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Abstract: Inflation is  one  of  the  factors  affecting  the  unequal  distribution  of  income  and  wealth,
economic pressureon poor deciles, uncertainty in economy, decline of investment visions and the subsequent
decrease of economic  growth.  Hence, recognition of the strategies to deal with the inflation not only can
cause the expansion of social justification, but also can be an important step in achieving economic stability.
This  investigation examines  the impact of budget deficit and liquidity on the inflation. Our model is a time
series model  including  the  ordinary  least  squares  method  and the data arecollected for Iran in 1981-2013.
Our  hypothesis  is  that  fiscal  and  monetary  policies  of  the  government are responsible for the inflation.
The results show a significant impact of monetary policies on inflation and the main cause of change in the
inflation of Iran is the government’s monetary policies and budget deficit. 
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INTRODUCTION inflation rate over the past half century. Economically,the

The Outcomes of structural and chronic inflation of increment  the  "liquidity"  and  uncontrolled  spreading
Iran are including the spread of poverty and inequality, of "money" will have a great role in increasing the
polarization of social classes, unequal distribution of "inflation rate".
resources and capabilities, a sharp reduction in public One of the key factors that have afflicted the Iranian
welfare, the  sharp decline in purchasing power, economy and hence institutionalized inflation in the
provoking  the  mental  aspects of demand for economy  is  the  government's current budget deficit.
commodities such as of land, tenement, gold, foreign The government's current budget deficit is the increment
exchange, the  distortion  in the resource allocation, in government current expenditures with respect to
reduce the competitiveness in the economy, rise in current revenues of the state, which includes the
production costs, economic instability, investment dependence of budget on nontax resources such as oil
inefficientand productive sectors of the economy, selling, borrowing from the central bank etc. The large size
reduction in efficiency and improvement of the quality of government and overcoming the current expenditure
and quantity in manufacturing sectors, a sharp drop in the on construction costs just by relying on oil revenues
value of the  national  currency, reducing foreign configured the structure of general government budget in
exchange earnings. These issues led to grave concern and such a way that at the middle of each year the foreseen
becameas a deep-rooted problem. Considering the lack of financing in the annual budget law would rise.
statistics,one  can  see  that in the early years of the Finally, this issue would be terminated by borrowing or
Islamic Revolution,  i.e.  in  the  late  1970s,  inflation  was financing from the central bank. Subsequentaccumulation
10 percent. Then in the 1991 sexceeds 20 percent; such and growth of the money supplywould make susceptible
that in 1995 the inflation rate increased to 49 percent, the reduction of the value of the national currency and an
which has been the heaviest and most acute country's increase in general price level.

expansionary fiscal and monetary policies and also
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Since the inflation is one of the main causes of implementation of a proactive fiscal policy provided by
inequality of income distribution, the lever of economic increase in investment expenditure and aimed to liberating
pressure on vulnerable groups and tendency to brokerage the economy from recession, it will be changed to
activities and since the inflation leads to economic expansionary fiscal policy and its economic impact will
instability because of slow economic growth in the long direct  the economy  toward  full  employment  in  the
term, any research work in this field is important to long-term. In fact, nowadays this type of deficit is
understand the affecting factors. regarded as a policy instrument. Generally, budget deficit

In addition, the investigationof the issue of the and the way of its supply as an originating cause of
budget deficit of Iran’s government reveals that the inflation since the offering views of Friedman [1] have
budget  deficit  has had a long history in Iran. However, been   attracteda   lot   of   attention.  In   the  literature,
the most important of all is how the government finances the relationship between budget deficits and inflation are
the deficit. In some years after the Islamic Revolution, important from different aspects.
more than 90 percent of the government budget deficits One can mention the relationship between the budget
were  financed  by  borrowing from the central bank, deficit and inflation, which arises becauseof increment in
which resulted in intensification of the growth of the real value of bond in peoples hand and subsequent
liquidityand had significant expansionary effects on increase of net wealth. This means that, budget deficit
aggregate demand and general price levelby means of increases the expenditure and the price level (because the
increase in liquidity and volume of community property. economy is act at full employment). This point of view

