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Extended Abstract

Introduction

Since the Cold War, economic security has increasingly been proposed as the next step in security. As
researchers and policymakers emphasize the relationship between economic security and social well-being,
they have sought new ways to integrate economic issues into traditional defense strategies. Economic
insecurity itself is the source of the increasing spiral of human insecurity. The main factors are the
intensification of competition, the globalization of production, the change in production methods, the growth
of financial speculation, and the growth of technical innovations. These dynamic factors have put
unprecedented pressure on the security and well-being of life, which appear in different ways for different
groups in different countries. In most countries, a large part of insecurity is rising unemployment. This
feature is common in OECD countries, Eastern European countries, most African countries, the Middle
East, and Latin America. Even countries that have a good employment situation have also faced problems
that threaten job security. These pressures have increased not only on unskilled workers but also on technical
workers, specialists, and senior management staff. Especially in the case of low-wage jobs, working
conditions in many countries have made these incomes less stable or rise more slowly than in high-skill
jobs, thereby widening the income gap.

These sources of economic insecurity have not been strengthened by changes in government policies on
income redistribution and social security. Today, in economic literature, using existing policy rules to study
monetary and financial policies and their welfare consequences is a common approach. The importance of
using both financial instruments and social changes resulting from their use in equilibrium conditions has
been emphasized in most research. Therefore, governments are obliged to pay attention to the role and
effects of financial policies in their policies. Depending on the conditions governing the economy of a
nation, governments can achieve acceptable economic prosperity by defining and implementing optimal
financial laws and policies. Policymakers who value government intervention in the economy have not
always been successful in achieving economic goals. Perhaps this issue is caused by the effects of one policy
on another policy, and hence the basic question is determining the priority of one policy over other policies
to achieve economic goals. Therefore, under the optimal policy model, which fiscal policy instrument will
achieve the least reduction in welfare?

The fiscal policy cycle is one of the most important government tools to achieve stability and reduce
fluctuations in the production cycle. The issue that has occupied the minds of many policymakers is what
policy should be implemented during economic prosperity or recession. The answer to this question lies in
determining the nature of fiscal policy. To determine the role of fiscal policy in the process of economic
stability, it is necessary to clarify the nature of fiscal policy. Therefore, a comprehensive tax system can
stabilize and optimize the financial policy.

Therefore, in this research, the macroeconomic and welfare effects of the government's financial policies
and tax incentives on the production cycle will be investigated.

Method

In this study, the macro-economic and welfare effects of financial policy, and tax incentives in the

production cycle were investigated using the combined data pattern method with different frequency
(MIDAS) for different seasonal and annual time frames. The estimated model is as follows:

GDP;, = c(s;) + agGDP,_, + y,ETR + 0,IEWB + X,0IL + p1JAR + w,0MR + M + 6, EX +¢
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GDP: It refers to the production gap index, which uses quarterly GDP data.IEWB: composite index of
economic well-being. M: volume of liquidity, OIL: indicates the fluctuations in the price of heavy crude
oilin Iran. JAR: Uncertainty appears in the government's current expenditures. OMR: represents uncertainty
in government construction costs and EX: exchange rate volatility calculated using ARCH and GARCH
models.

Effective tax rate, a combined index of economic well-being, and current and construction expenses of the
government from annual data (1370-1400) and for variables. Oil price, exchange rate, liquidity volume, and

production index (1400-1370) were used from seasonal data.
Table 1. Method: MIDAS
Sample (adjusted): 1370 1400-1370Q1-1400Q4

Coefficient t-statistic prob

C < AFFAAR £NVOAYA
GDP(1) —-.YYAaYY —90AFNPE
ETR -2 YYAYD VOFYYAY < AVAY
IEWB —e YRV “YOFYYYA ceNVY
jari - YAYOVY f.Fvavay PR
OMR A2V YXVAOYY PR
M CXVeeey £.YY0AYS
EX SAYYESY YEAPYFQ
OIL IR ATA R Y. VEavy cevay

R-squared= -/Aa

Adjusted R-squared=-/AA
Durbin-Watson stat= \/vf

hAh.test=-/va
jarque.bera.normality.test =v/aA (p=-/1v)

Results

The pattern determination coefficient is estimated as R2=0.89, which shows the very high explanatory
power of the model. The value of the hAh.test statistic is equal to 0.79, which shows that the restrictions
applied to the coefficients of the Midas model are statistically significant and sufficient. According to the
statistical quantity of Durbin-Watson's test and the normality test, the disordered sentences do not have an
ordered correlation pattern and have a normal distribution.

