


The Effect of Fiscal Policy on
Macroeconomic Variables

Sh. Majdzadeh Tabatabai

I slamic Azad University-Marvdasht Branch

Abstract

In this study, a simulation method is used as a suitable methodology for evaluation of the effect of fiscal policy on
macroeconomic variables.

A model, consisting of seven behavioral equations and three identities, was specified to define Keynesian view
point. The model is estimated by two stage least square method. The study covers 1979-2001 periods. The model is
used to simulate two scenarios of fiscal policies on macroeconomic variables.

The results of this study showed that increasing government expenditure is more effective than decreasing direct
tax. Applying both expansionary policies:

1-causes the model’ s variables, especially real investment, to fluctuate. Thisimplies that fiscal policy can lead to
economic instabilities, though they may have been designed to achieve economic stability;

2-at firgt, priceindices and real output levelswill rise, but after some periods of fluctuation, price levelsfinally

decline;

3-at firgt, real import of goods and services will increase due to applying expansionary fiscal policy. But itis

expected to decrease by overwhelming the reduction of price levels on increasing real outputs (real income);

4-The effect of an increasein government expenditures or a decrease in direct taxes on the budget deficit will
gradually fade off in along termtrend.
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