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1- INTRODUCTION

According to Fisher's theory, a unit increase in expected inflation rate

causes a unit increase in the nominal interest rate, and the real interest rate,

which plays a major role in forming investment and savings behavior,

remains constant, although it increases inflation, leads to neutrality of

monetary policies. On the other hand, based on the quantity theory of

money and the direct relationship between the velocity of money and prices
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index, as well as the direct effect of the velocity of money on the interest
rate, it is expected that an increase in the interest rate will increase the
inflation rate. This effect of the interest rate on the inflation rate (according
to some economists point of view), is not only related to inflation rate. This
issue affects other macroeconomic variables. But the significant issue
among in this type, manner and extent of this impact in the short and long

term.

2- THEORETICAL FRAMEWORK

From the point of view of a group of economists such as Hayek,
Michigan, McKinnon and Shaw, a positive interest rate leads to an increase
in the savings rate and increases investment and production. According to
this group of economists in favor of the interest rate, by liberalizing the
financial markets, the field of interest rate transparency should be provided.
Another group of supporters of the existence of interest, such as Baum
Bauerk, von Mises and Irving Fisher, believe that interest rate has natural
roots (including psychological, technical and economic roots). In contrast to
the theories of the defenders of the existence of interest, economists such as
Ramzi acknowledged the immorality of time preference as one of the main
roots of interest and opposed it. Another group of economists, such as Pigou
and Harrod, have criticized time preference as the main root of interest rates.
Some famous contemporary economists, such as Keynes, Morris Elah,
Abalrenner, Tobin and Friedman, have shown that the continued existence
of monetary interest rates has extensive negative consequences in the

economy and causes confusion in the optimal allocation of resources and
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leads to unemployment. In this regard, Keynes says about the negation of
the effect of high interest rate in economic growth that in order to have
economic growth, the monetary interest rate must be low so that investment
can take place, and a high interest rate causes a part of the investment whose
final efficiency is lower than the interest rate. It will not be done and cause a

decrease in production and employment.

3- METHODOLOGY

The research method of this research in terms of nature and content is
correlational. This research will be done in the framework of inductive
approach. On the other hand, the current research is of the post-event type,
and in terms of subject matter, it is in the field of macroeconomics and
specifically monetary economics.

Considering that the information needed in this study is obtained from
published information and authentic and up-to-date documents, the method
of collecting information is library; and the information of this research is
obtained from the databases that publish scientific and research articles
inside and outside the country, organizations and databases that publish
official information (such as Central Bank and Statistics Center of Iran) and
libraries and scientific research centers. In this study, data from the period
1360 to 1399 will be used. In this research, the multivariate linear regression
model was used to test the hypotheses. For this purpose, firstly, the trend of
the research variables is examined, and after examination of the significance
of the research variables, the model is estimated by using the VAR and

VECM methods, and then the required tests are examined by it. In order to



Quarterly Monetary & Financial Economics 295

analyze the collected data, Eviews10 software will be used. In this study,
based on the existing theoretical foundations, in the framework of the vector
autoregression (VAR) model, the following model is estimated and after
obtaining the shock response functions, the research questions will be

answered:

GDPg, a, a [BvkBikBirkB k] [GDPg, €y

INF, _ o +Z Bpkﬁnkﬁ;rkﬁqq{ INF, n Ert

it Ol | BroPercBrrBrec| | PR Ert

It Qs BeikPericBericBeek Iy Ert
where in:

GDPg: economic growth rate (growth rate of gross domestic product)

INF: inflation rate (consumer price index)

PR: Bank interest rate is defined and considered as the interest rate of
one-year bank deposits.

I: Investment in physical capital includes buildings and machinery.

In order to estimate the above model, VAR method is used.

4- RESULTS & DISCUSSION

The findings of the cointegration vectors of the research variables
briefly show that:

In the first cointegration vector of the research; The effect of the interest
rate on the growth rate of the gross domestic product for Iran during the

period of 2016-2016 is negative and significant, so that for a one percent
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increase in the interest rate, the growth rate of the gross domestic product
decreases about 5.84 percent. Finds.

In the second cointegration vector of the research; the effect of interest
rate on the inflation rate for Iran during the period 1981-2018 is positive and
significant, so that for a one percent increase in the variable of interest rate,
the inflation rate increases by about 0.90 percent.

In the third cointegration vector of the research; The variable effect of
interest rate on physical investment for Iran during the period of 1981-2020
is negative and significant, so that for one percent increase in interest rate,

physical investment decreases about 2.02%.

5- CONCLUSIONS & SUGGESTIONS

The results of the research show the approve of Fisher's theory in Iran's
economy both in the short term and in the long term and suggest that there is
a positive and significant relationship between the interest rate and the
inflation rate in the Iranian economy. It influnces other macroeconomic
indicators, so that this relationship is inverse for the economic growth

rateand physical investment and positive for the inflation rate index.

Keywords: Interest Rate, Inflation Rate, VAR approach.
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