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Abstract

The budget Imbalance can lead to the reduction of social and economic welfare programs such as
healthcare, education and social security. This can negatively affect the quality of life of citizens
and can lead to an increase in poverty and inequality. In this regard, the aim of the present study
is to investigate the role of budget imbalance on economic welfare in Iran for the period of 1978-
2021. For this purpose, the research model has been estimated using the non-linear (asymmetric)
Autoregressive Distributed lag method in two models. Also, IEWB comprehensive index has
been used to calculate economic welfare. The movement trend of the economic welfare index
shows that it fluctuated during the period under review; so that the average welfare index in the
first plan has decreased compared to the previous period; While it has had an upward trend in the
following periods and has an average of 128.89; Also, the trend of total Imbalance and operating
and capital Imbalance has a fluctuating trend. The long-term results in the first model indicate
that a decrease in the budget balance deficit has an inverse and significant effect on economic
welfare, and an increase in the budget Imbalance does not have a significant effect on economic
welfare. In the second model, the long-term results indicate that the increase and decrease in the
capital Imbalance has direct effects on welfare. An increase in the operating Imbalance has an
inverse effect on welfare, and a decrease in the operating Imbalance does not have a significant
effect on welfare. Also, in both models, per capita income and economic growth have a direct and
significant effect on welfare. According to the results, it is suggested that the government should
adopt similar policies in the financial foundations to improve the security of the society, create the
necessary infrastructure to maintain the total income tax, eliminate non-targeted tax exemptions
and credit priorities in order to reduce the imbalance budget. It is also recommended that the
government focus more on increasing the share of the capital component of the public budget and
reduce the operational imbalance of the budget in the long-run.
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1. Introduction

The government pursues goals such as economic growth, full employment and price
stabilization with allocation, distribution and economic stability. The budget is the main
instrument for achieving the goal of economic stability (Moulai & Abdulian, 2018). The
public budget deficit can be created for two reasons: an increase in current public
spending or the implementation of an active fiscal policy with an increase in investment
spending. In the first case, overall demand increases and inflation may occur. But in the
second case, fiscal policy becomes expansionary and leads the economy towards full
employment in the long run (Azizi, 2006).

In the field of budget deficit and its impact on the economy, there are three schools of
thought (positive Keynesian view, negative neoclassical approach and Ricardo's neutral
approach), which state that budget deficit can have positive, negative or neutral effects on
the economy. growth, respectively (Bernheim, 1989; Zota & Berisha, 2016), this analytical
difference is caused by factors such as time, country, type of government and the level and
type of budget deficit, and cannot be stated precisely that the Budget deficit has a positive
or negative effect on economic growth Accepting the view According to Keynes, the
budget deficit can create more opportunities to increase incomes and the economic welfare
of society by having a positive effect on economic growth and vice versa. Therefore, the
effects of budget deficit on economic growth and other macroeconomic variables on
economic welfare are very important (Zota & Berisha, 2016).

National research has demonstrated the inverse relationship between budget deficits and
economic growth, and therefore economic welfare. Through reduced investment, increased
financial governance, increased inflation and changes in the tax base (Mosvinik et al., 2018;
Sayadzadeh et al., 2019; Raghofer et al., 2019). Colleagues, 2016 and Izadi and Abbasian,
2022) in contrast with part of the foreign literature, have recognized the positive impact of
the relationship between budget deficit and welfare (Fasuranti and Akindele, 2015) and its
neutrality in the short term (Bukina, 2022). In the present study, an attempt was made to
explain the effect of government budget imbalance and to analyze the relationship between
budget deficit and economic welfare using the combined index of economic welfare in the
period between 1978- 2021. This research is important because of the importance of the
effects that the budget deficit can have on Iran's economic welfare.

2. Materials and Methods

The IEWB index measures economic welfare based on four components, which are the
flow of consumption (CF), the balance of productive activities (WS), the distribution of
individual income (ID) and the level of economic security (ES) (Bakhtiari et al., 2013). The
general form of this index is as follows:

IEWB=CF+WS+ID+ES (1

In line with the purpose of the research, the autoregressive approach with nonlinear
distribution breaks (NARDL) was chosen and explained in two formats (based on
government general budget imbalance; and government budget operating and capital
imbalance). Therefore, in the first model, the explanation of the effect of public budget
imbalance on economic welfare (relation 2) and in the second model, the explanation of



