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Abstract: 

The aim of this article is to analyzing the effect of 

shocks of fiscal consolidation policy on the 

macroeconomic variables of Iran. In this regard by using 

Factor Augmented Vector Auto Regression (FAVAR) 

method the effect of shocks on government revenues and 

expenditures on important macroeconomic variables 

including total real GDP growth, inflation, private 

consumption growth and investment growth over the 

period 1984:1 -2015:4 is investigated. 

The results of research models show that the effect of 

fiscal consolidation policy on the macroeconomic 

variables are different, and it is difficult to provide a 

same policy tool to effect all variables. Thus with 

emphasis on real GDP growth which is a major factor 

that affects other macroeconomic variables, it can be 

noted that in short term which consists of 4 seasons, 

reducing public expenditures and increasing government 

revenues lead to a reduction in production in response to 

a negative reaction to investment and private 

consumption and inflation will decrease. Therefore in 

the short term the suitable policy for fiscal consolidation 

is a combination of expenditure cut and income rising 

and in particular, the policy of reducing current 

expenditure and increasing import taxes. In the medium 

and long term, respectively consist of 8 and 16 seasons, 

real GDP growth responses positively to the 

expenditures cut policy, decline in current expenditures 

and social public expenditures is introduced as an 

instrument of fiscal consolidation policy. 
�

Keywords: Fiscal Consolidation, Factor Augmented 
Vector Auto Regression (FAVAR), Impulse Response 
Functions, Real GDP Growth.�
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3. Breitung  & Eickmeier (2006) 
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