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This paper aims to model and identify the key factors influencing tax
revenues. Using the weighted least mean squares approach, the most
Accepted: significant explanatory variables affecting tax revenues were analyzed for
15/03/2025 the period 2001-2023, separately for the real and legal sectors. The findings
indicate that inflation, the business environment, economic growth, the
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positively impact tax revenues in the legal sector. In contrast, tax evasion
and sanctions exert a negative effect.

For the real sector, the ten most influential variables include tax evasion,
inflation, economic growth, sanctions, tax system fairness, tax morale, tax
JEL Classification: culture, unemployment, the Gini coefficient, and the average male wage.
H24, H25, H21 Based on these results, policymakers are advised to implement effective

measures to control inflation, as rising inflation can ultimately reduce tax
revenues.
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1. Introduction

Tax revenue is a crucial source of government funding, providing the means to finance
public goods and services such as education, infrastructure, and defense, while also
redistributing wealth and regulating economic activities. Achieving an optimal level of
tax revenue is a central objective for governments worldwide, and reaching this target
necessitates the adoption of appropriate policies—which, in turn, requires identifying the
most critical factors influencing tax revenue. Accordingly, the present study aims to
model and identify the key variables affecting tax revenue, addressing the significant
challenge of model uncertainty that arises from the multitude of potential explanatory
variables. Neglecting this uncertainty can lead to biased parameter estimates, inaccurate
predictions, and flawed statistical inferences. Given the heavy reliance of developing
countries on oil revenues—and the consequent political, social, and economic
ramifications, along with the relatively minor role that various tax revenues play in their
budgets—it is especially important to examine these factors in natural resource-exporting
nations. Moreover, while increasing corporate income taxes may boost government
revenue, such measures can also have far-reaching effects on production across sectors,
income distribution, pricing, and overall economic welfare. An innovative aspect of this
study is the separate modeling of tax revenue generated from individuals and legal
entities, providing deeper insights into the dynamics of tax collection.

2. Research method and data

Using the weighted least mean squares approach, this study identifies the key explanatory
variables influencing tax revenues, distinguishing between the natural persons and legal
sectors. The analysis covers annual data from 1991 to 2023. After estimating the model,
10 primary variables affecting tax revenues were identified for each sector. The forecast
training period spans from 1991 to 2007, while the forecast performance evaluation
period extends from 2008 to 2023. To assess forecasting accuracy, the study employs the
mean squared forecast error (MSFE) and the mean absolute forecast error (MAFE), which
measures the absolute value of the mean error.

3. Analysis and discussion
Based on the model results, 10 key variables influencing the tax revenue of individuals
and 10 variables affecting the tax revenue of legal firms were identified, with four
variables common to both models. The findings indicate that economic factors—
particularly inflation, the business environment, economic openness, economic growth,
the budget deficit, tax evasion, the exchange rate, the nominal tax rate, sanctions, and the
ratio of the value added of the services sector to GDP—are the most significant and robust
determinants of tax revenue in the legal sector. Among these, inflation, the business
environment, economic growth, the nominal tax rate, and the ratio of the value added of
the services sector to GDP have a positive impact, while tax evasion, sanctions, and other
factors negatively affect tax revenue in this sector.

Similarly, in the natural persons sector, tax evasion, inflation, economic growth,
sanctions, fairness of the tax system, tax morale, tax culture, unemployment, the Gini
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coefficient, and the average male wage were identified as the main determinants of tax
revenue. Among these, tax evasion has the highest impact. Inflation, fairness of the tax
system, tax culture, and average male wages positively influence tax revenues, whereas
other factors, such as unemployment and sanctions, exert a negative effect.

4. Conclusion

In the legal sector, inflation has the greatest impact on tax revenues, while tax evasion
has the highest impact in the natural person’s sector. Therefore, to optimize tax revenues
in the legal sector and enhance the efficiency of the country’s tax system, policymakers
must take effective measures to control inflation, as rising inflation can lead to a decline
in tax revenues, particularly in scenarios where the risk of capital outflow increases.
Improving the business environment by reducing administrative barriers and simplifying
legal procedures can encourage investment, ultimately boosting tax revenues.
Additionally, implementing tax reforms to enhance fairness in the tax system and
minimize tax evasion is a crucial step toward increasing tax revenues. Furthermore,
launching educational and promotional programs on taxation can foster a stronger tax
culture and reduce tax evasion. Strengthening the country’s tax system through stricter
enforcement mechanisms and enhanced financial transparency is also necessary.
Leveraging modern technologies in tax administration can play a vital role in detecting
undeclared income and improving revenue collection efficiency.
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