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Abstract

The experimental studies done in the field of estimating the multiplier of
demand-side policies have shown that the multiplier of fiscal policy has not been
fixed but rather has been changing over time. From a theoretical perspective, this
coefficient is influenced by different factors, such that the mentioned coefficient
would change with every change in each factor. TVP-VAR models can estimate a
variable's response due to the shock introduced by other variables over time. This
study uses quarterly data from 1990 to 2021in Iran and employs the Time-Varying
Parameter Vector Autoregression (TVP-VAR) model with the factor-augmented
approach. First, the combined and latent index of monetary policy and impulse
response function was extracted. Then, the multipliers of personal tax growth,
corporate tax growth, and property tax growth were calculated in the form of
time-varying estimations. In the third stage, using the variance analysis
technique, the factors effective on a multiplier of direct tax growth were
ascertained. The results indicated that among the three tools for direct tax
policies, the greatest multiplier was related to corporate tax growth.
Furthermore, the imports to GDP and the savings to GDP ratios have the highest
efficiency and explanatory power of personal tax growth multiplier fluctuations.
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Extended Abstract

1. Introduction

The experimental studies done in the field
of estimating the multiplier of demand-
side policies have shown that the
multiplier of fiscal policy has not been
fixed but rather has been changing over
time. From a theoretical perspective, this
coefficient is influenced by different
factors, such that the mentioned
coefficient would change with every
change in each factor. On the other side,
the increase of tax revenues and
replacement of oil revenues with tax
revenues in the government budget would
highlight the prominent role of these fiscal
policy tools in Iran's economy. Different
factors, including business cycles, credit
cycles, inflation, the marginal propensity
of consumption, the marginal propensity
of import, etc., influence tax revenues'
effect on economic growth. Since the
factors that affect the fiscal policy
multiplier change over time, it can be
concluded that the multiplier changes
over time, too.

2. Method

The state-space models have specific
applications in the field of control
engineering and navigation issues. These
models are also being wused in
Econometrics. Because in the factors
effective on economic issues, there are
some specific features like unobserved

variables, rational expectations,
measurement erTors, 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 can estimate a variable's
responsedue to the shock introduced by
other variables over time. In this research,

two vectors were specified for estimating
vector auto-regression models 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 direct
taxes according to their types, first of all,
the hidden variable of implementing
monetary policy and impulse response
functions of the variable were calculated
and extracted in time. Then, the time-
varying multipliers of personal tax growth,
corporate taxes, and property tax were
estimated and calculated. Consequently,
the factors that affect the numerical value
of the multiplier of tax growth were
ascertained in the form of a historical
variance analysis technique. The data of
this research were extracted from the
website of the Central Bank of the Islamic
Republic of Iran seasonally and from 1991
to 2021.

3. Findings

In this research, first of all, the combined
and latent monetary policy index was
extracted. According to the estimations
done, this variable's trend in Iran has been
inverse U-shaped from 1993 to 2021. Then,
the multipliers of personal taxes,
corporate taxes, and property taxes were
calculated in the form of time-varying
estimations. In the third stage, using the
variance analysis technique, the factors
effective on a multiplier of direct tax
policies were ascertained. The results
indicated that among the three tools for
direct tax policies, the greatest multiplier
was related to corporate taxes.
Furthermore, the imports to GDP and the
savings to GDP ratios have the highest
efficiency and explanatory power of
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multiplier fluctuations of corporate tax
growth.

4. Results

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

The monetary policy index influences
some variables such as Inflation rate,
government expenditures, economic
growth, and exchange rate. Among the
mentioned variables, it would have the
greatest effect on inflation. The estimation
of impact and cumulative multipliers of
direct tax revenues growth showed that
the multiplier of direct tax revenues has
varied over time and is different in various
economic conditions. Second, among the
three types of direct tax revenues, the
greatest multiplier is related to corporate
taxes. The results related to the historical
variance decomposition analysis of the
multiplier of direct tax revenues growth
showed that the greatest power to explain
the fluctuations of the multiplier of
personal income taxes is related to the
GDP gap and the number of facilities in the

, 2024, 19(42): 7-35.

private sector. The import-to-GDP and
the saving-to-GDP ratios have the
greatest power to explain the fluctuations
of a multiplier of personal income tax
growth. Besides, most fluctuations created
in the property tax multiplier are related
to the import-to-GDP ratio and GDP gap.

In case the economic and tax
policymakers pursue stimulating
production by resorting to direct tax
revenues, they shall consider that
different factors have a role in the effect
directed to tax revenues on GDP via the
multiplier. Also, the impact and cumulative
multiplier of direct tax revenues can be
positive or negative. In the effect of
personal income taxes, the two variables
of the GDP gap and the number of facilities
in the private sector have the greatest
effect on the relationship between tax
revenues and GDP growth. These factors
in relation to corporate taxes are related
to the ratio of import to GDP and the ratio
of savings to GDP variables.
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