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Abstract

This study is limited to aspects related to the nature of the applied fiscal policy. An analysis
with theoretical elements contributes to the understanding of the characteristics of procyclical,
countercyclical and acyclic fiscal policies. Moreover, a description of them based on the fiscal
instruments used (government revenues and expenditures) facilitates the capture of the main
features and implications on the economies of emerging countries compared to developed
countries. The study also includes an analysis of the manifestation of gross domestic product
before and after the economic crisis of 2008. The data used are quarterly, seasonally adjusted and
deflated by GDP deflator to be expressed in real terms. The results indicated that the shock of the
economic crisis destabilized gross domestic product for more than three quarters. The need to
implement a fiscal policy optimized according to national specifications is a desideratum in terms
of economic growth.
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1. Introduction

Within the economic theories there are a series of controversies regarding the applicability of
fiscal policies and the role of government in alleviating fiscal shocks. The causal relationship
between fiscal policy and the government has led to the emergence of fiscal policies aimed at
redressing the imbalances that have emerged depending on the phases of the existing economic
cycle. In practice, governments apply fiscal policies through the use of two general categories of
fiscal instruments. These are identified in the form of government revenue and expenditure and act
in the sense of increasing or decreasing.

In the empirical literature, certain characteristics of emerging countries compared to developed
countries in terms of fiscal policy have been determined. Thus, emerging countries are inclined to
apply a pro-cyclical fiscal policy in order to increase revenues and decrease expenditures in times
of recession. In contrast, developed countries tend to adopt a countercyclical fiscal policy, reducing
revenues and increasing spending in times of recession. Identifying optimal fiscal policies remains
another utopia in the context of interstate differences in the field of fiscal legislation, as well as
existing fiscal administration mechanisms. In this respect, an example is given by the economic
framework of the European Union, which has created a monetary union precisely in order to
standardize and balance the discrepancies between Member States. Although the existence of a
fiscal union has been analyzed in the specialized literature, the divergences identified on this
subject have counterbalanced the possibility of its rapid implementation or the benefits brought.
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In this study we aim to contribute to the understanding of the main types of fiscal policies, as
well as how they use government revenues and expenditures in the sense of economic recovery.
Understanding the management mechanism of these instruments facilitates their application
according to the specific characteristics of each economy. A detailed analysis of procyclical,
countercyclical and acyclic fiscal policies, as well as how they contribute to the functioning of the
economy in different phases will be useful to both specialists and practitioners in the field. This
study is structured as follows: section two includes a foray into the literature, section three includes
the research methodology, section four refers to the types of existing fiscal policies, followed by a
section that includes the conclusions of this study.

2. Literature review

The clear delimitation of the characteristics of fiscal policies is the common subject for a
multitude of studies. In this context, Voda et al. (2020) states that fiscal policies applied at
European level have shown a particular interest in addressing the spectrum of risk issues in terms
of business maturity and lack of sustainable economic development. Cristea et al. (2019) analyzes
the implications of tax revenues in terms of fiscal policies, taking into account current economic
conditions. Regarding the implications of government spending on fiscal policy, Castro and
Martins (2018) conducted an in-depth analysis of their functional components.

The results obtained by Gootjes and Haan (2020) suggest that EU member states apply a pro-

cyclical fiscal policy, but the applied tax rules seem to reduce fiscal pro-cyclicality. Another
empirical analysis whose main objective is to identify the effect of fiscal rules is performed by
Misra and Ranjan (2018). An extensive study on pro-cyclical fiscal policy is conducted by Thori
and Kameda (2018) who consider a broad theoretical framework to bring arguments to the type of
fiscal policy that promotes economic growth and eliminates or reduces fiscal shocks.
Niemann and Pichler (2020) discuss the existence of an optimal fiscal policy modeled by sovereign
risk - both fundamental and self-fulfilling. Regarding countercyclical fiscal policies, Aghion and
Sharroubi (2007) analyze their effects on economic growth and the results suggested that
countercyclicality arising from discretionary fiscal policy is more important for growth than
countercyclicality arising from automatic stabilizers.

