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Abstract: -

The aim of this research is to develop the relationship between Gross Domestic Product
(GDP) and public (government) spending in Iraq for the period (2004-2023), clarifying and
defining the relationship between them. Given the role of public spending in an oil-revenue-
dependent economy and in light of the development challenges facing Irag, the research
seeks to uncover the nature of the dynamic relationship between government spending and
GDP. An advanced econometric methodology is then presented, specifically the Vector
Error Correction Model (VECM). Test results revealed that each variable has a unit root at
first differences. The results of the Johansen cointegration test indicated the existence of a
single long-run equilibrium relationship between public spending and GDP. As for the
correction mechanism toward achieving equilibrium, VECM estimates revealed that public
spending is the variable that responds significantly to deviations from the long-run
equilibrium relationship, while GDP does not exhibit a significant self-correcting
mechanism. In addition, the results of the Granger causality test within the VECM showed
that GDP Granger causes public spending in the short run, while there is no causality in the
opposite direction. These results indicate that public spending in Iraq is reactive in nature to
economic performance (GDP) rather than being a proactive driver of economic growth.
Therefore, the research recommends the need to transform fiscal policy to become proactive
by diversifying revenue sources, redirecting spending towards productive investment, and
strengthening public financial management to ensure an effective contribution to sustainable

development.

Keywords: Government spending, GDP, economic shocks, cointegration, Granger causality.
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GDP=F(X0) .......cuu... (1)
(ADF) s2a Il jaa =ilii (4) Jsan
At level At first Difference
GDP X0 With GDP X0 With
constant constant
1.4831 1.0278 | t.statistic 47393 | 4.5242 | t.statistic
05201 | 0.7211 Prob 0.0019 | 0.0026 Prob
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2.9903 2.0707 t.statistic With 45891 4.3809 t.statistic With
constant& constant&
trend trend

0.1612 0.5281 Prob 0.0105 0.0143 Prob
0.6359 0.8047 t.statistic Without 3.9996 4.1847 t.statistic Without
constant& constant&
trend trend

0.8448 0.8779 Prob 0.0005 0.0003 Prob
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EViews 9 A slaic YL
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Result Prob coaliad) Aadl) jlad) S s
dagil) Maximum Eigen Trace test
40 value
Eigen Maximum Critical Trace Critical
value Eigen value statistic value
statistic 5% 5%
Jalsia | 0.0029 0,41 20.29 14.26 23.16 15.49
Julia | 0.0903 0.07 2.86 3.84 2.86 3.84

vie dajall ad e o) al Sa B alaall dadll LA Y U Al O il (5) Jsall DA (e
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Vector Error Correction Estimates

Date: 07/28/25 Time: 23:53

Sample (adjusted): 2005S1 2023S2

Included observations: 38 after adjustments

Standard errors in () & t-statistics in [ ]

CointEql Cointegrating EQ:
1.000000 GDP (-1)
-2.873621 X0(-1)
(0.20539)
[-
13.9911]
1501660
8 C

D(X0) D(GDP) Error Correction:

0277351  0.044934 CointEq1l
(0.07012)  (0.20500)
[3.95532] [0.21919]
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-0.200789  -0.061976 D (GDP (-1))
(0.08427)  (0.24636)
[_
[-2.38279]  0.25157]
0.347873  -0.006903 D(X0(-1))
(0.19321)  (0.56487)
[_
[1.80044]  0.01222]
3355943,  7756506. C
(5948630
(2034745) )
[1.64932] [1.30391]

EViews 9 e alaie YU sl See (4 - 1 ydadl)

Jidd el sl aie - (VEC Granger Causality/Block Exogeneity Wald Tests) sl ¢ A <l jladl
plall 3415 (GDP) (Jea) (Al il e ISV (Short- Run causality) saill (sl (3 el e L
ISR C_.A}d\ (6) eﬁ‘) djﬁ.;j‘ g (XO)

ol e A @l jladl) (7) Js4

VEC Granger Causality/Block Exogeneity Wald Tests
Date: 07/30/25 Time: 00:15
Sample: 2004S1 2023S2

Included observations: 38

Dependent variable: D(GDP)

Prob. Df Chi-sq Excluded
0.9903 1 0.0001 D(X0)
49
0.9903 1 0.0001 All
49
Dependent variable: D(XO0)
Prob. Df Chi-sq Excluded
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0.0172 1 5.6776 D(GDP)
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0.0172 1 5.6776 All
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