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1. Smooth Transition Regression
2. Demertzis (2007)
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1. Caporale & caporale (2008)
2. Daniels & Vanhoose (2013)
3. Mazumder (2014)

4. Deroux & Hofstetter (2014)
5. Daniels, et al (2014)
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1. Stojanovikj & Petrevski (2020)

2. Tetlow (2020)

3. Dierks (2023)

4. Structural Vector Autoregressive Models
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1. Wholesale Price Index
2. Consumer Price Index
3. Generalized Autoregressive Conditional Heteroscedasticity


http://dx.doi.org/10.22034/24.3.283
https://ecor.modares.ac.ir/article-18-72112-fa.html

[ Downloaded from ecor.modares.ac.ir on 2024-12-07 ]

[ DOI: 10.22034/24.3.283 ]

YAl VEoY suli— ogm 0)londi = 0l 9 Gt Jluwr = (lasly dnsgi g i) (3Ll (glopuiing sy calibind

e olsear plnl o sleizl ol 5 loSed (nl Sl gw)yp izren 5 g3LaBl (WS sla it
Alas jo uizren B, YWD U YA Sloj o990 b o caisS ol S8 5L oladl
SLS5d 4 Cond Slamdl (g pdyaul 4 arg b AT ab a3y Sl onl @ gl 4 55k
J5|~.\> QO ‘) QMS olazdl ul;Lwy S as U‘f‘ olazdl 6‘)4 wL.A 6]9" wL.w oucld 5‘5>)L>
foal plaS ams dgua |y elaizl 0B, puzman g 0,0 a5 ol mlaw j0 1) 0,65 &30 o g il
Sl 06lg8 4y 2z b (21 slaS sl (ST 15 s ol o5 5 358 Sl & by sl
4350 3l 55 0acld g ald )55 (6,105 B0 0ucld op 65 (5 AT Bus cucld ol 3l Jsy
Mwl?u‘slywuob\slﬁf’bduby}oolﬁ)@)@wl.ef)éjMML&AMbng
5 9dg 10w SlS sl glp o 0ol (g s p,95 saeld a5 col o] 51 Sl laaidl,
el ol ol 05 (sl o) (e 0asB (pl sy (oo S5 @) izres ALl oo 055 )0 o
o d g slailin] 56 alie ol ys a5 el o) Oty Slalllas b yols allie pled azg

OF 31 A5 o8 sl alislos olul Gl 5 oad 48,5 a5 o Jhsy wda Cond p Jige Jelse
295l ey 6o 05 o il allislas alazgi b ailgn 55 b Slogaal o b S
J 50 )88 Glgisas Glnl )0 ehuga el (planled (655 8l 0,55 saims 2alS slacasls 5]
o Sl Sl0505 1 ol Coenl I e d Ol LS o goladl wl, jo Old aS dswgs

S Gl Y

DR S potcin ) - ¥

Wz e el (ooges Bl 3590 LoyE (Jon OIS Gl Jol Baa plgisds laiaed Ol o9yl
sl Juals egac 388l G olul ol oo slosummn an T3 lile jeiie Bas a4 Sl
analz Dawaddy o8 coles ;o g (28ly adgi Goeails 0l 75 g e Gl coge p)g e
Ol S5 4 (S obgS slaatyja ol yem o580 (Lol 4 Sl ] sliiel Gdzan .l salys
pr8 LRl g Gaple) Legasx s (ISl Sleeal ulul (olp adl oo 55 oy
2200 ol ol & oy YL mhv o5l 08 o (eleial @lie g ania (il 4 (S
(D Sl 3o 4 (058 Sud Sl o5l 25U gadgi 0l b ralS (S ki S
oy G Al jo 1) ox8lg o jo alilil b shepedier Camnd bl oo (8 Cowd 3l )
SIS Cnlow sl gtz Cand (s0S lade (yudls i8S oo (5T o3ll oy yo salls ralS
2Ll Jg Conlows mls pogas o 1) due Jlae SO o (pl a5 1> el 05,0 SO Js
OYAZ (Sl SIS le 5 (hocn),8) wed oo 4l


http://dx.doi.org/10.22034/24.3.283
https://ecor.modares.ac.ir/article-18-72112-fa.html

