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ABSTRACT

Tax, as one of the financial policy tools, allows the government to control the economic
activities. Tax system on added value, is one of the indirect tax types, and because of its special
features, such as: performance, high revenue, self-regulatory nature and its transparency, became
popular and during recent decades, is implemented in many countries. In Iran also, since many
years, implementation of this tax system, was a controversy. Implementation of every policy,
beside the advantages, has negative consequences and some difficulties. Thus the aim of the
present research is to verify the problems, challenges and effective factors on added value. In a
survey design, by using the questionnaire, the effective factors, were evaluated on the basis 113
economic experts.Collected results, through Pearson solidarity test was measured. The results
obtained from the research theories analyze, showed that, between budget deficit tax rate on
added value, there is a significant relationship. And also, between the general level of prices and
tax rate on added value, there is a significant relationship. Finally, between the liquidity growth
and rate of value added tax (VAT), there is a significant relationship.
Keywords: value Added Tax (VAT), Budget Deficit, Cost of Domestic Products, Liquidity
Growth and General Level of Prices
INTRODUCTION
social developments, population increase and developed countries, which are facing severe

urbanization spread, especially in under- shortage of infrastructure designs, and also
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effort of governments to achieve the goals
like: more efficient of resources allotment,
justly distribution of economic

growth,

income,

employment spread, economic
stability and payments level improvement are
imposing,

enormous  expenditure  on

governments, and these expenditures,
especially in under development countries are
ascending. one of the basic ways to secure the
government’s  financial  resources and
decrease the budget deficit, is relying on tax
incomes. According to the low tax share (tax
income ratio to domestic gross product), in
our country and problems and available much
failures in its tax system, we felt a need to
new tax system with efficient method, which
can have a significant tax income
(NABIZADEH and LOKALAEE, 1393).

Added value tax in present century, especially
in recent 3 decades, was welcomed by many
countries (more than 90 countries). This tax,
is received from added value of agencies in
different processes of production-distribution,
has many disadvantages, such as: tax
extensive foundation, easy implementation,
decreasing the tax escape motivation,
neutrality and etc. and it is the confident
resource of income for the governments.
Despite of tax success on added value as
suitable substitute for variety of sales tax,

some worries are there about its effective

potential implementation on price levels.
these worries are arising from this point of
view that, tax on added value, usually has
wider tax base, compare to other taxes and
many of goods and services, which were not
included in tax, in tax on added value system
are tax include. So, this issue, is one of the
early considerations of those countries, which
are considering to accept this tax.

Tax on added value implementation, for the
first time in a country, will leave many
economic effects, and we can divide them in
to 3 main categories: price effect, inflation,
distribution effect and income effect. On the
other hand, there is a worry about the inflation
or general level increase on prices that, on

return, it will effect on tax on added value of

goods, and effective services
(VALOKALAEE, 1393).
One of the problematic areas in

implementing value added tax, is paying back
(refund) of tax. Tax on added value rule is
economic  laws.

one of the important

Successful  experience of implementing
countries about this law shows that, complete
implementation of this rule, can cower, many
of triple aims in tax system such as:

allocation, re-distribution, securing the
financial resources for the government needs
in indirect taxes. wide basic tax, consuming

basic tax, low expenditure identification, tax
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collection, tax load transmission to final
consumer at most of the times is one of the
outstanding features in this type of taxes
(AHMADVAND and ALIKHANI, 1392).
Implementing experience of tax on added
value, in many countries indicates: credits
refund is the weak point in tax system of
added value. During recent decades, tax
system on added value has been implemented
in half of the world countries. This tax is
collected from establishment added value in
different stages of production and distribution
has many advantages such as: low tax rate,
less motivation to scape tax, neutral toward
economic variables. And it is a reliable source
Those

countries which did not follow this type of tax

of income for the government.
system, or those countries who implementing
it with delay, have worries such as: increase
in general level of prices, after
implementation of tax on added value and its
inflation effects are the examples (ROUZBEH
and colleagues, 1393).

Under the article 13 of tax law on added value
in Islamic republic of Iran, goods and service
for export to outside of Iran, which are not
through exit and official bases, are not
included in this rule. And taxes which have
been paid for their sake, by presenting the exit
permit, which have been issued, by custom

department (regarding goods), and positive

documents and proves, can be refunded. on
the basis of tax rule on added value, if
financial affairs organization of the country,
does not refund the tax on added value in due
time (3 months) will be included the damage,
equivalent to 2 % in a month, related to the
said refund and delay time. And should be
paid by the organization to the tax
papers.According to the law, tax refund is
subjected to the registration of the tax payer
in tax plan of added vale load. And those tax
payers, who are included in this type of tax,
but did not apply for the registration, will not
get the refund. This experience has created
many challenges in various countries, which
requires,different approaches for identifying
these challenges and solutions and removing
the challenges. So, main question of the
present research indicates: whether problems,
challenges, and factors are effective on added
value tax?

