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Abstract

The aim of this paper is to examine the effect of government deficit financing
shocks through the printing of mony and government bond issuance on
macroeconomic variables. For this purpose, quarterly data for the period 1991-
2023 are used. The sources of government deficit are financed is three ways:
external borrowing, domestic borrowing (bond issuance), and borrowing
from the banking system. If financing is through domestic borrowing (bond
issuance), it will increase the interest rate, which will lead to a decrease in
private sector investment and in economic growth. If the budget deficit is
financed through borrowing from the banking system, this may have
undesirable economic effects due to increased liquidity and subsequent
increase in aggregate demand. In order to analyze the effect of shocks, the
factor-augmented vector autoregression model (FAVAR) has been used in
MATLAB software. The FAVAR model allows all relevant macroeconomic
time series to be included into the model. Based on the results obtained, it was
determined that the inflationary effects of shocks when the government budget
deficit was financed through the issuance of government bonds were longer
than those achieved through the printing of money. In addition, both
approaches led to an increase in economic growth in the short term.
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