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Iran’s position in the international 
arena has been affected by the nu-
clear issue for almost two decades 

and this issue has weakened the eco-
nomic position of our country. The glo-
balization of the economy, which has 
accelerated significantly since the years 
after World War II, has progressed to 
such an extent that no country can con-
tinue to exist as a modern economy in-
dependently of the relations governing 
the global economy. 

Unfortunately, outdated and dan-
gerous theories such as self-sufficiency 
still have supporters in our country; 
unaware that this concept has no scien-
tific or practical content in the direction 
of national interests except for its own 
ideological message. This favorite say-
ing of some politicians that “we do not 
tie the economic fate of the country to 
the nuclear agreement” is obviously a 
propaganda-election slogan; because in 
today’s world, no country can keep its 
economy isolated from the interaction 
of the global economy. Politicians often 
tend to present their aspirations as ob-
jectively achievable realities; although 
people do not see any trace of them in 
their daily life. 

The close relationship between 
nuclear issues and Iran’s economy does 
not depend on anyone’s will to talk 
about tying or not tying the two. To 
understand this relationship, there is no 
need to examine extensive and complex 
economic data; it is enough to take a 

look at the daily and obvious impact of 
exchange rate fluctuations in the free 
market and news and rumors related to 
nuclear negotiations. 

Exchange rate fluctuations in 
such conditions are nothing but a 

Link to the Gl obal Economy
sign or a symbol of the very complex 
relations between Iran’s national 
economy and international relations, 
or in other words, the tip of the hidden 
iceberg that determines the fate of the 
economy. If the economic growth of 

our country has been close to zero in 
the past decade, the welfare level of 
households has decreased drastically 
and the employment of young people 
and educated people has become a big 
problem. All of this, apart from incorrect 

economic policies, is largely due to Iran 
being at the center of political tensions. 
Economic growth requires investment 
and the activity of entrepreneurs; but 
uncertainty about the future works 
like a deadly poison in this regard. No 

investor or entrepreneur is willing to 
risk their capital in uncertain conditions 
and unpredictable political risk.

Also, the suspension of the nuclear 
negotiations and the delay in bringing 
them to conclusion and ending the mat-
ter, whatever the political reason, brings 
huge economic losses for our country. 
In today’s conditions of the global en-
ergy market, where due to the war in 
Ukraine, there is an urgent need to ex-
port Iranian oil, the delay in the nuclear 
agreement costs our country a lost op-
portunity; because with an increase of 
at least one million barrels per day of 
oil exports and the resulting income, 
most of the government’s budget deficit 
can be compensated and the dangerous 
inflationary process that the society is 
caught in can be ended to a large extent. 

No investor or 
entrepreneur is willing 
to risk their capital in 
uncertain conditions 
and unpredictable 

political risk.

Of course, the mentioned opportu-
nity cost is not limited to the issue of 
re-opening the lost markets during these 
years of sanctions and also the quantity 
of the government’s revenues, but its 
quality is also very important, which 
oversees the issue of “circumventing” 
the sanctions. We remember that the fact 
of keeping a lot of information hidden in 
the past and resorting to unconventional 
methods of sales and marketing has pol-
luted our society. The corruption case of 
Babak Zanjani has not been closed yet. 
In the current situation, professional 
“sanction traders” are lurking and it is 
not clear what they are cooking for the 
poor economy of the country.

The necessity of reaching a nuclear 
agreement is an issue that the fate of 
the national economy is tied to, and it 
should not be used as a pretext for fac-
tional and partisan narrow-minded com-
petitions and settlements. We hope that 
the relevant authorities will not forget 
that they are at an important historical 
moment for beloved Iran.  

Dr. Mousa Ghaninejad, Economist

G l o b a l  E c o n o m y
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The main foundations of the coun-
try in the economy, society, poli-
tics, health… have been compro-

mised and many of the main institutions 
of the economy and society have been 
destroyed. The institutions of the mar-
ket, competition, ownership, exchange, 
etc. are on the decline, while there is no 
room for the civil society; even the most 
solid social institution, namely the fam-
ily, has suffered serious damage.

At the same time, the country is in 
a stage of depletion and the infrastruc-
ture has been seriously damaged. There 
is no space for the environment and even 
in the next two or three decades, water 
shortage threatens the country... The 
question is why has the Iranian society 
fallen into this abyss?

Mousa Ghaninejad, a senior econo-
mist, believes that our problem started 
when some people in Iran tried to rein-
vent the wheel. While the approaches 

that had been experienced in the world 
were in front of us and we could learn 
from them. He also thinks the plague of 
lacking theorization and schooling in 
economic decisions is one of the most 
important issues of the country. He is 
convinced that there are no signs of a 
change of policy among the officials.

At that time, the line of thinking of 
the revolutionaries who had just taken 
over political power was that in order to 
establish their ideal society, everything 
that had been formed in Iran until then 
as economic and political institutions 
should be abandoned as much as pos-
sible. The consequences of this way of 
thinking was that the established eco-
nomic, social and administrative insti-
tutions of the country were completely 
transformed.

Even today we are struggling with 
the implications of that way of think-
ing that has continued to this day. We 

destroyed many institutions that existed 
before the revolution and replaced them 
with something that does not work prop-
erly. A clear example of the heresy of 
interest-free is banking, which replaced 
conventional global banking in Iran and 
has not achieved anything except the 
waste of huge financial resources. The 
origin of this heresy and other heresies 
like it is the idea or illusion that the 
whole world has gone the wrong way 
and the only right roadmap is ours.

 Another destructive heresy of that 
era, which has gripped our society until 
now, is the insistence that “commitment” 
has priority over expertise. The necessity 
of using expertise in running the state af-
fairs was questioned as Western “mate-
rialistic” thinking, and commitment was 
prioritized instead, and that an expert 
without commitment should be discard-
ed. But what does commitment mean? In 
practice, this concept has no other mean-

ing than people’s adherence to the beliefs 
of the higher administrative levels and 
ultimately the ruling power wielders.

Unfortunately, under the banner of 
this slogan, all people’s expertises were 
ignored, experts were pushed aside and 
their place was taken by so-called com-
mitted “insiders”. Insiders are the people 
trusted by the high administrative ranks 
and ultimately the ruling political power 
holders. In this process of prioritizing 
commitment and entrusting work to in-
siders, we observed that everyone from 
prominent university professors to spe-
cialized forces working in offices and 
even elite military people were purged. 
In this way, after the revolution and in 
the process of dismissing “non-insider” 
experts, the country’s management body 
was practically emptied of knowledge 
and expertise.

On the other hand, inexperienced 
but committed young managers after 

some time of work, when they might 
have gained experience and expertise, 
in many cases, after the political power 
changed hands among different politi-
cal factions, they were often subject to 
expulsion under the pretext of lack of 
commitment! That is, the system works 
in such a way that the end result is the 
continuous discarding of experts, in any 
case, and the employment of “commit-
ted” and inexperienced forces.

Priority of Commitment ove r Expertise in Our Economy
Today, if you look back, you will 

realize that year after year, more and 
more established institutions have been 
destroyed while those institutions did 
not have better alternatives. I emphasize 
that such a view led us to gradually lose 
experts. In this way, as the time of the 
revolution passed, the expert forces were 
left behind by revolutionary purges or 
they were removed by themselves with 
the passage of time and their age. But 
who took the place of these people? Un-
fortunately, there is no suitable alterna-
tive for them. 

Now look at the 13th government. 
This government is a very clear example 
of the result and way of thinking that we 
have faced in Iran. Now, with a quick 
look at the cabinet, we realize that the 
level of specialized knowledge among 
the ministers and administrative bodies 
is much lower than the average knowl-
edge of our society. This is due to the 

The inflation in the past 
three consecutive years 

is unprecedented in 
Iran’s contemporary 
history, while there is 

no prospect of improving 
the existing conditions.

E c o n o m y
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lack of expertise of the people who were 
chosen to accept the posts and positions 
simply because of their commitment.

Unfortunately, in the incumbent 
government giving priority to “commit-
ment” has gained more weight than pre-
vious governments. When commitment 
is prior for an official it means that he 
tells his subordinates that only loyalty to 
his own person can be used as a criterion. 
One of the most important roots of the 
disaster in the administrative structure 
has occurred in the same way. The level 
of specialized forces in the government 
and administrative structure, especially 
in the higher levels of responsibility, is 
very low today.

This situation is the result of the 
process the process the country has 
gone through over the past 40 years. If 
we examine the manpower of different 
governments of the past, we see that 
each government has gradually purged 
the non-committed forces in some way, 
and this has led to a further decline in 
the quality of specialized forces over 
time. When you generalize this method 
and policy to other economic and social 
institutions, you will understand why all 
the institutions and foundations of the 
society are being destroyed.

After the revolution in Iran, the 
thinking of those revolutionaries who 
wanted to erase Iran’s history gradually 
prevailed. They believed that the real 
history of Iran and even Islam started 
from February 1979 (when the revolution 
occurred). They denied any achievements 
had been made until then. Little by little, 

many cases they do not see any fault 
in themselves. It seems that either 
they see the economic problems as the 
result of the decisions and economic 
policies of the previous government, 
or they believe that the proponents 
of the open market economic thought 
have dragged the country into this 
abyss. What groups have the most 
contribution to the creation of the 
status quo?

