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1. Vector Error Correction Model (VECM)
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Unrestricted Cointegration Rank Test (Trace)

l.%c_’,w”
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0.05 Trace Hypothesized

Prob.** Critical Value Statistic Eigenvalue No. of CE(s)

NA NA 750.6114 0.292589 None

NA NA 617.6924 0.265608 At most 1
0.0000 334.9837 499.1467 0.238707 Atmost 2 *
0.0000 285.1425 394.4155 0.212677 At most 3 *
0.0000 239.2354 302.5947 0.196376 At most 4 *
0.0027 197.3709 218.6433 0.137381 At most 5 *
0.0369 159.5297 161.8950 0.108462 At most 6 *
0.1355 125.6154 117.8090 0.086581 At most 7
0.2705 95.75366 83.03394 0.071682 At most 8
0.4413 69.81889 54.47184 0.057561 At most 9
0.6283 47.85613 31.70655 0.045877 At most 10
0.8585 29.79707 13.67306 0.032719 At most 11
1.0000 15.49471 0.898722 0.001486 At most 12
0.5671 3.841466 0.327497 0.000852 At most 13
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Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
0.05 Max-Eigen Hypothesized
Prob.** Critical Value Statistic Eigenvalue No. of CE(s)
NA NA 132.9190 0.292589 None
NA NA 118.5457 0.265608 At most 1
0.0000 76.57843 104.7312 0.238707 At most 2 *
0.0002 70.53513 91.82078 0.212677 At most 3 *
0.0003 64.50472 83.95143 0.196376 At most 4 *
0.0727 58.43354 56.74836 0.137381 At most 5
0.2718 52.36261 44.08592 0.108462 At most 6
0.4743 46.23142 34.77510 0.086581 At most 7
0.5220 40.07757 28.56211 0.071682 At most 8
0.5485 33.87687 22.76528 0.057561 At most 9
0.4923 27.58434 18.03349 0.045877 At most 10
0.4732 21.13162 12.77434 0.032719 At most 11
1.0000 14.26460 0.571225 0.001486 At most 12
0.5671 3.841466 0.327497 0.000852 At most 13

**MacKinnon-Haug-Michelis (1999) p-values
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Null Hypothesis: COINTEQO1 has a unit root
Exogenous: Constant

Bandwidth: 13 (Newey-West automatic) using Bartlett kernel

Prob.* Adj. t-Stat

0.0148 -3.316501  Phillips-Perron test statistic
-3.447214 1% level  Test critical values:
-2.868868 5% level
-2.570740 10% level

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: COINTEQO2 has a unit root
Exogenous: Constant

Bandwidth: 8 (Newey-West automatic) using Bartlett kernel

Prob.* Adj. t-Stat
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0.0000 -5.009423  Phillips-Perron test statistic
-3.447214 1% level  Test critical values:
-2.868868 5% level
-2.570740 10% level

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: COINTEQO3 has a unit root

Exogenous: Constant

Bandwidth: 11 (Newey-West automatic) using Bartlett kernel

Prob.* Adj. t-Stat

0.0394 -2.962756 Phillips-Perron test statistic
-3.447214 1% level Test critical values:
-2.868868 5% level
-2.570740 10% level

*MacKinnon (1996) one-sided p-values.
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Implementing the Inflation Targeting Framework in Iran
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One of the most important monetary policy targets is price stability. In the framework of
inflation targeting, the central banks use the policy interest rate to implement their monetary
policy, especially in the last decade. In the Iranian economy, there are various discussions about
the effectiveness of the policy interest rate to guide the inflation rate, and it is argued that since
the channels of the policy interest rate effect are incomplete in the Iranian economy, this tool
isn’t efficient enough to guide the inflation rate. This study investigates the quantitative effect
of the policy interest rate change on macro variables and evaluates the effectiveness of the
policy interest rate tool in the implementation of inflation targeting, by a vector error correction
model for Iran's macroeconomics. The results indicate that despite the shortcomings of the
interest rate influencing channels on macroeconomic variables, the increase in the policy
interest rate has strong anti-inflationary effects in such a way that an increase of 1 percentage
point in the policy interest rate causes a 1.3 percentage point decrease in inflation after 24
months. Therefore, the results indicate that the policy interest rate in Iran's economy, despite
the shortcomings of influence channels, is efficient enough to guide the inflation rate.
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