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Abstract

The purpose of the present paper is to study the effect of taxation on savings
deposit interest on the total portfolio (the combination of economic agents’
financial and capital assets) and saving, using the Financial Computable
General Equilibrium (FCGE) approach. For this purpose, the data from Iran’s
Social Financial Accounting Matrix (SAM) of 1999 was used. Financial
assets and liabilities have been separated into ten groups, using the statement
of cash flow published in 1999 by the Central Bank Model. Calibration has
been done using the GAMS software and the NLP method. In this study,
levying a ten percent tax on the savings deposit interest shows that the total
economic agents’ savings, including households and the government, and
the investment of financial institutions in the construction and real estate
sector will increase by 0.92%, 9.72%, and 37%, respectively. Also, savings
deposits, demand deposits, and shares will increase by 5.13%, 3.2%, and
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8.8%, respectively. whereas, the total direct investment of economic agents
decreases by 1.4% and the amount of short-term and long-term lending to
economic agents decreases by 1.18% and 2.58%, respectively.

The lack of coherent and advanced financial markets, the avoidance of keeping
gold and foreign exchange by economic agents due to risk aversion and the lack
of cash returns, and the lack of access to the housing market can be considered
as one of the significant reasons for savings deposit increasing for all economic
agents.

Introduction

According to the sanctions increasing since 2018 and confronting the difficulty
of selling oil, expanding the government’s tax revenue, regarding the recent
budget deficit, is necessary and is a clear issue. Expanding the tax base, such as
taxation on the bank deposits interest, adopting methods to prevent tax evasion,
and designing and implementing tax incentive policies can solve this problem.
One of the main concerns of the opponents of taxation on the savings deposit
interest in Iran is the reduction of its effective rate, especially considering
the existing inflation. According to the official statistics, the real interest rate
(deposit interest rate after deducting the inflation rate) in Iran, from 1997 to
2021, fluctuated and was negative in most of the years, but the volume of savings
deposits was increasing. Generally, the study of the factors affecting the volume
of bank deposits is related to the two areas of savings and asset composition.
Therefore, in the present paper, the effect of taxation on savings deposit interest
on the total portfolio (the combination of economic agents’ financial and
capital assets) and saving, using the Financial Computable General Equilibrium
(FCGE) approach was studied. For this purpose, the data from Iran’s Social
Financial Accounting Matrix (SAM) of 1999 was used. Financial assets and
liabilities have been separated into ten groups, using the statement of cash flow
published in 1999 by the Central Bank Model. Calibration has been done using
the GAMS software and the NLP method.

Model Specification

For this study, version 1.3 of Iran’s financial computable general equilibrium

model was used which was developed by the Monetary and Banking Research

Institute of Iran’s Central Bank. In this model, there are three essential conditions:

1. Equilibrium condition: The total income of each economic agent is equal to
its total expenses. Also, financial and capital resources are equal to financial
and capital expenditures.

2. The condition of zero profit for production activities and firms (the existence
of perfect competition conditions in the goods and services markets)

3. The condition of clearing of all markets: The markets of goods and services,
production factors, currency, and finance are in the equilibrium situation of
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supply and demand, and the equilibrium price is the result of this equilibrium.
The model assumptions include full employment, constant and exogenous
supply of production factors, constant and exogenous net receipts from the
foreign world and foreign saving, endogeneity of exchange rate, balance in
the government budget, and the current account and capital account balance
(balance of foreign payments). One of the main conditions of general equilibrium
models is the clearing of markets. Additionally, the currency market clearing
condition should be met in the trade balance section. To achieve financial market
equilibrium, the total of kind each of financial asset of all economic agents
must be equal to their financial liabilities. For instance, if savings deposits are
considered financial assets for some economic agents, the sum of these deposits
must equal the total amount of savings deposits held by financial institutions
(liabilities of institutions).

Model Implementation Results

In the financial expenses sector, the household’s financial portfolio and savings
deposit increased, and direct investment in construction and real estate and
non-construction and real estate decreased. In contrast, the government’s financial
assets decreased by almost 8.8%, and the government’s direct investment in
non-construction and real estate increased by 44.7%. The financial assets of
financial companies decreased by 1.8%, and investment increased by 37%. The
reduction in government and financial companies’ deposits was compensated
by the increase in households and non-financial companies’ deposits and the
total deposits increased by 5 percent.