Nowadays, it has become fashion-
able for some to justify their failures and 
inefficiencies by saying that the neolib-
erals did not let us implement our de-
sired policies! My question is, what kind 
of people were at work in the last 40 
years? Considering the rigid selections 
that have been made for the entry of 
“insiders” into the administrative body, 
how these neoliberals have been able to 
infiltrate the officials who are now being 
blamed for all the existing problems?

Raising these claims shows that, 
unfortunately, rationality has declined 
among some politicians ruling the 
country. The issue of the environment 
was mentioned earlier, but other parts 
of the country are also suffering from 
similar damages. We have not been 
able to control double-digit inflation for 
several decades; Not only did we not 
succeed in this regard, but the situation 
has gradually worsened.

The inflation in the past three con-
secutive years is unprecedented in Iran’s 
contemporary history, while there is no 
prospect of improving the existing con-
ditions. Why? Because there are no ex-
pert ideas to counter these problems. It is 
just slogans and nothing else! 

Previous governments are always 
blamed for all the problems, and every 
government that comes to power claims 
that it can solve the problems on its 
own; however, we see in practice that 
these promises cannot be fulfilled and 
the dilemmas are constantly increasing. 
This cycle must stop at some point. Our 
officials should answer the question 
whether they believe in science or not. 
Do they believe that different problems 
of the country should be solved with 
scientific methods or not? Economics is 
science; as long as we have not accepted 
this fact economic problems will 
continue to intensify. 

Now look at the 13th 
government. This 

government is a very 
clear example of the 

result and way of 
thinking that we have 

faced in Iran.

we have seen that everything left from 
the past is considered materialistic and 
Western under different pretexts and 
is rejected. Some people apparently 
wanted to reinvent the wheel, as if all the 
experience that humanity has gained is 
nothing.

To our surprise, we saw that some 
people made the same claim about the 
history of Islam. Many revolutionaries 
had the same opinion about Islam and 
claimed that from now on, true Islam 
should prevail in the society, as if the his-
tory of 1400 years of Islam has gone in 
the wrong direction! This way of think-
ing eventually caused the destruction of 
institutions, even some religious institu-
tions. Some sought to destroy most of 
the established institutions and replace 
them with something new. Unfortunate-
ly, this thinking still persists. Still, those 
in power do not want to admit that many 
problems are rooted in neglecting global 
expertise and experience.

 When we listen to the words of 
the governments, we realize that in 

E c o n o m y
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We want to address some 
common mistakes and 
fallacies in economic policy. 

Fallacies that are abundantly repeated 
and promoted among policy makers 
and even some academics and media 
people. One of these fallacies, which 
ironically the then government was 
very interested in at the time, is that 
price liberalization causes inflation. 
What will be the results of insisting on 
such fallacies for Iran’s economy?

This fallacy is not related to today or 
yesterday, but it has been repeated in our 
country in different forms for at least 50 
years. It is interesting that the government 
officials and the designers of the coun-
try’s economic policies are not willing 
to look at the past and the results of the 
implementation of these policies. While 
if the past and history of such works are 
examined, it becomes clear that these 
methods have always brought harmful 
results. These methods were used before 
the revolution and during the abundant oil 
revenues. In the early 1350s oil revenues 

had increased, and in fact the government 
had become so-called rich and generous. 
At that time, some politicians and policy 
makers, in the implementation of Mo-
hammad Reza Shah’s recommendations, 
thinking that by relying only on these 
huge financial resources, the economic 
growth process can be given the desired 
acceleration, they started spending in all 
fields: from construction to the establish-
ment of new industries and, of course, ex-
tensive imports: All types of goods from 
consumption to intermediate and capital 
goods. In this way, a lot of money was 
spent in the economy and huge amounts 
were injected into the society without the 
necessary infrastructure being prepared 
in advance. 

As a result of these actions, the 
amount of liquidity in the country 
increased sharply, and the natural result 
was rampant inflation. At that time, 
economists and experts constantly warned 
the government that such behavior would 
lead to harmful results. However, the 
Shah’s regime turned a deaf ear to these 

warnings. The Shah insisted that inflation 
is the same as extortion and inflation is 
caused because some people are abusing 
and intending to cause disruptions and... 
so at that time they started pricing 
goods and controlling prices. If now it 
is assumed that the executive arm has 
been mobilized to control the prices, at 
that time university students and young 
members of the Rastakhiz Party had 
come to the square and lost their lives. 
They insulted the tradesmen, sealed their 
shops. However, at that time, we saw that 
such directive policies not only did not 
reduce inflation, but also had a destructive 
effect on domestic production. After the 
revolution, we saw that this issue was 
repeated regularly.

If I want to name which governments 
have done this, all the governments are 
included: from Mr. Mousavi’s government 
to Hashemi, Khatami, Ahmadinejad and 
Rouhani. Raisi’s government has shown 
that it is more interested in such methods 
than his predecessors. It is interesting to 
know that none of these governments have 

Populism and R ising Inflation!
been successful in controlling inflation 
and have always repeated the mistakes 
of the past. That is, by suppressing and 
controlling prices, they have reduced the 
motivation of producers to work and in 
this way they have damaged production, 
market and trade.

It is true that the methods used by 
the government to reduce prices are 
not successful in practice, but appar-
ently they are able to convince groups 
of people. Anyway, many people appar-
ently welcome the government to go to 
the businesses and producers and hold 
them accountable. According to many 
of them, the government should deal 
with unfair people. What do you think?

Yes, it is true, these methods used 
by the government to control prices, 
although it is not possible to achieve 
its goals and prevent inflation, but it 
still affects a part of the public opinion 
because people who are angry about the 
high price, think If they punish some 
of the so-called high sellers, they will 

be punished and they will not increase 
the prices anymore. Or some people 
may think that the government, with its 
dealings with the business, is unfair to the 
high street sellers.

From this point of view, it can be 
said that the government’s dealings with 
the market players may be effective on a 
part of the public opinion, but the fact is 
that such things the government does are 
not the solution to the problem of infla-
tion, but are considered populist methods, 
which, although they may be temporarily 
pleasing to the uninformed strata society, 
but in practice it is ineffective and ulti-

mately harmful. I emphasize that inflation 
can never be stopped by suppressing or 
so-called price control.

Inflation is always and everywhere 
a monetary issue, which basically goes 
back to the wrong monetary and financial 
policies of governments. Inflation means 
an increase in the general level of prices 
and has nothing to do with extortion of 
one or more businesses. In order to pre-
vent inflation, the excessive and dispro-
portionate increase in liquidity compared 
to the real growth of the economy should 
be curbed. The excessive increase in li-
quidity is rooted in the government’s bud-
get deficit and the existing imbalances in 
the banking system.

As long as this problem is not solved 
from the source, the problem of inflation 
will remain stable. Of course, economists 
have repeatedly pointed out these issues to 
the governments, but they have not heard 
from the governments so far. Every time 
the officials act as if these issues are new 
and there is no previous experience or 
history in this regard. It’s as if they came 

Inflation is always and 
everywhere a monetary 
issue, which basically 

goes back to the wrong 
monetary and financial 
policies of governments.

I n f l a t i o n
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from Mars or another country and they 
don’t know about the history and results 
of these repeated policies in our country.

Another common fallacy we 
often hear from officials, especially 
government officials of the time, is that 
liquidity should be directed towards 
production. Sometimes the decision-
making system deals with the issue of 
liquidity in such a way that it is as if the 
unbridled growth of liquidity is not so 
much criticized and it is only necessary 
to think of ways to guide it. Please 
explain what the implications of such 
an approach are?

As mentioned earlier, the problem 
of inflation in our country, like any 
other country, is caused by an excessive 
increase in liquidity, which in turn is 
rooted in the state of the budget and the 
imbalance in the banking system. Since 
the government’s budget is in deficit 
and is unable or unwilling to provide the 
resources needed for its expenses from 
non-inflationary methods such as debt 
securities, it has to resort to the resources 
of the Central Bank or, so to speak, print 
money.

On the other hand, due to the wrong 
monetary policies of the government, the 
banking system transfers its deficit and 
imbalance to the Central Bank, which 
has no other meaning than increasing the 
monetary base and, as a result, increasing 
liquidity. In fact, the problem of deficits in 
Iran is solved through the banking system 
and by creating money. Now the Iranian 
decision-makers are playing the trumpet 
from its broad head. Currently, we see 
that the companies are all criticizing as to 
why in a situation where there is so much 
liquidity in the society, they are still facing 
a lack of working capital and liquidity?

Some decision makers do not want 
to accept that the creation of liquidity 
is the result of wrong policies, policies 
that show the officials have always 
looked for easy solutions to solve the 
complex problems. The easiest solution 
to compensate for the budget deficit is to 
print money. This is the way that decision 
makers in Iran have always preferred it to 
any other solution. Then they explain and 
justify that liquidity should be directed. 
While I emphasize that the main problem 
is the excessive increase in liquidity and 
talking about its direction is pointless. 
In other words, increasing liquidity is 
the problem, not the solution, because 

the inflation created in this way makes 
everyone, including producers, need 
more money. Excessive liquidity is like a 
foundering flood that covers and destroys 
everywhere. The inflation we have been 
facing in recent years has been the result 
of the governments’ wrong monetary and 
financial policies. The chronic inflation 
of Iran’s economy is never related to the 
high prices of a certain group or trade. 
Instead of correcting their wrong policies 
and solving the inflation problem, 
governments have often projected and 
blamed others.

