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Estimating the fiscal reaction function and analyzing fiscal sustainability
in the United Arab Emirates

*Fatema Al-Zahra Sahnoun
Abstract

Using the dynamic threshold regression
method and the fully modified ordinary
least squares approach to estimate the fiscal
reaction function, this paper investigates
the response of primary surplus,
government spending and government
revenues to public debt of the UAE
economy over the period 1999-2022. The
study results provide strong evidence for
dynamic threshold specifications. The
UAE  government  implements a
sustainable fiscal policy until the threshold
level is reached, but beyond this level the
primary balance does not react to changes
in public debt. Moreover, the basic balance
of fiscal policy appears to be procyclical.
Beyond the primary surplus, investigating
the response of government spending and
revenues provides valuable insights into
fiscal policy in the UAE.
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[The research that won second place in the field of
economic studies in the 40th session of the Rashid
Bin Humaid Award for Culture and Science]
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