Quarterly Journal of Economic Growth and Development

Research
Vol. 8, No. 30, March 2018 (101-116)

d.:l.m.?é' Axwgi g .\.w) dug}"‘a’ﬁf (oD 95 ;Q.LC dollad
(\~ \—\\?) yyay )LQ(} ‘ral = 0 loud il JL»

Ol ! SLaiBl powsy gy S (S5YS p SOl U o b

F b e e (LS 938 el 3900 5 AMel® ¢ (6w (8 Il Lo
Ol 60 8 ¢ oDl 13T ol8liils 015 liiond p gle ol y e3baibl 05,8 (6 573 (5 pmmtils )
Ol 60 g8 ¢ oDl 13T ol8tils (015 Dl 5 psle dorly 3Ll 0 8 poe bl 5 015 ol el 0aSCails slawl ¥

O 1 €0 5 oDl 13T o515 (0 g5 it 3 e dom g el 09 3 slel ¥

Ol ¢ 015 ¢ Dol 513 o313 (1 5 Dladions 5 p gk ol 3Ll 03 8 Lils F

(YR 1IT 2 b 9y

VFR0/A/TY bl 53)

The Impact of Economic Instability on the Unofficial Dollarization in Iran's
Economy

Sima Eskandari Sabzi', "Asadolah Farzinvash?, Kambiz Hojabr Kiani®, Hamid
Shahrestani*
1. Ph.D. Student in Economics, Sciences and Research Branch, Islamic Azad University, Tehran, Iran
2. Professor of Economics, Sciences and Research Branch, Islamic Azad University, Tehran, Iran
3. Professor of Economics, Sciences and Research Branch, Islamic Azad University, Tehran, Iran
4. Associate Professor of Economics, Sciences and Researchs Branch, Islamic Azad University, Tehran, Iran

(Received: 11/Dec/2016

Abstract:

Economic instability affects the domestic money that
economic agents are willing to hold. For example in an
uncertain inflationary environment, they prefer to less
demand for money and use those asset which has less
risk of maintenance, such as foreign currency and
foreign assets. The use of foreign currency as a store of
value is "dollarization". This study examines the impact
of economic instability on the unofficial dollarization in
Iran. For this purpose, we estimate the degree of
dollarization by Kamin and Ericsson (2003) and El-
Erian (1988) method, then obtain a composite
macroeconomic instability index with the consumer
price index, exchange rate, stock of international
reserves, interest rate and budget deficit, then examine
by using a vector auto regression model over the period
of 1979 to 2014. The results indicate that economic
instability affects dollarization positively. The impulse
response function shows that a one-standard error shock
in instability increases dollarization at first, and
gradually  reduced. The results of variance
decomposition also show that in long term instability
index can explain fluctuation of the dollarization.
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4. Official or Full Dollarization

5. Unofficial or Partial Dollarization
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3. Macroeconomics Instability Index
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