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Disinflation or Deeper Recession? The Effects of Contractionary
Monetary Policy When Assumptions of Monetary Inflation Theory Fail'

Abstract

In mainstream macroeconomic theories, inflation is primarily considered a
consequence of excessive growth in the money supply, and contractionary
monetary policy is therefore recommended as the main instrument for con-
trolling it. The validity of this policy recommendation, however, depends
on certain assumptions, including the exogeneity of money—assumptions
that are not fully satisfied in many economies characterized by institutional
weaknesses. This study shifts the discussion from the theoretical validity of
monetary inflation theory to the practical consequences of its implementation.
Specifically, it examines the outcomes of contractionary monetary policy
when the underlying assumptions of the theory are violated. Using a twolevel
comparative analysis and a panel data framework, the persistence and nature
of reductions in the general price level are investigated. The findings suggest
that disinflation in such economies does not necessarily occur through the
mechanism predicted by monetary inflation theory; rather, it results from a
deepening demandside recession rather than from a deliberate tradeoff between
reduced demand and lower inflation. Consequently, disinflation may, through
this additional recessionary channel, contribute to the structural persistence of

recession in the economy.

Keywords: Monetary Inflation, Endogeneity of Money, Institutionalism,
Monetary Policy, Structural Inflation, Inflation Assumptions, Contractionary

monetary policy

1.JEL Classification: E31, E42, E52, 043
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Dependent Variable : INFLATION__ CONSUMER_PRICES__ ANNUAL___
Method : Panel Least Squares
Date:04/24/26 Time: 17:13
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 12
Total panel (unbalanced) observations : 225

Variable Coefficient Std. Error t-Statistic Prob.
C 4.909936  0.170431  28.80890 0.0000
D_CONTROL_CORR -1.221110  1.582649 -0.771561 0.4413
GDP_PER_CAPITA_GROWTH__  0.028965  0.046593 0.621656 0.5349
ANNUAL___
Effects Specification

Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.615063
Adjusted R-squared 0.553234 Mean dependent var 4.976779
S.E. of regression 2.199961 S.D. dependent var 3.291356
Sum squared resid 934.0869 Akaike info criterion ~ 4.545791
Log likelihood -479.4014 Schwarz criterion 5.031636
F-statistic 9.947769 Hannan-Quinn criter. ~ 4.741880
Prob(F-statistic) 0.000000 Durbin-Watson stat 1.880824
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Dependent Variable : INFLATION__ CONSUMER_PRICES__ ANNUAL____
Method : Panel Least Squares
Date:05/30/26 Time: 19:56
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 14
Total panel (unbalanced) observations : 243

Variable Coefficient Std. Error  t-Statistic Prob.
C 6.076939  0.257946  23.55893 0.0000
D_CONTROL_OF_CORRUPTION  -1.555818 1.573416 -0.988815  0.3239
GDP_PER_CAPITA_GROWTH__  0.062370  0.051033  1.222164 0.2230
ANNUAL____
BROAD_MONEY_GROWTH__ -0.049363  0.015509 -3.182930  0.0017
ANNUAL____
Effects Specification

Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.657884 Mean dependent var 5.513084
Adjusted R-squared 0.601962 S.D. dependent var 3.683577
S.E. of regression 2.323979 Akaike info criterion ~ 4.656981
Sum squared resid 1123.383 Schwarz criterion 5.160097
Log likelihood -530.8232  Hannan-Quinn criter. ~ 4.859631
F-statistic 11.76416 Durbin-Watson stat 1.703201

Prob(F-statistic) 0.000000
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Dependent Variable : INFLATION__CONSUMER_PRICES__ ANNUAL___

Method : Panel Least Squares
Date:05/30/26 Time:20:00
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 14

Total panel (unbalanced) observations : 243

Variable Coefficient Std.Error t-Statistic Prob.

