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Abstract

The present research investigated the effects of oil revenue shocks on the
constituent components of the government's expenditures from 1990,/04 to
2018 /04 and tax revenues from 1993 /01 to 2018 /04 in Iran. In this regard, time-
varying parameter generalized vector autoregression (TVP-VAR) models were
used to consider the structural instability in the parameters. Based on the results
obtained from the first research model, the impact of oil income impulses on
defense expenditure was estimated to be positive. However, the said effect
quickly disappeared in the later periods. Therefore, it can be explained that the
impact of oil revenue impulses on government defense expenses was temporary.
The effect of impulses on economic and social affairs expenditures was also
estimated to be positive. Moreover, it was revealed that the impact of oil income
impulses on public affairs expenses was initially positive, but it gradually
decreased and reversed in later periods. The results of the second research
model, in which the impact of oil revenue shocks on direct and indirect tax
revenues was investigated, revealed that the effect of oil revenue impulses on
direct tax revenues from the positive range was quickly placed in the negative
range. On the opposite point, the impact of oil income impulses on indirect taxes
started from the negative range and then quickly moved to the positive range. In
addition, the impact of oil revenue impulses on indirect taxes can be considered
positive.
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1. Introduction

Iran is one of the richest countries in
terms of oil resources and one of the most
important crude oil exporting countries in
the world, which has more than 12% of the
world's o0il reserves. In Iran, the
government’s general budget depends on
and is affected by the revenues from the
sale of crude oil. For this reason, oil
impulses can have essential effects on
Iran's economy through budgetary tools.
This has always brought difficulties for the
policymakers who try to stimulate the
national economy by injecting more
expenses. For this reason, it is particularly
important to examine the government's
spending and income behavior in response
to oil shocks. Considering the importance
of oil impulses in Iran's economy, this
research investigated the effects of oil
income impulses on the expenditure and
income components of the government
budget.

2. Methods

In this research, the library method was
used to present the theoretical
foundations of the subject, and the
archival method was used to collect the
data needed to test the hypotheses,
referring to the website of the Central
Bank of the Islamic Republic of Iran and
the Statistical Center of Iran. Using
seasonal data and generalized vector
autoregression models of the time-varying
parameter (TVP-VAR), the effect of oil
shocks on the components of the
government's general budget
expenditures (social affairs expenditures,
defense expenditures, public affairs
expenditures, and economic affairs
expenditures), and tax revenues (direct
and indirect tax revenues) were examined.
Seasonal data for the variables of Social

Expenditure (SOG), Defense Expenditure
(DEFG), General Expenditure (GENG),
Economic Expenditure (ECOG), Oil
Revenue (OIL), Direct Tax Revenue (DTG),
Indirect Tax Revenue (UDTG), and
inflation (INF) were used in this study. All
the data of the mentioned variables, which
were considered in the form of growth
rate, were collected from the Central Bank
and Statistics Center of Iran. TVP-VAR
method was used to assess structural
instability in parameters. The analysis
steps of this research were carried out
using EVIEWS 10 and MATLAB 2018a
software.

3. Finding

Based on the results obtained from the
first research model, the impact of oil
income shocks on defense expenses was
estimated to be positive. However, the said
effect quickly disappeared in the later
periods. Therefore, it can be explained
that the impact of oil revenue impulses on
government defense expenses was
temporary. The effect of impulses on
economic and social affairs expenditures
was also estimated to be positive.
Moreover, it was revealed that the impact
of oil revenue shocks on public affairs
expenditures was positive at first, but it
gradually decreased and reversed in the
following periods. The results of the
second research model, in which the
impact of oil revenue shocks on direct and
indirect tax revenues was investigated,
revealed that based on the reaction
functions (IRF), the effect of oil revenue
shocks on direct tax revenues from a
positive range quickly fell into a negative
range. Therefore, the impact of shocks on
direct taxes can be evaluated as negative.
On the opposite point, the effect of oil
income impulses on indirect taxes started
from the negative range and then quickly
moved to the positive range (exactly the
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opposite of direct taxes). Therefore, the
impact of oil revenue impulses on indirect
taxes can be considered positive. In
addition to the mentioned results, it
should be stated that the impact of oil
income impulses on budget variables has a
variable nature over time.

4. Results

In order to achieve the goals of
macroeconomic stability and inflation
control, it is suggested that the trustees
adopt appropriate policies with a long-
term approach to manage the effects of oil
shocks by changing the existing
management approach. Additionally, due
to the importance of the subject,
researchers in this field are encouraged to
use other dynamic models, including DMA,

in future research to investigate the
impact of oil shocks on various aspects of
the government budget.
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