I remind you that when Ebrahim 
Raisi was a presidential candidate, he 
went on provincial trips. During those 
trips, the question was usually raised as to 
why companies in debt and on the brink 
of bankruptcy were not being injected 
with money, when if they were re-lent, 
their problems would be solved. Later, we 
observed that when he became president, 
he implemented the same policies.

In fact, bankrupt companies that 
were professional debtors were re-lent. 
Do you think production will start as a 
result of these policies? No, the result of 
such policies is once again an increase 

in liquidity. If these firms were efficient 
they would not essentially become big 
debtors. Finally, these debtors take the 
money, buy land, currency, and housing 
and disrupt other markets. Unfortunately, 
in this government, there is a set of 
wrong views that the officials have been 
implementing since the beginning of his 
tenure. Now we see the result of those 
views in the current economic situation. 
It is regrettable to say that until the wrong 
policies are corrected, it will be the same 
soup and the same bowl, and we will be 
forced to repeat the past issues and failed 
experiences.

I am asking you about the role of 
academics, media and social experts. 
In many cases, we see that these people 
beat the drum of these fallacies together 
with the government. Many politicians 

As long as this problem is 
not solved from 

the source, the problem 
of inflation will 
remain stable.

in our country tend towards populism. 
They draw the image of a snake and de-
ceive people. We have seen many times 
that they say, for example, that rents have 
increased due to the unfairness of land-
lords. This is despite the fact that inflation 
means an increase in the general level of 
prices and it is natural that following the 
increase in the price of all kinds of goods 
and services, the price of house rent will 
also increase. 

As you mentioned, these fallacies of 
politicians are sometimes raised by some 
social experts and members of the press. 
Issues are introduced as if some busi-
nesses and guilds in the society were to 
blame for inflation. For example, lessors, 
businesses and owners of some compa-
nies, etc., while everyone, even the lessor, 
loses from inflation .However , people 
have no choice but to sell their goods and 
assets according to the market and other 
prices. These fallacies are raised by some 
so-called social experts or academics in 
a situation where the control of inflation 
by the government should become a pub-
lic demand. Otherwise, we will continue 
to be condemned to repeat the previous 
failed experiences. 

I n f l a t i o n
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If inflation in Iran’s economy remains 
at around 40% per year and does 
not go higher, what will happen to 

the Iranian economy and society in the 
coming years? Chronic and high inflation 
will gradually eat all economic and social 
foundations and pillars like a termite and 
bring it close to collapse. 

Economist Mohammad Mahdi 
Behkish says that if this trend continues, 
the government will not even be able to 
increase the salaries of its employees, 
as was the case this year; despite the 
40% inflation, only 10% was added to 
the salaries of government employees, 
and it will probably be even less for the 
following years. He says that although 
the main problem is inflation, in order to 
solve inflation, several issues such as the 
budgeting system, the banking system, and 
international relations must be corrected 
and changed side by side in order to curb 
the rebellious horse of inflation.

Iran’s economy has experienced a 
high inflation rate with an average of 
about 20% for several decades. In the 
last three years, this rate has reached 
about 40% and it seems that it will 
remain around these high rates this 
year and in the coming years. With 
this trend, where will inflation take the 
economy?

In my opinion, the biggest problem 
of administering a country in the area of 
economy is the control and regulation 
of inflation, because many factors are 
directly or indirectly affected by inflation, 
and the balance of different fields is 
disturbed by the increase in the general 
level of prices. However, the society 
does not have a very clear understanding 
of all-round effects of inflation, except 
that it observes the price of a product, 
which last year was, for example, 10 
thousand tomans, this year it is 15 or 20 
thousand tomans, which is a common and 

tangible result of inflation; but chronic 
and high inflation has many economic 
and social effects that will show itself in 
the long run. In the meantime, policies 
are also considered, such as changing 
the government’s preferred currency for 
supplying basic goods to the NIMA (forex 
management integrated system), which 
causes the price of some goods to increase 
four to five times. In such a situation, all 
the planning of the household, company 
and even the government for budgeting 
and investment will be disrupted.

By not checking inflation, the 
government upsets the balance of the 
economy. The government is apparently 
happy because by creating 40% inflation 
to cover its own expenses, it reached 
into people’s pockets and took away 
40% of their income. The government is 
the beneficiary of inflation, but it is the 
people’s table that gets smaller and the 

household is forced to reduce expenses 
such as education and health, which will 
have harmful implications for the society. 

At the same time, the ground for 
continuous discontent and protest and 
rebellion is also prepared. The fact is 
that the government has taken a very bad 
approach in dealing with inflation; If it 
understands and knows what it is doing 
and it is more or less aware of the roots 
and effects of inflation, it should know 
that it is destroying the foundations of 
the society and the economy. If it does 
not understand, it will be a lame excuse 
because it shows that it has not been able 
to gather good specialists and experts 
who can untie the knot of inflation.

Unfortunately, it is a fact that many of 
our officials do not know economics and 
are unaware of economic mechanisms. 
That’s why, regardless of the mechanism 
of price discovery, supply and demand, 

etc., they keep saying that we should 
control prices. Because of this control 
and in fact price suppression that has been 
applied in the last five or six decades, 
today all resources from water and soil to 
banking resources and agricultural power 
have reached the lowest level. Anyone 
who has understood the first lesson of 
economics, which describes supply and 
demand in microeconomics, will no 
longer talk about price control.

Finally, let me say that if the situa-
tion continues like this, the government 
will not be able to afford the increase in 
the income of its own employees, and 
there will be a lot of pressure on the peo-
ple in the coming year, which will also 
increase exponentially. The private sec-
tor also becomes weaker because on the 
one hand, the producer’s costs increase 
with the increase of the minimum wage, 
and on the other hand, the price increase 
is prevented by pricing, and naturally 
the private sector becomes unable to pay 
wages. Pricing must be dismantled to cre-
ate competition. It should be a condition 
that investment is made, which comes 
with technology and creativity. It is in 
this way that production increases, the 
cost of production decreases, and gradu-
ally people can live a more comfortable 
and quality life.

Why can’t we control the inflation?
The root of inflation is the 

government’s budget deficit. It means that 
the government spends more than it earns 

Inflation 
the Most Important 

Economic Issue 
and its expenses are more than its income. 
When the government does not have 
enough income to cover its expenses, 
it has to borrow from the people. For 
example, it explains that it doesn’t have 
enough money to implement a big project 
like a dam, so it issues bonds and pays 
off the loan plus interest after earning it. 
In our country, firstly, the government 
has a deficit for its current expenses, and 
secondly, if bonds are issued, it must reap 
high profits, and again, people are not 
buyers of these bonds, and finally, banks 
are forced to buy the bonds. Banks that 
have spent part of their resources to buy 
bonds, the interest rate of their facilities is 
determined by the government. 

On the other hand, they are faced 
with loan facilities and all these factors 
cause a lack of resources and borrowing 
from the Central Bank. To fill these holes, 
the central bank is busy printing money, 
which causes inflation. In fact, with the 
pressure of the government and with the 

pressure from the banking system, money 
printing and money creation are done at 
a high speed and liquidity grows rapidly, 
which eventually turns into inflation. This 
cycle of inflation continues until the gov-
ernment budget is balanced.

I am not saying that the economy 
should become Western or Eastern; I will 
not enter into these labeling issues. In the 
economy, there should be a simple way to 
invest, so that if someone wants to invest 
in this country, he can do so easily, and if 
he wants to withdraw his money after a 
few years, he can easily do so. Now the 
name of this approach is whatever you 
want. Unfortunately, we have reached a 
point where I think that every economic 
decision made by the government has 
been flawed.

Is inflation the most important 
issue of the economy?

The most important issue of the 
Iranian economy and the main root of our 
other economic problems is “inflation”. 
To curb inflation, the government budget 
should be balanced, the price should 
be determined based on the market 
mechanism and supply and demand, and 
the government should stop involvement 
in economic activities and pricing. 

Then you can think about curbing 
the inflation and hope that investors will 
come, and all these direct and indirect 
factors depend on our international 
relations, that we interact and trade with 
many countries. Currently, our economy 
is full of uncertainties. Ask any economist 
what will happen in the economy next 
year they will not be able to answer 
your question because the economy is 
unstable. An investor needs to be able to 
analyze at least five years ahead. To be 
able to estimate his expenses in the next 
five years with a good approximation to 
understand whether the investment he 
intends to make is profitable or not. 

When we face the economy with 
uncertainty, it is clear that investment 
would not take place. Even domestic 
investors who have, for example, a factory 
would not invest for its expansion and 
development. Along with inflation, the 
issue of pricing, international relations, 
reforming the budget system, etc., all 
have priority and are linked together. 
These factors must be corrected to 
control inflation. Let’s not forget Inflation 
is not controlled by force and mandated 
pricing!   

