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Abstract:

In recent years, the importance of tax revenues as a sustainable and alternative source of oil revenues in
countries such as Iran has increased. However, the effectiveness of the tax system has always depended on
infrastructural factors such as financial development. This study aimed to investigate the moderating role of
financial development in the relationship between tax revenue and economic development in the Iranian economy
to determine whether financial development can enhance or weaken the impact of taxes on development. The
present study is of an applied type and has a quantitative approach. Annual time series data related to
macroeconomic variables were collected from 1370-1401. For data analysis, the autoregressive distribution lag
(ARDL) method was used to examine the short-run and long-run relationships between the variables in question.
The data were extracted from official sources such as the Central Bank, the Statistical Center of Iran, and the
World Bank. The results of the estimated model showed that personal income tax does not have a significant
effect on the human development index and per capita income, which could indicate a weakness in the tax
collection structure and tax evasion. In contrast, corporate income tax, if accompanied by a developed financial
system, will have a positive and significant effect on per capita income. This highlights the mediating role of
financial development in the impact of taxes on economic growth.Financial development as a key infrastructure
can increase the effectiveness of tax policies and pave the way for sustainable economic growth. Policymakers
should pay special attention to the integration between tax reforms and the development of financial systems.
Keywords: Financial development, tax revenue, economic development, human development index, per capita
income
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Extended abstract

Introduction
The main issue of this article is to examine the question of "How and to what extent does financial

development, as a moderating variable, strengthen or weaken the relationship between tax revenue and
economic development in Iran?" Focusing on this intermediate mechanism, this research seeks to
show that financial development is a necessary condition for realizing the effectiveness of tax policies.
Investigating the moderating role of financial development in the relationship between tax revenue and
economic development in the Iranian economy requires a structured approach based on empirical
evidence. Financial development, as a moderating variable, can be effective in strengthening or
weakening the relationship between tax revenue and economic development. By creating efficient
markets and advanced financial institutions, financial development increases the efficiency of the tax
system and helps in the optimal allocation of resources. In addition, tax revenues are an important
source for financing government expenditures. Taxes can affect economic decision-making and
ultimately economic growth. Financial development strengthens this effect by facilitating access to
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capital and improving resource allocation. Since no study, especially domestically, has examined this
moderating role in the relationship between tax revenue and economic development in the Iranian
economy, this study is innovative in this respect.

2. Methodology

The research model estimation method uses the autoregressive model with distributed lags. This
method is used to estimate the long-term relationship between variables when they are stationary. The
Granger inertia method is based on the assumption of the existence of a cointegration vector, and if
there is more than one cointegration vector, the use of this method is inefficient. Therefore, the use of
econometric models that contain short-term dynamics and produce more accurate estimates of the
model coefficients has been considered. The autoregressive model with distributed lags does not have
these limitations. The autoregressive model with distributed lags (ARDL) presented by Pesaran (2001)
has several advantages compared to other cointegration relaxations (1) This method is not sensitive to
sample size. Therefore, it is suitable for small samples and has the necessary efficiency. (2) In order to
use other cointegration or cointegration methods, the condition of the same degree of integration of the
variables is necessary, and in contrast, the autoregression method with distributed lags is effective for
variables with different degrees of cointegration. (3) In this method, it is possible to use the optimal
lags of each variable during the stages of model estimation. (4) In the autoregression model with
distributed lags, in contrast to the systematic estimation of equations, there is a single equation (5) In
the estimation of this model, short-term and long-term relationships between the dependent variable
and the explanatory variables can be estimated simultaneously.

3. Results

The results of this study showed that in the period under review, the variables of personal income tax
and corporate income tax do not have a significant effect on the human development index in the long
run. However, the coefficient of the interaction component of the financial development index with
personal income tax and the coefficient of the interaction component of the financial development
index with corporate income tax are positive and significant. Other results also showed that in the
period under review, personal income tax does not have an effect on per capita income. However, the
positive coefficient of the interaction component of financial development and personal income tax
indicates that the existence of a developed financial sector leads to a positive effect of personal income
tax on per capita income. The results of this study also showed that corporate income tax has a
positive and significant effect on per capita income in the long run. In addition, the coefficient of the
interactive component of financial development and the corporate income tax rate is positive and
significant, which indicates that the developed financial sector leads to strengthening the effect of
corporate income tax on per capita income; therefore, the hypothesis of personal income tax on per
capita income in Iran is not supported; but the hypothesis of corporate income tax on per capita
income in Iran and financial development on the relationship between taxes on economic development
in Iran is confirmed. The results of this study showed that direct taxes (personal income tax and
corporate income tax) do not have an effect on human development; Also, other results of this study
showed that only in the presence of a developed financial sector, the effect of taxes on human
development is positive. The results related to examining the effect of direct taxes on per capita
income showed that personal income tax does not have an effect on per capita income; The lack of
impact of personal income tax on per capita income may be due to the following reasons: 1- Poverty
and economic inequality: If a large population of people is in the low-income bracket, personal income
tax alone will not have a significant impact on per capita income. 2- High cost of living and uneven
distribution of wealth: In countries with severe economic disparities, personal income tax may not
have much impact on increasing per capita income, because tax proportionality may favor certain
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groups. However, the coefficient of the interaction component of personal income tax and financial
development is positive and significant, which indicates that the presence of a developed financial
sector can help increase the positive impact of personal income tax; with improved financial
development, individuals and businesses have greater access to financial services and asset credit,
which can be effective in increasing their income. A strong financial sector can also help in the
optimal allocation of resources and lead to sustainable economic growth.

Other results of this study showed that corporate income tax has a positive effect on economic
development; the existence of a positive and significant effect in the long run indicates that corporate
income tax can be a strong source of revenue for the government, which is used to finance public
services and infrastructure.
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