The aim of the present study is to investigate the has longer history than others do.have been mentioned it
effect of government expenditure and liquidity on inflation in their articles.Friedman [1] argues that the monetary
and price rises. Here, the quantitative statistical method authorities can, especially in the long-term, control the
(survey and time series model) and the dynamics ordinary inflation by adjusting the money supply. In other words,
least squares (DOLS) are used. The utilized software is budget deficits can lead to the inflation, but it will be
Eviews. In addition, all the research data have been realized whenthe budget deficit financedby change the
received from the website of the Central Bank of the money supply. Thus such abudget deficit that has led to
Islamic Republic of Iran and some other parts by calling an  increase  in  the  money  supply, will beinflationary.
the library of the Central Bank of the Islamic Republic of On the other hand, the budget deficit that financed by the
Iran. bonds may not be inflationary. mentioned that both

The hypothesis is that the government's monetary methods of financing, leads to replacing government
policy is the originof the inflation in Iran. The previously spending with private spending. In fact, the resources
mentionedpoliciesinclude the government expenditure, that otherwise might be spent on private consumption or
exchange  rate, liquidity  and growth of money supply. investment in productive activitieswill be absorbed in the
The results show that government spending, public sector. The impact of this type of financing is that
unemployment and money growth of prior period directly increases interest rate and decreasesthe private sector
influence the money growth as a proxy for motivefor investment and savings. Being inflationary or
inflation.Furthermore, in Iran we encounter with not of financing the deficitby bonds depends on the
stagflation, thus in addition to increase in inflation, method which used by monetary authorities in order to
economic recession and unemployment struggles Iran's fund the budget deficit. If the monetary authorities fixthe
economy in thementioned period. interest rates, hence the financing of budget deficit by

Theoretical Basis: In the economic literature, there are no the increaseof the money supply, which eventually will
exact answerfor the relationship among government lead to raising the prices.
budget deficits and money growth and inflation. Because Given these facts, one can conclude that the
the economic effects of government budget deficits inflationary impact of the government's budget deficit
depend on how it create, how it finance and on depends on theway of financing the budget deficit and
macroeconomic conditions. If the budget deficit is due to the effects of budget deficit on aggregate demand. If the
the increase in current expenditure and hence results in government finances the budget deficit by issuing bonds,
increment of aggregate demand, the inflationcomes to one can justified that the relationship between budget
light. However, if the budget deficit is due to the deficits and inflation (inflationary expectations) depends

bonds would be inflationary. Because,this would require



World Appl. Sci. J., 33 (2): 242-251, 2015

244

on the money creation. Hence, the inflation is mainly government budget deficit, had increased the monetary
considered  as  a  monetary  phenomenon.  In other base and the money supply, however in recent years the
words,  increasing  money  supply in  the   medium  term currency exchange resultant fromoil exports in Rials has
is  the  factor  that  determines  the  rate  of  price  rises. led the rise the monetary base.
Also, it is worth noting that there is a direct relationship Of   course,   the   issue   that   the   government
between  the  needs  of  the  government  to  borrowing spends in what ways has very different effects on the
and  money creation,   that   is   hinges   on  borrowing inflationary outcomes. Obviously, the government's
from  the  central  bank  and  commercial  banks  (in  the current spending increases just the aggregate demand
form of loans to the treasury or purchasing government which,   has   inflationary   effect   and   is   ineffectual  on
bonds). the development of economic growth. While the

Monetary authorities try tosupply the budget deficit government development expenditure through improved
by selling government bonds to the non-bank private productivity, could have lower inflationary effects.
sector, including households,companies, financial However, it will be accompanied by increasingthe
institutions. Consequently, the money supply does not investment spending which increases the aggregate
change, because the assets are transferred from the demand of the economy and, also accompanied by
private sector to the government. Thus, regardless of the raisingthe prices of raw materials and machinery
financing method, the impact of financing the budget associated with development projects; as a result has
deficit by government on money volume mainly depends inflationaryconsequences.
on the behavior of the monetary authorities. It means that In Iran’s economy, the growth of government
how the monetary authorities associate and encounter the spending, even if it does not lead to a budget deficit,
increase of the budget deficit is crucial. That is how to would have inflationconsequences. Because it does not
finance the budget deficit by increasing the money supplied from the country's production and rather is from
volume or by increasing the money supply is important. sale of natural resources. The government relaying on
Considering these facts, we can conclude that, selling the natural wealth deals more than the capacity,
theoretically, from one hand there is a close relationship which leads to decline the growth of aggregate demand
between budget deficits, money growth and inflation on and consequently inflationary pressures and will be
the other hand. built.For example, in 1998 the government budget deficit