The government is 
apparently happy because 
by creating 40% inflation 
to cover its own expenses, 

it reached into people’s 
pockets and took away 
40% of their income.
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Our International Trade Is 
Mainly Street Trader Type
The volume and value of trade in 

Iran is not commensurate with 
the geographical capacities of the 

country. The geographical coordinates 
require that the business situation in 
Iran be improved. However, many cases, 
including policymakers’ reluctance to 
go together with the global economic 
trends, have prevented the expansion of 
free trade in Iran. In the past decades, 
the expansion of trade has brought more 
prosperity to the people of other countries: 
An opportunity the Iranian people have 
missed. Iranian policymakers are keen to 
restrict trade in the country. 

For example, they describe the trade 
activities of border dwellers “smuggling” 
and dealt with it: Sometimes these 
settlers are arrested and imprisoned or 

fined. These actions ultimately lead to the 
border people getting poorer.

 Economist Mohammad Tabibian 
speaks about the consequences of trade 
restricting policies for the Iranian econo-
my. According to him, history will ask the 
economic authorities why they have de-

prived the Iranian people of the econom-
ic opportunities available in the world. 

Iran has common water and land 
borders with 15 countries and many 
believe this geographical location 
can be an opportunity to boost trade. 
However, statistics suggest that as our 
geography deserves, the development 
of trade between Iran and neighboring 
countries has not yet been realized. 
What is your evaluation? Why 
Iran fails to take advantage of the 
opportunities that geography offers?

In the first place, I should point out 
that when a country wants to expand 
its trade relations with other countries, 
these business relations must follow 
contractual courses: In this way, for 

“Inflation” 
the Worst Cancer 

for Economy
Probably the most malignant 

cancer of any economy is 
“inflation”; it is a difficult disease 

that has many complications and its 
worst feature is that the doctor is not 
interested in treating the patient because 
it has benefits for him. 

By creating inflation, which is caused 
by monetary policies, the government 
covers its inability to balance the budget 
and provide resources, and compensates 
its deficits and creates inflation with 
oppressive and unauthorized taxation. 
The only institution that can curb and 

control inflation is itself, so it is natural 
if inflation is not treated. In the past 
44 years, only four years of single-
digit inflation have been seen in Iran’s 
economy. That is not due to a balanced 
budget and the control of a Central Bank 
independent of the monetary policy, 
which has been achieved as a result of 
creating an atmosphere of hope in the 
society and opening the oil arteries and 
suppressing the exchange rate with the 
help of petrodollars.

The year 1400 (2021 – 2022) ended 
with over 40% inflation and the outlook 

for 1401 does not show a better figure 
than this. Previously, the International 
Monetary Fund had predicted Iran’s 
inflation rate at 32.3% for 1401 and 
27.5% for 1402, which is probably 
an almost optimistic assumption of a 
possible agreement between Iran and the 
West, or at least reducing the pressure of 
sanctions in this regard. 

The prediction has been effective. 
But now that we have entered the third 
half of the third month of the year, the 
status of the agreement and revival of the 
JCPOA has become extremely unclear, 
and the European countries, along with 
the United States, have again brought 
the Iran nuclear case to the International 
Atomic Energy Agency’s Board of Gov-
ernors. The things that make the agree-
ment more out of reach and add to the 
sufferings of Iran’s economy also fuel the 
inflationary expectations in the society.

All these events are taking place 
while the shoulders of households, 
companies and the entire economy 
of Iran are bent under the pressure of 
inflation and there is no strength left to 
bear more. These last funds should be 

The current inflation 
is like a termite slowly 
and noiselessly eating 
the basic pillars of the 

economy and the society. 

spent on helping to reduce the burden 
of this pressure, which can be achieved 
by agreeing and removing the embargo 
as an external factor and reforming the 
budget internally. 

The current inflation is like a 
termite slowly and noiselessly eating 
the basic pillars of the economy and the 
society. The continuation of inflation is 
like moving towards the destruction of 
these foundations and the collapse of 
the economy; the calamities that have 
befallen nations like Venezuela and the 
sufferings the people of this country 
have gone through are before the eyes 
of our policy makers. Inflation is now 
a strong wind that has the power to 
become a destructive storm that uproots 
and carries away everything. 
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example, the task of the businessman, 
the buyer and the seller, as well as tasks, 
such as how to settle and pay.

Let me give you an example. During 
the election, when the United Kingdom 
left the European Economic Union, it 
had to regulate its trade relations with 
Europe. The United Kingdom had to 
trade with these countries separately, and 
such an action needed to create various 
contracts and agreements. At that time, 
the United Kingdom, with centuries 
of business, announced that he did not 
have enough manpower to prepare these 
contracts.

Under these circumstances, New 
Zealand volunteered to provide a 
number of experts to the UK to regulate 
the necessary business contracts with 
countries such as France, the Netherlands 
and Germany, etc. that the UK has been 
commercialized for years. As you know, 
we do not have such agreements with our 
neighbors. In Iran, we do not have any 
agreements to determine the path of the 
trade of Iranian merchants. I mean, of 
course, the legal path and regulations. 
In fact, there are no necessary rules 
and regulations and to determine the 
position of an Iranian businessman in the 
international markets. There is no path 
that has defined the rights of the Iranian 
businessman against the rights of those 
countries or vice versa.

So let me answer your question thus: 
given that we do not have the necessary 
legal and contractual infrastructure in 
Iran, so our businessmen cannot easily 
trade with other countries, including 
neighbors. As a result, global trade does 
not exist in Iran. Most of our international 
trade is from retail trade. For example, 
how many trucks take the cargo of 
goods from our country to neighboring 
countries and examine what they can buy 
and sell them to Iran. I emphasize that 
in Iran there is no concept of organized 
international trade.

Since the beginning of the revolution, 
however, the issue of international 
trade under the leftist slogans has been 
considered obscene. It was supposed to 
be government trade, but it was not and it 
was provided to specific collections. The 
second point to note about the issue of 
underdevelopment of trade in Iran is that 
Iran’s trade capacity with neighboring 
countries is limited.

This is because we import goods 

and our neighboring countries import the 
same goods. Take Turkey, for example. 
Turkey’s main trade is with European 
countries. If we want, we have to import 
goods from the same countries. Unless 
we place Turkey as an intermediary, 
which is also not correct, because, for 
example, Turkey imports goods from 
Europe and sells those goods to us at 
higher prices as it has done in the past.

In fact, in a situation where we have 
set limits for ourselves and do not trade 
with the West we see that in practice 
the same goods are bought through 
middlemen and at a higher price. This 
situation also applies to Iran’s trade 
with the United Arab Emirates. We 
procure the goods imported from other 
countries to the UAE from this country 
at a higher price. How can we trade with 
these countries in such a way that both 
our needs are met and the production of 
those countries is their own? The number 
of these goods is limited and in many 
cases those countries do not produce the 
goods we need.

In Iran, mainly from the 
authorities, there is a contemptuous 
view towards the activities of 
importers. Many call them importers 
and they tend to limit the activities 

of importers and have prioritized the 
increase of export goods. What analysis 
do you have on this approach? What is 
your assessment of the government’s 
methods in this regard?

Export cannot be the goal alone. If 
we are going to export only the food of 
the Iranian people or their clothes without 
receiving anything in return, this cannot 
be good. Export is good when import 
is also done and the result of these two 
economic activities creates value for the 
country. I emphasize that export alone 
does not bring any virtue. If export takes 
place in a situation where import is not 
done, it can be problematic even for the 
country. As during the First World War 
in the years 1916 to 1918, the Russians 
bought many goods from the markets of 
Iran and took them to their country, and 
finally we saw that Iran was faced with 
famine.

We should know that the mere 
increase in exports not only is not pleasant 
for the country, but also a cause for 
concern. Not long ago, some economic 
officials announced with satisfaction 
that exports have increased under the 
incumbent government. While first of all 
one should ask where is the destination 
of Iranian goods that are exported? The 
next point is what will enter the country 
instead of those goods that are exported? 
I emphasize that increasing exports is not 
an art in itself, but it is very important 
what is imported into the country in 
exchange for the goods that are exported. 
The country’s foreign trade must be 
balanced.

If the goods of a country are 
exported but the foreign exchange 
earned does not enter the country or is 
deposited and invested outside of Iran, 
then the export is not useful. Why should 
certain livestock products leave Iran 
without bringing the currency back to 
the country? Exports are valuable when 
they are replaced by imports and help to 
increase the welfare of the people. This 
relationship is important. One cannot 
celebrate the increase of any one alone. 
Neither the mere fact that more goods 
have left the country nor the mere fact 
that more goods have entered the country 
is happy news in itself. Whenever exports 
and imports are adjusted in such a way 
that the result is an increase in prosperity 
of the people of Iran, we can be happy 
and celebrate the occasion. 

In Iran, we do not 
have any agreements 
to determine the path 
of the trade of Iranian 

merchants. I mean, 
of course, the legal path 

and regulations. 
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The 13th government is busy with 
measures it describes as “currency 
reforms” or “economic surgery;” 

an action that is praised by the govern-
ment fans and its media, but it has caused 
concern in the society and is troublesome 
from the critics’ point of view.

Ali Majedi, an economist and former 
diplomat, believes that without an upturn 
in GDP growth and an upsurge in the 
foreign exchange income, any economic 
surgery would not only be ineffective, 
but may have unfortunate social 
implications. In this situation, the foreign 
policy discourse should be based on de-
escalation, interaction and understanding, 
which requires the revival of JCPOA and 
acceptance of FATF by Iran.

