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Abstract

Analyzing the impact of deficits on economic welfare is a crucial issue in understanding
Iran's economic challenges. This research investigates this topic in Iran using an
autoregressive distributed lag model over the years 1350 to 1402. The composite
welfare index is used as the measure of economic welfare. Short-run results indicate that
the ratio of budget deficit to output and trade deficit to output have negative effects,
while the ratio of the savings-investment gap to output has a positive effect on
economic welfare. Inflation and per capita income also have negative and positive
effects on welfare, respectively. In terms of magnitude, the adverse effect of the budget
deficit is larger than the adverse effect of the trade deficit, and the former's effect also
outweighs the positive effect of the savings-to-output gap. However, regardless of
whether they are desirable or undesirable, the size of the effect of the trade deficit and
budget deficit is larger than the size of the effect of the savings-investment gap. In the
long run, similar results are observed, with the difference that the positive effect of the
savings-investment gap outweighs the undesirable effect of the budget deficit but is still
less than the combined effects of the budget and trade deficits. These findings highlight
the need for economic reforms to manage financial and trade deficits and to strengthen
savings and investment to improve the level of welfare in Iran.
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