Journal of Iranian Economic Issues, Institute for Humanities and Cultural Studies (IHCS)
Biannual Journal, Vol. 9, No. 1, Spring and Summer 2022, 333-365
Doi: 10.30465/ce.2022.38944.1721

Investigating Iran's debt sustainability using policymaker
reaction function and nonlinear causality

Mohammad Hossein Memariyan®, Ali Taiebnia™

Mohsen Mehrara™

Abstract

Debt sustainability is the core part of government fiscal sustainability in theory.
Many countries have faced economic crises due to the high level of public debt. The
rising trend of Iran’s public debt shows that in a short time debt sustainability is
going to be a policy challenge. This study investigates the debt sustainability in Iran
in the 1353 to 1398 period. In this regard, Bohn's (2008) method has been used to
reveal if the government responds properly to rising Debt by reducing the primary
deficit. In order to check for nonlinear relation, Hemistra and Jones (1994) test for
nonlinear Granger causality, and the newer version of it by Diks and Panchenko
(2006) was applied to the data series. The result indicates no response to the rising
debt. | other words, the government does not care about the debt level and the
primary deficit is not affected by the debt level.
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