One cannot identify an accurate relationship between increased sharply, which was due to the oil price crisis
the growth rate of government spending and the inflation and decreasing of oil revenues in that year;but it does not
rate.Because the information about the government’s have much effect on inflation, the reason is that it more
public expenditure has been strongly detriment by various pertainedto the method of providing the deficit by
factors, including change in the method of calculating the government. However, in recent years, the growth of
exchange rate,especially in the years 1993 and 2002 and public spending provided by the government's oil
some of the government expenditure that is not appear in revenues, leads to increment of the usual rate of inflation
the budget. and asset prices.

However, the trend of inflation ratewas
consistentwith the growth of public spending of the Literature Review: Taghipour and Noferesti [2] studied
government. Nevertheless, values ??are not close to each different patterns of response of the monetary policy in
other  in  some  periods. For example, in the period of Iran and concluded that during the period under
1997-2001, the annual growth rate of the public investigation, the monetary authorities willingly or
spendingon average was around 17.6% and the average unwillingly performed coordinated monetary policy
rate of inflation was 16.2%. However, in the period of actions. The reason is the financing of government
2002-2006, the annual growth rate of public spending on budget deficits by borrowing from the banking system
average  was about 9.35% and the inflation rate was and to some extent is dependency on oil revenues.
14.5%. Because the sudden change in oil revenue, regardless of

An important point in connection with the spending the  general  price  level, changes the monetary base,
behavior of Iranian government is that, in Iran's economy, where under these conditions themonetary policy become
monetary variables are influenced by budget parameters. the followers of fiscal policy and fiscal policy could not
In some years, especially during the war, financing the rein in the price level in the economy. 
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Sahraian and Zibaeiy [3] reported their study in a in the paper was to test theoretical and empirical
paper  titled “investigating the causal relationship relationship  between  budget  deficits  and  inflation in
between money supply and price level of agricultural the Iranian economy during the period of 1975 to 2004.
production: the case study of Iran”. They studied the The results of estimated relationship between inflation
causal relationship between money supply and prices. and budget deficits show that this relationship is not
The objectives of this study were to investigate the statistically significant. 
causal relationship between money supply and prices of Hadian and Parsa [7] estimated the effect of lagged
agricultural products by using Granger causality [4] test changes of liquidity on the inflation level in Iran’s
and predicting values of the four macroeconomic economy. They believed that the changes in liquidity are
variables. In that study, two standards of narrow money of factors that, in addition to changes in a given period,
definition M1 and broad money definition M2 for money put on a sustained and long-term impact on the inflation
supply and in addition two standards of retail of variable. They used the econometric modeling
agricultural products API and wholesale agricultural techniques based on newmonetaristsviewpoint and
products AWI were used, which have examined the examined autoregressivetechnique with distributed lag
period of 1961-2000. Causality test results showed that the and annual data from1961to2005. Their results show that
between index of wholesale of agricultural production and changes in the  liquidity, in at least three consecutive
money supply there are mutual causality. However, in the periods, affected the inflation. 
case of index of retail sales of agricultural products and Tayebnia and Mollaei [8] the paper “Money and
the money supply, there is causality from money supply Inflation in Iran, an autoregressive vector approach
toward prices. (VAR)”, admit that high and variable inflation was the

