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Introduction:

Income tax is the most important tool for governments to redistribute income
in the society. If the income tax is properly designed and implemented, it
is able to meet the standards of equality and fairness because it treats the
individuals with equall income, equally, and taxes higher share of income of
individuals who have more ability to pay and therebye ensures vertical equity.
To compare alternative income tax systems the abovementioned criteria can
be employed, the job that we undertake in this paper in comparing the existing
schedualr income tax system in Iran with the proposed personal income tax
system. To design a typical personal income tax several issues should be dealt
with. Defining gross income based on haig-simons definition, specifying
deductibles and exemptions to obtain taxable income, and determining tax
structure as well as the approach we undertake with regard negative income
tax are of vital importance. Dealing with such issues requires objective criteria
to meet. In this study we proceed in such a way to alleviate income inequality
and enhance the fairness of the tax system.

Methodology:

In this study, the microsimulation method is used. The main feature of this
method is the use of individual and micro-level data. This methodology and this
type of data is best fitted to research questions which deals with distribution and
inequlity. we adopted this methology to determine tax structure which is going to
be reformed in Iran. In this study, a non-behavioral microsimulation model has
been used. In this regard, Household Expenditure and Income Survey data in by
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Iranian Statistics Center 2016 are used. In this dataset, expenditure information
at the household level and income information at the household member level
are collected. Thus, this dataset can be used in the microsimulation model.

Findings:

The results of the microsimulation are reported in table (1). It should be noted
that the model were run many times with different parameters and its results
were checked. Here, in order to compare the effect of changing different
parameters, some scenarios and the optimal model are presented.

Table (1): The impacts of personal income tax in different scenarios

parameter scenario 1 scenario 2 scenario 3 scenario 4  scenario 5
negative tax rate -50% -30% -30% -30% -30%

o negative tax threshold 80% of p.c.i 80% of p.c.i 80% ofp.c.i 80% ofp.c.i 70% of p. c.i
§  between threshold to p.c.i 0% 0% 0% 0% 0%
g between 1 to 2 p. c. i 15% 15% 15% 15% 15%
é between 2 to 5 p. c. i 15% 15%* 20% 20% 20%

:N) between 5to 10 p. c. i 20% 20% 25% 25% 25%
= greater than 10 p. c. i 25% 25% 35% 35% 30%

- single 14%of p.c.i 14%of p.c.i 10%ofp.c.i 10% of p.c.i 10% ofp.c.i
% married with non-earner spouse 20% of p.c.i 20% ofp.c.i 15%ofp.c.i 15%ofp.c.i 15% ofp.c.i
§ married with earner spouse  10% ofp.c.i 10%ofp.c.i 8%ofp.c.i 8%ofp.c.i 8%ofp.c.i
© each depenedent 4%ofp.c.i 4%ofp.c.i 2%ofp.c.i 2%ofp.c.i 2% ofp.c.i

taxpayer basic exemption 50% of p.c.i 50% of p.c.i 40% ofp.c.i 35%ofp.c.i 30%ofp.c.i

g spouse basic exemption 20% of p.c.i 20% ofp.c.i 20%ofp.c.i 15%ofp.c.i 20% ofp.c.i
é* dependent basic exemption  15%ofp.c.i 15%ofp.c.i 15%ofp.c.i 10% ofp.c.i 15%of p.c.i

% children basic exemption 15% ofp.c.i 15%ofp.c.i 15% ofp.c.i 10%ofp.c.i 15% ofp.c.1i

additional exemption 10% of p.c.i 10% of p.c.i 10% of p.c.i 10% of p.c.i 10% of p.c. i
Tax Revenue (thousand billion rial) 151 151 200 232 244
subsidies paid (thousand billion rial) 218 131 131 131 98
government .nf?t inclom (thousand 66 20 20 101 147
billion rial)
gini coefficient (after tax) 0.3441 0.3547 0.3813 0.3813 0.3813
progressivity index 0. 8996 0.911 0.888 0. 881 0.883

Source: authors calculations
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Note: p. c. i stands for per capita income
* In scenario 1 and 2, the first bracket is defined as 1 to S p. c. i

As the table shows, in scenario 5, while fixing the government’s revenue, the
Gini coefficient and the progressivity index have been improved, and thus it
has been chosen as the optimal model. In this model, there is a negative tax
bracket with a rate of 30%, a bracket with a zero rate and four brackets with
progressive rates from 15 to 30%.

Conclusion:

Results show that the existing personal income tax system can be reformed
in a way that by fixing the government net tax revenues, it pays subsidies
to some low-income deciles and improves the inequality by a significant
extent. Considering that the optimization of the parameters was based on
per capita income, the results of this model can be easily extended to the
following years. In order to estimate the optimal parameters in this paper, a
basic assumption was assumed: individual’s behavior will not change under
the influence of tax reform. However, taxpayers in effect may take steps to
evade or avoid paying taxes. Also, individuals may change their labor supply,
savings, self-employment, or other activities in response to the introduction
of a new income tax. None of these possibilities were included in this study.
Therefore, the findings should be treated cautiously.

Key Words: Aggregate Income Tax, Inequality, Gini Coefficient, Degree of
Progressivity, Microsimulation
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