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Abstract

The role of tax revenue as the most essential source of government finance
reveals the necessity of measuring tax effort by the means of unbiased
approaches. This study provides an estimate of tax effort by considering it an
unobservable variable in tax revenue equation and creation a state-space
model employing Kalman filter algorithm in Iran over the period 1970-2021.
The results indicate the positive and negative effect of per capita income and
agriculture share in GDP on tax ratio, respectively. Despite the fact that the
other variables have negative elasticity, the squared coefficients of openness
and monetization are positive, which demonstrates the negative impact of
these variables on tax ratio at the initial level, that will turn to positive after
the lowest point. On the contrary, services and industry share in GDP, have
positive effect on tax ratio before reaching the maximum point, however,
after that it becomes negative owing to their negative squared coefficients.
Tax effort in Iran, throughout the mentioned years, has never been more than
0.25 which testifies to the deep gap between actual and potential tax revenue
and inefficient tax system.
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! Mont Carlo Simulation
2, Maximum Likelihood
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