Mehnatfar and other’s[5], in an article titled “The characteristics  of  Iran’s economy in the last decades.
evaluation of the factors affecting the general price level The aim of their study was to examine and empirical
in  Iran”, evaluated  the  factors  affecting  the price level analysis of the Iran’s inflation in the past two decades
in  the  period  between  1971 and  2004. In this regard, and to seek for the important determinant by using the
they used the statistical information from the Central cointegration and vector error correction model
Bank, Management and Planning Organization and the (VECM).According to the results, monetary variables are
International Monetary Fund in the form of time series via the most important factors in justifying and explaining the
ordinary least squares (OLS) to estimate the econometric inflationary  process  in  Iran. Besides liquidity volume,
models. The  most  important explanatory variables used the role of exchange rate and imported inflation on the
in   this  study  were  the  country’s  population, inflation can be important in the long term. Although the
exchange rate, money volume, exports of goods and oil effect of imports on inflation is a reducing effect,
revenues. The results of the estimated model showed that fluctuations of inflation in the long-term are affected from
these variables have great and significant effect on the imported inflation. Also, the results from the test of
raising the price level in Iran. In addition, the government monetary theory indicate that theory cannot fully explain
should perform the contractionary monetary policy in the inflation process in Iran. Changes in the money
order to prevent the increase in general price level based volume  in  Iran  are  mostly  sensitive to financial
on the goals of fourth development plan and 20-year activities of government and according to their
vision of economic development of the country. estimation, the relation between money and inflation is

Azizi [6] in the article “budget deficit and inflation, not a mutual relation. However, the findings show that the
the relationship of budget deficit” noted that the policy of causality in this  process, is from money to inflation and
budget deficit in many countries is as an instrument of in fact, money volume is the origin of inflation not its
fiscal policy, which also consistently have been applied consequent.
in Iran. In her opinion, the relationship between budget Sarabadani [9] in his article hassurveyed firstly the
deficit and some macroeconomic variables such as causals of inflation in Iran and then has presented some
inflation are generally vague. Statistical evidence of suggestions to eliminate them. The results show that the
empirical research on the variables of inflation rate and the main cause of inflation in Iran is structural. Expansion of
ratio of budget deficit to production of world countries urbanity and population growth has resulted in more
shows that the relationship between budget deficit and demand for food and commercial products. Limitations in
inflation are not the same for all countries. His main goal two sectors of agriculture and industry as made them not
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be responsible for this excess demand and so their relative demand for accessible credit in society, it causes
cost has risen. In the next step, rise in the prices has made
some other problems too. On one hand, increase in the oil
income increase in the liquidity due to the expansion of
the bank network intensified the increasing trend. In the
years after the Islamic revolution, due to the special
political and economic situations and execution of some
economic policies by the government made the crisis more
complicated. At final, by introducing the Islamic pattern in
business culture, production (in both industry and
agriculture), cooperation  and the government policies
(tax, monetary and expenditure policies) some strategies
are suggested for vicissitude in the production and
supply sectors in order prohibit the inflation in the Iran’s
economy.

Komijani and other’s[10] in order to study the Islamic
attitude to financial policies and its determinant
organization proposed the question that; does Islamic
government or the central bank has any obligation to
stability of costs? Their study is carried out in an
analytical, descriptive and Etihad way. The basic
assumption of the paper is that since money is a kind of
social agreement and contract, according to the Holy
Quran that is mentioned, “Fulfill the obligations” it is
necessary to maintain its value by Islamic government as
well  as from the negative impacts of financial policies.
The findings of their research show that the Islam's
statement is that government is obligated to protect the
national currency value. To swerve of this statement is
allowed only in appropriateness of secondary statement
and for realizing the government expedient as long as the
expedient exists. In this area, they regarded the
independence of the central bank and revision of the
country's currency rule as a basic requirement for
protecting financial value in the country. 

Sargent and Wallace [11] believe that the central
bank, sooner or later, has to finance the budget deficit.
Miller [12] believes that government's budget deficit is
inflationary, aside from how it is financed.