Many economists believe that 
economic surgery is not possible 
without foreign policy surgery. What is 
your opinion? Which one has priority: 
Economic surgery or diplomatic 
surgery?

In order to answer this question, 
I need to give a brief introduction on 
the division of the 40-year plus rule 
of the Islamic Republic of Iran. In the 
following, I will compare the foreign 
policy discourse and approach as well as 
three important economic components in 
the three periods that I will mention. 

The important economic components 
that should be compared are GDP growth, 
inflation rate and exchange rate. These 
three components carry the possibility 
of increasing income. In my opinion, 
three periods can be explained in the 40-
year history of the Islamic Republic of 
Iran: the first period from the victory of 
the revolution to the reform period; the 
second is the Reform Era; and the third is 

the post-reform period.
The first period is divided into 

two parts; the first part, namely the 
premiership of Mr. Mirhossein Mousavi; 
the second part, the rule of the late 
Ayatollah Hashemi Rafsanjani. During 
the first eight-year period, the country 
was involved in a war with Iraq, and there 
was no opportunity to explain foreign 
policy, and the country was focused on 
defending the cause of the revolution.

But in terms of economic 

components, GDP growth was negative. 
The foreign currencies were offered 
not in one but in two different rates. 
During the second four-year term of Mr. 
Mousavi, I was the deputy of the Ministry 
of Economic Affairs and Finance, and I 
knew very well that this situation was not 
in the interest of the country, but during 
the war, no special action could be taken. 
But the inflation was almost controlled 
and the most important concern of Mr. 
Mousavi was to reduce the economic 

pressure caused by the inflation and he 
was successful in this respect.

During the era of the late Hashemi 
Rafsanjani, shifting eastward was brought 
up and the political discourse in that 
period was inclined to the East. In terms 
of political discourse, there was a good 
capacity for relations with neighbors, 
especially the Arab states of the Persian 
Gulf, the turning point of which was 
the relationship with Saudi Arabia. But 
relations with the West, including Europe, 

its economic results. During this period, 
we witnessed an increase in GDP growth, 
we had the lowest inflation rate, and 
although the exchange rate went up but 
the rise was minimal in this eight-year 
period. In addition to this, the currency 
became single rate in the real sense not 
upon the decision of the government. 
Therefore, the tension-causing foreign 
policy provided the basis for productivity 
of foreign investment and success in the 
economy.

In the third period that began with 
the presidency of Mr. Ahmadinejad; for-
eign policy took a different course. During 
this period, most sanctions were imposed 
against the country. Ignoring internation-
al structures such as the United Nations 
and making a mockery of the sanctions 
dealt the heaviest blow on the economy. 
During his eight-year term, which coin-
cided with the highest foreign exchange 
income, the exchange rate went up, and 
once again multiple rates prevailed. GDP 
growth was negative and inflation was 
unbridled.

In the second part of this period, 
which started during the presidency 
of Mr. Hassan Rouhani, in light of his 
pertinent background of the nuclear 
issue and the shadow it had cast on the 
foreign policy and economy, they focused 
all their efforts on solving this issue and 

Operation Foreig n Policy 
or Economic Sur gery!

The important economic 
components that should 
be compared are GDP 
growth, inflation rate 

and exchange rate.

were not very successful. 
In relation to the mentioned basic 

components, the growth of the GDP was 
relatively successful; the late president 
was looking for a single rate currency 
and he was aware of the destructive 
effects of multi-rate currency. He even 
ordered the exchange rate, which had 
reached 500 tomans (for one US dollar), 
to be announced at 300 tomans (for one 
US dollar). But the economy and the 
exchange rate cannot be instructed and 
have their own mechanisms. In a short 
period of time, the multi-rate currency 
increased.

The second period was the eight-
year reform era. During this period, 
the political discourse changed and the 
Dialogue of Civilizations and detente 
created a new space in the global scene. 
During this period, like all previous years, 
diplomatic relations were not established 
with America. Another important point 
was the expansion of relations with 
Europe. This political approach produced 
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succeeded. JCPOA provided the basis for 
the development of economic relations 
in a way that in a year and a half since 
the approval of JCPOA, many business 
delegations from Europe came to Iran. 
But with the withdrawal and bad faith of 
the United States, the economy resumed 
its previous course. Unfortunately, the 
mistake that had been made since the 
time of the late Hashemi Rafsanjani was 
repeated this time and with the mandated 
exchange rate of 4200 tomans, the 
ground was opened for rent seeking and 
corruption.

But to conclude and answer your 
question, although one should not make 
hasty judgments and conclusions for 
evaluation, it must be said that without 
an increase in GDP growth and a rise in 
foreign currency income, any economic 
surgery will not only be ineffective, 
but may also have unfortunate social 
effects. In this situation, according to 
what has been described, the foreign 
policy discourse should be based on de-
escalation, interaction and understanding, 
which requires the revival of JCPOA and 
acceptance of FATF.

According to some experts, con-
sidering the current conditions of the 
Iranian economy, if the exchange rate 
is unified in the right way, there will 
be advantages in the long run. In other 
words, as the macroeconomic environ-
ment becomes more stable and less 
risky, the economy’s access to currency 
will increase and positive expectations 
will continue. What do you think?

If you ask any economist he would 
tell you that a single rate for currency 
will prevent corruption and rent-seeking; 
moreover, the optimal allocation of 
currency resources for different goods 
will be done faster; it will be much easier 
to run the country; national savings will 
increase and finally, capital flight will 
be avoided. The exchange rate, as an 
important economic factor, has always 
been a problem for the country. Currently, 
this same currency of 4200 tomans (for 
one US dollar) has made us to resort to 
economic surgery today.

What caused the adoption of 
a single rate for the currency to be 
successful during the reforms?

During the Reform Era, the type of 
interaction with the outside world, espe-

better development and strengthening 
of the country; Despite this, why is the 
detente policy not implemented? What 
are the obstacles facing this policy?

Two things must be done to relieve 
tension; we have to work with the West 
(minus America) like we do with the East. 
We should at least work with Europe. We 
have worked with Europe in the past. Some 
of these sanctions were imposed during 
the time of Mr. Hashemi Rafsanjani and 
Mr. (Mohammad) Khatami. During the 
time of Mr. (Mahmoud) Ahmadinejad, 
these sanctions became more widespread. 
So, if our relationship with the world 
improves and the JCPOA is revived and 
the world accepts it, America will not 
prevent European investments in Iran.

We worked with Europe during the 
reforms. Total Company invested in the 
oil field in Iran. But during Mr. Ahma-
dinejad’s time, no country made any in-
vestment in Iran. During Mr. Rouhani’s 
time, the investment was supposed to 
start, but this did not happen due to Amer-
ica’s bad faith and Trump’s withdrawal 

from the JCPOA.
Therefore, the JCPOA must be 

revived. It has been said many times, I 
gave a historical example. My advice is 
to look realistically at our 40-year-old 
policies and use these 40-year-old policies 

The exchange rate, as 
an important economic 

factor, has always been a 
problem for the country.

wherever they have been successful. 
Anyone can come and do it regardless of 
political divisions, which I have nothing 
to do with; of course it might matter, but 
that’s not my point. I am talking about the 
principle of policies, not people. 

cially with European countries, made for-
eigners to have a different opinion on the 
economy of our country. The “Dialogue 
of Civilizations” and the policy of détente 
caused our relationship with the outside 
world (minus America) to become rela-
tively balanced. The reason is that during 
the reform period, we managed to have a 
single rate currency, control the inflation 
rate and attract foreign investment; that 
is why we started a balanced and tense 
based political relationship. The type of 
policy and approach of the reform gov-
ernment was a time of tranquility in the 
outside world and in relation to neighbor-
ing countries. 

During this period, we did not 
have diplomatic ties with America, 
but we had a balanced and tension free 
relationship with the countries of the 
region and with Europe. These two things 
cannot be ignored. So if we implement 
a real detente we can achieve economic 
goals. It is wrong that we want to make 
economic changes and have nothing to 
do with the JCPOA. We have tried this 

several times and it has failed. You can 
create an economic transformation when 
the GDP and subsequently the incomes of 
the people increase. When your GDP is 
stagnant or has negative growth, inflation 
and unemployment will increase no 
matter what you do. If we want to have 
a successful economy, we must adopt a 
completely détente based foreign policy. 
When we work with the outside world, 
foreign capital will enter the country, 
subsequently, oil will be sold and the GDP 
will increase, and as a result, people’s 
living standards will improve.

Considering that détente in foreign 
policy means removing international 
obstacles on the way of development and 
attracting international resources for 
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With inflation rising to levels 
unseen in decades, households 
across the world are asking 

themselves how much more they can 
expect to pay for gasoline, groceries, and 
other necessities. Their answers may help 
them make important personal financial 
decisions. Should they go ahead and buy 
that new refrigerator, rather than wait 
until later and risk seeing the price go up? 
Should they ask their boss for a raise to 
make up for the loss of purchasing power?

