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Objective: The distributional consequences of inflation have played a major role
in growth and inequality theories and have always been the subject of debate and
study. In recent years, with the prominence of the distributional consequences of
monetary policies, understanding the relationship between inflation and income
inequality has become a very important priority in policymaking. A very important
variable in recent years, especially in developing countries that suffer from high
inflation rates, is the inflation tax, which leads to a decrease in the purchasing
power of individuals and businesses in favor of the government. The inflation tax
is a part of the wealth of businesses and households that has been transferred to the
government as a result of inflation.

Method: Considering this issue, this study examines the nonlinear effects of
the inflation tax on income inequality in Iran using the nonlinear ARDL
(NARDL) approach over the period 1981 to 2021.

Results: The results of the study showed that the inflation tax had positive
and significant effects on income inequality in Iran. Also, based on other study
results, these effects were nonlinear.

Conclusion: The effect of inflation tax on income inequality follows a nonlinear
pattern.
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Introduction

Inflation tax is a tax that is applied with the aim of reducing inflation and controlling the growth
rate of prices in the economy. This type of tax is usually levied directly on people's income, capital
or consumption. The main purpose of the inflation tax is to encourage savings and reduce
consumption in society to reduce demand and price growth. Thus, the study of inflation tax is very
important in the economy, because it can help control inflation, resource distribution, budget
balance, interest rate adjustment and economic strength. The state of income distribution is one of
the most important issues in macroeconomics and can have a wide impact on policy makers'
decisions. The expansion of income distribution inequality in society has negative effects on macro
variables, including economic growth. Also, the inequality of income distribution can threaten
economic stability. In countries where there is a lot of concentration in the distribution of wealth
and income, parts of society may become poor subgroups due to lack of resources and opportunities
for development. This can cause economic instability and threaten sustainable development in
general. One of the most important variables affecting income distribution is the inflation rate.
Therefore, many studies have investigated the distributional consequences of inflation in different
countries and with different approaches. With the increase in the general level of prices and
consequently the inflation rate, more households fall below the poverty line and a larger portion of
income is allocated to essential needs. Also, since the poor class has less assets than the rich class,
inflation may lead to the benefit of the rich and increase the level of their wealth and assets, which
in turn exacerbates inequality. The distributional consequences of inflation have played a large role
in the theories of growth and inequality and have always been discussed and studied. One of the
main importance of inflation tax is to control inflation in the economy. By imposing an inflation
tax, people are encouraged to spend less money and save more. This action reduces demand and
pressure on prices, and as a result, the growth rate of inflation decreases. In recent years, with the
distributional consequences of monetary policies becoming more prominent, understanding the
relationship between inflation and income distribution inequality has become a very important
policy priority. A very important variable in recent years, especially in developing countries that
suffer from high inflation rates, is the inflation tax, which leads to a decrease in the purchasing
power of individuals and businesses in favor of the government. Inflation tax is the amount of
wealth of businesses and households that is transferred to the government as a result of inflation.
Inflationary tax can have a direct effect on the inequality of income distribution in the society, and
investigating this effect is of great importance. Inflationary taxation, by taxing more on income and
capital, can help distribute resources in society. Also, investigating the effect of inflation tax on the
inequality of income distribution can help to evaluate social justice. If the inequality of income
distribution in the society is very high, the society may face problems such as poverty and lack of
access to basic services. Investigating the impact of inflation tax on the inequality of income
distribution can help policymakers to consider appropriate policies and measures to reduce
inequality and increase social justice. Inequality of income distribution can cause worries and social
tensions. If the lower strata of society do not have adequate access to resources and economic
opportunities, social insecurity and dissatisfaction may increase. Examining the effect of inflation
tax on the inequality of income distribution can contribute to social sustainability and encourage
actions that lead to more social balance and balance. Investigating the effect of inflation tax on the
inequality of income distribution in the society can help policy makers to formulate appropriate tax
policies to reduce the inequality of income distribution. This study can help to better understand
the factors that exacerbate distributional inequality, such as income and wealth disparities, and
identify and implement appropriate tax measures. In general, it is very important to investigate the
effect of inflation tax on the inequality of income distribution in the economy. This analysis helps
policy makers to consider appropriate policies and actions to reduce inequality and increase social
justice. Also, this review can contribute to social stability, economic balance and economic
strength.
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Method

Most of the studies conducted in the field of factors affecting income inequality have used
linear approaches; While some new studies have shown that the influence of factors such as
inflation on inequality may be based on a non-linear approach and linear methods cannot
provide a perfect fit and explanatory power. Considering this issue, this study examines the
nonlinear effects of inflation tax on the inequality of income distribution in Iran with the
nonlinear ARDL (NARDL) approach during the period of 1981 to 2021.

Results

The results of this study showed that the inflation tax had positive and significant effects on
the inequality of income distribution in Iran. Also, based on other study results, these effects were
non-linear. According to other results, the effect of unemployment rate on the inequality of
income distribution has been positive and significant. In other words, with the increase in
unemployment, the inequality of income distribution in Iran has increased. Also, based on the
findings, the increase in the exchange rate has had positive and significant effects on the
inequality of income distribution. An increase in the exchange rate and, as a result, an increase
in the uncertainty of the exchange rate, causes an increase in the uncertainty of economic
activities and a decrease in investment in the economy, which can have extensive negative effects
on all economic sectors. Also, the impact of foreign trade on the inequality of income distribution
in Iran has not been significant.

Conclusions

Based on the findings of this study, the effect of inflation tax on the inequality of income
distribution follows a non-linear pattern, and therefore, linear approaches cannot well
investigate the distributional effects of inflation. These findings also contain broad statistical
and policy implications for policy makers and decision makers..
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