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The Impact of Government Expenditures on Business Cycles during
Economic Crises: BVAR Approach
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Abstract

The primary objective of this study is to examine the impact of government expenditures on
business cycles during economic crises in lIrag, using the Bayesian Vector Autoregression
(BVAR) method for the quarterly period 2008-2022. In the first step, the components of business
cycles and the state of economic recessions were extracted from GDP using the multivariate
Beveridge—Nelson decomposition method. In the second step, the model was estimated
employing the BVAR approach, and necessary diagnostic tests were conducted to ensure the
reliability of the results. In the third step, the research hypotheses were interpreted based on the
model’s long-term estimates, impulse response functions, and variance decomposition. The
findings indicate that government current expenditures, moving in the same direction as business
cycles, prolong recessions during crises, whereas government investment expenditures, moving
in the opposite direction, mitigate the intensity and volatility of business cycles. Therefore, both
types of government spending significantly influence business cycles during Iraq’s economic
crises.
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