H M Applied Economics Studies, Iran (AESI)

the effect of operational and capital imbalance on the economic welfare (report 3) was
studied:
AIEWB, = pIEWB;_, + B*TBDR/}_, + B"TBDR;_; + YRGDPPC;_, + 6EG,_, +
P D AIEWB,_; + Yot B ATBDRY; + Y123t BT ATBDR;_; +

i20 ViARGDPPC,_; + X1 S;AEG,_; + e ()
AIEWB, = p[EWB;_, + B*CBDR}_, + B~ CBDR;_, + ytOBDR}_;, + y"OBDR;_; +
SRGDPPC,_y + 0EG,_1 + YV p,AIEWB,_; + Y1 3" B ACBDR}_; +
Y02 B ACBDR.; + Xty AOBDRY; + X323 v AOBDR_; +
YiZ0 6;ARGDPPCy_; + X155 0,AEG,_; + e, (3)

In both reports, IEWB is a dependent variable and represents a composite index of
economic welfare. TBDR, RGDPPC and EG Also, as the explanatory variables of the first
model, it shows the ratio of the government's general budget imbalance to production, real
per capita income and economic growth, respectively. In relation (3), Also, the explanatory
variables of the model are real per capita income (RGDPPC) and economic growth (EG).
Also, OBDR is the ratio of operational imbalance of government budget to production and
CBDR is the ratio of capital imbalance of government budget to production.

3. Data Description

The raw economic data of the study during the period from 1978 - 2021 was extracted from
the internal database and to explain the data, the main research variables were averaged
over the entire period and 7 sub-periods as described in Table 1. According to Table (1),
Iran's economic welfare experiences a fluctuating trend. From 1993-1989, the trend of
economic welfare decreased and in (1999-1994) the increasing trend was halted. However,
in 2000, it started to increase again and reached its highest level in (2015-2011). During
the examined period, the economic welfare rate averaged at 9.125. According to the
provided information, the minimum and maximum per capita income and economic growth
are 33.53 million Rials (1993-1989) and 66.05 million Rials (2010-2005), respectively. The
growth rate was 4% (1988-1978) and 8% (2000-2004). Additionally, the highest level of
imbalance was observed in 2010-2005, with a rate of 19.27%.

The relationship between the government budget and its discrepancy with the growth of
the volume of money, inflation and other factors related to welfare is not the same across
countries and depends on the economic, political and social conditions of each country. In
Iran after the revolution, due to various developments, the economic growth did not reach
the desired limits, so the moving trend of the welfare index indicates that from 1973 until
the end of the war, the welfare trend was downward and then an upward trend began. The
highest welfare index with a value of 170.6 is in 1396 and the lowest welfare index with a
value of 81.5 is in 1368. Furthermore, due to the increase in government spending relative
to income, the country's overall budget has faced a deficit imbalance for most years.
According to the calculations of the combined index of economic welfare, the results show
that Iran's economic welfare has a fluctuating trend over the period under review. In the
first development plan, the trend of economic welfare decreased and stopped increasing in
the second plan, but with the beginning of the third plan it started increasing again and
reached its maximum value in the sixth plan. Over the entire period, economic welfare
averaged 125.9.
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4. Discussion

In the first model, a decrease in the budget deficit in the long term has a significant and
inverse effect on economic welfare (-0.85). In the second model, both increases and
decreases in the government budget's capital imbalance have a direct effect on economic
welfare with coefficients of 1.48 and 0.91, respectively.

Furthermore, an increase in the operational budget imbalance of the government with a
coefficient of -4.33 has an inverse effect on economic welfare.

In other words; 1. The asymmetric effect of capital and operational budget imbalance
on long-term economic welfare is confirmed.

2. The desirable impact of increases in government budget's capital imbalance on
economic welfare is greater than the undesirable impact of decreases in it.

3. Only the undesirable impact of increases in operational budget imbalance on
economic welfare is statistically significant, and there is no significant effect of the
desirable impact of decreases in it on economic welfare.

Per capita income and economic growth also have a positive effect on welfare.

5. Conclusion

According to the results, it is shown that asymmetry in public budget, operational budget,
and capital budget has an asymmetric effect on economic welfare. Per capita income and
economic growth also have a direct effect on welfare; so, to improve the welfare of society,
the government should implement policies aimed at reducing the government budget
imbalance. To this end, the government can use policies such as expanding the tax base,
creating the infrastructure necessary to establish a total income tax, and removing
untargeted tax exemptions. Also, considering the direct impact of the capital imbalance of
the budget on economic welfare and its greater impact during increases, more focus should
be placed on increasing the share and weight of this component of the general budget, and
considering the favorable effect of reductions in The operational imbalance of the budget
on economic welfare, the reduction of this imbalance should be pursued purposefully and
in a long-rum plan.
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2, Cumulative Sum of Residuals (CUSUM)

3. Cumulative Sum of Squared Residuals (CUSUMQ)
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Graph. 2: Test CUSUM and CUSUMQ in the first format of the research model.
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Graph. 3: Test CUSUM and CUSUMAQ in the second format of the research model.
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