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Background and objective: In emerging economies, income volatility and limited
household financial management can adversely affect welfare and economic growth. This
study examines the dynamic relationships among household budgeting (BUD), labor
force participation (LAB), income volatility (INCVOL), and real GDP (GDP). The main
goal is to identify short-run causal links and to analyze the impact of shocks across these
variables.

Data and methods: The research is applied-analytical and employs a Vector
Autoregression (VAR) framework. Quarterly index-based data (Index )+« = base year)
for four variables were simulated over a ¥ »-year period (A+ observations). Lag order was
selected using information criteria with a minimum lag of one. Analyses include Granger
causality tests, impulse response functions (IRF), and forecast error variance
decomposition (FEVD).

Results: A one-quarter lag provided the best fit. Granger causality tests indicate
significant directional relationships, notably INCVOL — BUD (p = +,++Y), BUD —
LAB (p = +»+¢)), BUD — INCVOL (p = +»*"Y), and LAB — GDP (p = +,*£9),
alongside bidirectional links involving GDP. IRF results show that a positive shock to
BUD temporarily raises GDP and lowers INCVOL, while an INCVOL shock has an
immediate negative effect on LAB. FEVD suggests that LAB and INCVOL explain a
larger share of GDP variance in the long run.

Conclusions and policy implications: Strengthening household budgeting skills and
implementing targeted income stabilization policies can improve income stability and
labor market outcomes, thereby supporting economic growth. Policy recommendations
include financial literacy programs, targeted income-insurance mechanisms, and active
labor market policies.

Keywords: household budgeting, labor participation, income volatility, VAR,
Granger causality, IRF, FEVD
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