RESEARCH LITERATURE

2-1, Definition and tax types on added value:
Tax on added value, in fact, is a multi-step
tax, and in different steps of production chain,
will be received, on the basis of the
percentage from added value of produced
goods or presented services. This tax, in fact,
is some kind of sales tax in multi-steps, which
will exempt the goods purchasing and middle

services from paying tax. And also, this tax, is
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some kind of goods and services circulation
tax, and in different steps of goods production
and according to the profit increase of
consumers for supply of goods and services as
the final load of tax,

In a major way, will be on final consumer.this
tax, in different steps of production and
distribution, by the goods and service sellers
will be collected.in other words, we can say,
the acting way of the said system is like this:
added value tax in every step of production
process, along with tax prescribed rate is
estimated upon tax base, and then will be
collected. Totally, added value tax, is
introduced with 3 different bases, and they are
consisted of:

-tax on added value, on the basis of national
impure production (production type)

-tax on added value, on the basis of national
pure production (income type)

-tax on added value, on the basis of
consumption (consumption type)

2-2-tax effects on added value:

One of the features of under developed
countries, the capital stock of private sector is
very little, because of structure, economic and
social problems. Therefore, duty of pure
investment rate increase in economy is upon
the government. But because of capital
sources shortage for investment, government

has to select the budget deficit policy and

allows to use this system as legal. Therefore,
we can use this method for investment and
economic development in social high level
plans. However this policy can remove the
economic constraints and infrastructures, up
to some limit and increases the efficiency and
returns, but using this method, probably
brings much negative consequences. we can
assume some effects for the tax on added
value, such as: this tax can cause the change
in relative prices of goods and production
services and through this way, can influence
on effective demands for these goods and
Services.

As a result, change in demand, itself will
produce inflation pressures in economy. Of
course, we have to pay attention to this matter
that, in case of substituting the tax on added
value, instead of other taxes such as: sales tax
or consumption tax, we have to accept that,
price level will increase definitely. anyway,
deciding about how the tax on added value
will affect the price levels, through created
substitute  effect, related to variables
identification in relative prices of goods and
services and also identification of how
relative prices, effect on sources allotment
process and as a result, on price levels. Some
researches, have been done in this field such
as: AHMADVAND and ALIKHANI (1392),

verified the tax on added value in Tehran state
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(1387-1392), and reported three problems:
lack of knowledge of tax payers, lack of
infrastructure  factors and law factor
difficulties as effective factors on correct
implementation of tax on added value.
FAROKHI and SHEIKHI (1391), in verifying
the role of tax on added value in Iranian
economy, concluded that: during recent few
decades, tax system reform plans of world
majority countries were concentrated on tax
on added value, as change in economy of the
country, is the result of change in method of
production and distribution of wealth and
income, so it is required to make a review and
revision, in all types of taxes and their way of
collecting them. implementation of tax on
added value in more than 140 countries of the
world indicates its acceptance by the
governments and also in our country, because
of little share of taxes in domestic impure
production, and government’s incomes, tax
bill on added value in the year 1387, was
approved by the assembly and with 53 points
and 47 notes was notified for implementation.
This tax is received from corporates added
value in different steps of production and
distribution, in addition to advantages, just
like decrease in underground economy, export
encouragement,

Decrease in tax escape and etc. is one of most

advanced and most perfect type of general tax

on consumption goods and services.And
increases the efficiency in production
systems. delay or lack of implementation of
this tax system by some countries, is because
of their concern about some problems like
descend effects of this tax and its inflation
effects and tax pressure on low income people
and also, increase in price levels. SABZROU,
1390, reported that, according to the view of
tax authorities, more counterfeit requests,
often was the main cause for delay in refund
pay. Verifying the requests in most of the less
developed tax organizations of the world is
time consumed with lot of expenditure. And it
will lead to postponement in refund requests
and increases in discontent of those tax payers
who lost their work capital. In contrast, most
of the effective and efficient tax organizations
in a section form wide strategy of tax
compliance on added value, on the basis of
risk management principles are challenging
with the fraud in refund request. The present
research in the frame of a comparative study,
verifies the threats associated with refund of
value added tax and challenge approaches
with these threats.

