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Abstract

For a long time, limiting the politicians’ range of powers has been
associated with many disputes. Concerning monetary policy,
economists have agreed to remove this policy from the government and
entrust it to an independent central bank. However, the events after the
global fiscal crisis of 2007 and the COVID-19 pandemic have highlighted
the lack of consensus regarding the effects of fiscal policy. Therefore,
the current research tries to provide new evidence in this field by
examining the relationship between fiscal policy and macroeconomic
uncertainties in Iran. The results of the time-frequency analysis using
continuous wavelet transformation showed that the adoption of fiscal
policy had significant side effects from 1990-2020 in a way that the use
of spending tools in the common horizon of business cycles leads to the
risk of increasing the uncertainty of economic growth and inflation. In
the medium run, the tax tool also creates similar effects on the
economy. This tool can reduce uncertainty only in the short term and
during the boom if it is applied counter-cyclically. In addition, there is a
history of tax revenue and expenditure following macroeconomic
uncertainties in the short and medium term. Therefore, adopting a
countercyclical fiscal policy regardless of the success in stabilization,
due to the possibility of creating macroeconomic uncertainties, leads to
the opposite effects regarding stabilization.
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1. Introduction

Big governments tend to use fiscal policy
and its tools for actions that have a
significant effect on macroeconomics.
Since this desire and the implementation
of the fiscal policy related to it do not have
to be related to business cycles and the
mission of automatic stabilization, it can
be an important source for creating
uncertainty and volatility in
macroeconomics. Therefore, the shadow
of ineffective fiscal policy on the flexibility
of the economy will be likely, as a result of
which the fluctuations of the economy are
expected to become severe (International
Monetary  Fund, 2015). Therefore,
expanding the application of fiscal policy
in some economies can have opposite
effects in the direction of stability. In this
regard, the present research tries to
examine the relationship between fiscal
policy and fluctuations in the real and
nominal sectors of Iran's economy, so that
fiscal policy is represented by government
payments and tax revenues (real value and
ratio of each of them to GDP) and
macroeconomic uncertainty is
represented by uncertainty in economic
growth and inflation. The method used to
explain the above relationship is the
continuous wavelet transform and its
related tools, and the period of the data
research is from 1990 to 2020.

2. Data / Methodology

The present study has used the GARCH
method to extract the uncertainty of
economic  growth  and inflation.
Continuous wavelet transform and its
analytical tools have been used to discover
the causal relationship between inflation
and its uncertainty. Wavelet analysis is
greatly distinctive from most conventional
mathematical methods such as time-

domain methods (correlation analysis and
Granger causality, etc.), which cannot
identify ~ short-run  and  long-run
relationships between time series, and
frequency domain methods (Fourier
analysis, etc.), which cannot reveal how
such relationships change over time.
Wavelet analysis allows expanding time
series into a time-frequency space in
which the local correlation and the casual
relationship can be read off in a highly
intuitive way. Therefore, it is very suitable
for assessing simultaneously whether the
relationship varies across frequencies and
evolves over time. In addition, wavelet
analysis has a significant advantage over
the  well-known  Fourier  analysis,
especially when the time series under
study are non-stationary or locally
stationary.

3. Results/Findings

The research results showed that fiscal
policy has significant side effects on
macroeconomic uncertainty in a way that
the use of spending tools in the short and
medium term can be a source of
uncertainty in macroeconomics. The tax
instrument can only lead to a reduction of
the uncertainty of economic growth
during a recession and in the short term as
a counter-cyclical policy.

4. Conclusion

According to the research results, fiscal
policy cannot be used as a tool to stabilize
the economy. The impact of economic
uncertainties on the government's
expenditures and tax revenues is also
another challenge to the effectiveness of
fiscal policy.
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