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ABSTRACT: The relationship between budget deficit and ifdlatis one of the
topics that are discussed and investigated at #useaaconomic levels. Budget deficit
policy is one of the financial policy tools in mawpuntries. Statistical evidence
related to experimental research on inflation nedeiables and the ratio of the
government budget deficit to the production of ¢bhentries of the world show that
the relationship between the government budgetitlefnd inflation is not the same
for all countries and considering that Iran's ecoptas always faced a budget deficit
and Along with this situation, there has been dinaous trend of inflation. Inflation
impacts on budget deficit through the revenue anctgiment expenditure. The aim
of this study is investigating the threshold effetinflation rate on budget deficit
with Smooth Transition Regression (STR) Approacld annual data during the
period of 1979-2021. The results show that the stiinflation coefficients in the
first and second regimes has had positive effattthe budget deficit. On the other
hand, the sum of exchange rate coefficients infittse and second regimes has
increased the budget deficit, which shows thaett@hange rate in both regimes has
alignment effects on the budget deficit. Other Itssindicate that the sum of
economic growth rate coefficients in both the faied second regimes has reduced
the budget deficit. Finally, the sum of oil reveragefficients in the first regime had
a negative effect and in the second regime hadgitiymeffect on the budget deficit.
Therefore, based on the results presented, theypoicommendation is that,
considering that the budget deficit itself is alde cause of inflation, if the
government implements financial discipline and dsizimg, both inflation and
budget deficit will decrease.
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