[ Downloaded from ecor.modares.ac.ir on 2024-12-07 ]

[ DOI: 10.22034/24.3.283 ]

GOLE Nl [ g3 (A 51 4T b (ol el S 5 30 Jalge (g1 il 5T T4

Wil oo (gt Comnd 00isS Culaw a5 gl JUIS g0 5 Jiw jeb 4y solaidl wluol jo
ad> gl Lo gleanie ¢ SIS bow slanie flae cod aS cul sod S e
Sloai 0 oS o psd (Jo lawgie Dl b aS 09h oo jgeal Lol il Dglate K55 0590 &
2l g ojeiws 5 blead 5y50 ;0 B3l Slygai 5 loysl (Sloyse,a Jelis gyl o
02 idBs] sl Cawlw Jliel e uiored g lriweld iol3dl Wy, a5 cowl slaxdl slaacs
ol G sinlad b el (San gLl hawi laan ;e 0iS oo e |) Sdgo Lawgs
AV -TY ols) wil Dglae
S9) 2 G gae BT lls b yaiie (ol a5 05 o @) colin (S0 ,585 (sl puaiie dnals] jo
Joloe & 2lose,55 098 Sl )3 095 &5 i8R Zae s polas alge (S Jalge )
slaidl o 1Kl pioy colu 5l (S aias Filas Jo g IS calon 5l s Sles slo s
ol i a5t 59, P Sl 5 (D) @ b (s (205,55 G S e IS
Jawi Jow @ az g b a5 aiS o @l g8 (om0 ,00 als oo 5l coles b (VAAY )Y ol
S ol Jo slawlow LU ais lo aiojls wed 5 oo jeiws «lodddy o jeiws
abais 50 o blie ;o 0l sals> S5 gadsi by cel o8 )0 @ (alS 1A gl Jooss
3929y (s > (S Uloolamdl dBaus 4 dxgi Lo ls g2y 950 ol o Dglae i
oy GRals blae j0 phe8 @ Grals cenlw Loyl colasdl |0 «rlpy Cowpd sloas jo»
Oloy Se )3 pr58 g 5 xStz alS a5 el el Gl Pzl l S e Sl )]
S eS Dl sy blae jo.ouls walyss (o lo cme Hiladsi (g9, 500l lowend Lo el o o>
VAAD) ¥5s5ie 5 ol il ST 45 ol 3,8 sl 3 5 20 |, st cslogl oposh 5o
Sl S ey 5 22 ST 5 o] Sl s (S35 (sloaiao 3575 95 o o,
Qg oo by cloads )l L sloass 3o Cow d (lgie Cod oS s (pl 5l olbai e g Co pos
ST il 05 ader 1 g oolas lid cend STy Ceond 0 Sio Dl s 4 ollo o5
Comd odlS Caely gal (1l g 090 dolgz>  ciend Jiowd 4 jeumme oS wil wuull Lbwed s
leol oS Canl (VAAY) iz )l o py95 @y SodlS Coloz [0 550 Cony 008 o (g

1. Traiditional Factors

2. Teylor (1983)

3. Menu cost

4. Akerlof, Yellen & Mankiw (1985)
5. Sargent (1983)
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Introduction

The significance of inflation in the economic system and the production reduction
or loss resulted from an anti-inflation policy as an integral part of inflation control
policies, should never be underrated. It is critically important to study the sacrifice
ratio and influencing factors which measure the accumulated losses in real
production as a result of one percent permanent reduction in the inflation. It is
considered as a criterion which makes it possible to somehow evaluate the effects
of inflation control policies imposed by the central bank. Therefore, in the present
research, the factors influencing the sacrifice ratio are identified by emphasizing
the government debt in Iran and using seasonal data (1997-2021).

Methodology
In order to achieve the goal of the research, the following relationship is
considered:

Debt

SRy =B + Bl(G_dp)t + B,0pen; + B;Speed; + B,Trans; + Bsltc +¢& (1)

SR;: The sacrifice ratio is equal to the cumulative amount of the reaction of
economic growth to the monetary shock, while the denominator only shows the
final effect of the change in inflation as a result of a monetary shock. This ratio is
calculated as follows:

yT t+s

SR = —oemy @)

A1 t+T
demy

It;: Inflation targeting is defined as an optimal monetary policy. The optimal
monetary policy is obtained by minimizing the social loss function according to
the constraints of the monetary transmission mechanism. The inflation targeting
policy is calculated as follows:

T =+ (e — ) + (e — e—1) 3)

m,, ; are inflation rate and target inflation rate respectively, (y, — ¥) is the
deviation of the product from its potential level, e is the exchange rate (dollar
price of the country's currency).

