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ABSTRACT

Certain concepts, such as Good Governance, are recognized through their elements and components. Good
governance emerged as a theoretical response to the inefficiencies of previous development mechanisms. On the
other hand, taxation—being the most important source of government revenue—is influenced by this very concept.
Naturally, the mechanisms of the taxation system, especially the Iranian National Tax Administration, must align
with the principles and components of good governance, such as the rule of law, transparency, accountability, and
others. However, the Iranian taxation system faces several executive challenges, including the establishment and
operation of a comprehensive taxpayer financial information system, the adoption of up-to-date taxation methods,
the existence of inefficient tax exemptions, inadequate training for both tax officers and taxpayers regarding their
rights and obligations, the need to enhance tax culture, clarity on how tax revenues are allocated, and combating
administrative corruption. Addressing these challenges first requires a sound legal and regulatory framework, and
within the scope of executive implementation, will ultimately lead to reduced tax evasion, increased public
satisfaction, and sustainable development.
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EXTENDED ABSTRACT
The concept of good governance has emerged

as a prominent framework in public
administration, emphasizing principles such
as transparency, rule of law, accountability,
and inclusiveness. This framework has been
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applied extensively across sectors, particularly
in the fiscal realm, where efficient and
equitable tax systems are central to economic
stability and sustainable development. In Iran,

the taxation system faces significant executive
challenges in aligning itself with the
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expectations of good governance. The
inefficiencies in tax collection, loopholes in
policy, weak enforcement, and inadequate
information systems are compounded by an
outdated administrative structure that lacks
integration and responsiveness. These issues
have manifested in tangible outcomes such as
a disproportionately low tax-to-GDP ratio,
suboptimal tax compliance, and a reliance on
oil revenues, which wundermines fiscal
sustainability = and the  government's
developmental role. As a result, the gap
between the ideal vision of governance and the
practical realities of tax administration has
widened, calling for a comprehensive
reassessment of policies, practices, and
institutional capacities in line with modern
governance standards and economic
exigencies (Nazari & Fadaei, 2013).

Among the foremost challenges identified in
the Iranian tax system is the low tax-to-GDP
ratio, a metric that reflects the economy’s
ability to generate public revenue from
domestic sources. Despite efforts to increase
tax revenues, structural deficiencies such as
inefficient tax exemptions and narrow tax
bases have stymied progress. A significant
share of Iran’s GDP remains untaxed due to
broad and often unjustified exemptions
granted under various legal provisions. This
has led to a mismatch between the tax
potential and actual collections, creating a
fiscal imbalance and dependence on volatile
oil revenues. Furthermore, sectors with high
economic contributions, such as small and
medium enterprises, frequently underreport
or evade taxes altogether, exacerbating
horizontal inequities in tax burdens (Nazari &
Fadaei, 2013). In addition, the outdated
methods of tax assessment and collection have
reinforced a culture of non-compliance and
bargaining, especially in the absence of
effective audit mechanisms and standardized
procedures. These dynamics illustrate the
complex interplay between administrative

weakness and policy gaps, both of which
undermine the legitimacy and functionality of
the tax system.

One of the critical factors contributing to the
malfunction of Iran’s taxation system is the
high cost of tax collection relative to revenue
generated. Unlike efficient systems in
developed countries, where the cost of
collecting one unit of tax is typically less than
1% of the revenue, Iran’s collection costs are
markedly higher due to a combination of
human resource limitations, lack of
automation, and inefficient processes. Tax
categories such as wealth taxes and property
transfers, while small in share, demand
significant resources for enforcement, thereby
diminishing the overall efficiency of the
system (Nazari & Fadaei, 2013). Moreover, the
issue of taxpayer non-compliance reflects not
just operational deficiencies but also deeper
cultural and systemic problems. The
ambiguity surrounding tax obligations and
rights, = combined with  discretionary
interpretations by tax officials, has eroded
public trust. Citizens are reluctant to comply
when tax laws are unclear, inconsistent, or
perceived as unfair. As a result, the gap
between taxpayers’ perceived and actual
obligations continues to grow, weakening the
social contract and diminishing the
government’s fiscal credibility (Rostami, 2008;
Rostami et al., 2013).

