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Abstract

In the present study, first, the shadow economy was calculated using the
MIMIC method. Then, by using ARDL & NARDL approach while
explaining the asymmetric effect of the direct tax burden on the shadow
economy, their quadratic relationship was also calculated in the period from
1980 to 2020. The results of the calculation of the shadow economy show
that the highest and lowest volume of the shadow economy was in 2009
and 1980, respectively, with figures of 22.4 and 1.8 percent. In addition, the
average figure of the shadow economy is estimated to be 16.6%. Also, the
trend of the direct tax burden shows that it had a relatively fluctuating trend.
The results of the long-run estimates show that although increases and
decreases in the direct tax burden have a positive (direct) effect on the
shadow economy, there is a significant difference between them from a
statistical point of view, so the asymmetric effect of the direct tax burden on
the size of the shadow economy was confirmed. The absolute value of the
impact of reductions in the direct tax burden is greater than the impact of
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increases in the direct tax burden on the shadow economy. Also, according to
the third research model, the direct tax burden has an inverted U-shaped effect
on the shadow economy. The amount direct tax burden that maximizes the size
of the shadow economy is 4.75%, and it indicates that before the ratio of 4.75%,
the increase in the direct tax burden adds to the shadow economy, and then
the reverse (negative) effect of the direct tax burden on the size of the shadow
economy can be imagined. Other findings are that in both forms, oil rent and
government budget imbalance have a positive effect and the degree of trade
openness has a negative effect on the shadow economy.

Introduction

Government tax policies are important drivers for economic development and
the shadow economy. As long as there are taxes, some people choose to hide
their actions and avoid paying taxes. Addressing this issue requires a deep
understanding of the size of the shadow economy, the extent of tax evasion, and
the reasons why some people choose informal work over standard employment.
Allignham and Sandmo (1972) have shown that not paying taxes is essentially
a cost-benefit decision, where benefits are defined by the taxes that can be
avoided and costs are represented by government deterrence and the probability
of detection. A direct tax is a tax that a person or organization pays directly to
the institution that imposed it. Examples include income tax, property tax, and
personal property tax, all of which are paid directly to the government by
individual taxpayers. Direct taxes are mainly based on ability to pay principle.
In this study, the attempt is to first calculate the relative size of the shadow
economy during the period of 1980-2020 with the MIMIC method. Then,
considering the importance of direct tax burden on the size of the shadow
economy in the country, the present study seeks to explain the type of direct tax
burden and more precisely the effect of increases and decreases in the direct tax
burden on the relative size of the shadow economy in Iran. In general, the main
question in the current study is whether there is a significant effect of the direct
tax burden on the shadow economy in the Iranian economy, and whether there
is a significant difference in the effect of increases in the direct tax burden and
decreases in the direct tax burden on the relative size of the shadow economy?
Therefore, the innovation of the present research compared to previous similar
cases is the use of the mimic method in calculating the volume of the shadow
economy in a wider period of time (1980-2020). Second, in general studies, the
asymmetry in the effect size of the direct tax burden on the shadow economy has
not been investigated, and they have not distinguished between the effect size of
the explanatory variable in its increasing trend and its decreasing trend, which is
discussed in the present study. Third, an attempt has been made to examine and
test the quadratic relationship between the direct tax burden and the size of the
shadow economy in Iran.
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Material and Methods

As mentioned in the introduction, the main goal of the current research is to
analyze and investigate the symmetrical and asymmetrical effect of the direct
tax burden on the size of the shadow economy in Iran. Therefore, the focus in
defining the research model is to examine the effect of the direct tax burden and
explain its effect on the shadow economy; The effect of increases in the direct
tax burden should be separated from the effect of decreases in it. In specifying
the asymmetric model, the study of Shin et al. (2014) was used. Using the study
of Pesran et al. (2001), they introduce a model called Non-Linear Autoregressive
Distributed Lag (NARDL). This model is explained based on the research
variables in two formats (symmetrical and asymmetric). It should also be noted
that the current research uses the shadow economy as a dependent variable and
the variables of direct tax burden, government budget imbalance, oil rent and
degree of trade openness as explanatory variables.

Results and Discussion
The topic of the present research is dedicated to investigating and analyzing the
effect of direct tax burden on the size of the shadow economy in Iran based on
symmetric (linear) and asymmetric (non-linear) approaches. Also, in a separate
model (the third model), the quadratic relationship between the direct tax
burden and the shadow economy was estimated and tested.
The results of the long-run estimation of the research model indicate that the
direct tax burden on the shadow economy has a direct effect. Although the
increases and decreases in the direct tax burden are associated with a positive
(direct) effect on the shadow economy, there is a significant difference between
them from a statistical point of view, so the asymmetric effect of the direct tax
burden on the size of the shadow economy was confirmed. In such a way that
the size of the effect of the direct tax burden on the shadow economy is more
than the increases during the reductions. Also, the direct tax burden has an
inverted U-shaped effect on the relative size of the shadow economy. The
amount direct tax burden that maximizes the size of the shadow economy is
4.75%, and it indicates that before the ratio of 4.75%, the increase in the direct
tax burden adds to the shadow economy, and then the reverse (negative) effect
of the direct tax burden on the size of the shadow economy can be imagined. Oil
rent and government budget imbalance have a positive effect and trade openness
has a negative effect on the shadow economy. Another finding is that during
the years 1980 to 1989, the relative level of the shadow economy has increased
significantly. According to the results obtained in this research, it is suggested
that policymakers focus on policies to optimize tax rates (especially direct),
including determining dynamic tax rates (based on the income and economic
status of the individual) and increasing tax stability in their policymaking. It
should be noted that due to the significant impact of oil rent and government
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budget imbalance on the shadow economy, the authors suggest for future
research that the symmetrical and asymmetrical effects of each of these two
variables on the shadow economy should be investigated and tested.
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