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Abstract

Public expenditure by the government in Iran has seen rapid growth
over the years, with a significant impact on the country's financial
performance. This expansion of government spending has raised
concerns about its consequences on the economy, making it imperative
to comprehend the underlying factors driving this growth. To address
this, our study adopts a modified version of Wagner's law, incorporating
novel variables such as oil income, trade openness, public debt,
exchange rates, domestic production, taxes, and inflation. The goal is
to assess their influence on the size of government spending in Iran.
The analysis of public expenditure is a pivotal subject within the realms
of public sector economics and public finance literature. Understanding
the driving forces behind the escalating government expenses has been
a primary focus of public sector economists. This is especially relevant
as most economies worldwide have witnessed a continuous upsurge in
government spending. In Iran, particular attention is required in
determining the factors shaping the government's size. This is due to
the persistently inadequate state of infrastructure facilities, limited
improvements in roads, educational institutions, subpar healthcare
conditions, a high unemployment rate, and below-average living
standards.

Thus, the primary objective of this article is to empirically investigate
the factors responsible for the growth of government spending in Iran,
employing the framework of Wagner's law. Furthermore, this study
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endeavors to enhance the discourse by incorporating previously
overlooked variables into the analysis of factors that influence the size
of government spending in Iran. Additionally, our research engages in
empirical discussions concerning the determinants of government
spending by introducing new variables into the measurement of
government spending and its relationship with economic growth,
marking a significant advancement in this research field.

Our study applies a modified version of Wagner's law, encompassing
variables such as oil revenue, trade openness, public debt, exchange
rates, domestic production, taxes, and inflation to assess their impact on
the size of government spending in Iran. We utilize data spanning from
1979 to 2019 and employ the Autoregression with Distributed Lag
(ARDL) technique. The generalized Dickey-Fuller (ADF) test,
developed by Dickey & Fuller (1981), is chosen as the primary
analytical tool due to its commonality and simplicity. This test
possesses the capability to automatically address correlation within the
model. Additionally, we employ the autoregressive distributional lag
(ARDL) model approach for cointegration, popularized by Pesaran &
Shin (1995), Pesaran & Smith (1997), and Pesaran, Shin & Smith
(2001), owing to its numerous advantages over alternative approaches.
Importantly, the ARDL approach is applicable whether the explained
variables are 1(1) or 1(0).

The core objective of this article is to empirically scrutinize the factors
impacting the growth of government spending in Iran through the lens
of Wagner's law. It seeks to analyze the determinants of government
spending size by incorporating previously excluded variables,
ultimately yielding significant results. These findings are intended to
inform future policy decisions and aid in shaping government spending
policies.

Our investigation begins with the utilization of the generalized Dickey-
Fuller unit root test, followed by an examination of the mean values of
the variables. Initially, only two variables exhibit significance, with the
remaining variables becoming significant after undergoing first-order
differencing. This sets the stage for the ARDL cointegration analysis.
The bounds test confirms long-term co-accumulation among the model
variables. Both short-term and long-term outcomes lend substantial
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support to Wagner's law, indicating its applicability to Iran. Moreover,
the study suggests that efforts to promote development and
diversification have compelled the government to initiate investments
in public infrastructure, such as railways and electricity, contributing to
the expansion of public spending.

Furthermore, our results highlight that increased government
involvement in economic activities has the capacity to augment public
expenditures. Notably, the research model consistently demonstrates
the impact of income on government expenditures in both the short and
long term. Additionally, the inclusion of other control variables in the
model yields relatively stable outcomes. Variables such as population,
public debt, oil revenue, tax revenue, inflation, and trade openness
emerge as robust determinants of government spending. Conversely,
the exchange rate does not exhibit a positive influence on the share of
government spending.

In accordance with Wagner's law, as the economy experiences income
growth, public sector expenditure increases to a greater extent. Thus, in
line with the principles of Wagner's law, one would expect that as
economic growth in the country accelerates, the government's size will
expand accordingly. Conversely, the country's public revenues are
contingent on tax revenues, oil revenues, and GDP, and an increase in
these factors serves to reduce the budget deficit. Iran faces a significant
budget deficit, attributed to sanctions, fluctuations in oil prices, and a
decrease in tax revenues as a proportion of GDP. To address this, the
government can effectively mitigate the budget deficit through medium
and long-term planning, creating new sources of tax revenue, and
implementing cost-saving measures.

Additionally, given the Western sanctions imposed on Iran and the
challenges surrounding oil sales and revenues in recent years, reducing
the government's reliance on oil revenues becomes imperative.
Reevaluating the allocation of the country's limited budget and its
outcomes should be a key consideration. Research of this nature can
greatly assist the government and parliament in making more informed
decisions in this regard, based on an understanding of the factors
influencing government spending in the country. It's worth noting that
this study does not include the political aspect of government spending
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determinants, despite its significance in today's context. Therefore, a
valuable recommendation stemming from this study is to incorporate
political variables in the analysis of government spending.

Keywords: Government spending, Trade Openness, Autoregression
with Distributive Lag, Wagner's law
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