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Abstract

The idea that gained traction in economics with Keynesian theories (1936) pertains to the potential
differential effects of fiscal policy on macroeconomic variables during periods of economic
recession and boom. This concept has garnered significant attention from economists in both
theoretical and empirical aspects over the past few years. Policymakers and statesmen in advanced
economies and emerging markets tend to increase public spending or reduce taxes when confronted
with economic recessions. Questions arise concerning the sign, magnitude, and channels through
which these decisions impact GDP, There is no theoretical consensus on this mattertax reductions
and increased public spending boost aggregate demand, leading to higher demand for labor,
resulting in increased wages and employment. Higher income stimulates consumption, which
further increases aggregate demand, leading to higher levels of investment and employment, thus
creating a multiplier effect on income, consumption, and overall economic activity.the substitution
effect implies that an increase in government spending is partially offset by a reduction in
consumption and investment. These analyses, based on the assumptions of forward-looking
consumers and firms maximizing intertemporal utility in neoclassical models, suggest a lower fiscal
policy multiplier. According to Ricardian analysis within this framework, the fiscal policy multiplier
could even be zero.
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Introduction

The idea that gained traction in economics with Keynesian theories (1936) pertains to the potential
differential effects of fiscal policy on macroeconomic variables during periods of economic
recession and boom. This concept has garnered significant attention from economists in both
theoretical and empirical aspects over the past few years. Policymakers and statesmen in advanced
economies and emerging markets tend to increase public spending or reduce taxes when confronted
with economic recessions. Questions arise concerning the sign, magnitude, and channels through
which these decisions impact GDP, employment, and investment. There is no theoretical consensus
on this matter. According to the Keynesian view, tax reductions and increased public spending boost
aggregate demand, leading to higher demand for labor, resulting in increased wages and
employment. Higher income stimulates consumption, which further increases aggregate demand,
leading to higher levels of investment and employment, thus creating a multiplier effect on income,
consumption, and overall economic activity.

However, subsequent economists have shown that the Keynesian multiplier is influenced by
various factors, including liquidity trap conditions, business cycle phases, exchange rate regimes,
and the degree of economic openness. Consequently, the size of the Keynesian fiscal policy
multiplier can vary under different conditions. Conversely, from a neoclassical perspective, the
substitution effect implies that an increase in government spending is partially offset by a reduction
in consumption and investment. These analyses, based on the assumptions of forward-looking
consumers and firms maximizing intertemporal utility in neoclassical models, suggest a lower fiscal
policy multiplier. According to Ricardian analysis within this framework, the fiscal policy multiplier
could even be zero.

A review of theoretical perspectives and empirical studies on the impact of fiscal policy on
macroeconomic variables, especially GDP, reveals a lack of theoretical consensus, with sometimes
contradictory study results. Several domestic studies have attempted to estimate the policy multiplier
in Iran's economy. However, as noted, the fiscal policy multiplier is influenced by various economic
variables and conditions, making it unfeasible to estimate a single figure for the entire period under
review to address the challenges of implementing the country’s fiscal policies. Moreover, most
domestic studies have focused on estimating the government spending multiplier, whereas tax
revenues play a crucial role in funding Iran's economy. Tax revenues are also a significant tool of
fiscal policy, and determining their magnitude and influential factors can greatly assist
macroeconomic policymakers.

Therefore, the present article consists of two sections: (1) First, using the TVP-FAVAR-SV
model, the time-varying multipliers of indirect taxes, specifically import taxes and consumption and
sales taxes, will be estimated. (2) In the subsequent section, after estimating the time-varying
multipliers of indirect tax revenues for their respective components, the study will employ historical
variance decomposition techniques to identify and quantify the impact of key factors influencing the
numerical value of the multipliers.

Methodology
The state-space models have specific applications in the field of control engineering and navigation
issues. These models are also being used in Econometrics. Because in the factors effective on
economic issues, there are some specific features like unobserved variable, rational expectations,
measurement errors, missing observations, permanent income, unobservable components (in
trends), etc. TVP-VAR models can enter structural failures and cyclic changes to models in time
series in the form of variable time; therefore, they have the ability to estimate the response of a
variable due to the shock introduced by other variables over time. In this research two vectors have
been specified for estimating vector auto-regression model with an added factor with time varying
parameters: 1. A vector including macroeconomic variables and, 2. A vector including variables for
modeling and extracting the hidden variable of monetary policy.

To estimate the multiplier of indirect taxes according to its types, first of all the hidden variable
of implementing monetary policy and impulse response functions of variable have been calculated
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and extracted in time. Then the time-varying multipliers of consumption and sales and import taxes
were estimated and calculated. Then, the factors effective on the numerical value of the multiplier
of taxes have been ascertained in the form of historical variance analysis technique; besides, the data
of this research have been extracted from website of the central bank of the Islamic Republic of Iran
seasonally and in the period of 1991 to 2021.

Results and Discussion

In this research, first of all, the combined and latent index of monetary policy was extracted.
According to the estimations done, this variable's trend in Iran has been U shaped during 1993 to
2021. Then the multipliers of consumption and sales and import taxes were calculated in the form
of time-varying estimations. In the third stage, using the variance analysis technique, the factors
effective on multiplier of indirect tax policies were ascertained. The results indicated that from
among 2 tools for indirect tax policies, the greatest impact multiplier was related to consumption
and sales taxes. Furthermore, the imports to GDP, the openess and gdp gap have the highest
efficiency and explanatory power of multiplier fluctuations of consumption and sales taxes.

Conclusion

Studying the effect of the fiscal policy based on government expenditures and taxes, with the aim
of knowing the numerical value of the multiplier of fiscal policy, has been always the concern of
macroeconomic policy makers. Some researches done in the context of estimating the multiplier of
fiscal policy within the country, have been linear and regardless of different economic conditions;
and some other researches have been with specific regard to different economic conditions,
including business cycles or credit cycles. Thus, according to the recent researches done outside the
country, such as the study of Glocker et al (2019), it’s been proved that the multiplier of fiscal policy
is not remained fix over time. From a theoretical point of view, this factor is influenced by dlfferent
factors, and with change in every factor the mentioned coefficient changes either.

The estimation of impact and cumlative multipliers of indirect tax revenues showed that: first of
all, the multiplier of direct tax revenues have been varying over time and different in various
economic conditions. Second, from among two types of indirect tax revenues, the greatest multiplier
is related to consumption and sales taxes. The results related to the historic variance analysis of the
multiplier of indirect tax revenues showed that the greatest power to explain the fluctuations of the
multiplier of consumption and sales income taxes is related to import gdp.

If an economic and fiscal policy maker intends to stimulate production using indirect taxes, they
must consider that various factors influence the effectiveness of indirect taxes on GDP through the
multiplier effect. The instantaneous and cumulative multipliers of indirect taxes can be either
positive or negative. Specifically, the instantaneous multiplier of consumption and sales taxes is
negative, and its cumulative multiplier is approximately zero. The Impact of consumption and sales
taxes is most significantly affected by three variables: the import-to-GDP ratio, the degree of
economic openness, and the output gap. These factors play the largest role in the relationship
between indirect taxes and GDP growth.
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