ASKARI, DAMAN KESHIDEH and
AHMAD KHOY (1389),their survey results
indicates: value added tax of these companies,
can't cover their tax performance in proper

way. And also, for the total sample
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companies, added value adequate theory, with
their tax performance with high power will
not be acceptable. In different classifications,
on the basis of sales rate and type of corporate
activities, researches show: this tax base, in
corporate with low annual sale, can’t support,
said relationship, so well. However, the
achieved result, regarding those companies,
which have high annual sale, shows:
performance tax has more adequate with
added value. And value added tax, also can
cover the performance tax of these companies
in better way.

In difference significant relationship of
performance tax averages and value added tax
in selected companies, on the basis of
performed tests, we got this result: generally,
there is a significant relationship, between
these two averages. And performance tax
average is more than value added tax average.
similar studies, have been made, in abroad
too, and indicates: in a survey made by
TIGHT (1988), in the field of substituting the
value added tax, in those countries, which are
the members of the economic developing
cooperation organization, this general result
was obtained: major part of satisfaction in
countries for using the value added tax to be
substituted with other taxes, is their discontent
about increasing dependence toward the direct

taxes. JENKINS (2003), declares: Indonesia,

in value added tax field, in produced goods
level, in the first year of performing this tax,
achieved to a 45% more than goal. It is very
interesting that, this country was famous for
having a weak tax management. in a survey,
conducted by the KAN YO (2007), in the
form of a neoclassical general equilibrium
model to calculate the economic impact of
replacing the value added tax with cascading
tax of goods flow in Korea, has confirmed
this result that, value added tax is more
efficient but decreases more than circulating
goods tax. This model also confirmed that
value added tax has favorable impact on
foreign experiences. LIAM (2009), verified
the tax attractiveness on implementation of
value added tax in different countries and
concluded that: spectrum expansion and
diversity of countries with different economic
conditions, which approached to
implementation of value added tax system
indicates that, however we can't deny the
necessity of implementing the prepared plans
for implementing this tax system, before its
implementation. But by preparing the

necessary introductions and  correct
regulation and proper for this tax system, in
adequate with condition of counties, we can
implement it, successfully. about inflation
effects of value added tax system, studies of

world bank in two steps (first step in 35

IJBPAS, May, 2015, 4(5), Special Issue

303



Mohammad Mohebi et al

Research Article

countries and in second step in 41 countries),
shows: value added tax (VAT) inherently
does not have inflation induction effect and
with implementation of governments suitable
policies, we can limit and compensate the
inflation potential effects of value added tax
(VAT). SCHOOLS and SHOVEN (2010), by
using the general balance model concluded
that: building an uniform rate of value added
tax in united states of America, will improve
the economic performance and value added
tax has the least final social expenditure
among other taxes.

RESEARCH METHOD

This study, decided to verify the situation of
rule’s implementation of value added tax in
Iran during 1387 to 1393, it is an applied type.
And also, it is based on research plan of
analytic-descriptive plans. In verifying the
theoretical basis, we will use the library
information such as thesis and related
articles.Basic operations of collecting the
information is based on questionnaire. Of
course, in initial stage, through interview with
familiar people and experts in taxation and
economic affair field, a questionnaire as per
documents method which covers the
dimensions of the desired problem, that
means, on the process challenges of value
added tax, has been made. this questionnaire

in the first stage was tested by 10 professors,

specialists and experts, and then after
necessary reforms was finalized and also
analyzed and its reliability was calculated
through CHRONBACH's alpha coefficient,
which was equivalent to 0/87.

Its statistical stage is consisted of experts,
specialists and masters in research field and
they are at least 113 members. Number of the
sample population to verify on the basis of the
KOURKAN formula is equal to 87 members
which were selected, according to the access
method. In this research, challenges of value
added tax (budget deficit, cost of domestic
products, general level of prices and liquidity
growth) are independent variable and rate of
value added tax is dependent variable. To
analyze the research theories, the Pearson
correlation method was used to verify the
relationship of research variables.

FINDINGS

according to the data analysis, it was found
that, Pearson's correlation coefficient,
between the two variables, budget deficit and
rate of value added tax (VAT) is equal to
(r=0/507, p<0.004). And with attention to the
significant level of assumption Ho, that means
lack of relationship, is rejected. As a result,
between budget deficit and VAT, there is a
significant relationship. and also, Pearson’s
correlation coefficient, between two variables,

cost of domestic products and rate of VAT is
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equal to (r=0/452, p<0.01), and with attention
to the significant level of assumption Ho, that
means lack of relationship, is rejected. As a
result, between cost of domestic products and
of VAT,
relationship. the

rate there is a significant

Pearson’s  correlation

coefficient, between the two variables,
general level of the prices and VAT is equal
to (r=0/629, P<0.001), and with attention to
the significant level of assumption Ho, that

means lack of relationship, is rejected. As a

result, between general level of prices and
rate of VAT,
relationship. finally, the Pearson’s correlation

there is a significant

coefficient, between the
liquidity growth and VAT is equal to
(r=0/662, P<0.01), and with attention to the

two variables,

significant level of assumption Ho, that means
lack of relationship, is rejected. As a result,
between liquidity growth and rate of VAT,
there is a significant relationship. (tablel).

