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ABSTRACT

Budget deficit, as one of the key indicators of the financial health of governments,
has always been the focus of policymakers' attention. The persistence and improper
management of the budget deficit leaves serious negative effects on economic
stability. Therefore, proper budget management and sustainable deficit control are
considered among the main requirements of successful economic governance. Iran's
budget deficit in recent years led the present study to examine the variables affecting
budget deficit management. The research was conducted using data from the last 10-
year period (2015 to 2025) through a correlational method, and instead of focusing
solely on the origin of the budget deficit, it examined the role of key variables in
budget management and control through regression testing of the variables of
inflation, exchange rate, economic growth, and value-added tax. It concluded that
the budget deficit showed a positive linear relationship with the inflation rate and an
inverse linear relationship with the exchange rate. Both value-added tax and
economic growth showed an inverse nonlinear relationship with budget deficit
management. Therefore, in order to manage the budget deficit, reforming the tax
system and managing the money supply to control inflation are recommended.
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1. INTRODUCTION

Government budget deficit is one of the most important financial and economic
issues in many countries and occurs when government spending exceeds its
revenues. This situation is usually caused by reasons such as reduced tax revenues,
increased current expenditures, increased development expenditures, subsidies,
transfer payments, or economic recession. If the budget deficit is controlled in the
short term, it is not necessarily a negative phenomenon; but its continuation can have
adverse effects on economic stability, inflation, public debt, and long-term growth
(Blanchard, 2021).

From an economic perspective, budget deficits can be caused by two types of factors:
structural and cyclical. Cyclical deficits increase during periods of economic
recession, as tax revenues fall and government support expenditures increase. In
contrast, structural deficits are related to a persistent mismatch between government
revenues and expenditures and persist even in normal economic conditions.
Distinguishing between these two types of deficits is important for fiscal
policymaking, as the strategies for dealing with them are different (Musgrave and
Musgrave, 1989).

2. MATERIALS AND METHODS

The present study was conducted with the aim of investigating the factors affecting
the management of the government budget deficit in 2026. This study is longitudinal
in terms of time dimension, quantitative in terms of implementation process and data
type, applied in terms of implementation goal and result, in terms of implementation
logic and inductive reasoning type, and descriptive in terms of data collection
method.

Data were collected from secondary documentary sources and analyzed using
regression analysis in SPSS software. Considering the issues raised in the theoretical
foundations section, the research hypotheses are as follows:

1. There is a significant relationship between inflation rate and government budget
deficit management.

2. There is a significant relationship between exchange rate and government budget
deficit management.

3. There is a significant relationship between economic growth and government
budget deficit management.

4. There is a significant relationship between value added tax and government budget
deficit management.

3. RESULTS AND DISCUSSION

The present study aimed to investigate the factors affecting budget deficit
management. After extracting the data, the variables were analyzed using SPSS
software. The results of testing the hypotheses with regression of the input type to
determine the linear relationship between the variables are as follows:
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Table 1. Hypothesis testing with simultaneous linear regression

Variable Beta T Sig Result
Inflation Rate 2.608 2.624 0.047 Accepted
Exchange Rate -2.382 -2.496 0.05 Accepted
Economic Growth 23.506 2.045 0.058 Rejected
Value-Added Tax -22.761 -2.047 0.056 Rejected

Based on the table, since the obtained significance level (sig) for the inflation and
exchange rate variables is less than 5%, the relationship is significant; however, for
the economic growth and value-added variables, it exceeds 5%. Therefore, the linear
relationship of these two variables with the dependent variable is not significant. The
linear relationship of the influential variables is thus as follows:

Equation (1)

Budget Deficit Management = (2.608 X Inflation) + (-2.382 x Exchange Rate)

Based on Equation 1, and considering the beta coefficients, the inflation rate exhibits
a positive linear relationship with the budget deficit and an inverse linear relationship
with the exchange rate. Variables that did not show a significant linear relationship
in the initial analysis were subsequently examined for non-linear relationships; these
variables demonstrated significant non-linear relationships.

4. CONCLUSION

This article examines the critical importance of proper budget deficit management

in achieving macroeconomic objectives such as price stability, sustainable growth,

and social welfare. While explaining the theoretical mechanisms of the relationship

between budget deficit and key economic variables such as inflation, interest rates,

and investment, the consequences of its inappropriate management in developing

and developed economies are discussed. The findings revealed a positive linear

relationship between the budget deficit and the inflation rate, and an inverse linear

relationship with the exchange rate. Value added tax and economic growth both

showed a non-linear relationship with budget deficit management.

Ignoring the importance of budget deficit management and its persistence can lead

to detrimental consequences:

e Creating economic uncertainty: High and unpredictable budget deficits reduce
the confidence of investors and economic actors and hinder long-term planning.

e Increasing public debt and financial crisis: Continuous borrowing to cover the
deficit leads to the accumulation of public debt. At high levels, this debt can limit
the government's ability to provide public services and even lead to a debt crisis
and government bankruptcy.

¢ Reducing long-term economic growth: The investment displacement effect and
rising interest rates hinder the growth of productive investment and,
consequently, sustainable economic growth.
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Declining quality of public services: In the long term, the heavy burden of debt
repayments and interest will severely strain government budgets, reducing their

ability to provide for health, education, infrastructure, and other essential
services.
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