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ABSTRACT

It is assumed that financial markets by utilising private law instruments
operate in a way which lead to equilibrium and efficiency based on
distributive justice. However, in case financial markets deviate from this
equilibrium and efficiency, there is a need to provide and implement
economic law remedial solutions which, includes the utilisation of tax-
subsidy policies that bring in favorable distributive outcomes. The present
study uses library resources and descriptive analytical approach to analyze
important tax-subsidy interventions in lranian financial markets, explain
appropriate normative framework for tax-subsidy intervention in financial
markets and examine compliance of tax-subsidy interventions in Iranian
financial markets with this normative framework. The authors believe that
the most appropriate way to restore the efficiency and equilibrium of
financial markets is to apply those tax-subsidy policies and regulations that
are based on the Kaldor-Hicks formula of distributive justice; Derived from
economic analysis of law. These interventions are designed in a way that if
in short-term they bring in adverse effects for some groups, these groups will
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be compensated by the effect of wealth maximization in the long run.
Keywords: Tax, Subsidy, Distributive Justice, Kaldor-Hicks Criterion,
Financial Markets.
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INTRODUCTION

The economic, political and social frameworks of different societies,
especially their laws and Regulations, are the product of constant change and
evolution of political and social processes. The structure of such frameworks
are very important because these frameworks have a direct relationship with
the distribution of benefits and losses in each society, and they
fundamentally affect the lives of the people of that society. Considering this,
choosing the most efficient distribution framework has always been a
concern of philosophers and the focus of the concept of distributive justice.
The need for just distribution of all kinds of benefits and losses around the
concept of distributive justice, today mirrors itself in the modern financial
markets. Financial markets, including money markets (banks and credit
institutions) and capital markets (stock exchange, investment companies,
insurance companies and pension funds), play the leading role of allocation
and distribution of financial resources in the real sector of economies.
Financial markets failure resulting from market deficiencies has shown The
need for maintaining and restoring distributive justice in these markets. The
meaning of distributive justice in this context is the allocation and
distribution of resources, benefits and losses in a fair manner. It is presumed
that financial markets without external intervention and by using private law
instruments, basically operate in a way that ultimately maintains distributive
justice. However if due to the occurrence of market failure factors such as
asymmetry of information, limited commitment,externalities,collusion and
manipulation and economic bubbles the market deviates from distributive
justice, considering the extent of financial markets, restoration of the state of
distributive justice is not possible only by relying on the instruments of
private law such as Contract law or Tort, and requires wider governmental
intervention through utilisation of economic law tools which have public law
characteristics and are prescribed based on distributive justice in the
economic systems. One of the most important economic law tools in
financial markets are financial policies, through which the governments
implement changes in tax and subsidy policies by increasing or decreasing
Taxes or providing tax exemption schemes. Therefore tax and subsidy
systems are powerful tools to realize normative goals.
PURPOSE

This research seeks to identify the main forms of tax-subsidy interventions in
the financial markets of Iran. Then by explaining the appropriate normative
framework of this type of interventions based on the theory of distributive
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justice, an attempt has been made to examine the conformity or non-
conformity of the tax-subsidy interventions in Iran's financial markets with
the theory of distributive justice and to suggest reform of those laws and
regulations which are not conforming with distributive justice theory.

METHODOLOGY

The article has been written based on the descriptive and analytical research
method with a comparative approach.
FINDINGS

In this research, authors have identified major examples of tax and subsidies
interventions in the financial markets. In capital markets there are usual
international tax interventions comprising Securities Transaction Taxes
(STT), Dividend Taxes, Tax on Fixed Income Bonds and Capital Gain
Taxes. However in Iranian capital markets these interventions are much
limited and focused on provision of extensive subsidies. This means that
there is only one of abovementioned tax interventions in lranian capital
market namely STTs.

