examined as an intervening and intensifying factor that increases
uncertainty, redirects capital toward speculative activities, weakens the predictability of public
revenues, and complicates the valuation of assets and income. The study also considered the
institutional context of the Iranian tax system, including the role of exemptions, administrative costs,
taxpayer culture, electronic taxation, and public trust. The analytical framework of the research was
therefore based on the assumption that tax-system vulnerabilities do not emerge in isolation; rather,
they are reproduced through the combined pressure of unstable prices, declining production
capacity, weak taxpayer confidence, and inadequate information infrastructure. In this regard, the
study drew upon works emphasizing the relationship between tax revenues and economic growth,
the role of taxation in inflationary and recessionary conditions, the necessity of tax reform, and the
need for data-driven and electronic tax collection (Amirkabiri et al., 2017; Ezzati Shourgoli et al., 2025;
Rahiminejad, 2025; Sameti et al., 2009; Tahmasbi, 2023; Yazdani & Malekinia, 2023).

The findings show that inflation is one of the most damaging macroeconomic variables for the tax
system because it erodes the real value of tax revenues, distorts the measurement of income and
profit, and creates hidden forms of tax injustice. In an inflationary environment, the time gap
between the occurrence of taxable activity and the actual collection of tax reduces the real purchasing
power of collected revenues. Therefore, even when the nominal amount of tax revenue increases, the
state may still experience a decline in real fiscal capacity. Inflation also raises the nominal value of
income, sales, profits, and assets without necessarily increasing real purchasing power or real
profitability. As a result, taxpayers may be taxed on apparent or nominal gains that do not
correspond to genuine economic improvement. This problem becomes especially serious when tax
thresholds, exemptions, brackets, and deductible limits are not regularly indexed to inflation. Under
such conditions, wage earners, small businesses, and transparent productive firms may move into
higher tax brackets merely because of nominal income growth, while their actual welfare or
profitability has not improved. This process weakens vertical and horizontal tax equity and generates
a perception of unfairness among taxpayers. Inflation also increases uncertainty in accounting,
valuation, and tax assessment, making it difficult to distinguish between real profit and inflation-
induced nominal gain. Consequently, taxpayers may perceive taxation as excessive or detached from
economic reality, which increases incentives for concealment, underreporting, cash-based
transactions, and movement toward informal activity. These dynamics confirm that inflation not
only reduces the fiscal capacity of the state but also undermines taxpayer compliance, tax justice,
and the legitimacy of the tax system (Abili & Arfaei Zarandi, 2023; Amirkabiri et al., 2017; Ghaderi,
2020; Jaroubi, 2024; Shayegh et al., 2018).

The findings also indicate that recession weakens the tax system through a different but equally
destructive mechanism: it contracts the tax base. During recessionary periods, production declines,
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aggregate demand weakens, business sales fall, inventories rise, profitability decreases, and firms
experience liquidity shortages. Because taxation is fundamentally based on economic activity, any
contraction in production, consumption, trade, employment, or investment directly reduces the
state’s tax capacity. Corporate income tax declines as profits fall; value-added tax decreases as
consumption and transactions shrink; payroll tax is weakened by unemployment or declining real
wages; and property-related taxes may also be affected by declining asset values or reduced market
activity. At the same time, taxpayers’ ability to pay is reduced, which leads to late payments,
accumulation of tax arrears, requests for installment plans, and pressure for exemptions or penalty
forgiveness. In recessionary conditions, strict tax enforcement may create further damage by
increasing the financial burden on already distressed firms, especially those operating formally and
transparently. This may unintentionally punish compliant taxpayers while pushing vulnerable
businesses toward informality. Recession also increases the motivation for tax evasion because firms
and households facing financial pressure may view taxation as an unbearable cost rather than a
public obligation. In such conditions, underreporting, manipulation of accounts, informal
transactions, and delayed payment may expand. The government then faces a difficult policy
dilemma: if it increases tax pressure to compensate for falling revenues, it may deepen recession and
encourage evasion; if it reduces or postpones tax obligations, it may face a larger budget deficit. This
tension shows that recession makes tax policy highly sensitive and requires a countercyclical design
that protects productive capacity while preserving sustainable public revenue (Amiri, 2010; Ezzati
Shourgoli et al., 2025; Mohseni et al., 2024; Rathi & Mohseni Zanouzi, 2016; Samimi et al., 2016).

Market fluctuations intensify both inflationary and recessionary vulnerabilities by increasing
uncertainty, weakening revenue predictability, encouraging speculative behavior, and widening the
gap between the formal and informal sectors. Severe volatility in currency, gold, housing, capital
markets, and other asset markets changes the structure of economic incentives. When speculative
markets offer rapid gains, capital tends to move away from production and long-term investment
toward short-term, nonproductive, and sometimes opaque transactions. This shift reduces the
relative weight of productive and traceable activity in the tax base while increasing the volume of
gains that may remain underreported or difficult to assess. Market volatility also complicates asset
valuation and income assessment because prices may change rapidly and unpredictably. As a result,
the tax administration faces greater difficulty in determining whether observed gains reflect real
income, inflationary adjustment, speculative profit, or temporary valuation effects. Such uncertainty
increases tax disputes, assessment errors, compliance costs, and administrative burdens. Moreover,
volatility encourages taxpayers to conceal part of their income, delay disclosure, conduct cash
transactions, or register business activity as personal or informal activity in order to avoid future tax
liabilities. The expansion of speculative and shadow economic activity weakens tax justice because
transparent wage earners and formal businesses remain more easily taxable, while high-return
speculative activities may escape full taxation. These dynamics reduce public trust and create a
perception that the tax burden is unequally distributed. Therefore, the combined effects of inflation,
recession, and market volatility produce a form of policy paralysis in which the government needs
more revenue but faces a shrinking, unstable, and increasingly unequal tax base. The study suggests
that overcoming these problems requires structural adjustment of tax bases in line with inflation,
expansion of data-driven taxation, taxation of wealth and nonproductive assets, strengthening of
electronic tax systems, reduction of unnecessary exemptions, countercyclical tax policy, and
restoration of public trust through transparency and accountability (Abbasi, 2009; Azizpour, 2023;
Derakhshi Moghaddam et al., 2024; Kakouei, 2021; Marahami et al., 2024; Teimouri et al., 2022).
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In conclusion, the study demonstrates that the weaknesses of Iran’s tax system are intensified by the
interaction of three major macroeconomic pressures: inflation, recession, and market fluctuations.
Inflation reduces the real value of collected taxes and distorts the distinction between nominal and
real income; recession reduces the tax base and weakens taxpayers’ capacity to comply; and market
volatility increases uncertainty, speculative behavior, and the concealment of income. The combined
result is not merely a decline in tax efficiency, but a broader erosion of tax justice, revenue stability,
taxpayer trust, administrative effectiveness, and the legitimacy of taxation as a tool of economic
governance. Therefore, tax reform in Iran cannot be limited to procedural improvements or stricter
collection practices. It requires a comprehensive transformation that aligns tax rules with
inflationary realities, protects productive activity during recession, expands the tax base toward
wealth and speculative gains, modernizes information infrastructure, reduces discretionary
exemptions, and strengthens the social contract between the state and taxpayers. A sustainable tax
system must be technically efficient, socially legitimate, economically adaptive, and institutionally
transparent. Only under such conditions can taxation become a reliable foundation for public
finance, economic justice, and long-term development in Iran.
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