Budget deficit  in  various ways leads to inflation.
The central bank may be forced to finance the budget
deficit as the way that Sargent and Wallace have been
said. If the central bank would not finance the budget
deficit, because of "congestion effect", the budget deficit
is inflationary. It means that the budget deficit that is not
financed by changing of money supply lead to inflation
through  increasing  the  interest rate. In the other word,
if  budget  deficit  financed  by  domestic  borrowing
(bond  issue),  which  means  increasing  the  government

increment of the interest rate and decrement of the private
sector’s investment. Although it happens mostly in
countries with advanced bond that governments use
selling bond for their budget deficit

Barro [13] proposed the hypotheses in which the
budget deficit is a result of the inflation and is not its
causer. He believes the budget deficit actually is the
change of the bond's face value in people's hand. If the
expected inflation would be increased, then it is required
to increase the bond's face value to protect its real value.
Further, monetarists believe that there is a positive
relationship between the government's budget deficit and
the financial variables growth. So that, as the more
amount of budget deficit financed by bond, it causes
more pressure in increasing the interest rate and
governmental bond, because the central bank intends to
smooth the change of interest rate. Hence, it has to
increase currency supply. 

Meltzer [14] mentions the monetarist’s method for
financing the budget deficit and notes to this point that
the budget deficit influences the inflation. He believes
that Argentina, Bolivia and Brazil are good examples of
inflationary economics that inflation was emerged as a
consequence of financing government's spending
because of increasing currency supply in the 1980s.
Furthermore, he mentions the point that the experiences
of most of developed countries do not support the
standpoint that the budget deficit causes rise the
currency supply and hence the inflation. As an instance,
one could mention the Italy, which was faced with the
budget deficit equal to 10 percent of the gross national
product in 1980 decade. The inflation decreased from 20
percent to 5 percent in that time. The other examples of
the chronic budget deficit and decreasing the inflation
rate has been seen in Japan and America. Japan was faced
with inflation of zero percent, but significant budget
deficit in the 1980s. In that time, the U.S inflation rate was
decreased from 10 percent to 4 percent, not with standing
the growing budget deficit.

The Model of Liquidity and Government Spending Impact
on Inflation: In this respect, two models are suitable for
use in Iran: the first is Landon and Reid [15] model and
the second one is Barro.

Landon and Reid studyhas emphasized for the US
economy. The model presented by them will be presented
in the following. However, Eslami Bidgoli and other’s [16]
in their research, changed it commensurate with Iran’s
situation as follows:
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LnMt = ß0+ß1LnCPIt + ß2BD + ß3LnOil + U1t DM = ƒ(UN-1, FEDV, DM-1, DM-2)
LnCPIt = ì0+ì1LnGDPt + ì2LnMt + ì3LnIPt+ì4LnERt + DM: Money growth
ì5LnBD + ì6LnCPIt-1 + U2t U: Unemployment 
CPI = Price index of consumer goods and services at FEDV: Change in the logarithm of real expenditure of the
constant prices central government
GDP = Gross Domestic Product at constant prices
BD = Budget deficit If   the  government,  in  addition   to  the  taxes,
M = Liquidity prints money in order to minimize the financial costs of
IP = Index of imported goods government, the variable of real government expenditure
ER = Exchange Rate in the open market will   has   a  positive  effect   on   the   money  growth.
OIL = Oil Revenues The  estimation  of  Barro  pattern  for  the  period of

The model has combinedfrom two simultaneous variables of UN and FEDVhave positive and significant
equations. In the first equation, the budget deficit affects effect on money growth and the government spending
the liquidity. The mechanism is in the way that by increase the money growth. Her second model was var
increasing the budget deficit of the government, if the and is follows:
deficit is financed by bank borrowing, government debt to
the banking system and, consequently, the monetary base LINF = F(LRM , LRER, LGDP , LGDP , LGDP , DUM)
and the liquidity increases. The increase in liquidity
through the second equation, affect the price index. On LINF : Logarithm of the inflation rate in the year t
the other hand, the price index, again affects the liquidity LRM : Logarithm of growth rate of liquidity
via first equation. Thus, the link between budget deficit, LRER: Logarithm of exchange rate in the open market
money growth and inflation will be repeated. LGDP : Logarithm of Value added of agriculture 

Since in the Iranian economy, due to lack of LGDP : Logarithm of Value added of industry 
developed securities market, a large part of the budget LGDP : Logarithm of Value added of services 
deficit is supplied through borrowing from the central DUM: Dummy variable; according to economic theory,
bank and commercial banks, so it is expected that the the inflation decreases with increment of production.
budget deficit have a positive effect on liquidity.
Nonetheless, with regard to theour hypothesis, it is better Empirical Model for Estimating:
to utilizethe tabloid model of Barro, [17] which is as
follows: DM = G + UN + DDOL + DM(-1) 

Barrohas developed a pattern for the government DM: money growth
budget, money growth and inflation in which the function G: government expenditure
of monetary authorities' reaction is used. The pattern is as Ddol: Logarithm of exchange rate in the open market
follows: Un: unemployment

1945-76 for the US economy suggest that the both
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The  Preliminary  Results  of  Estimated  Model:

Table 1:

Variable Coefficient Std. Error t-Statistic Prob.

