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Abstract

Taxes are one of the most fundamental pillars of sustainable government
revenue in budget resources. If we want to offer a definition of tax evasion
from the perspective of governments, we can introduce it as a lost income that,
in addition to creating a gap between the government’s potential and actual
income, will reduce tax justice in the country. In the present study, using
a behavioral economics approach, focusing on other-regarding preferences,
and utilizing field experiments on 30 taxpayers in the building materials
industry in Tehran, an attempt has been made to present operational solutions
to reduce the volume of tax evasion in Iran. The main idea of this research
is to measure the effect of providing taxpayers with the ability to choose
where their paid taxes are spent on their tax compliance. Consequently, it
was determined that if taxpayers can choose where their taxes are spent, they
are willing to pay larger amounts as taxes. It was also determined that those
types of public works projects that are suitable for financing in this way are
those that the general public has a perception of, and development-oriented
public works projects with long-term returns do not have the necessary
efficiency in this regard.

Introduction
Taxes are a crucial instrument for financing government expenditures,
aiming to achieve economic objectives such as optimal resource allocation,
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more equitable income distribution, economic growth, employment expansion,
economic stability, provision of public goods and services, and balance of
payments.

Empirical evidence from most developed countries indicates that tax revenues
are a significant source of income, playing a vital role in implementing economic
policies. In some countries, 90-95% of public government expenditures are
financed through tax revenues. For instance, the average tax-to-GDP ratio in
OECD countries is 34. 11%, while the global average is 15. 7%. Conversely,
developing countries have inefficient tax systems that fail to meet the
government’s financial and tax objectives, necessitating modern and stable tax
systems to effectively play their role.

Despite significant efforts in recent years, taxes in Iran, like those in other
developing countries, have not played a substantial role in the economy. The
Iranian economy suffers from a lack of economic and financial information
databases for economic actors, a lack of transparency in economic activities,
widespread tax exemptions, weak enforcement guarantees, a lack of trust in the
government’s financial system, incomplete automation of the tax system, and
an inability to accurately identify people’s income, resulting in a significant
disparity between diagnosed taxes and potential capacity.

In 2023, the share of tax revenues in Iran’s GDP (excluding customs revenues)
was 4. 19%. Various factors contribute to the low share of tax revenues in Iran’s
GDP, including tax evasion and avoidance. According to available statistics, the
volume of tax evasion in Iran’s economy is currently around 30% of collected
tax revenues. This study examines strategies to reduce tax evasion in Iran’s
economy from a behavioral economics perspective, assesses the altruistic
preferences of taxpayers, and ultimately provides solutions to increase tax
compliance.

Methods and Material

This study investigates strategies to reduce tax evasion in Iran using experimental
economics. Existing documents and literature were reviewed to identify the
main causes of tax evasion and potential solutions. Based on these findings, an
experiment was developed with input from taxation experts and specialists in
experimental game design.

The research design included two components: a questionnaire and an
experimental field study. The experiment, conducted in two stages, utilized
the dictator game and the public goods game. The dictator game assessed
whether participants voluntarily paid more than the minimum tax, indicating
altruistic preferences. Participants were also asked to predict peer behavior, as
expectations serve as strong predictors of actual compliance. The public goods
game evaluated participants’ willingness to contribute to public projects instead
of standard tax payments, with opportunities to revise payments to higher
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amounts. Four public projects were introduced, including two local projects
(National Housing in Tehran and Development of Tehran Metro Lines 6 and 7)
and two national projects (Housing in deprived regions and Development of the
Makran Coast), to identify the most supported initiatives.

Purposive sampling was applied, selecting 30 active taxpayers from the
construction equipment industry with at least one year of activity and a history
of non-zero tax payments, ensuring that participants possessed sufficient
knowledge and experience to provide meaningful responses. Also Reliability of
the questionnaire was assessed using Cronbach’s alpha.