3. Research methodology

This paper contributes to the completion of the information system related to the applicability of
fiscal policy in a complete transnational framework. In order to interconnect a number of
theoretical and empirical elements and to integrate them into the existing fiscal circumstances, it
was necessary to use two research methods, namely the comparative method and the critical
analysis method.

Comparative method. This is an epistemological method that allows the limits of knowledge to
be advanced in comparative economics studies. The basic principle of this method is given by
knowing the purpose pursued so that two opposable elements can be compared by reaching a
common point. The first comparative method will be used to identify differences in fiscal policies
and how they contribute to reducing fiscal shocks.

Critical analysis method. The use of the critical analysis method as a procedure for extracting
the analytical components from a series of hypotheses, arguments or empirical results to obtain a
rational conclusion, is the way in which the final sections of each chapter will be prepared. By
using this method it will be possible to express a personal opinion on all the theoretical and
empirical aspects analyzed in the paper. The inclusion of reasoning proving the nullity or validity
of a presumption will be a constituent part in the successful application of the critical analysis
method.
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4. Theoretical foundations regarding the principles and roles of taxation

Fiscal policy has a slow course, but also a difficult one, as its current application can have
demobilizing effects on future generations, with the risk of changing forecasts because the whole
process of economic evolution can not be linear, there is a cycle of economic phases by moving
from economic expansion to depression and vice versa, as exemplified in Figure 1.

Figure no. 1. Phases of the economic cycle
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Source: Author’s processing in the Corel Draw vector graphics editor

Identifying the nature and functionality of fiscal policies does not provide sufficient
understanding of their effects on the economy. Their impact in terms of economic development or
balance is present in the form of fiscal stimuli. They have the role of reducing economic shocks and
directing the whole process towards achieving sustainability. In practice, not all varieties of fiscal
policies are defined by a positive effect on the economy. Thus, the answer to the success of
economic rebalancing through fiscal stimuli is given by the attributes of fiscal policies that can be
pro-cyclical, counter-cyclical and acyclic. Gross domestic product is the macroeconomic indicator
underlying the establishment of such effects of fiscal policies. Thus, procyclical fiscal policy is
defined as the positive effect of economic recovery in response to fiscal incentives applied by
increasing taxes and reducing government spending due to fluctuations in the economic cycle in the
recession, aspects presented in Figure 2.
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Figure no. 2. Procyclical fiscal policy
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Source: Author's processing in the Corel Draw vector graphics editor

Fiscal policies applied to reduce an economic shock will result in an increase in gross domestic
product. This increase can validate the economy's receptivity to fiscal stimuli. Alesina and
Tabellini (2005) state that many countries, especially developing ones, pursue pro-cyclical fiscal
policies, namely, expenditures increase and taxes decrease in the expansion phase, and
expenditures decrease and taxes increase in the recession phase. The identified empirical results are
also supported by Ilzetzki and Végh (2008) who support the idea that in developing countries pro-
cyclical fiscal policy is, in fact, truth and not fiction.

In order to increase the capacity to forecast and mitigate these disruptive effects of economic
development, countercyclical policies have been developed which involve the adoption of opposite
macroeconomic measures by increasing expenditures and reducing taxes and in the recession
phase, respectively reducing expenditures and increasing taxes during periods. of economic
expansion, according to Figure 3.