The Iranian tax system also suffers from
insufficient diversification of its tax bases, with
a disproportionate reliance on a few revenue
sources such as income tax from public sector
employees and import duties. This has created
an uneven tax structure that fails to capture
the full breadth of economic activities,
particularly in the informal and self-employed
sectors. Despite extensive commercial activity
and asset transactions, the collection of taxes
from these sources remains minimal due to
outdated valuation methods, weak
enforcement, and political resistance to



reform. The absence of comprehensive asset
registries and transaction monitoring systems
further impedes the taxation of wealth and
capital gains. Compounding this issue is the
reliance on traditional and manual methods of
tax collection, which are prone to corruption,
inefficiency, and manipulation. In contrast to
global trends favoring automation and digital
platforms that limit human discretion and
foster transparency, Iran’s continued use of in-
person assessments and negotiations has
encouraged rent-seeking behaviors and
weakened audit trails (Nazari & Fadaei, 2013).
One of the most pressing structural challenges
is the fragmentation and inadequacy of the
national tax information system. In developed
economies, tax databases serve as the
backbone of efficient revenue administration
by supporting policy formulation, taxpayer
identification, audit targeting, and compliance
monitoring. In Iran, however, the lack of an
integrated and real-time financial information
system has hindered these functions. Data is
often stored in isolated silos, with limited
interoperability between tax administration
and other public or private institutions (Nazari
& Fadaei, 2013). This lack of coordination and
transparency exacerbates opportunities for tax
evasion and administrative abuse. Despite
some progress in digitalizing tax filings and
payments, such as the introduction of
electronic declaration forms and online
payment portals, the underlying system

architecture  remains fragmented and
underdeveloped. Furthermore, the
modernization efforts have not been

accompanied by necessary reforms in legal
frameworks, human resources, or institutional
culture. For instance, initiatives such as
electronic filing of VAT or submission of
payroll data remain isolated from broader
strategic reforms, reducing their long-term
impact and sustainability (Rostami &
Kamarkhani, 2016; Rostami et al., 2017).

Closely related to the issue of tax evasion is the
challenge of tax delays or “tax gaps,” which
refer to the time lag between the occurrence of
taxable events and the actual collection of
revenue. This phenomenon is particularly
harmful in inflationary environments, where
delays erode the real value of collections.
When taxpayers are allowed or able to
postpone payments through legal ambiguities
or administrative  inefficiencies, the
government’s fiscal planning becomes
unpredictable, and revenue losses mount
(Saleh Validi & Najafi Tavana, 2016). Moreover,
these delays create horizontal inequities, as
some taxpayers—particularly those on fixed
incomes such as salaried workers—are subject
to timely deductions, while others can defer
their obligations indefinitely. The persistence
of such inequities undermines public morale
and further incentivizes evasion. The presence
of broad, untargeted tax exemptions
exacerbates this problem by narrowing the tax
base and shifting burdens to a limited number
of compliant taxpayers. Empirical data from
recent years indicates that the cumulative
fiscal cost of such exemptions is staggering,
with an estimated total of over 2.2 quadrillion
rials granted in 2021 alone (Rahmatollahi et al.,
2020). As a consequence, much of the Iranian
economy operates outside the formal tax
system, further diluting the redistributive
potential of public finance and aggravating
income inequality.

In conclusion, the Iranian taxation system is
currently constrained by a host of executive
challenges that hinder its alignment with the
principles of good governance. These include
low revenue mobilization relative to economic
output, inefficient tax exemption policies, lack
of taxpayer compliance, high collection costs,
outdated assessment procedures, and
fragmented information systems. While recent
reforms and digital initiatives have shown
promise, their effectiveness has been limited
by structural weaknesses, insufficient policy
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coordination, and institutional inertia. Moving
forward, comprehensive reform efforts must
be grounded in a strategic vision that
integrates  legal, = administrative, and
technological components. Such reforms
should prioritize expanding the tax base,
streamlining exemption policies, enhancing
data integration, and promoting voluntary
compliance through transparency and
accountability. Only through such an
integrated and systemic approach can the
Iranian taxation system evolve into a modern,
equitable, and efficient instrument of fiscal
governance, capable of supporting the
country's broader developmental goals.
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