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Article Info ABSTRACT

Article type: The aim of this research is to investigate the effects of fiscal shock, exchange
rate shock and trade shock on military expenditures in Iran as a major oil-
producing country in the Middle East. To achieve this goal, a New Keynesian
Dynamic Stochastic General Equilibrium (DSGE) model was designed,
Article history: incorporating the realities of the Iranian economy in the macroeconomic
Received:6December2024  Variables and calibration of the paremeters. The model was then used to analyze
the effects of various shocks. After determining the input values of the model
and estimating the parameters using Bayesian estimation methods with seasonal
19March2025 data from the Iranian economy over the period 1991-2023, the simulation
Accpted:20March2025 results of the model variables indicate the model's validity in describing the
fluctuations of the Iranian economy. The results of the model show that oil and
exchange rate shocks have a positive effect on military expenditures. However,
fiscal shocks initially have a negative impact on military expenditures, but over
time, that shock exerts a different effect on the trend of expenditures. Except for
JEL: E27,E42,E51,G21  the exchange rate and oil shocks, where the return to a stable state of military
expenditure variables is prolonged and the effects of the shock dissipate slowly,
the tax shock returns to its stable state after a short period. In other words, the
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Extended Abstract

Introduction: In the context of rapid global economic and political transformations, examining the
effects of fiscal, currency, and trade shocks on military expenditures of countries has become an
increasingly vital area of study in political and economic sciences. As nations navigate the complexities of
international relations and economic interdependencies, understanding how these shocks influence defense
budgets has become a necessity for policymakers and researchers.

The significance of this topic lies in its multidimensional nature. Military expenditures not only reflect a
country’s security needs but are also influenced by economic conditions and external pressures. Fiscal
shocks, such as sudden changes in interest rates or banking crises, can dramatically alter a government’s
fiscal capacity, thereby affecting its ability to fund defense initiatives. Similarly, currency fluctuations can
impact the costs of imported military equipment and technologies, leading to changes in procurement
strategies. Trade shocks, including tariffs and trade agreements, can also affect the economic environment
in which defense spending decisions are made, as they may alter access to resources and strategic
partnerships.

Method: In this study, we employed a multifaceted approach to data collection, which included library
research, documentary analysis, and the utilization of databases such as those provided by the Central
Bank of the Islamic Republic of Iran and the World Bank (WDI). We developed a stochastic dynamic
general equilibrium model tailored to the characteristics of the Iranian economy, covering the period from
1991 to 2023. To evaluate the study's hypotheses, we applied standard econometric methods, allowing us
to assess the impact of impulses. It's important to note that the models were estimated within the Dynare
programming environment, utilizing MATLAB software. This enhanced our ability to accurately interpret
and present our findings.

Results: oil, trade, and Exchange rate shocks have a positive effect on military expenditures. However,
inflationary and fiscal shocks initially have a negative impact on military spending; over time, the fiscal
shock exerts a different influence on the expenditure trend. Except for the currency and oil shocks, which
exhibit a prolonged return to a stable state of military expenditures, the effects of other shocks dissipate
gradually, returning to their stable state after a short period. In other words, the impact of these two shocks
differs from that of other shocks in terms of both magnitude and duration of fluctuations, underscoring the
importance of oil and the value of the national currency for the Iranian economy.
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