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Extended Abstract

Introduction

During the last decades in Iran's economy, one of the issues that has always faced the government with serious
challenges is the issue of funding the budget deficit, which has had different effects on macroeconomic variables.
When the government is faced with the problem of operating budget deficits, it must be financed in some way. In the
Iranian economy, the government's budget deficit is often compensated by borrowing from the central bank, which has
increased the monetary base, an increase in liquidity, and an increase in inflation. Another thing that the country's
budget has always depended on is the resources from the sale of oil and oil products. However the harmful
consequences of direct borrowing from the central bank made the mentioned method prohibited in the third plan, and
practically one of the ways of financing the budget deficit was closed for the government. In the past years, especially
in the 90s, due to the imposition of severe and unprecedented sanctions against Iran by the United States, Iran's
economy faced a sharp decrease in oil resources. Therefore, due to the specific conditions of the 90s, another method
of financing the government budget deficit came up, which was the sale of government bonds. From the perspective
of economic schools, the sale of bonds is often mentioned as a way of non-inflationary financing of the government
budget deficit, but it is important to pay attention to who are the buyers of government bonds. In Iran, government
bonds are often sold to the capital market and banks. So, it can be said that one of the important issues in the field of
selling bonds is the issue of selling bonds to banks. Therefore, the country's economic policymakers must gain
sufficient knowledge about the consequences of selling government bonds to each of the institutions. For this purpose,
in this article, the goal is to evaluate the financing of the government budget deficit by selling government bonds to
banks and its effect on liquidity.

Method

This study is done using a special type of simultaneous equations system. The working method in this research is using
recursive models. Three equations are considered to show the effect of selling bonds to banks on liquidity, and by ols
method and for the period of the second season of 1372 to the first season of 1400, estimates are made.

recursive models: One of the methods of estimating the system of simultaneous equations is the ordinary least squares
method for recursive models in which there is no bidirectional relationship between the endogenous variables (Suri,
2021). For a better understanding, consider the following three-equation system:

Yie = Bro + B11X1t + B2 Xzt + Use
Yor = V21Yie + Bao + P21 X1t + BooXar + Uyt
Yae = V31Yie + Va2 Yor + Bao + P31 X1t + B3 Xz + Use

There is a certain order in the system of inflectional equations, Thus, Y1 is only a function of external variables, Y2 is
a function of exogenous variables and Y1, Y3 is a function of exogenous variables, and Y1 and Y2, and so on (Pish-
bahar, 2018).

The macro model of the research is as follows,; (GB) Government debt to banks, (DEQ) Government operating deficit,
(SB) Government bonds sold, (D1*SB) Dummy variable of selling bonds to banks, (CB) Banks' debt to the central
bank, (BF) Facilitation of banks, (M2) Liquidity, (RD) Interest rate on deposits, (NFA) Net foreign assets of the central
bank, (D5) Dummy variable coronavirus.

LOG(GB) = C(1) + C(2) * LOG(DEQ) + C(3) * LOG(SB) + C(4) = D1 = LOG(SB) + U1
LOG(CB) = C(5) * LOG(GB) + C(6) + C(7) * LOG(BF) + U2
LOG M, = C(8) * LOG(GB) + C(9) * LOG(CB) + C(10) + C(11) * RD + C(12) * LOG(NFA) + C(13) + D5 + U3

Results

Stable Economy Journal, 2024; 5(3): 1-29



3 The effect of selling government bonds to banks on liquidity

At first, the reliability of the variables was checked. Since the data is seasonal, Heggy's test was used to check the
reliability, and the seasonal roots of each variable were identified. Then, Johansen's test was used to check the long-
term relationship between the variables. The results of Johansen's test showed the existence of cointegration. Finally,
the model was estimated, the results of which are as follows:

Table 1. Model estimation result

Dependent Variable Explanatory Variable Coefficient | t-statistic R?

LOG(DEQ) 0.969074 8.47

LOG(GB) LOG(SB) -0.052207 -0.66 0.907
D) » LOG(SB) 0.117195 8.22
LOG(GB) 0.413019 247

LOG(CB) 0.988
LOG(BF) 0.440887 2.09
LOG(GB) 0.389147 14.75
LOG(CB) 0.316380 9.37

LOG(M™) RD 0.046083 -4.92 0.993
LOG(NFA) 0.291273 17.32
Do 0.237260 3.00

At the end of this part, the fit of the model was measured, And then prediction and simulation took place, which showed
that increasing the sale of government bonds has an increasing effect on endogenous variables.

Conclusion:

In the past decades, it has been observed that each of the methods used by the government to compensate for its deficit
has different effects on macroeconomic variables. From around 1395, the government moved towards a transformation
in the field of financing to get rid of the consequences of the previous methods that fueled inflation. This transformation
was the use of debt securities, which was put on the agenda of the government. However, because the buyers of these
bonds are also banks, this study tried to investigate the effect of selling government bonds to banks on liquidity. The
results show that since 1395, when the government sold bonds to the banks to compensate for its deficit, the
government's debt to the banks has increased. Then, the government's debt to the banks has caused the banks' debt to
the central bank to increase. And finally, considering that the government's debt to the banks and the banks' debt to the
Central Bank has increased liquidity, As a result, the sale of bonds to banks has affected liquidity and increased it.
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