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Abstract In recent years, the country has experienced significant budget
deficits and rising inflation rates. Imbalances in both the budget and banking
sectorshavebeenkey contributorstothisinflationarytrend. Thisstudy examines
the relationships between key monetary variables, government budget
deficits, gross domestic product (GDP), real exchange rates, and oil revenues
from 1991 to 2022 using a dynamic vector error correction model. The findings
indicate that government budget deficits have a significant long-term positive
effect on the monetary base, which, in turn, contributes to higher inflation.
The analysis also identifies a unidirectional relationship in which increases
in the monetary base and the operating balance deficit lead to rising inflation
rates. Additionally, the results suggest that the operating balance deficit may
influence changesinthe monetary base. Overall, the findings highlightthe close
connection between monetary dynamics and government budget deficits,
underscoring the critical roles of both monetary and fiscal factors in driving
inflation.
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