The weighted sum of households and non-financial companies’ direct
investment in housing decreased by 6.2%. However, the reduction in the
households, the oil and gas sector, and non-financial companies’ investment
in the non-construction and real estate sector was compensated by the increase
of 44.7% and 37%, respectively, in the government and financial companies’
investment, and the overall investment in the mentioned sector decreased by
only 0.3%. The weighted sum of economic agents’ financial expenses decreased
by 0.22%, which includes a 1.4% decrease in the weighted sum investment of
the construction and real estate and the non-construction and real estate sectors
and a 0.4% increase in the agents’ financial portfolio.

In the financial resources sector, the debt of financial institutions increased by
5% because they are the only collector of total savings deposits. Short-term and
long-term loans of the agents’ debt portfolio decreased by 1.18% and 2.58%,
respectively. Securities except shares are the liabilities that have increased by
8% in the agent’s debt portfolio, and currency and foreign currency deposits
decreased by 2.54%.

The total reduction of households’ financial resources was 0.37%, where their
total debts decreased by 1.87%, and their savings increased by 0.92%. Due to
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the government revenue increases, its savings increased by 9.72%; despite a
1.47% increase in government debts, its total financial resources indicated a
4.33% increase.

Despite increasing the securities except shares, all debt items in the capital trade
balance and the foreign debt portfolio were increased. The biggest decrease is
related to long-term loans by 2.58% and then currency and currency deposits,
followed by monetary gold and withdrawal rights decreased by 2.5% and 1.8%,
respectively. These increases and decreases reduced the total amount of foreign
debts by 0.3%

Conclusion

In this study, levying a ten percent tax on savings deposit interest shows that the
total savings of economic agents (mainly households 0.92% and government
9.72%) and the financial institutions’ investment in the construction and real
estate sector will increase by 37 percent. In addition, savings deposits, demand
deposits, and stocks will increase by 5.13, 3.2, and 8.8 percent, respectively.
The lack of coherent and advanced financial markets, the avoidance of keeping
gold and foreign exchange by economic agents due to risk aversion and the
lack of cash returns, and the lack of access to the housing market can be
considered as one of the significant reasons for savings deposits increasing for
all economic agents. Also, based on the relevant theory, despite taxation on
savings deposit interest, due to the wealth effect and substitution effect, there
is a possibility of increasing the deposit because it is a part of wealth and an
asset with no risk of changing the nominal value. The results of this study show
that in relatively normal and stable economic conditions, such as the economic
conditions of 1999, levying a ten percent tax on savings deposit interest cannot
cause any significant instability in parallel markets, like housing and currency
markets. It is clear that the results of the mentioned taxation can be affected by
the recent economic conditions of the country, especially regarding political
and exogenous variables such as sanctions and COVID-19, and hence can vary.

Keywords: Tax- Savings Deposit, Financial Computable General Equilibrium,
Bank Facility, Social Accounting Matrix (SAM)

JEL Classification: D5, H2, G5, G3
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34028

34028 pagr 0.004, poll 0.040, pindl 0.013, pind2 D.0z2z
34030 putl 0.023, peus 0.020, psrvl 0.015, psrv2 0.024
34031

34032

34033 ==== 953 PARAMETER dntrs

34034

34035 ( ALL 0.000 )

34036

34037

34038 ~==- 953 PARAMETER dntrf

34039

34040 { ALL 0,000 )

34041

34042

34043 -~~~ 953 PARAMETER dydi

34044

34045 h 1.08, g 34.867, olle 1.77, nfec -2.68

34046 fc 2&.11, fec 0.00

34047

34048

34049 ———- 353 PARAMETER dim

34050

34051 pagr 15.385, poil 0.00, pindl 1
34052 putl 0.00, pous 0.00, psrvl -2,
34053

34054 ---— 953 PARAMETER dex

34055

3405¢ pagr 0.10, peil -0.37, pindl -0.12, pind2 0.10
34057 putl 0.04, pcus 0.00, psrvl o.12, psrv2 0.00
34058

34059 ———- 353 PARAMETER dch

34060

34061 pagr 0.48, poil 0.00, pindl ~-0.41, pind2 -1.25
34062 putl ~-1.39, pous -1.086, psrvl -0.55, psxv2 -1.48
34063