G 8.337348 3.961192 2.104758 0.0539

UN 28806.86 6660.668 4.324921 0.0007

DDOL -1.814740 0.231877 -7.826311 0.0000

DM(-1) 0.649600 0.106816 6.081492 0.0000

C -470497.0 195649.2 -2.404799 0.0306

@TREND -53772.51 9050.743 -5.941226 0.0000

@TREND^2 2798.951 456.9914 6.124736 0.0000

R-squared 0.985271 Durbin-Watson stat 2.116005

Adjusted R-squared 0.978959

Source: the research findings
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According to the estimation, we can see that the parameters of government spending, unemployment, exchange
rate in the open market and money growth in the prior period effects on money growth as a proxy for inflation. Theyare
significant at the five percent level. 

In order to examine the long-run relationship between data and to check whether the regression model is spurious
or not, the stationary test of residualswas used, which implies the existence of thelong-term relationship. Hence, to
estimate, the DOLSthat is a dynamic modelshould be used.

Unit Root Test to Check Whether Spurious or Not a Regression Model:

Table 2:

Null Hypothesis: E has a unit root t-Statistic   Prob.*

Augmented Dickey-Fuller test statistic -4.975685  0.0008

Test critical values: 1% level -3.808546

5% level -3.020686

10% level -2.650413

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

Variable Coefficient Std. Error t-Statistic Prob.

E(-1) -1.109642 0.223013 -4.975685 0.0001

C 2706.944 8972.351 0.301698 0.7663

R-squared 0.579021     Akaike info criterion 24.13164

Adjusted R-squared 0.555633     Schwarz criterion 24.23121

F-statistic 24.75744     Hannan-Quinn criter. 24.15107

Prob(F-statistic) 0.000098     Durbin-Watson stat 2.055451

Source: the research findings

According to the results of the unit root tests, the hypothesis H  implying the existence of unit root would be0

rejected and we can conclude that there is a base model with a long-term relationship exists between variables. Giventhat
the probability is lower than five percent, we conclude that the regression is not spurious, the coefficients are
reliable,andone can interpreted them. [18]

Autocorrelation Test:

Table3

Variable Coefficient Std. Error t-Statistic Prob.

C 2217.895 9395.979 0.236047 0.8164

E(-1) -0.146422 0.241251 -0.606927 0.5524

E(-2) -0.269505 0.231454 -1.164402 0.2613

R-squared 0.089265 F-statistic 0.784112

Adjusted R-squared -0.024577 Prob(F-statistic) 0.473300

Durbin-Watson stat 1.870466

Source: the research findings

Here,  in  order  to  test  the  autocorrelation,we  regress  the  residuals of regression on the residuals with onelag
and two lag.

To  investigate  the  autocorrelation,  the  chi-square  was  obtained  from  the  formula  (1)  and compared  to  the
table’s data:

NR =19*0/09=1/71 (1)2
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Since the chi-square is in interval of five percent and the amount of sample of 19 is 6.84 and the value obtained is
less than this value, H  hypothesis, implying the no autocorrelation, cannot be rejected. It means the lack of0

autocorrelation.

