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Abstract Government budget imbalances and liquidity growth are
among the major structural challenges facing the Iranian economy and
are closely interconnected. This study examines the asymmetric effects of
the government budget balance on liquidity growth in Iran over the period
1989-2024 using a Nonlinear Autoregressive Distributed Lag (NARDL)
model. The approach decomposes changes in the budget balance into
positive and negative components, allowing the short- and long-run
responses of liquidity growth to fiscal improvement and deterioration to be
examined separately. The model controls for real oil revenues, the free-
market exchange rate, and economic growth. The bounds test confirms a
long-runrelationship among the variables. The results show that deterioration
in the government budget balance, reflected in a movement toward a
larger deficit, has a positive and statistically significant effect on liquidity
growth in both the short and long run, whereas improvement in the budget
balance has a negative and statistically significant effect. The Wald test further
confirms significant asymmetry in both horizons. Moreover, the effect of
fiscal deterioration is stronger than that of fiscal improvement, with long-
run coefficients of 0.468 and —0.392, respectively, indicating persistent
asymmetry in the fiscal-liquidity relationship. Real oil revenues and the
exchange rate also have positive effects on liquidity growth, while economic
growth has a negative effect. The error-correction coefficient of —0.684
indicates relatively rapid adjustment toward long-run equilibrium. Overall,
the findings suggest that sustained control of liquidity growth requires
fiscal as well as monetary measures, including more sustainable budget
management, reduced dependence on oil revenues, tighter control of
current expenditures, greater transparency in budget financing, and stronger
fiscal-monetary coordination. The asymmetric effects also highlight the
importance of preventing fiscal deterioration, given its stronger liquidity
consequences.
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