Figure no. 3. Countercyclical fiscal policy
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Source: Author’s processing in the Corel Draw vector graphics editor
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In this context, according to Keynesian theory, the application of countercyclical fiscal policies
is a measure that can have beneficial effects on the entire economy in times of recession. In a
baseline study on the integration of fiscal policy in Europe, Gali and Perotti (2003) concluded that
fiscal policy became much more countercyclical in the member countries of Economic and
Monetary Union after the adoption of the Maastricht Treaty. To assess whether fiscal policy is
indeed pro-cyclical or counter-cyclical, Mencinger and Aristovnik (2013) conducted an empirical
analysis to assess the fiscal position of 14 euro area countries. The results showed that the fiscal
position in most countries is expansionary when production is above the potential level, which
implies a pro-cyclical predisposition in periods of prosperity, and when production is below its
potential level the fiscal policy position tends to be predominantly countercyclical.

In contrast to the two types of fiscal policies mentioned above, the acyclic fiscal policy is
characterized by the absence of fiscal stimuli during the economic cycle. The volume of
government spending and the tax rate will remain constant as they will not contribute to economic
recovery or development, as shown in Figure 4.

Figure no. 4. Acyclical fiscal policy
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Source: Author's processing in the Corel Draw vector graphics editor

According to the results of the analysis carried out by Mesea (2013), pro-cyclical fiscal policies
are a characteristic of developing countries, and counter-cyclical and acyclic fiscal policies are a
characteristic of developed countries. Regarding the effect of discretionary fiscal policies, as well
as those that function as an automatic stabilizer, Kabashi (2016) identifies their character through
an applied study on transition countries in Central, Eastern and South-Eastern Europe. It has been
shown that the discretionary fiscal policy of the transition teeth is pro-cyclical, and the automatic
stabilizers are acyclic, unlike the countries in Western Europe where both discretionary fiscal
policies and automatic stabilizers are acyclic. However, fiscal policy is used by the state as a means
of stimulating economic growth, by boosting business activities and increasing budget revenues. It
is based on several common objectives, regardless of the time and place of application, such as:
creating a business environment conducive to the development of economic activity, improving tax
mechanisms at the national level, economic recovery by influencing taxes that can be used to act
favorably on the economy, redistribution of national revenues by respecting the principle of equity,
economic stabilization and legislative regulation.
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5. Research results

Through a non-parametric approach, the unfavorable periods that each member state of the
European Union faced in the period 2000 quarter I - 2019 quarter IV were highlighted. Figure 5
allows a visualization of the trend given by the negative changes of the economic growth rate of the
real gross domestic product. The red areas highlight the bad times and the neutral areas highlight
the good times. The global financial crisis that began in the United States in 2007 would have
consequences in the countries of the European Union only towards the end of 2008. Since 2009
they have been in decline, represented by the financial crisis that would affect all economies in the
coming years. years. In the second quarter of 2008, only 53% of countries were affected by the
financial crisis, and the percentage will increase exponentially by the end of the year. Thus, in the
third and fourth quarters of 2008, the countries were affected by 78% and 89%, respectively. The
height of the financial crisis in the European Union was reached in the first quarter of 2009 as 96%
of states were already on the brink of recession. In other words, only one country, Poland, recorded
a growth rate of gross domestic product of 1.7% in that quarter. In the following quarters, a
decrease in the percentage of countries affected by the financial crisis could be observed.

6. Conclusions

The need to identify a way to alleviate or eliminate fiscal shocks has led to the emergence of
various types of fiscal policies that adapt to different phases of the business cycle. This study was
dedicated to a theoretical analysis of the characteristics of fiscal policies, contributing to the
understanding of their functionality. A number of specific features have been identified regarding
the direction of the volume of government revenue and expenditure used. In this context, reducing
or increasing the revenue received in the general consolidated budget is an action whose effects are
fully understood. Instead, the use of expenditure as a tool for implementing fiscal policy has
received special attention in the literatureThe effects they produce in the sense of increasing or
decreasing are still a subject that is not fully known. This is due to the specificity of the economies
that lead to the impossibility of applying a unitary fiscal policy.