(zedl;t)t: The ratio of debt to GDP for governments shows their ability to repay

their existing loans and repay the loans they will receive. Open,: The degree of
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trade openness is defined as the ratio of total exports and imports to GDP and
reflects economic development and diversity.

Speed;: The speed of deflation is equal to the ratio of the total amount of
deflation to the length of time during which inflation has decreased.

Trans;: The instrument of monetary policy is more transparent, which can
reveal the actions of the monetary policy maker better and faster to the public.
The index defined for transparency was considered as the following relationship:

1
TIBL, = {1 —
0
if INF, = INF{
;(_INFt) if INFilower_bOUndt < INFt < INFiuppEr—bound (4)

INFliaouncl
if INF, = INFiLlpper_bound or INF, < INFlewer-bound

INF; consumer price index, INF; monthly inflation, INFP°""d time interval of
inflation in each year, INF; inflation was considered and calculated and the past
transparency index. When transparency is high, this index is equal to one, and if
inflation is very high and in other words, transparency is very low, the index above
will be equal to zero.

To achieve the goal of this research, the Smooth Transition Regression Model
(STR) is used.

Findings
The results obtained from the estimation of the model indicate that (zeTt:)t_l is
Debt

the transition variable of the sacrifice ratio function. So that when (

Gdp )t—l
reaches the threshold of 0.817, the function of the sacrifice ratio enters the second

limit regime. The results indicate that (zifh and Open; in both regimes have a
positive effect on the sacrifice ratio and this effect is strengthened in the second
regime. In the second regime, the Speed, also had a positive effect on the sacrifice
ratio. Also, Trans; and It; have had a negative effect on the sacrifice ratio in both

regimes, but this effect has been strengthened in the second regime.

Discussion and Conclusion
In relation to the positive effect of (zeTl;t)t on the sacrifice ratio, it can be said that

an increase in government debt increases the wealth of bond holders, provided
that other wealth items are constant, so the price of long-term bonds increases.
The total demand and price level increase at the same time. In this case, the supply
of money, which is endogenous and a function of the demand and the amount of
government debt, increases in accordance with the demand for money. In this
case, the price level, which is the balancing factor of the future nominal value of
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discounted wealth and the nominal value of public debt, increases. Therefore, the
cost of deflationary policies has increased and ultimately leads to an increase in
the sacrifice ratio.

Expansionary monetary policy can lead to excess demand in the economy and
thus cause an increase in the general level of prices, and the pressure to increase
prices can be reduced through imports and thus by changes in the balance of
payments. In fact, trade openness may shift some of the inflationary pressure to
the balance of payments, resulting in lower average increases in the general price
level. The positive effect of increasing speed of reducing inflation, in the second
regime has led to an increase in the sacrifice ratio.

In general, the improvement in the transparency index will be effective in
reducing the sacrifice ratio. In case of transparency in Central Bank data, it could
be potentially considered as one of the key tools in the field of monetary policy
management. In fact, the transparency of information will lead to an increase in
the commitment of Central Bank in dealing with inflation. It could also control
inflation and ultimately lead to a reduction in the cost of deflationary policies, and
sacrifice ratio decrease.

Inflation targeting by means of public announcement of official quantitative
targets for the rate of inflation over one or more times horizons could be
considered as a workable policy. By explicit declarations, low and stable inflation
will be assumed as the main goal of monetary policy in the long run. Inflation
targeting minimizes the motivation of Central Bank to show opportunistic
behavior and this may increase the credibility of this regulatory institution in the
loner term. Subsequently, the general public will adjust their inflation
expectations in a fast state and therefore the costs of deflationary policies will
decrease in return.

Keywords: Sacrifice Ratio, Government Debt, Inflation Targeting, Transparency
of Monetary Policies, Smooth Transmission Regression Model
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