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Cyclical Behavior of Public Debt in Iran Considering the
Role of Natural Resource Rent: Fourier Approximation
Approach

Abolghasem Golkhandan'

Abstract \‘

The main objective of the present study is to_investigate the cyclical behavior
of public debt and the role of natural resource renfs,in strengthening or
weakening the cyclicality of public debt in Iran from 6 to 2023. Time
series analyses in this study, including unit root and cointegration tests and
estimation of the cointegration vectors, and ‘eausality relationship, were
performed using Fourier ‘approximation. Foumier approximation-based
analyses allow for detecting smooth and sharp breaks without determining the
shape, location, and number of structusal breaks in advance. The results of
estimatihg cointegration vectors using the'Fourier FMOLS method show that
publieddebt has a pre-cyclical behavior in the Iranian economy. Also, the
interactiveeffect of natural resourceyrent and business cycles on public debt
is positive and significant,)indicating) that natural resource rent helps to
strengthen the pro-cyelical behavior of public debt. The results of Toda and
Yamameto's Foutier causality test also indicate a one-way causality
relationshipyfrom natural resource rents to business cycles and from business
cycles to public debt)has well as a two-way causality relationship between
natural tesdurce rents and public debt. The results obtained are robust to
change 'n(’t&uodel and how business cycles are extracted. Accordingly, it
is necess to aceumulate a portion of natural resource revenues in
stabilization funds that have sufficiently high institutional quality to cover
budget deficits using the assets of these funds during recessions.

Keywords: Public Debt, Cyclical Behavior, Business Cycles, Natural
Resource Rent, Fourier Approximation.
JEL Classification: 056, H6, E32, C01
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