Uncertainty about the government's current and construction expenditures, liquidity volume, exchange
rate fluctuations, and crude oil price fluctuations have a positive and significant effect on the production
gap index. In other words, in terms of the economic structure and based on the principles of economics, the
increase in the economy's exchange rate and the central bank's reserves will lead to the prosperity of
production in the society, but if this increase is temporary, it will not be possible to create the prosperity of
production. A floating and managed increase in the exchange rate leads to relative stability in the currency
market, and this allows economic operators to plan their production in the long term. With the increase in
the price of the dollar, importers face difficulties because they have to procure the currency at a high price
and buy the necessary products. Importers increase the price they offer to the consumer as much as the
purchase price of their products increases. This harms the consumer and leads to an increase in the price of
goods. This leads to an increase in demand for local products and a competitive market in terms of product
prices. Exchange rate fluctuations lead to an increase in the volume of foreign debt of companies, and an
increase in debt leads to a lack of liquidity, which generally has a negative effect on production. Qil
fluctuations, currency fluctuations, and political conditions and factors in the country have a positive effect
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on the production gap in the short and long term. In general, we can conclude that by increasing factors such
as; The country's political conditions and factors, Iran's economic situation, the country's annual budget,
macroeconomic, financial and foreign exchange policies, inflation rate, large and long-term investments, oil
and currency price fluctuations, clarifying the financial situation of information and many other factors that
lead to The fluctuations of this market will cause a decrease in production.

On the other hand, the effective tax rate does not have a significant effect on the output gap. In other words,
since the increase in tax revenues is not accompanied by an increase in the effective tax rate, it increases the
possibility of corruption and inefficiency in society and the government, and as a result, tax evasion. Tax
policy often refers to the art of exploiting the possible rather than the desirable. Therefore, the minimal
influence of economic theory and especially the literature on optimal taxation in designing the tax system
of countries is significant. An increase in tax rates creates uncertainty in the economy, which may have a
negative impact on tax revenues, corruption, and economic inefficiency.

Conclusion:

The purpose of this study was to investigate the effects of fiscal policy on macroeconomic, welfare, and tax
incentives in the production cycle and to apply the mixed data method with different frequencies (MIDAS)
in the annual and quarterly data period from 1370 to 1400. According to the estimation results of the model,
the uncertainty of the government's current and construction expenditures, liquidity volume, exchange rate
fluctuations, and crude oil price fluctuations have a positive effect, and the increase in economic security
has a negative effect on the production gap. According to these titles, a summary of the discussions and its
results can be presented as follows:

1. High tax rates according to Friedman1. According to Friedman and many economists, high tax rates are
one of the reasons for tax evasion. The effective tax rate means that economic operators have a high
motivation for transparency and consider the ratio of tax payment to their profit more acceptable. By
reducing the tax rate and transforming the non-transparent part of the economy into a transparent part
and paying taxes on the whole, the tax revenue of the government may not only decrease but also increase
the revenue due to the effect of economic transparency on the country's development, financial market,
economic growth, and gross national product. will be taxed by the government.

2. Uncertainty about financial policies and uncertainty about the future is toxic for capital and the
economy, which manifests itself in the most natural way in the form of capital flight. The feeling of
instability in the capital helps to hide and create an underground economy and the growth of the black
economy. Aro and most economists emphasized political and economic stability. Governments should be
as expert as possible in their planning and policies and do their best to achieve political and economic
stability.

3. Iran has a high degree of uncertainty regarding macroeconomic variables. Growth, inflation, liquidity,
exchange rate fluctuations, and other macroeconomic variables are more susceptible to fluctuations than
the economy of industrialized countries, and the effects of these fluctuations and their continuation may
lead to the formation of more structural problems in different economic sectors. The fluctuations of these
indicators affect the production cycle by creating risk and uncertainty, which affects investment decisions
and investors. Fluctuations of these indicators will have an important impact on the liquidity, investment,
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export, import, and production of the country, and therefore it is very important for the country's
economic officials. These fluctuations affect the volume of import and export of intermediate and capital
goods related to production and the volume of investment of the private sector, whether it is an importer
of raw materials or an exporter of goods. Considering Iran's different economic infrastructures, patterns,
and conditions, a separate examination of how the production cycle is affected by the uncertainty about
the government's financial policies and the government's currency policies can provide a valid perspective
on how to look at changes in the financial market.
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