Although it is known that only emerging countries are inclined to pursue a pro-pro-fiscal policy,
recent studies have shown that developed countries also tend to pursue such a fiscal policy. In
retrospect, most EU Member States have acted to increase the level of taxation and government
spending in combating the effects of the 2008 economic crisis. However, other factors that may
contribute to economic recovery must be considered. . The government must consider the positive
implications that public and private investment can have on boosting economic growth. Making an
investment stimulates the growth of production and as a result the growth of gross domestic
product.

The theoretical elements presented in this study show that the government must be aware of the
nature of fiscal policy to be implemented both in times of recession and in times of economic
expansion. Issues related to fiscal pressure or, conversely, uncontrolled fiscal easing can also have
negative effects on the economy.
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Figure no. 5. Good times and bad times in the Member States of the European Union
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IV 10,09 042 081 063 208 -021 022 -045 051 021 044 124 014 049 -042 024 1,66 265 075 002 120 048 1,17 073 0,14 097 085 103
I /080 0,18 1,00 029 253 158 1,15 108 053 062 080 002 -040 031 1,09 040 104 037 017 091 -021 046 1,18 003 1,09 0,68 0,19 -0,62
I | 042 067 095 035 1,01 065 135 006 101 -029 057 -058 042 0,17 -0,58 049 230 051 053 022 129 031 147 042 1,13 042 0,11 1,38
I | 0,54 024 0,66 047 1,16 109 085 132 076 024 021 032 -022 056 020 143 105 1,70 045 1,14 021 1,18 033 046 098 089 044 0,57
V1092 051 1,14 068 215 089 072 1,73 084 061 036 017 1097 035 131 1,20 137 2,60 0,65 086 2,19 092 204 0,63 0,77 046 0,60 0,84
I 1040 077 081 141 051 043 054 1,70 084 080 1,19 008 -579 0,58 1,39 1,09 -1.85 222 0,58 0,50 1,11 121 229 085 1,74 0,76 040 144
I 1084 032085 244 096 102 052 1,53 0,56 069 056 114 352 037 1,18 094 0,53 041 025 090 097 048 1,59 084 136 103 1,19 124
I | 0,77 10,13 0,82 049 0,79 0,82 -0.89 0,66 042 069 086 048 519 038 074 106 1,75 183 034 069 1,17 071 197 084 083|053 123 094
IV 1045081 072 064 095 055097 122 1,15 076 073 045355 0,54 053 097 115 066 040 0,77 148 0,78 0,77 1,18 2,05| 0,69 0,13 146
I 1080 021 061 049 1,56 -020 1,20 127 046 022 013 059 -0,60 0,09 1,77 0,65 159 191 006 061 134 052 049 093 031 049 0,76 129
I 027 028 091 059 1,09 203 030 1,19 004 017 039 -0,13 226 -0,10 1,39 1,16 -0,73 2,62 0,53 0,67 135 075 1,40 124 116 055 0,64 1,12
I | 033 0,16 092 063 028 040 066 1,16 -0,09 030 -0,10 1,09 185 -0,16 132 060 042 2,62 059 026 1,35 036 1,57 097 1,09 050 -047 1,52
IV 10,79 10,80 089 089 056 028 085 125 004 048 021 003 028 0,11 0,74 134 -003 046 021 0,51 041 040 077 046 064|056 1,16 1,08
I 1048 004 1,12 059 1,40 121 000 1,00 057 031 047 038 299 022 -035 1,16 066 007 061 043 151 060 108 0,63 058 053 003 137
I 10,08 034 086 061 097 054 1,04 077 085 036 -024 128 -0,06 0,07 0,76 087 2,09 1,56 -0,18 037 080 0,57 082 031 000 036 023 1,10
I | 0,11 044 0,76 040 041 0,75 038 100 071 026 008 058 1,68 006 071 033 022 143 042 044 133 028 054 037 0,77 041 028 1,15
IV 1029 040 034 043 055 022085 1,15 -1.23 -008 0,15 -0.92 145 -0,17 -027 126 025 101 021 041 024 105 163 391 040 053 028 093

Source: Author’s processing in the Excel spreadsheet.
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