Results and Discussion

As mentioned in the methodology section, an experiment was designed to
answer the main research question and its associated sub-questions. This
field experiment, conducted in two phases, provided 400 monetary units to
participants in the first phase. Participants were informed that their tax payment
was entirely dependent on their decision, with the only requirement being that
the payment amount be non-zero. In the subsequent second phase, the game
rules were updated, simulating an evolving tax system, and new rules, including
incentives and penalties, were introduced.

Based on the Figure 1, all participants demonstrated other-regarding preferences.
While no participants chose the minimum payment amount, approximately 23
percent were willing to pay more than the current mandated tax rate. These
results align with the findings from the survey.

Figure 1. The amount of additional payment of each taxpayer
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Source: Research finding.

In a more detailed analysis, 43% of participants perceived themselves as more
altruistic (generous) than others, or, in other words, considered their peers to be
more self-serving. They likely would have paid less in a real-world scenario.
50% of participants considered their behavior and that of their peers to be the
same. 7% of taxpayers believed their peers were more generous, suggesting that
they might pay more taxes in a real-world situation than they indicated in the
experiment.

Next, participants were given the option to choose between depositing their
tax payments into the account of the Tax Administration Organization or
into designated infrastructure projects. The designated infrastructure projects
included two local projects in their city (Tehran) and two national projects.
The local projects were: completion of Tehran’s National Housing Project
and development of Tehran Metro Lines 6 and 7. The national projects were:
completion of the National Housing Project in deprived areas of Sistan and
Baluchestan and development of the Makran coast (with a focus on expanding
Iran’s port and transit services and creating sustainable income).

Under these conditions, 83% of participants preferred to directly deposit their
taxes into the infrastructure projects’ accounts, while only 16.6% (equivalent
to 5 taxpayers) preferred to deposit their taxes into the Tax Administration
Organization’s account. The reasons cited by these five taxpayers were that
centralized spending by the government would lead to better project outcomes,
and that ultimately, depositing into infrastructure projects would still benefit
the government, which could then use the funds for other purposes. Thus, they
preferred to pay directly into the Tax Administration Organization account.
The order of project preference among those who chose to directly deposit
into infrastructure projects was: completion of the National Housing Project
in deprived areas of Sistan and Baluchestan, completion of Tehran’s National
Housing Project, development of Tehran Metro Lines 6 and 7, and development
of the Makran coast.

Conclusion

Taxation is a central issue in public finance, playing a strategic role in national
development plans. Its complexities arise from human behavior, which
significantly influences the effectiveness of tax policies. Proper understanding of
psychological and sociological characteristics is essential for designing effective
interventions. Tax policies directly affect the business environment, economic
growth, social trust, and income identification, making correct implementation
critical to prevent stagnation, social dissatisfaction, and unproductive economic
activities.

Recent efforts to increase the tax share in the public budget, supported by
improved taxpayer identification and smarter income calculation, have enhanced
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revenue collection, though the system remains below its ideal performance.
Traditional solutions to tax evasion include penalties, incentives for compliant
taxpayers, and advanced monitoring. This study, however, emphasizes the role
of altruistic and other-regarding preferences, applying insights from behavioral
€conomics.

Results indicate that allowing taxpayers to choose the allocation of their
contributions increases trust in the tax system. Taxpayers preferred projects
aligned with their profession, which fostered a sense of altruism, confirming
the presence of other-regarding preferences. Therefore, development projects
should be selected considering professional relevance, avoiding complex
investments that require extensive strategic analysis. Cognitive biases such as
durability, win-lose thinking, and social comparison can be leveraged to design
more effective interventions.

Additionally, transparent online disclosure of tax revenues and public
expenditures is suggested to enhance public trust. Presenting tangible outputs
and the impacts of tax-funded projects can further reinforce confidence in
government and taxation processes.

Keywords: Behavioral Economics, Tax Evasion, Other-Regarding Preferences,
Underground Economy, Infrastructural Projects.

JEL Classification: H20, H26, H30, H60.
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