34084

34065 —-—— 953 FARAMETER dcg

34066

34087 psrv2 7.11

eneral
¥*ecutrdi

B, pind2 -2.15
3, psrv2 0.00
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34068
34069
34070
34071
34072
34073
34074
34075
34078
34077
34078
34079
34080
34081
34082
34083
34084
340858
34086
35087
34088
34089
34090
34091
34092
34093
34094
34095
34098
34097
34098
34092
34100
34101
34102
34103
34104
34108
34108
34107
34108

pagr
putl
pagr

putl

fncus

pagr
putl

953 PARAMETER dwgsd
b.B7, poil 0.21, pindl 1.18,
2.85, pcus 0.22, psrvl 1.43,
953 PARAMETER dgva
-0.04, potl 0.18, pindl 0.64,
8.07, pous 4.27, psrvi 0.79,
953 BARAMETER dy

2:429, g 0.4%0, oilc 0.430, nfc
0.490, tee

953 PARAMETER dexp

0.%2, g 8.72, oilc 1.46, nfc
-39, foc

953 PARAMETER dsav

0.92, g 9.72, cile 1.48, nfc
-39, fce

953 PARAMETER dkk

-6.16, fcus -0.33

333 PARAMETER dwqint
1.87, poil 2.26, pindl 1.84,
12,27, peus -0.88, psrvl 3.65
953 PARAMETER dvfres
-0.372, g 4£.332, oilg 0.311,
0.018, foo 0.00
253 PARAMETER dvfexp
-0.372; q 4.332, oile 0,311,

0.018, fee 0.00

953 PARAMETER dvt:

pind2
psrv2

pind2
psrv2

0.490

-1.7%

nfc

nfc

0.22
8.02

-1.224

-1.224
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34125
34126
34127
34128
34129
34130
34131
34132
34133
34134
34135
34136
34137
34138
343139
34140
34141
34142
34143
34144
34145
34148
34147
34148
34149
34150
34151
34152
34133
34154
34155
34156
34157
34158
34159
34180
34161
34382
34163
34164
34165
34166
34187
34168
34169
34170
34171
34172
34173
34174
34175
34176
34177
34178
34179
34180
34181

=

pagr
pind2
psrvl

fncus
fcua

pagr
poil
pindl
pind2
putl
pcus
pervi
pary2

pagr
poll
pindl
pind2
putl
pcus
psrvl
psrv2

-0.372, g
0.018, r

953 PARAMETER
-6.4, g
0.0

553 PARAMETER
8.8, a
-0.0

853 PARAMETER
0.931,

D.226,
1.4%4,

953 PARAMETER

953 PARAMETER

pagr

1.07

&.332,
cc 0.00
dtk
44.7, oilc
dta
=B.7, oilc
dtsd
poil 4.029,
putl 2.923,
psrv2 g.023
dkhk
g oilc
44,7 -1.1
dginc
poil pindl
0.09 0.82
5.50
D.39 1.72
1.84 2.59
1.99% 2.74
4.64 5.40
1.13 1.87
Z.08 2.83
psIve
g.0L
13.66
9,90
10.07
44,25
9.13
10.16

olle 0.311, nte
-1.1, nfe -4.5,
1.00, nfc 0.90,
pindl 1.394
pcus 0.216
nfc fc
-4.5 7.2
-4.5
pind2 putl
0.34 0.64
4.1
1.23 25.43
2.09 B.54
2.24 2,55
5.00 26,85
1.37 1.68
2.33 22.96

fe

-1.224

37.2

peus

-1.25
-0.42

-0.27

-1.12
-0.18
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34239 fcc 1.7 -2.54 8.82 -1.18
34240

34241 + 1ln eqt ing ect

34242

34243 h -2.58 .33

34244 g 0.33

34245 olle -2.58 -1.43

34246 nfe -2.58 1.33 0.33

34247 fc -2.58 -1,43 8,82 0.33

34248 foo -2.58 -1.43 0.33

34249

34250

34251

34252 EXECUTION TIME = 0.079 SECONDS 3 Mb WEX235-235 Aug 17, 2010
34253

34254

34255 USER: Gary Goldstelin G010614:2121CA-WIN
34256 Declision Ware, Inc. DC28a7
34257

34258

34259 **** FILE SUMMARY

34260

34261 I:\tarighlq0l FINAL.gm2

34282 Output C:\Users\fara\Documenta'\gamsdir\projdir\tarighl40]l FINAL.lst
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