[ Downloaded from system.khu.ac.ir on 2024-05-11 ]

)

Print ISSN: 2228 - 6454

Journal of Economic Modeling Research ke
Online ISSN: 2538 - 4163

Homepage: https:/jemr.khu.ac.ir/

Investigating the effects of financing the public sector budget
deficit from the banking system: Evidence from the dynamic
stochastic general equilibrium model (DSGE)

Hossein Samsami Mazrae Akhound*'"'| Ahmad Bakhtiyari 2
1 Assistant Professor of Economics, Faculty of Economics and Political Science, SBU, Tehran,
Iran. (* Corresponding Author). Email: h-samsami@sbu.ac.ir (0009-0008-4588-2314)
2 . PhD Candidate in Economics, Faculty of Economics and Political science, SBU, Tehran, Iran.
Email: Ahmadbakhtiyari329@yahoo.com (0009-0007-1427-997X)

Article Info

ABSTRACT

Avrticle type:
Research Article

Article history:
Received:10.06.2023

Received in received
form:
31.07.2023

Accepted:19.11.2023

Keyword:
Budget deficit,
banking system,
macroeconomic
variables,
DSGE

JEL:
E47 <H61 <H68

The unmanaged control of liquidity growth has always been a concern of policymakers
due to its negative consequences. Recently, policymakers have focused on the need to
control liquidity growth. One of the liquidity drivers is the government borrowing from
the central bank. In this regard, governments have been concerned for the issue of not
borrowing from the central bank since the 2000s onwards. Although governments are
limiting themselves for this borrowing, they force banks and financial institutions to
borrow from that source. For this purpose, this study designs a macroeconomic model
by including the net debt of the public sector to the central bank as well as to banks
and financial institutions via the government's financial balance channel. This model
shows the relationships of economic variables in the framework of a stochastic
dynamic general equilibrium (DSGE) model, considering nominal and real frictions.
The results confirm the reliability of the model for simulating the economy of Iran after
determining the input values and calibrating the parameters of the model using Iran's
economic data during 2000-2020. The findings from the research data show that the
net increase in government sector debt to banks and non-banking credit institutions has
a positive effect on investment, in such a way that new liquidity by the government
obtained from institutions and banks It has been produced in the form of new deposits
at the disposal of the department. The net impulse of public sector debt to the central
bank causes an increase in consumption in the utility function and the total
consumption of a combination of public goods and services provided by the
government as well as private consumption goods and services. In this research,
welfare loss index as the weighted sum of production variance and inflation, shows the
weighted sum of volatility of important macroeconomic variables in exchange for one
impulse, which is calculated for the entire period from short-term to long-term.
According to the obtained results, the net debt of the public sector to the central bank
causes more production deviation and welfare loss than the net debt of the public sector
to banks and credit institutions.
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