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1. Markov-switching
2. Time-Varying parameter


http://dx.doi.org/10.22034/25.1.183
https://ecor.modares.ac.ir/article-18-73507-fa.html

[ Downloaded from ecor.modares.ac.ir on 2025-04-28 |

[ DOI: 10.22034/25.1.183 ]

ol 315 00 9 15 Wl oyt g y8 (S Cpnns [ e by il 3 Jb 5ylk oy INS

s (ol 4y 5 9555,5 aslllae ;5 1y e sl (slacS s 31 UY - 1Y) ySiing,of 5 ¢
Sy olamdl ad ;) o ols gme g St Sl golaidl 055 0,90 ;0 Sy z,lre Sl a5 wivew,
s e dgnte ) (o ol nlnle 5 050 (egee (2 o gire g (Ao

1L e oz ez 5o et mie sl b e 5Ty s Y+ 1V 1 5 K 5 2555
3 Flo anlow a5 0Bl Cawd domal pl 4y g wols 1,8 5905 0,90 cuse SYLI 6l vl
el 033 HJ0LL T 51 o g Jlasl Yoo Jlo b sasie YL

45 W) 4 (ol 4 ey allaie ;505 V) 050 50 (Lhmgh 50 (T NY) Gl g gudgh]
Al b Jas gl oaloly 5 able Jal aile 5 ol il Stk o e Cal
S ok p Gl e TV g Ve A ol o Sl (b ol e )0 s
los oo iyl o (g5lauly )0 sapo (385 e ) Bro (Sl aelgd (pizman Lol alils

25458550 50 1) SizeSgur B8 Jlo (o 5 s Joo ey ;0 (Y1) S 5 Ll
Sloy90 &gy Wilgi co (o sl a5 aizBl Cawd el pl 4y g wisly 1,8 061 090 adl 3
ool sloaidly bl (uizren 05d 1B Gowady o Jb g lul lizen Ll sl bl
el o3, o JBSI sl Jlaia! Jole 99 4y ooy 22 950 0,99 S5 30 Jlo (s Il g3
OB g5 (pl ool (K bl g Sl slaes s, Ul 5550 Gloj Jsb «opizmon g 5lLG
Slo Conliw 45 Wy aons (pl 4 codseio SYLT 0,500 50 ailie Ldgh 0 505 VoV Lo o
ol Al Saeaidy b ¥ gyl o (gl VAT L 5l easie YL o

G s,y dhg)l 4ol 6la )5S 5 y50 55 (amgh 0 (VYD) PSLS s SLt-gsSle
B Dk & S i o ¢ (ST o 5o a5 wisls &l (b sl (g5l s
shesslans )3 (b ol o5 s o las (gl onl @l 005 (oo 518 (Dbl 9550 (agee
o Sl o lailind Jlo 2uSTy mls oS o adly oo azlye Sy b sl sloyeiS
Das e i bl | leyeis o

Jolo azt ol gl ool 19287 Ve 590 13 (VoY) 0 il o 150 gel, (Rog5 5o
Gk caeaily jo Lol sl Jlauly cnaieolisS 10 ¢ gy 0590 o y9iS 0 (Jbo Canliw a5 0
b 51 Al adss & (oo a1 cBaily )5 izpan el azlsa iz b LT JLs
3ot B AL adsi a4 soay cond BT Ll b oo Sl o Jlo Canliw il wsyo AY
e sad rax> o (6l il as o AY

1. Nguyen et al. (2017)

2. state-space

3. global sustainability
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1. Liu & Zhao (2023)
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2. Ahmad et al. (2021)
3. Hodrick-Prescott
4. Smoothing Parameter
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1. Levy Yeyati & Sturzenegger (2023)
2. recursive equation
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1. Transition Probabilities

2. Ergodic Probabilities
3. Expected duration of regimes
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Aim and Introduction