STT’s rate in Iran is very low and it is only 0.5% of the value of transferred
Security. Moreover There are far reaching subsidy policies in Iranian capital
market such as exemption on payment of Capital Gain Tax, Dividend Tax
and preferential treatment of petrochemical companies. Beside that there is
no example of tax policy interventions in Iranian Money markets and instead
there is a widespread use of subsidy policies such as tax exemption of saving
accounts interests, tax exemption of currency transactions and their capital
gains and tax exemption of bank accounts money withdrawal. Therefore it is
evident that tax interventions in Iranian financial markets are minimal and
there is a widespread utilization of subsidies policies. Identifying these
policies allows us to analyse them in terms of conformance with normative
frameworks to see if these interventions are normatively justifiable.
Deciding on quality of tax-subsidy policies and regulations would be useful
as a corrective tool for correction of distributive deficiencies in financial
markets. It is only through such framework and value-based evaluation of
any tax-subsidy policies that the policy maker can choose the correct and
appropriate response to the distributive shortcomings of the financial
markets. A suitable theoretical framework through which tax-subsidy
interventions lead to the creation of distributive justice conditions can be
designed based on the principles of school of economic analysis of law.
According to this school, legal rules are linked with economic rules and
achieve economic goals in a better way, and as a result, benefiting from the
legal frameworks based on economic analysis with the main goal of
maximizing wealth can be a way forward in designing and implementing
economic policies and laws. The school of economic analysis of law
incorporates a modern theory about distributive justice which is called the
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Kaldor-Hicksian approach, according to which it will be possible for
analysts and policy makers to categorize and recognize efficient outcomes
(leading to distributive justice) in financial markets based on their normative
evaluation.

As mentioned, the approach considered by the school of economic analysis
of law to achieve distributive justice is known as "Kaldor-Hicks". This
criterion is known by this name due to the efforts of two famous economists,
Hicks and Kaldor. The mentioned approach is part of the existing
approaches in the welfare economics school and is based on utilitarianism.
The subject of this approach is to evaluate the efficiency of policies and
regulations by evaluating the way wealth is distributed in a society as a
consequence of such policies and regulations, in other words, such an
approach considers the effectiveness of legal rules to on providing benefits
to a larger number of people. According to Kaldor-Hicks criteria A system is
called Kaldor-Hicks efficient if resources are put in the hands of those that
value them the most, measured by whether one person could theoretically
compensate another for the same resources at a cost that would be worth it to
them but worth more than the traded resources to the seller. This criterion is
one way to think about allocative efficiency, or maximizing the aggregate
value of a resource allocation. Economists will evaluate potential changes
based on whether the net benefit of resources increases as the resources are
put to use by all individuals. In another word a re-allocation is a Kaldor—
Hicks improvement if those that are made better off could hypothetically
compensate those that are made worse off. It is important to note that the
compensation does not actually have to occur and thus, a Kaldor-Hicks
improvement can in fact leave some people worse off. A situation is said to
be Kaldor—Hicks efficient, or equivalently is said to satisfy the Kaldor—Hicks
criterion, if no potential Kaldor—Hicks improvement from that situation
exists. The mentioned criterion has considerable flexibility and unlike other
efficiency criteria such as the Pareto criterion, it enables decision-making in
different conditions. In order to analyse the conformity or non-conformity of
the said policies and laws to the Kaldor-Hicks efficiency criterion, it is
necessary to determine the purpose of the the policies, and then by
examining its short-term and long-term effects through the use of cost-
benefit analysis, we can reach a conclusion. If It is found that achieving a
goal in the long term would bring wide benefits that would make it possible
to compensate for those losses in the short term then this policy conforms to
Kaldor-Hicks efficiency criterion. It seems that the policy maker's
interventions in the capital market and the granting of extensive tax
exemptions indicate his serious determination to expand, promote and
deepen the Iranian capital market by creating an incentive to participate in
this market. Such an approach accordingly conforms to the Kaldor-Hicks
formula of distributive justice; Because the Iranian policymaker, by ignoring
tax revenues in the short term, has considered the expansion of the role of



