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Abstract

Providing resources in the form of debt from domestic and foreign sources aims to fill the
gap between savings and investment. But not paying attention to debt and its role in the
process of economic stability may lead to the effects of bad debt on inflation and affect
economic stability. The present study investigates the threshold effects of public debt on
the inflation rate in Iran’s economy using the Smooth Transition regression model during
the period 1973 to 2021. The results of the estimation of the model show that the variables
of economic growth, investment, money supply and trade openness are significant and
have a positive effect on the inflation rate in Iran. The results also confirm the existence
of a negative relationship between the government debt rate and trade openness with the
inflation rate. The estimation results of the nonlinear part of the model (second regime)
show that the variables of public debts, trade openness and money supply have positive
effects on the inflation rate. Also, the economic growth and investment variables have a
negative relationship with the inflation rate.
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