Table 1, Table of correlation coefficient between dependent and independent variables

. . The correlation
Independent variable The dependent variable coefficient P
Budget deficit The rate of VAT 0/507 0/004
The cost of domestic products The rate of VAT 0/452 0/01
The general level of prices The rate of VAT 0/629 0/001
Liquidity growth The rate of VAT 0/662 0/01

CONCLUSION

The results of this survey was indicated that: on
the basis of previous research, from the
obstacles of VAT's rate, we can point to the
budget deficit, expenditure of domestic
products, general level of prices and liquidity
growth, and results of analyze in present
research, confirms their relationship with rate
of VAT.

result of the study indicates: there is a
significant relationship between increase in rate
of government’s budget deficit and VAT s rate.
that means, with increase in rate of
government's budget deficit, the rate of value
added tax will increase too. And also, results

indicates that, between cost of domestic

products and rate of value added tax, there is a
significant relationship. And intensity and sign
of correlation coefficient indicates, the type of
existed relationship, between them is direct.

In other words, increase in rate of domestic
products expenditure, will lead to price
increase and as a result by increase of said
products, the rate of belonged value added tax
to them, will also increase. And also, based on
the results, between general level of prices and
value added tax, there was a significant
relationship. that means, with increase in
general level of prices, as a result, rate in
infinity of Pearson’s correlation coefficient
between two variables of liquidity growth and

rate of value added tax will be increased.
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Finally, between liquidity growth and rate of

value added tax, there is a significant
relationship. With increase in liquidity rate in
market, the rate of value added tax, will be
increased too.

according to the results, production expenditure
of domestic goods and budget deficit, in
compare with other indicators, have stronger
correlation with rate of value added tax,
therefore, it seems, in the first level, we have to
pay attention to such problems.

Budget deficit of government is one of the clear
examples of inflation, due to demand pressure,
and it is created by the effect of tax decrease
and other incomes of government and also,
increase in expenditure of government and
private sector. Totally, budget deficit has 2
group of factors. First, those, that are under the
control of the government. And we can call
them as official and management factors. And
in this regard, we have to strengthen the said
sections. in this way, establishing the scientific
and efficient institutions, for correct prediction
of income amounts and expenditures of the
government, increasing the efficiency of
institutions and responsible organizations for
collecting the government incomes,
strengthening the management in controlling
the expenditures and docility of managers and

executive authorities to follow the framework

of adopted budget, are the effective controlled
factors on the budget of governments.

and paying attention to them, will lead to
correct codification of budget's account.

the other group are the factors, which are out of
the government’s control and are under the
influence of economic conditions of inside and
outside of the country. and have effective role
in the performance of the government’s budget,
including the appearance of recession in
economy, which reduces the income of the
government, from one side, and from other
side, demands the more active role of the
government in codification of a tensional
policy for stimulation of effective demand.

To decrease the production expenditure in the
country, these works should be done: not
receiving the tax and double insurance from
producers and transparency of related
processes, easy access of producers to financial
resources on the basis of adopted rates of
central bank and supervision of central bank on
expenditure of financial security in different
sections, decreasing the expenditure of split
right of water, electricity and gas for producers,
review in receiving method of split right of
water, electricity and gas with approach of
decreasing the fixed expenditure in establishing
the agency such as receiving the expenditure
with gap of 1 to 2 years, establishing the wage

system on the basis of efficiency in institutions,
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reducing the cost of raw materials tariff and
irreplaceable middles, needed for domestic
production, government support from the
research and development activities of
producing corporates in the field of promoting
the productivity and decreasing the expenditure
cost, assigning a part of accounting subsidies
plan resources for supporting the active
institutions (with program) in the field of
decreasing the documentation and
identification expenditures and introducing the
best experiences of decreasing the expenditures
of production with taking advantage of
experiences.........

finally, lack of comprehensive system of tax
information, lack of multiple tax rates in
different sections of society, various and wide
exemption, forcing the private ideas in tax
receiving processes, lack of proper dominance
of some tax officers in implementing the
related rules and regulations, spread of
corruption in some tax departments, due to
insufficiency of technical supervision on
recognition processes and tax receiving, are the
most examples of damages and shortcomings
of tax system, and totally they are the cause for
tax system of Iran, for not having necessary
performance in fields of supervision and

implementation.
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