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Study of the time-scale between the exchange rate and the budget deficit in
the Iran economy

Abstract
In many developing countries, the budget deficit is used as a fiscal policy tool, and
the relationship between the government budget deficit and the exchange rate is one
of the most important topics discussed and researched in macroeconomics.
According to what has been discussed, there is a complex and deep relationship
between the fluctuations of the government budget deficit, the exchange rate, and
inflation. Therefore, identifying and understanding the main factor of transmitting
and receiving fluctuations with respect to the time period of fluctuations is very
important. This research aims to study the time-scale between the exchange rate
and the budget deficit in the Iranian economy. In this study, statistical data for the
period 2007-2022 and the wavelet decomposition method were used. The results
presented indicate significant changes in two key economic indicators, namely the
exchange rate and the budget deficit. In addition, the results indicate the existence
of a causal relationship between the variables of the inflation rate, the government
budget deficit, and the exchange rate in the Iranian economy. Accordingly, given
the relationship between budget deficit and exchange rate in the country, it is
recommended that the government be more disciplined in its fiscal policies so that
in the event of a budget deficit, it does not implement market-distorting strategies
to finance the budget deficit, which leads to fluctuations in the exchange rate.
Keywords: budget deficit, exchange rate, inflation, scale-time approach.
JEL classification: H60, F31, E31, B32.
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