The answers won’t affect just in-
dividual households but the economy 
as a whole. The reason: central bankers 
and academic economists view inflation 
partly as a self-fulfilling prophecy. If con-
sumers believe prices will rise at a faster 
pace, they may behave in ways—buying 
a refrigerator or asking for a raise—that 
will fuel more inflation. More money 
chasing a fixed number of refrigerators 
will drive up their price, and more people 
asking for a raise will prompt employers 
to mark up the prices of goods or servic-

es they sell to make up for higher labor 
costs. Federal Reserve Chairman Jerome 
Powell expressed that concern at a recent 
press conference, when he announced a 
half-point increase in the Fed’s key inter-
est rate: “We can’t allow a wage-price 
spiral to happen,” he said. “And we can’t 
allow inflation expectations to become 
unanchored. It’s just something that we 
can’t allow to happen.”

Powell’s statement explains why 
policymakers carefully monitor house-
holds’ and firms’ inflation expectations, 
measured through regular surveys, at 
different time horizons. In particular, 
increased forecasts for inflation in three 
to five years signal that expectations are 
becoming unmoored and that an interest 
rate increase may be needed to keep infla-
tion under control. This also explains why 
central banks try to shape the public’s 
expectations of future developments by 
explaining their current and future poli-
cies. Indeed, the success of policymakers’ 
actions crucially relies on their ability to 

convey the intended effect to households 
and steer their expectations accordingly.

Coffee, gasoline
All this raises an important question 

for academics and policymakers alike: 
How well do we understand households’ 
expectations? Over the past decade, a 
large body of behavioral economics re-
search has dug deep into this question. 
The main findings are that households 
hold very disparate views on inflation and 
tend to perceive it as higher and more per-
sistent than it usually is. Consumers also 
tend to disagree on the outlook for infla-
tion more than experts do, they change 
their view less often, and they often rely 
on a few key products they consume regu-
larly—such as coffee and gasoline—to 
extrapolate changes in the overall cost of 
living. Furthermore, individual expecta-
tions are strongly correlated with demo-
graphic characteristics including sex, age, 
education, and political orientation. For 
instance, women and people with less 

education or lower incomes tend to expect 
higher inflation. Finally, past experienc-
es—such as living through the Great De-
pression or the 1970s Organization of the 
Petroleum Exporting Countries (OPEC) 
oil embargo, which drove inflation sharp-
ly higher, can strongly shape people’s per-
ceptions of inflation for the rest of their 
lives (Malmendier and Nagel 2016; We-
ber and others, forthcoming; D’Acunto, 
Malmendier, and Weber, forthcoming).

While these results characterize the 
richness and complexity of households’ 
expectations, they do not quite break 
down how those expectations are formed. 
When nonexperts read news about mone-
tary and fiscal policy or economic events, 
how do they factor that information into 
their expectations for inflation and other 
key indicators? Is it safe to assume, for 
effective policymaking and for theoreti-
cal models, that laypeople form expecta-
tions in the same way as experts? Know-
ing the answers to these questions would 
help policymakers better guide consum-
ers’ expectations regarding the effects of 
their actions.

In a recent paper, my coauthors and 
I set out to search for answers (Andre and 
others 2022). We conducted surveys to 
measure people’s beliefs about the effects 
of economic shocks on unemployment 
and inflation. From 2019 to 2021, we col-
lected answers from samples of 6,500 US 
households broadly representative of the 
population. Separately, over the same pe-
riod, we surveyed 1,500 experts, includ-
ing staff at central banks and international 
financial institutions, professors and PhD 
students, and financial sector economists. 
For the samples of the survey collected 
during the COVID-19 pandemic, we ad-
justed the questionnaire to ensure that 
the respondents’ expectations referred to 
how the economy functions in “normal 
times” rather than during the exceptional 
circumstances of the pandemic.

Hypothetical shocks
We used the survey to shed light 

on how people think about the way the 
economy works—or in the language of 
economists, their “subjective models.” 
We asked respondents to consider four 
hypothetical shocks to the US economy: 
a sharp increase in crude oil prices as a 
result of falling world supply, a rise in in-
come taxes, a federal government spend-
ing increase, and a rise in the Federal Re-
serve’s target interest rate. These shocks 

are widely studied in macroeconomics 
but are also conceptually understandable 
by nonexperts. To make sure that all the 
respondents based their answers on the 
same information, we provided current 
figures for the rates of inflation and un-
employment and asked them to give their 
forecasts for the two variables over the 
following year. We then provided news 

about one of the four hypothetical shocks 
and asked them to make new predictions 
for inflation and unemployment.

Their responses showed that beliefs 
about the effects of economic shocks 
were widely dispersed, with large dif-
ferences within our samples of house-
holds and experts and between the two 
groups. In some cases, households and 
experts even disagreed on whether a par-
ticular shock had a positive or negative 
impact on inflation and unemployment. 
Most strikingly, households on average 
believed that a rise in the central bank’s 
policy interest rate and a rise in income 
taxes would increase inflation, contrary to 

How Consumers Think 
About Inflation

A deeper understanding 
of how consumers think 

about the economy 
would help policymakers 

control inflation
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The rise of mobile broadband and 
advances in social media are 
reshaping how war is fought 

Russian aggression against Ukraine 
is the first major interstate war of the 
smartphone era. New information and 
communication technologies are reshap-
ing how the war is fought. The Russian 
government is fighting on three fronts: 
a kinetic war in Ukraine; a war within 
Russia, where antiwar protesters want to 
force Russian President Vladimir Putin 
to withdraw from Ukraine; and a war for 
global public opinion.

On all three, information technology 
matters. Within Ukraine, smartphones re-
cord both war crimes and movements of 
Russian troops. Within Russia, remaining 
social networks help organize protests 
and coordinate sending lawyers to sup-
port the detained. In the global informa-
tion battleground, videos from both sides 
try to persuade third countries to acceler-
ate or decelerate the delivery of weapons 
and to introduce (or help circumvent) un-
precedented economic sanctions.

The idea that information and the 
lack of it matter in war is not new. In 
his posthumously published treatise On 
War, the famous military theorist Carl 

von Clausewitz emphasized the impor-
tance of the “fog of war.” War disrupts 
normal media reporting, greatly increas-
ing uncertainty; thus, information that 
reduces—or augments—this uncertainty 
may substantially affect a war’s outcome. 

While the importance of information 
for war has always been understood, the 
recent dramatic rise of mobile broadband 
internet and advances in social media 
have radically transformed how informa-
tion is collected and disseminated. Ac-
cording to the International Telecommu-
nications Union, in 2007 the world had 
only 0.04 active mobile broadband sub-
scriptions per capita. In 2021, there were 
0.83, 20 times more. This growth took 
place in both developed and developing 
economies. Developing economy rates 
were 0.006 in 2007 and 0.73 in 2021. In 
Russia, the figure today is more than 1, 
meaning just about everyone is connect-
ed. Mobile broadband crowded out fixed 
broadband as the main source of access 
to high-speed internet. Fixed broadband 
subscriptions in the world only grew from 
0.05 per capita in 2007 to 0.17 in 2021. 

The third and fourth generations of 
mobile broadband technology, known 
as 3G and 4G, made a qualitative leap 

over earlier generations by enabling 
users to take photos, record videos, and 
immediately distribute them globally. 
The spread of 3G and 4G consequently 
became a key driver in the growth of 
social networks. Today the world has 
almost 3 billion people on Facebook, 2.5 
billion on YouTube, and 1.5 billion on 
Instagram. The vast majority of social 
media use takes place on mobile devices.

As Martin Gurri argues in his 
prophetic book The Revolt of the Public 
and the Crisis of Authority in the New 
Millennium, this technological shift has 
major political implications. The self-
immolation of Tunisian street vendor 
Mohamed Bouazizi in December 2010 
triggered the Arab Spring as it was 
recorded on a smartphone and went viral. 
A similar self-immolation by another 
street vendor, Abdesslem Trimech, took 
place a few months earlier but was not 
recorded and went largely unnoticed. The 
Arab Spring demonstrated the dramatic 
change in the way media reporting works. 
Most coverage of the Arab Spring by 
Qatar-based broadcaster Al Jazeera came 
from cell phone videos disseminated 
on social media, not from professional 
camera operators.

The same is true of today’s war in 
Ukraine, the first major conflict in this 
era of radical transparency. Civilians and 
soldiers alike hold smartphones, take 
photos, record videos, and post them 
on social media. And yet this has not 
cleared the fog of war. The problem is 
not a lack of information; the challenge 
is an excess of information—much of 
it not fact-checked. Broadband internet 
and social media lend themselves well to 
dissemination of exciting and outrageous 
content, not necessarily true information. 
In the past decade, we have already seen 
the skillful use of social media by populist 
politicians. In our paper “3G Internet 
and Confidence in Government,” Nikita 
Melnikov, Ekaterina Zhuravskaya, and I 
show that the spread of mobile broadband 
explains about half of the recent rise of 
populism in Europe. 

But social media is not a favorite only 
of populists. It is also the tool of choice 
for a new generation of nondemoncratic 
leaders—Daniel Treisman and I call them 
“spin dictators.” In our new book of the 
same name, we argue that most of today’s 
nondemocracies no longer rely on fear and 
mass repression. Instead, they manipulate 
information. They deceive the public into 
believing that they are competent leaders. 
They pretend to be democratically 
elected. While admitting imperfections of 
their electoral procedures, they claim that 
these imperfections are no different from 
those in the West. 

