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Abstract

Ohbjective: The impacts of monetary arrangements on the general level of prices in the international finance
literature have been theoretically considered by economists and have been an important part of empirical
studies in recent years. Therefore, the main purpose of this article is to investigate the effect of the survival
of monetary systems on the consumer price index as an indirect degree of exchange rate pass-through in 19
MENA countries during the period of 1985-2020.

Method: For this purpose, at first, the duration of monetary arrangement is estimated using the survival
models approach such as Cox semi-parametric and other non-parametric models with different
distributions, and in the next step, by Markov switching approach, low and high inflationary environments
are extracted in two regimes, one regime (low inflationary environment with inflation less than mean of
inflation) and another regime (high inflationary environment with inflation greater than the mean of
inflation). It is mentioned that the inflationary environment with two regimes has been preferred to the
inflationary environment with three regimes according to the statistical criterion such as AIC. Finally, prior
to the empirical model estimation, the utilization of first generation against second-generation unit root tests
have tested by Friedman, Frees and Pesaran tests and at the final step, the empirical model of the research
has been estimated by pooled mean group estimator (PMG) method as one of the main co-integrating
techniques while the variables order of integration are zero and one.

Results: At first step, the survival and non-survival of monetary arrangements were estimated by using of
parametric methods and different distributions, and then by Markov Switching model of inflationary
environments in both low and high conditions for this group of countries has been estimated and the years
in which the countries were in two regimes were identified. The results of estimating the empirical model
showed that the null hypothesis that the risk is proportionate and the use of the Cox method in comparisons
with other parametric methods was rejected at a significant level of 5%, and therefore alternative parametric
methods such as Weibull distribution, normal logarithm, etc. are proper for estimating the survival of
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Abstract

monetary arrangements. Next, in order to choose the appropriate distribution in parametric patterns among
the Weibull distributions; Exponential, Gamma, Gompertz, Generalized Gamma and Logarithm-Normal
Akaike information criterion was used due to a large number of observations (680 observations) and the
value of Akaike test statistic for the Weibull distribution is -2403.14 and less than other distributions values.
In addition,the results of monetary arrangement survival estimation by Weibull distribution showed that the
variables of degree of openness and gross capital formation have a negative and significant effect on the
risk of exiting the monetary system, and with an increase of one unit of the degree of openness of the
economy and formation of gross domestic fixed capital, respectively, 0.007 and 0.04 units of the durability
period or the survival of monetary systems increases or the risk of exiting monetary systems decreases.
Also, with an increase of one unit in the inflation rate, the survival of monetary systems in this group of
countries decreases by 0.29 units or the risk of exiting monetary arrangements increases. Moreover, the
probability of survival or the duration of monetary arrangements in the MENA region has increased from
0.9722 in 1985 to 0.014 in 2020 and the probability of its non-survival has increased from 0.0278 to about
0.986 in 2020. The results for the estimation of an inflationary environment indicated that there is no linear
relationship in the inflation rate was rejected at the significant levels of 5 and 10%, and therefore, we used
the Markov Switching nonlinear method to extract the inflationary environments. It is worth mentioning
that in this research, two regimes of low and high inflation environments have been used. According to the
Akaike information criterion, the value of the test statistic was 4.29, which is lower than the three-state
regime (4.61). Also, the average inflation rate in the studied countries is equal to 4.02. The overall results
of this study show that with the increase in the value of average foreign currencies compared to domestic
currencies, the cost of imports in terms of domestic currency increased in this group of countries, resulting
in consumer goods prices as indirect effects. Exchange rate fluctuations also increase in the long run. On
the other hand, the lag of error coefficient in the error correction model is -0.67, which indicates a relatively
high short-term adjustment speed towards the long-run equilibrium value. Also, the marginal cost of
production and the survival of monetary system arrangements in the short run have a significant effect on
the growth rate of the consumer price index in the short run. Moreover, the results of model estimation in
long-run indicated that two regimes of inflation environment for the countries of the Middle East and North
Africa are considered as optimal conditions and the variable of inflation rate has a negative impact and
gross fixed capital formation and the degree of openness of the economy has a negative impact and have
had a significant effect on the survival of monetary systems in duration models. In addition, being in a low
and high inflationary environment leads to a decrease in the rate of exchange rate pass-through or the
transition effects of changes in the effective nominal exchange rate on the consumer price index of goods
and services in this group of countries and the persistence of monetary systems intensifies this effect. Also,
GGDP has a negative effect on the consumer price index of goods and services in the long run.

Conclusion: With respect to the negative and significant impact of the persistence of monetary
arrangements on the consumer price index in the Middle East and North Africa, it is suggested that monetary
authorities and the central bank in this group of countries accurately predict inflation and decline. Take its
deviations and thus help reduce the transition effects of exchange rate changes on the CPI. In addition,
reducing marginal costs and expanding production capacity to reduce the transitional effects of exchange
rate changes on the CPI are other policy implications derived from the results of this research.
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