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Introduction:

Given the current global and regional circumstances, military expenditures are
crucial for governments to maintain their security and independence. Iran, situated
in a sensitive and strategic region, faces significant security challenges,
particularly in the Middle East, where instability and conflict are prevalent.
Consequently, Iran has not neglected its military power and consistently invests
in military expenditures to preserve its strength. This study aims to investigate the
effects of Iran's military expenditures on its business cycles using a dynamic
stochastic general equilibrium (DSGE) model. The importance of this topic is
underscored by Iran's geopolitical position and the economic challenges posed by
internal structural issues and international sanctions. While previous studies have
explored the impact of military spending on economic variables across different
regions, results have varied, with some studies showing positive effects and others
negative. The differing outcomes highlight the need for context-specific analysis,
which this study seeks to provide by focusing on Iran.

Methodology:
The research employs a correlation-causal method, analyzing time series data
from Iran's economy using a DSGE model. The study examines the effects of

1. Ph.D. Candidate, Department of Economics, Abarkouh Branch, Islamic Azad University,
Abarkouh, Iran.
Email: morteza_alibeygi@yahoo.com

2. Associate Professor, Department of Economics, Yazd Branch, Islamic Azad University,
Yazd, Iran. (Corresponding Author) Email: ab.alavrad@iau.ac.ir

3. Assistant Professor Department of Economics, Yazd Branch, Islamic Azad University, Yazd,
Iran.
Email: dehghantafti@iauyazd.ac.ir

This is an Open Access paper licensed under the Creative Commons License CC BY 4.0
license.


https://doi.org/10.22034/jepr.2024.141101.1112
mailto:morteza_alibeygi@yahoo.com
mailto:%20ab.alavrad@iau.ac.ir
mailto:%20dehghantafti@iauyazd.ac.ir

) VEOY Jotm ) 0,boud — Ml ol g Waamslis dobiland

government spending shocks on business cycle dynamics from 1979 to 2023
(Iranian calendar years), using seasonal data and Bayesian econometric methods.
The DSGE model is adapted from Lorusso & Pieroni (2017) and is designed to
represent Iran's economy, including households, firms, and the government. The
analysis is conducted in three scenarios:

1. The first scenario considers total government expenditure without
separation.

2. The second scenario divides government expenditure into military and
civilian components.

3. The third scenario assumes that government military expenditures are
influenced by past expenditures and negative productivity shocks, such
as war or insecurity. This scenario models the productivity variable with
a negative coefficient in the production function and accounts for
increased government spending in response to war and insecurity.

Results and Discussion:

The analysis reveals that the second model, which separates military and civilian
expenditures, demonstrates greater explanatory power for Iran's economy. The
results indicate that shocks to government military expenditures have a dual
impact: they negatively affect investment and wages while positively influencing
output, consumption, government expenditures, and employment. These findings
align with the hypothesis that military spending can have both stimulative and
constraining effects on an economy, depending on the specific context and
economic variables involved. The study also highlights the complex interplay
between military spending and economic outcomes, particularly in a country like
Iran that is simultaneously dealing with external threats and economic sanctions.

Conclusion:

The study concludes that maintaining current levels of military expenditures is
advisable to enhance deterrence, as the effects of increasing the military budget
are less detrimental to economic variables than the shocks caused by war. In times
of conflict, the proportion of military expenditures relative to total government
spending tends to rise, leading to adverse economic effects. While Iran possesses
a robust military capable of countering external threats, the country also faces
significant economic challenges exacerbated by international sanctions. These
challenges may be directly or indirectly influenced by military spending,
underscoring the importance of careful management of military expenditures to
balance security needs with economic stability.

Keywords: Government Military Expenditures, DSGE model, Business Cycles
of Iran.
JEL Classification: H51; E32; F42