C 6.112902  0.256565 23.82594  0.0000

D_CONTROL_OF_CORRUPTION  -1.543719 1.575242 -0.979988  0.3282

BROAD_MONEY_GROWTH__ -0.043404 0.014740 -2.944709  0.0036

ANNUAL___
Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.655428 Mean dependent var ~ 5.513084
Adjusted R-squared 0.601021 S.D.dependentvar  3.683577
S.E. of regression 2.326722 Akaike info criterion  4.655906
Sum squared resid 1131.450 Schwarz criterion 5.144647
Log likelihood -531.6926  Hannan-Quinn criter.  4.852766
F-statistic 12.04694 Durbin-Watson stat 1.700731

Prob(F-statistic) 0.000000
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Dependent Variable : INFLATION__ CONSUMER_PRICES__ ANNUAL___
Method : Panel Least Squares
Date:04/27/26 Time: 22:45
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 14
Total panel (unbalanced) observations : 243

Variable Coefficient Std.Error  t-Statistic Prob.
C 5.949673  0.207699  28.64558 0.0000
GDP_PER_CAPITA_GROWTH__  -0.030002 0.047711 -0.628837  0.5301
ANNUAL____
D_CONTROL_OF_CORRUP- -6.919918 8.207217 -0.843150  0.4001
TION_SQ

D_BROAD_MONEY_OF_GDP -0.277355  0.056245 -4.931220  0.0000

Effects Specification

Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.677694 Mean dependentvar  5.513084
Adjusted R-squared 0.625009 S.D. dependent var 3.683577
S.E. of regression 2.255693 Akaike info criterion ~ 4.597334
Sum squared resid 1058.335 Schwarz criterion 5.100450
Log likelihood -523.5761  Hannan-Quinn criter.  4.799984
F-statistic 12.86322 Durbin-Watson stat 1.724060

Prob(F-statistic) 0.000000
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Dependent Variable : INFLATION__ CONSUMER_PRICES__ ANNUAL____

Method : Panel Least Squares
Date:04/27/26 Time:22:49
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 14

Total panel (unbalanced) observations : 243

Variable Coefficient Std.Error t-Statistic Prob.
C 5.932797  0.208829  28.40979 0.0000
D_CONTROL_OF_CORRUP- -6.985805 8.213557 -0.850521  0.3960
TION_SQ
D_CONTROL_OF_CORRUPTION  -1.278479 1.530099 -0.835553  0.4044
D_BROAD_MONEY_OF_GDP -0.272927 0.056534 -4.827614  0.0000
GDP_PER_CAPITA_GROWTH__  -0.028140 0.047798 -0.588728  0.5567
ANNUAL____
Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)
R-squared 0.678777 Mean dependentvar ~ 5.513084
Adjusted R-squared 0.624464 S.D. dependent var 3.683577
S.E. of regression 2.257331 Akaike info criterion ~ 4.602197
Sum squared resid 1054.778 Schwarz criterion 5.119688
Log likelihood -523.1670  Hannan-Quinn criter. ~ 4.810637
F-statistic 12.49751 Durbin-Watson stat 1.749015

Prob(F-statistic)

0.000000
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Dependent Variable : INFLATION__ CONSUMER_PRICES__ ANNUAL____
Method : Panel Least Squares
Date:04/28/26 Time: 07:26
Sample (adjusted) : 2005 2023
Periods included: 19
Cross-sections included : 14
Total panel (unbalanced) observations: 107

Variable Coefficient Std. Error  t-Statistic Prob.

C 5.886097  0.663296  8.874006 0.0000

GDP_PER_CAPITA_GROWTH__  -0.092592  0.080223 -1.154189  0.2522
ANNUAL___

LOG_CONTROL_OF_CORRUP-  -0.008523 0.176400 -0.048315 0.9616

TION -0.224596  0.101562 -2.211433  0.0302

D_BROAD_MONEY_OF_GDP

Effects Specification

Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.748830 Mean dependent var 5.391770
Adjusted R-squared 0.630221 S.D. dependent var 3.161177
S.E. of regression 1.922294 Akaike info criterion ~ 4.402958
Sum squared resid 266.0553 Schwarz criterion 5.277248
Log likelihood -200.5583  Hannan-Quinncriter.  4.757384
F-statistic 6.313471 Durbin-Watson stat 1.805179
Prob(F-statistic) 0.000000
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Empirical Validation of the Independence of Structural and Institutional
Factors from Liquidity in Explaining Iran’s Inflation: An ARDL
Approach

Mohammad Shahab',. Nazie Mohammadzadeh Asl*?, Dr. AbolfazlGhayasvand®, Dr. Azadeh
Mehrabian*, Dr. Amin Rashti?

