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Abstract

Given the significant consequences of income inequality and the role of the government as one
of the most important policymakers and institutions responsible for improving income
distribution in a country, this paper examines the relationship between income inequality and
governmental intervention by considering the Tullock-Bastiat hypothesis. We estimate a
nonlinear model based on time series data in Iran from 2000 to 2021. We showed that the
dynamics of the mentioned relationship can be well approximated by a class of smooth transition
autoregressive (STAR) models using the level of government expenditure and tax as transition
variables. Indeed, the results indicate there are threshold values for the mentioned transition
variables and confirmed different effects of the supportive policies of the government on reducing
inequality. Indeed, increasing government spending up to its certain threshold level leads to an
improvement in income distribution. However, increasing government spending beyond this
threshold level (1182222 billion Rials) worsens income distribution. Besides, the impact of
taxation on income inequality is the opposite of that of government spending. In other words,
increasing taxation up to its certain threshold level (732959 billion Reials) worsens income
distribution. However, increasing taxation beyond this threshold level improves income
distribution. Therefore, given the significance of the budget deficit problem in Iran, it is
recommended to implement fiscal contractionary policies. This includes a combination of
reducing government spending and increasing taxes, which in turn leads to an improvement in
income distribution.
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