For such so-called spin dictators, so-
cial media provide a great platform. Not 
surprisingly, Putin, one of the main inspi-

Economics of Persuasion 
in Peace and War 

rations for our book, has invested heavily 
in internet-based informational warfare 
over the past 10 years. Troll factories, 
social media bots, anonymous Telegram 
channels, and Facebook advertising cam-
paigns have all played a key role in his 
political strategy at home and abroad. 
Now he is applying these tools to the war 
with Ukraine. This time around, his job 
is much harder: as we see firsthand evi-
dence of war crimes in Ukraine, he is def-
initely losing the information war in the 
West. But this only raises the stakes for 
him at home. He must convince at least a 
substantial part of the Russian public that 
he is waging a just war. This is why just 
a week after starting the war he closed 
down all remaining independent media, 
blocked most Western social media, and 
introduced military censorship. Public 
statements contradicting the official ver-
sion of events are now punishable by up 
to 15 years in prison. 

Has this worked? Yes and no. The 
polls registered rapid growth in Putin’s 

approval ratings, from 60 percent to 80 
percent. On the other hand, given the dra-
matic increase in repression, the polls are 
no longer reliable. First, there was a huge 
drop in response rates. Second, list ex-
periments—a special technique used by 
political scientists to infer average level 
of support without asking people direct 
questions—suggest that many Russians 
went back to the Soviet practice of “pref-
erence falsification.” Yet even in list ex-
periments, 53 percent of Russians support 
the war, according to Philipp Chapkovski 
and Max Schaub in their paper “Do Rus-
sians Tell the Truth when They Say They 
Support the War in Ukraine? Evidence 
from a List Experiment.” Russian gov-
ernment propaganda works.

In addition to supporting the Ukrai-
nian army with weapons and imposing 
further sanctions on Russia, the West 
should accordingly commit more re-
sources to the information battle for 
Russians’ minds. This is not impossible. 
Russia is not China, and there is no Great 
Firewall. Some social media—most im-
portant, YouTube and Telegram—are not 
blocked. VPNs are not outlawed. Relative 
to Cold War times, when the West used 
Russian-language radio programming by 
Radio Free Europe, Radio Liberty, the 
BBC, and Deutsche Welle, today there 
are many more opportunities to reach the 
Russian audience, providing facts about 
the war and fact-checking of Russian pro-
paganda. Winning the information war 
within Russia will help win it on other 
fronts—and prevent future invasions by 
Putin’s regime.   

Today the world has 
almost 3 billion people 

on Facebook, 2.5 billion 
on YouTube, and 1.5 
billion on Instagram. 
The vast majority of 

social media use takes 
place on mobile devices.
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Not since the 1930s has an economy 
the size of Russia’s been placed 
under such a wide array of 

commercial restrictions as those imposed 
in response to its invasion of Ukraine. But 
in contrast to Italy and Japan in the 1930s, 
Russia today is a major exporter of oil, 
grain, and other key commodities, and the 
global economy is far more integrated. 
As a result, today’s sanctions have global 
economic effects far greater than anything 
seen before. Their magnitude should 
prompt reconsideration of sanctions as 
a powerful policy instrument with major 
global economic implications.

Sanctions are not the only source of 
turmoil in the global economy. Energy 
prices have been rising since last year 
as the economic recovery from the 
pandemic encountered overburdened 
supply chains. Global food prices rose 28 
percent in 2020 and 23 percent in 2021, 
and they surged 17 percent this year 
between February and March alone. The 
war has also harmed Ukraine directly as 
fighting has closed the country’s Black 
Sea ports, blocking its exports of wheat, 
corn, sunflower oil, and other goods.  

The effects of the loss of Ukrainian 

supply have been amplified by two even 
larger shocks: the sanctions imposed on 
Russia by 38 North American, European, 
and Asian governments and the responses 
to those measures by global firms and 
banks. This barrage of legal, commercial, 
financial, and technological restrictions 
has drastically impeded Russia’s access 
to the world economy. It has also vastly 
increased the range of commodities from 
both countries that are no longer finding 
their way onto world markets. Sweeping 
sanctions against Russia have combined 
with the worldwide supply chain crisis 
and the wartime disruption of Ukrainian 
trade to deliver a uniquely powerful 
economic shock. Additional sanctions 
on Russian oil and gas exports would 
magnify these effects further.

A different category
A look at the past century of economic 

history makes the significance of the 
sanctions against Russia even clearer. 
Even the strongest sanctions regimes of 
the Cold War period, such as UN and 
Western sanctions against Rhodesia (now 
Zimbabwe) and apartheid-era South 
Africa, or US sanctions on Cuba and Iran, 

The Sanctions Weapon 
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did not target large economies. Some of 
the sanctions regimes currently in place 
are more stringent than those aimed 
at Russia—especially those on Iran, 
North Korea, and Venezuela. But these 
countries have much less weight in the 
global economy and international trade.

The impact of the sanctions on 
Russia belongs to an altogether different 
category. Russia is the world’s 11th 
largest economy, and its role as the prime 
commodity exporter among emerging 
markets gives it a structurally significant 
position. Among advanced economies, 
only the United States, Canada, and 
Australia have a comparable footprint 
in global energy, agriculture, and metals 
markets. Moreover, since the end of the 
Cold War, more than two decades of 
advancing integration have made Russia 
a very open economy, with a trade-to-
GDP ratio of 46 percent, according to 
World Bank data. Among the seven 
largest emerging markets, only Mexico 
and Turkey had higher shares in 2020 (78 
percent and 61 percent).

In the past century, the 1930s is the 
only decade that offers a precedent for 
sanctions against states with a similar 
weight in the world economy. Within six 
weeks of Benito Mussolini’s invasion of 
Ethiopia in October 1935, the League 
of Nations crafted a sanctions package 
against Italy, the world’s eighth-largest 
economy. It was implemented by 52 
of the roughly 60 sovereign states in 
the world at that time (Baer 1976). The 
measures included an arms embargo, 
a freeze on financial transactions, and 
export prohibitions on a number of raw 
materials vital for war production. But 
the most significant measure was a ban on 
all imports from Italy. This was possible 
because the Italian economy’s structural 
current account deficit meant that such 
a ban hurt Italy more than it did the 
sanctioning states. 

Wars of conquest
From October 1935 to June 1936, 

Italian industrial production fell by 21.2 
percent, while in the first five months 
of sanctions, exports plummeted by 47 
percent before stabilizing at roughly two-
thirds of their pre-sanctions level. The 
League’s ban on imports from Italy drove 
up international prices for foodstuffs such 
as meat, fruit, and butter as well as raw 
materials and manufactures such as wool, 
textiles, and leather goods. Crucially, the 

sanctions failed to stop the Italian conquest 
of Ethiopia, in large part because the 
United States and Germany, the world’s 
largest and third-largest economies, were 
not League members and did not join the 
sanctions. As a result, Italy continued to 
import coal and oil (Ristuccia 2000) and 
managed to withstand eight months of 
serious hardship.

Japan was the world’s seventh-
largest economy in the late 1930s and a 
trading state even more open than Italy. 
Between the summer of 1939 and August 
1941, a growing coalition of Western 
states seeking to restrain the Japanese war 
of conquest in China imposed sanctions 

that gradually diminished the number 
of available trading partners (Maddison 
2006). The onset of World War II caused 
the British Empire and its colonies and 
dominions in Asia and the Pacific (India, 
Australia, New Zealand, and Canada) to 
restrict exports of strategic raw materials 
and prioritize them for intra-imperial use.

By the end of the decade, Japan was 
thus even more dependent than before on 
imports of raw materials (especially oil, 
iron ore, copper, and scrap metal) from 
the largest Pacific economy that remained 
neutral: the United States. In response to 
Japanese conquests in 1940 and 1941, 
the United States gradually escalated 

its economic measures until it finally 
imposed a full oil embargo, together with 
the British Empire and The Netherlands. 
It also froze yen reserves held in the 
United States (Miller 2007). By late 
1941, Japan’s trade had fallen by 20 to 25 
percent in just 18 months. Faced with a 
collapse of its access to key imports, Japan 
attacked the United States and European 
colonies in Southeast Asia to secure the 
raw materials it needed to sustain its war 
machine. Whereas Italy had borne the 
brunt of embargoes against its exports, 
which reduced its ability to earn foreign 
exchange, Japan was hit more severely 
by a foreign asset freeze and a ban on its 
capacity to obtain vital imports from its 
one remaining large trade partner.

  
Global environment 
The shock of the Great Depression 

had undermined much of the trust and co-
operation that underpinned international 
political stability. Trade wars escalated 
into diplomatic disputes, initiating a trend 
toward the formation of political and eco-
nomic blocs. As the guardian of the post–
World War I order, it fell to the League 
of Nations to enforce sanctions against 
states that threatened world peace. The 
sanctions showed that Western powers 
retained considerable heft in the world 
economy. But the unpropitious circum-
stances of the Depression and lack of in-
ternational fiscal and monetary coopera-
tion meant that sanctions created further 
tensions and were ultimately incapable of 
preserving peace.