A balanced government budget plays a decisive role in the stability of the
macroeconomics, and the continuous budget deficit puts the stability of the
economy at risk. A budget deficit transpires when the expansion in government
expenditures exceeds the growth in government revenue. On the other hand, one
of the reasons for the government debt enlargement is the continuous budget
deficit. Permanent budget deficit has harmful effects on the economy. Therefore,
economists recommend that the government should prevent excessive increase in
debt by maintaining a sustainable fiscal policy. Fiscal policy is sustainable when
the government reacts to the debt swelling by creating an adequate budget surplus.
On the contrary, unsustainable fiscal policy causes crises such as suboptimal
allocation of resources, failure in financial markets and high inflation rates. Iran's
economy has always been struggling with the permanent budget deficit and high
debt stocks. The major motive for this is the dependence of the Iranian
government's revenues on the sale of crude oil and its products, because with the
decrease in oil revenues, the government resorted to borrowing to compensate for
its budget deficit, resulting in debt accretion. Therefore, it is necessary to
understand the perspective of fiscal sustainability in Iran. The objective of this
research is to assess Iran's government fiscal sustainability and its influential
factors by employing annual data of Iran's economy from 1971 to 2022 and by
utilizing constant parameter fiscal reaction functions including linear and non-
linear models, time-varying parameter fiscal reaction function, Markov-switching
fiscal regime change model and fiscal reaction function including control
variables.

Methodology
The existing literature about fiscal sustainability in Iran, has mainly examined
fiscal sustainability in the framework of constant parameter linear fiscal reaction
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function. This research assesses different models of fiscal reaction function, such
as constant parameter linear and non-linear models, time-varying parameter
models and Markov-switching fiscal regime change models regarding Iran's fiscal
sustainability. It also evaluates the dominant variables affecting Iran's fiscal
sustainability.

Results and Discussion

In this research, firstly, the Iran's government fiscal sustainability is tested through
the constant parameter linear and non-linear fiscal reaction functions, and to
identify the variables affecting fiscal sustainability, the model including control
variables is utilized. Then the Markov-switching fiscal regime change model and
the time-varying parameter fiscal reaction function are estimated. Among the
constant parameter linear and non-linear models, only the linear model including
control variables has a significant debt-to-GDP ratio coefficient, which its sign is
negative. Hence, it indicates that the fiscal policy implemented in Iran is
unsustainable. The Markov-Switching fiscal regime change model shows the
existence of two fiscal regimes, one unsustainable fiscal rgime where the reaction
of the primary budget balance to public debt is significant and negative and one
sustainable fiscal regime where the reaction of the primary budget balance to
public debt is insignificant and positive. Also, the results show that the expected
duration of the unsustainable fiscal regime is longer than the expected duration of
the sustainable fiscal regime. The results of the time-varying parameter model
show that the trend of the smoothed changes of the time-varying parameter is
downward during the time, therefore, Iran's fiscal policy has proceeded in an
unsustainable direction.

Conclusion

The results of the model including the control variables and the time-varying
parameter model and the Markov-switching fiscal regime change model show that
Iran's fiscal policy is unsustainable. Also, on the basis of this research findings,
the variables of the output gap, the government revenue to GDP ratio and
exchange rate fluctuation have a positive impact, and the variables of the
government real cyclical expenditure and the old population ratio have a negative
impact on the fiscal sustainability in Iran. Based on the results of this research,
the government debt reduction has not been the priority of the governments in
Iran. This has caused unsustainable fiscal policy which in turn, made the Iranian
economy more and more vulnerable with regard to external shocks. While
developing revenue sources and reducing dependence on oil revenues, the
government should reduce its borrowing and therefore decrease the public debt
and take steps towards sustainable fiscal policy to help achieving economic
stability and sustainable growth in the long-term.

Keywords:  Fiscal Policy, Fiscal Sustainability, Fiscal Regime, Markov-
Switching Model, Time-Varying Parameter Model
JEL Classification: C2, E6, H30, H6


http://dx.doi.org/10.22034/25.1.183
https://ecor.modares.ac.ir/article-18-73507-fa.html
http://www.tcpdf.org

