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Abstract

Tax stickiness is a type of cost stickiness that occurs when there is an
asymmetric behavior of taxes relative to company profits in both increasing
and decreasing trends. The objective of this study is to investigate the
impact of three macroeconomic factors (inflation, GDP, and exchange rates
(USD)) on the tax stickiness of corporate income. A sample of 94 companies
listed on the Tehran Stock Exchange between the years 2011 to 2023 was
selected. The collected data was analyzed using quantile regression. The
reason for using this type of regression is to more accurately examine the
effects of the variables. The findings of the study confirm the existence of
tax stickiness in corporate income. Furthermore, inflation in the 7th to 9th
deciles, GDP growth in the 5th to 8th deciles, and exchange rate growth in
the 7th to 9th deciles have a significant positive effect, while exchange rate
growth in the 4th and 5th deciles has a significant negative effect on tax
stickiness in corporate income. The main cause of tax stickiness in corporate
income can be attributed to government tax policies and the methods used to
establish tax regulations, which are dependent on tax revenues. Generally,
macroeconomic factors influence tax stickiness and typically lead to a
reduction in tax stickiness. This study not only provides empirical evidence
regarding tax stickiness in corporate income but also examines the impact of
macroeconomic factors on it. The results can be useful for practitioners and
can expand the scope of research in the area of tax stickiness.
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Introduction

Taxes serve as a tool for transferring wealth from households and businesses
to the government and are one of the most debated topics in economics. Tax
stickiness occurs when the rate of decrease in income tax is lower than the rate
of decrease in profit; in other words, income tax behaves asymmetrically when
profits are increasing or decreasing. Studying tax stickiness is important for
several reasons. Since tax is a necessary cost and the government’s share in a
company’s operations, understanding its fluctuations and its relationship with
company performance is highly valuable and can lead to better tax planning
for companies. Public trust and adherence to laws are also crucial issues in this
area. Generally, laws are enacted to create order and justice in society. Since
tax stickiness represents a form of additional tax burden for companies, this
can weaken public trust in the enactment and enforcement of laws and create
opportunities for actions such as tax evasion and tax avoidance. On the other
hand, this additional tax burden can target vulnerable companies over time and
cause them harm. Tax stickiness at the macro level is also important for the
government. The importance of taxes and tax laws is such that foreign investors
first examine the laws and tax system of the host country, evaluating various
taxes and tax incentives. Given that tax policies lead to the enactment and
modification of tax laws and are influenced by the overall economic situation,
the main objective of this research is, firstly, to answer the question of whether
tax stickiness is observed in companies listed on the Tehran Stock Exchange?
Secondly, it aims to explore whether macroeconomic factors (inflation, GDP,
and exchange rates) affect tax stickiness in companies’ income taxes. This topic
could serve as a valuable scientific contribution, providing useful information to
relevant users and offering new ideas for future research.

Methods and Material
To more precisely examine the effects of the variables, we estimate a panel
quantile regression model at nine conditional deciles, t = 0.10, 0.20, ..., 0.90,

of the corporate income tax measure used as the dependent variable. These “tax
deciles” represent different points of the conditional distribution of corporate
income tax: lower deciles correspond to firms with relatively low tax levels,
whereas higher deciles correspond to firms with relatively high tax levels. This
specification allows us to examine whether tax stickiness and the impact of
macroeconomic variables (inflation, GDP growth and exchange rate growth)
differ across the tax distribution. To gather the necessary data for this research, the
following databases have been used: the Comprehensive Information System of
Issuers (Codal), the Central Bank of Iran, and the Ministry of Economic Affairs
and Finance (Economic and Financial Data Bank). Furthermore, to ensure
the accuracy of the data, all financial statements are audited. The statistical
population of this study consists of 94 companies listed on the Tehran Stock
Exchange over the period from 2011 to 2023.
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Results and Discussion

Based on the conducted studies, it was determined that the coefficient of the
variable in the first hypothesis of the research is significantly negative at
the 95% confidence level across all deciles, which confirms tax stickiness in
companies’ income taxes. In hypotheses two to four, the effects of inflation,
GDP growth, and the exchange rate (USD) on tax stickiness were examined.
It was found that inflation had a significant positive effect on tax stickiness in
the 7th to 9th deciles, GDP growth had a significant positive effect in the 5th
to 8th deciles, and exchange rate growth had a significant positive effect in the
7th to 9th deciles. Additionally, exchange rate growth in the 4th and 5th deciles
had a significant negative effect on tax stickiness. In hypotheses two to four,
if the coefficients of the variables are significantly negative, they increase tax
stickiness, while if they are significantly positive, they reduce tax stickiness.

Conclusion

As observed in the results, tax stickiness in companies’ income taxes has
been confirmed in the sample studied, meaning that tax stickiness exists in the
companies listed on the Tehran Stock Exchange. Therefore, the first hypothesis
of the research is confirmed. In comparison to the result of the first hypothesis,
it can be stated that this study aligns with the research of Yang et al. (2019),
who examined Chinese companies between 2008 and 2015. They concluded
that tax stickiness exists in China’s economic environment, but tends to weaken
over time. The results are also consistent with the research of Xu (2023), which
shows that as the level of pre-tax profits increases, the increase in the tax burden
on companies is significantly greater than the decrease in tax burden when
profits decrease. In other words, tax stickiness exists. However, the results differ
from the research of Golmohammadi (2020), whose findings suggest that tax
stickiness does not exist at the level of the companies studied. On the other hand,
the results obtained may align with the research of Abbassian et al. (2017), who
state that, due to the intensification of international sanctions and the decline
in oil revenues, the role of taxes as an important source for financing public
expenditures has become more prominent in recent years. Their research shows
that during times of recession; the government focuses more on income taxes and
corporate taxes. Based on the comparison made regarding the results of related
studies, it seems that the main cause of tax stickiness in companies’ income
taxes is the government’s focus and reliance, more specifically, tax policies and
the laws enacted to increase tax revenues, which have led to the occurrence of
tax stickiness. Regarding hypotheses two to four, which examined the effects
of macroeconomic factors on tax stickiness, it can be stated that, except for
the fourth and fifth deciles of the exchange rate, where a significant negative
effect was observed, a significant positive effect on tax stickiness was found
in the other deciles. According to Yang et al. (2019), when the coefficients are
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significantly positive, it indicates a weakening of tax stickiness. Therefore, it
can be generally concluded that, at the company level and during the studied
period, macroeconomic factors have generally contributed to weakening tax
stickiness.

Keywords: Tax Stickiness, Macroeconomic Factors, Inflation, Gross Domestic
Product (GDP), Exchange Rate.
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