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Abstract

The purpose of this study is to investigate the impact of shock of budget deficit, public sector debt and
government financing methods on the composite index of economic well-being (with an emphasis on the
components of income inequality and economic insecurity) using a structural autoregressive (SVAR) model and
annual data from 1372 to 1402 S.H.. The results indicate that in the long run, budget deficits do not have a
significant effect on the components of income inequality and economic insecurity. In contrast, the public sector
(government debt to the banking system, including borrowing from the central bank, banks, and credit institutions)
reduces income inequality and increases economic insecurity. Also, increasing liquidity and money circulation do
not have a significant effect on income inequality but exacerbate economic insecurity. The bond issuance has a
neutral effect on income inequality and at the same time reduces economic insecurity. Direct taxes increase
income inequality, while indirect taxes have a negative effect on income inequality. In addition, direct and indirect
taxes will increase economic insecurity. Accordingly, it can be concluded that the budget deficit alone does not
have an impact on the components of the composite index of economic well-being; rather Its financial methods

can affect the components of income inequality and economic insecurity.
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1. Introduction

In recent years, due to the unprecedented increase in liquidity, taxes, and inflation rates, disposable income in
Iran has decreased significantly, which can have an impact on income inequality and economic insecurity on the
one hand, and on the other hand, increase the budget deficit and public sector debt. As a result, studying the
subject under consideration is of particular necessity and importance at the present time, because the problem of
budget deficit and government debt, as well as the sharp decline in economic welfare in Iran, is undeniable. From
the study of the above and the results obtained, it can be concluded that the economic welfare index and
household behavior in Iran are strongly influenced by monetary and financial policies. Also, considerable results
were obtained regarding the extent of government intervention in the Iranian economy and the policies adopted
during the period 1372-1402 and the relationship between them and the trend of the economic welfare index.

2. Methods

For the purpose of this paper, the best research method for using multivariate time series (systemic) models is the
structural vector autoregression (SVAR) model. The main goal of this model is to use economic theories instead
of Cholesky decomposition, so that it is possible to recover structural impulses from the impulses of the solved
form.

3. Results

Using the principal component analysis method, it was determined that the research variables have the highest
correlation with the first component. The results of the unit root test show that the research variables are
stationary at the level of first and second order differentiation; as a result, there is no possibility of false regression
and the problems surrounding it in the upcoming estimates, and these variables can be used in the model
estimation. In order to determine the optimal lag length, the Akaike (AC) and Hannan-Quinn (HQ) criteria are
used, and lag two is selected as the optimal lag. According to the results obtained from the model stability test, it
was determined that all the model modules are less than one and the system is stable. Then, by estimating the
coefficients of the F matrix, the long-term effects of income inequality and economic insecurity were extracted,
and the instantaneous response functions of each of them were extracted, and the effect of shocks resulting from
public sector debt, direct taxes (corporate taxes and income taxes), indirect taxes (taxes on goods -value added
tax-), bonds, and the volume of money on income inequality and economic insecurity was examined.

4. Conclusion

The results indicate that the budget deficit variable has no effect on the income inequality index, public sector
debt has a negative effect on the income inequality index, money circulation and increased liquidity, as well as
bond issuance have a neutral effect, and direct taxes increase the income inequality index, and indirect taxes
have a negligible negative effect on the aforementioned index.

Regarding the economic insecurity index, the results indicate that the budget deficit variable has no effect on the
economic insecurity index, the public sector debt variable increases the economic insecurity index, money
circulation and increased liquidity, as well as bond issuance have positive and negative effects over different
periods on the economic insecurity index, and direct and indirect taxes increase the aforementioned index.
According to the results obtained in this study, it can be concluded that the government budget deficit alone does
not have an effect on the economic welfare index, while the consequences of the budget deficit and financing
methods can overshadow this index.
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