Encyclopedia of Economic law Journal, 29: 22, 2022 117

the capital market in the Iranian economy as a vital and important matter,
which in the long run will bring more benefits to all sections of the society in
such a way that its results would cover short term government losses of tax
revenues and would earn more for the whole economy. On the other hand, in
the Iranian money market, the lack of tax intervention by the Iranian policy
maker and the granting of extensive tax exemptions or extensive subsidy
interventions, is such that no specific goal can be attributed to it. Recent
Suggestions of new Tax schemes in the field of foreign exchange
transactions clearly indicates that the policymaker does not consider the
continuation of the current situation and its long-term effects to be beneficial
for the economy. Therefore, the policy maker's long-term goal of not
carrying out tax interventions in the money market is not very clear, and it
seems that the Iranian policy maker, is confused in his approach to the
money market. For this reason, the compatibility of such an approach with
the Kaldor-Hicks Criterion is ambiguous, and consequently, current tax-
subsidy interventions in the money market, unlike the capital market, cannot
be considered in line with distributive justice.
Conclusion

The discussions expressed in this article showed that tax interventions are
very limited in Iran's financial markets and the focus of policymakers has
long been based on subsidy interventions, especially the provision of
extensive tax exemptions. Such an approach has shown itself in the form of
numerous interventions in both money and capital markets. In the capital
markets, minimum tax on securities trading, discounts and tax exemptions
for the income and dividends of listed companies, exemption from paying
tax on capital gains resulting from activities in the capital market,
preferential treatment with listed petrochemical companies and Tax
exemptions for active entities are among these examples. In addition, in
money market, the tax exemption of interest on saving accounts, the tax
exemption of foreign exchange transactions and their capital gains, and the
tax exemption of withdrawals from bank deposits are considered as these
examples. However, the failure of the economic policymaker's goal to
maximize wealth and the occurrence of numerous financial crises in recent
years have led to the need to answer the question whether tax-subsidy
interventions in Iran's financial markets are consistent with the principle of
distributive justice. In other words, does the application of such policies lead
to fair distributional results, taking into account the macroeconomic
conditions of Iran, including inflationary conditions, budget deficit, and
continuous devaluation of the currency?

To answer this question, it is necessary to examine the compliance of the
aforementioned policies with the theory of distributive justice. A suitable
theory of distributive justice that can meet the needs of the modern economy
and financial markets is a theory that is consistent with the economic nature
of these markets and is based on the school of economic analysis of law. The
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usable formula of such a school is Kaldorhick's theory of distributive justice,
according to which policies and tax-subsidy regulations are based on
distributive justice when these policies lead us to the goal of wealth
maximization. Based on the theory of Kaldor-Hicks, even if there is a short-
term loss to the performance of the financial markets through tax-subsidy
regulations, in the long-term, achieving the goal of maximizing wealth and
eliminating the deficiency conditions of the financial markets will bring
benefits that not only compensate for the losses caused in the short term; but
also leaves more benefits and shows the desirability of such policies and
regulations. Examining the compliance of the aforementioned laws and
regulations in Iranian financial markets with the approach mentioned in the
present research showed that the interventions of the capital market should
be evaluated differently from the interventions of the money market. Authors
believe, the economic policy maker's subsidy interventions in the capital
market, although not in line with the prevailing approach in the world; But
can be considered in line with efforts to expand and deepen this market, and
if we assume the goal of the policy maker to be such, the set of policies of
subsidy interventions in this area can be considered in accordance with the
theory of distributive justice of Kaldorhicks. it has pursued a long-term goal
in the expansion and deepening of the capital market, so that the
maximization of wealth resulting from the expansion of the capital market
compensates for the short-term costs of forgoing tax revenues. However, as
seen, such a conclusion cannot be considered true in the case of interventions
in the Iranian money market. the long-term goal of the aforementioned
extensive subsidy interventions in the money market are ambiguous, and
such interventions have only led to the occurrence and spread of financial
and currency crises in the country, as well as massive capital flight;
Therefore, the tax-subsidy policies and regulations of Iran's money market
cannot be considered desirable and based on Kaldor-Hicks' theory of
distributive justice. For this purpose, it is suggested that the Iranian
policymaker, in searching and choosing the optimal tax-subsidy policies and
regulations of the money market, uses the appropriate normative framework
of these markets, which is based on the Kaldor-Hicksian theory, through
creating a balance between long-term and short-term consequences. Such
policies, in addition to eliminating distributional anomalies, achieves the
main benefit resulting from the activity of such markets, which is the
realization of wealth maximization.
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1- Welfare Economics

2- Utilitarianism

3- Pareto efficiency

4- Hicks-optimal outcome
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