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Abstract

During the past decades, one of the challenges facing governments has always been
the budget deficit. Operating budget deficit means that expenses are more than
government revenues during a financial period. When the government is facing a
budget deficit, it has to finance it somehow, Therefore, identifying the
consequences of each of the budget deficit financing methods on macroeconomic
variables is important for the country's economic policy makers. Therefore, the
purpose of this study is to evaluate the two methods of borrowing from the central
bank and selling bonds to the capital market to finance the budget deficit and
identify the effects of each on liquidity and inflation. The data used in this research
is seasonal and for the period 1372:Q2-1400:Q1 and the estimations were done
using the system of simultaneous equations and in the framework of recursive
models and by the ordinary least squares method. The results indicate that
government borrowing from the central bank has a significant effect on liquidity,
then since the positive relationship between liquidity and inflation has been proven,
as a result, financing through borrowing from the central bank has had a high
inflationary effect. Also, the effect of the sale of bonds to the capital market on
liquidity was investigated from 1395 onwards, and it indicates that the sale of
bonds to the capital market did not increase liquidity and inflation.
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