Abstract

Although inflation has long been recognized as one of the fundamental and
persistent challenges of the Iranian economy and has been extensively studied,
a subtle yet underexplored issue concerns the interpretation of the relationship
between liquidity growth and structural and institutional variables, if such
a relationship indeed exists. This study aims to empirically examine the
independence of structural and institutional factors from liquidity. By revisiting the
theoretical mechanisms of money endogeneity, this research seeks to determine
the boundaries and validity of ‘translating’ these factors into liquidity growth.
Theoretically, structuralists have not emphasized reducing the impact of
non-monetary components to liquidity; the structural-institutional theory of
inflation seeks the root causes of inflation in real and institutional factors,
fundamentally independent of the distinction between money endogeneity and
exogeneity. Furthermore, Post-Keynesians have not employed the endogenous
nature of money to deviate from the framework of demand-pull inflation theory.
In this study, the Autoregressive Distributed Lag (ARDL) model is utilized
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to estimate long-term coefficients, while the corresponding Error Correction
Model (ECM) is employed to assess the speed of adjustment toward long-term
equilibrium. Data for the Iranian economy from 1999 to 2022 (1378-1401)
are analyzed. The findings indicate that translating structural and institutional
variables into liquidity is untenable, as liquidity growth is statistically insig-
nificant in the long-term estimation. Conversely, structural and institutional
variables possess stable and significant coefficients, positioning the origins of
inflation within the structure of the economy and the quality of institutions.
Moreover, empirical evidence suggests that the impact of liquidity on inflation
has not been concealed within non-monetary (structural and institutional)
variables. Given the absence of serial correlation in residuals and the confirmation
of model stability through diagnostic tests, the model demonstrates the necessary
structural stability, confirming that the obtained coefficients for structural
and institutional factors reflect their real and independent effects on inflation.
Consequently, the reduction of non-monetary components to liquidity growth is
unjustifiable from both theoretical and empirical perspectives.

Keywords: Inflation, Institutional Variables, Structural Variables, Iran, ARDL,
ECM
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Modeling Macroeconomic Ontological Relations: An Analysis of the In-
dependent Nature and Generative Functions of Macro-Level Entities

MohammadShahab', *NaziMohammadzadehas]?

This study aims to introduce a new structure for the relationships among
macroeconomic variables by drawing on macro-components and their internal
dimensions, and thereby proposes a theoretical framework for understanding
the internal dynamics of macro-components. Within this framework, each
macro-component is regarded as possessing an independent essence and,
depending on its intensity and structural position, may play one of three distinct
roles: (1) the mere production of a macro-level outcome, (2) the generation of
a macro-component that itself leads to a macro-level outcome, or (3) the simul-
taneous performance of both causal and consequential roles. This distinction
makes it possible to reconstruct the relationships among components not in a
linear form, but rather as a generative network of causalities.
Methodologically, the present study is grounded in conceptual analysis and the
design of a theoretical logic in which each macro-component acquires analytical
relevance on the basis of its “independent essence,” while the structure of the
macro-network is defined as the resultant of the interaction among these com-
ponents. Within this system, the existence of an outcome is a condition for the
persistence of the causal-generative stage; that is, if the outcome disappears at
any level, that stage of the relationship also ceases to exist.

The findings suggest that, at the macro level, an economy may contain multiple
and coexisting models that are not necessarily interwoven. For example, in the
presence of a powerful component such as corruption, it is possible to construct
another model concerned solely with the improvement of per capita income,
without any structural linkage to the component of corruption.

Conceptual conclusion: The proposed framework departs from equilibrium-ori-
ented logic and, instead of searching for mechanisms of return to equilibrium,

focuses on “generative causality” and the reproduction of structures formed by

1.Ph.D.
2. Associate Professor, Correspondence Email : mohammad.shahab@iau.ac.ir@iau.ac.ir
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macro-components endowed with ontological independence—components that
may appear as causes, consequences, or both, yet have not been systematically
conceptualized and introduced in the economic literature. Accordingly, mac-
ro-relations are reinterpreted not as a set of static equations, but as a network of

generative causalities and outcomes rooted in independent macro-components.
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