Hansen [19] Test for Investigating the Presence of a Long-Term Relationship:

Table 4

Cointegration Test - Hansen Parameter Instability

Stochastic Deterministic Excluded

Lc statistic Trends (m) Trends (k) Trends (p2) Prob.*

0.501252  4  2  0 > 0.2

Source: the research findings

Since the probability is greater than five percent,the dependent on raw materials, foreign intermediate, and
H hypothesis, represent the presence  of  long-term capital goods; hence, the foreign good prices and0

relationship,  would not reject. One can conclude that exchange  rates  can have a significant effect on the
there  is  the  long-term  relationship  between the general price level. Therefore, applying theappropriate
variables. Parameters are stationary and do not change foreign  policy  and  currency  policywill  be  very  fruitful
over time. to  lower  the  inflation.  In  this  regard,  the  attendance

Highlights of Monetary Policies: According to the and the kind of goods that have been imposed tariffs
arguments  presented,  it  seems   that   the  targeting should be more carefully. In addition, the currency
policy in order  to  control   the   inflation   through management in foreign policy to avoid the excessive
monetary policy should be made transparent. In this reduction of the value of the national currency and avoid
respect, credibility of the applied policies and its the volatility as an indicator of economic stability shallbe
transparency and independence of monetary policy will done better.
have a significant role in achieving the objective of Making the contractionary fiscal policy and
reducing inflation. establishment of more fiscal discipline, especially in the

Since,  based  on  the  results  achieved,  the implementation of development projects and to optimize
inflationary  expectations  have  a  significant role in the costs of civil government, may be important in
creating  inflation  atfuture  years,  so  credibility of reducing the inflation. In the all estimated equations the
monetary  policyand  transparent   announcingthem is result of the increase in production, especially industrial
very   important.  Because   unawareness   of  private production, on the inflation and the price level is
sector of credibility of designated  monetary  targets or negative, hence any effort to attract the investment and
uncertainty   of   achieving    the   stated  goals  reduces providing the groundwork for greater participation of
the  credibility   of   these   policies   and   this  reduce private sector in manufacturing activity in this direction is
inthe credibility of these policies, reduces affection of very important.
these policies. In this context,  coordination  of  fiscal, In other word, in making economic policy, in addition
trade   and   exchange  rate  policy  and  monetary  policy to attendance on reducing the demand through
is very important. Applying the continuous policies management   the    volume   of   money   and  liquidity,
instead of short-term policies and preventing the the increase of the supply and growth of domestic
everyday circulars will increase the private sector production should also be considered. Expanding
confidence. diplomatic relations with other countries, especially

Another key point in reducing inflationary countries are in the global trade and direct economic
expectations of the private sector is targeting and relations with them can be effective to bringing down the
reducing  the  growth rate of the inflation indicators, inflation through the benefiting from lower price of the
which  the   private   sector   pays   moreattention on foreign goods, removal of mediation costs and
them in the assessments. The country’s economy is transportation costs.

on the  levyingthe  customs  duties  and  trading  profit
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The Results of Estimating and the Equation

Table 5

Variable Coefficient Std. Error t-Statistic Prob.

G 8.337348 3.961192 2.104758 0.0539

UN 28806.86 6660.668 4.324921 0.0007

DDOL -1.814740 0.231877 -7.826311 0.0000

DM(-1) 0.649600 0.106816 6.081492 0.0000

C -470497.0 195649.2 -2.404799 0.0306

@TREND -53772.51 9050.743 -5.941226 0.0000

@TREND^2 2798.951 456.9914 6.124736 0.0000

R-squared 0.985271 Durbin-Watson stat 2.116005

Adjusted R-squared 0.978959

Source: the research findings

CONCLUSION economic recession and unemployment during the period.

The  latest  research in this field was on the years the money growth twenty-nine percent increases.
1971-2004. In this study, the effect of explanatory However, the variable of exchange rate inversely affects
variables such as population, exchange rate, money the  money  growth  and  with  one  percent increase in
volume, exports and oil revenues from the price rises by the exchange rate, the money growth 1.8% decreases.
Mehnatfar and other’s [5] were investigated. The results This indicates the substitution effect between foreign and
suggested the influence of these parameters on the national currency. It means that in the inflationary
increasing the prices.In the present study, the explanatory situation, people prefer to hold a stable foreign currency
variables have changed, but in the results, the effect of rather than the national currency, which is subjected to
liquidity on the inflation still remains. the devaluation. Foreign currency as the anchor manages

Our estimation shows that the government spending the inflation based on the economic situation of the
directly affects  the  money  growth  as a proxy for corresponded currency.
inflation and by an increase of 1% in government
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