What this interwar history shows 
is that the global economic environment 
determines the form that sanctions 
can take and shapes their effects. The 
Depression was marked by an agrarian 
crisis, monetary collapse, and a downturn 
in trade. These developments diminished 
world exports, fragmented currency 
blocs, and drove global price deflation 
for much of the period between 1928 
and 1939. On the one hand, this meant 
that export earnings were lower, as was 
the cost of decoupling. On the other, it 
made imports cheaper, ensuring a basic 
level of continued access to metals, 
foodstuffs, and energy. Sanctions were 
deployed in a world of growing autarky, 
where interdependence between national 
economies had fallen to its absolutely 
vital minimum. In the 1930s sanctions 
thus did only moderate damage to an 
already battered world economy. But they 

threatened national livelihoods enough to 
prompt military escalation.

By contrast, the global trade-to-GDP 
ratio is much higher today, and it is sus-
tained by a highly integrated dollar-based 
global financial system. Instead of defla-
tion, markets worldwide are experiencing 
strong inflation pressure. High commod-
ity prices generate windfalls for export-
ers while encouraging energy-importing 
economies to transition to renewables. 
Meanwhile, increased financial market 
integration makes capital flows from 
advanced economies crucial to growth 
and investment in emerging market and 
developing economies. Today’s world 
economy enjoys substantial gains as a re-
sult of this interdependence, as trade em-
ploys larger workforces and imports can 
be sourced from more places. But it also 
contains greater vulnerabilities, as nodal 
points in flows of commodities, finan-
cial transactions, and technology can be 
choked by supply chain issues or targeted 
by government sanctions. 

Costs versus risks
The result of these changes is that 

today’s sanctions can cause graver com-
mercial losses than ever before, but 
they can also be weakened in new ways 
through trade diversion and evasion. At 
the same time, modern sanctions are less 
direct a threat than in the 1930s, lower-
ing risks of military escalation. Yet more 
broad-based market integration has wid-
ened the avenues through which sanction 
shocks spill over into the world economy. 

Sanctions are not the 
only source of turmoil 
in the global economy. 

Energy prices have 
been rising since last 
year as the economic 

recovery from the 
pandemic encountered 
overburdened supply 

chains.

S p e c i a l  R e p o r t



IRAN INTERNATIONAL, October 2022, No. 101IRAN INTERNATIONAL, October 2022, No. 10134 35

Twenty-first century globalization has 
thereby increased the economic costs of 
using sanctions against large, highly in-
tegrated economies. It has also multiplied 
the ability of these countries to engage in 
economic and technological rather than 
military retaliation. On the whole, the 
nature of the risks and costs of sanctions 
have changed, but the transmission chan-
nels through which they operate—higher 
commodity prices and transaction costs 
and bigger supply bottlenecks and trade 
losses—have remained the same, and 
they affect more people around the world.

It is rapidly becoming clear just how 
significant the spillover effects are of 
sanctions against countries in the top stra-
tum of the global economy. As sanctions 
remove Russian commodity exports from 
world markets, prices are driven higher, 
putting pressure on the import bills and 
constrained public finances of net-com-
modity-importing emerging market and 
developing economies. Unsurprisingly, 
these are precisely the countries that have 
not joined the sanctions against Russia, 
since they are most at risk of a balance 
of payments crisis if sanctions on Russian 
exports are tightened over an extended 
period. 

Policymakers today possess every-
thing they need to avoid a repetition of 
the 1930s. Because the level of economic 
integration is far greater today, it will take 

much more disruption for fears of deglo-
balization to materialize. There are more 
economies rich enough to provide alter-
native sources of supply as well as export 
markets for countries forced to stop trad-
ing with Russia. Advanced economies 
have better fiscal policy tools than they 
did in the early 20th century and ben-
efit from greater fiscal space than emerg-
ing market and developing economies. 
Whether they use these strengths to com-
pensate for the massive stress that sanc-
tions put on the world economy is ulti-
mately a political choice. Many emerging 
market and developing economies face 
an acute combination of woes: high debt, 
the high cost of a transition to renewable 
energy, rising interest rates, and global 
stagflation. Sanctions-imposing Group 
of Seven and EU governments must take 
seriously the task of providing them with 
economic support. 

It is in the interest of the well-being 
of the world population and the stability 
of the world economy to take concerted 

action to counteract the spillovers of 
sanctions on Russia. A number of policy 
adjustments could help. First, advanced 
economies should focus on long-term 
infrastructure investment to ease supply 
chain pressures, while emerging market 
and developing economies should make 
income support a priority. Second, 
advanced economy central banks should 
avoid rapidly tightening monetary policy 
to prevent capital flight from emerging 
markets. 

Third, looming debt and balance of 
payments problems in developing econo-
mies can be tackled through debt restruc-
turing and increases in their allotments 
of the IMF’s Special Drawing Rights, a 
type of international reserve currency. 
Fourth, humanitarian relief should be 
extended to distressed economies, espe-
cially in the form of food and medicine. 
Fifth, the world’s major economic blocs 
should do more to organize their demand 
for food and energy to reduce price pres-
sures caused by hoarding and competitive 
overbidding.

Unless such policies are put in place 
in the next few months, grave concerns 
about the world economic outlook for 
2022 and beyond will be justified. It 
is high time for our thinking about the 
global economic stability implications 
of sanctions to catch up with the new 
realities of economic coercion. 

A look at the past century 
of economic history 

makes the significance 
of the sanctions against 

Russia even clearer. 
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predictions of a decrease by experts and 
many textbook models.

In the second part of the survey, 
we investigated the origins of disagree-
ment between experts and households 
and within the two groups. Part of the 
disagreement seems to arise because re-
spondents think the shocks work through 
different transmission channels—in 
particular, demand- versus supply-side 
mechanisms. Using a set of multiple-
choice questions and open text boxes, 
we asked respondents to describe what 
they were thinking when they made their 
predictions. We found that these associa-
tions explained a substantial part of the 
differences in forecasts. Unsurprisingly, 
experts were most likely to rely on their 
technical knowledge, using frameworks 
taken from their everyday toolkits and of-
ten making direct reference to theoretical 
models or empirical studies. By contrast, 
households drew on a broader range of 
approaches in making their predictions. 
They were more likely to rely on person-
al experiences, be influenced by political 
views, or simply guess how a given shock 
might affect the economy.

Moreover, when households think of 
specific shock propagation mechanisms, 
they often come up with very different 
channels than experts. This in turn partly 
explains why their predictions for some 
shocks differ so markedly from those of 
experts. For instance, households more 
often thought about the impact of higher 
interest rates on firms’ costs of borrowing 
capital, which are passed on to consum-
ers via higher prices. On the other hand, 
experts mostly considered the canonical 
demand-side channel, which predicts a 
decline in inflation in response to higher 
interest rates as consumers spend less and 
save more.

Contextual cues
Are these results bad news for cen-

tral bankers? If the general public inter-
prets an interest rate hike as a harbinger 
of higher inflation, might central banks 
find it more difficult to succeed at keep-
ing inflation at bay? One final result from 
our exercise points to effective commu-
nication of policy actions as a solution. 
Contextual cues can shape which propa-
gation channels individuals think of and 
thereby which forecasts they make. We 
saw that households that were prompted 
to think about demand-side channels be-

fore making their forecasts were more 
likely to predict an effect of monetary 
policy shocks in line with that of experts.

Encouragingly, while central bank-
ers have long been aware of the power 
of their carefully crafted statements to 
guide market expectations, it seems they 
are now focusing more on making their 
communication accessible to a wider 
audience. For instance, Gardt and oth-
ers (2021) show that, as part of a broad-
er strategy to expand the reach of their 
message, in recent years the European 
Central Bank has built a presence across 
social media platforms and has used sim-
pler language in speeches and monetary 
policy statements.

The results of our study also provide 
some empirical guidance in a different 
but related direction. Canonical macro-
economic models crucially hinge on the 
assumption of “rational expectations,” 
according to which households base their 
individual decisions—on how much to 
save, consume, and work—on expecta-
tions about the uncertain future state of 
the economy. These expectations in turn 
are consistent with the way the economy 
eventually evolves. The assumption does 
not mean that households have perfect 
knowledge of the future. But it does 

imply that if households see the central 
bank raising interest rates unexpectedly, 
and they believe this will lower inflation, 
their subsequent actions will ultimately 
lead to a decline in inflation. While this 
approach to modeling expectations has 
often been criticized as too strict or un-
realistic, deciding the appropriate way to 
depart from it is not straightforward. To 
be meaningful, any departure from this 
pillar of modern macroeconomics must 
realistically reflect how households ac-
tually form expectations. Our study thus 
provides a preliminary direction for mac-
roeconomic models to incorporate behav-
ioral aspects of households’ expectations 
that are grounded in empirical evidence.

A growing research effort—spear-
headed by prominent academics in the 
field—aims to use insights from behav-
ioral economics to embed behavioral 
features of the way households form ex-
pectations in macroeconomic models and 
depart from classic rational expectations 
assumptions. This field, known as behav-
ioral macroeconomics, is expanding fast 
but faces some significant challenges. It 
is math-intensive, which may limit its 
immediate use in everyday policy work. 
Moreover, it relies crucially on empirical 
evidence of how households reason about 
the macroeconomy and form expecta-
tions, which behavioral economists can 
solidly build only through numerous and 
careful studies. However, it has the po-
tential to fundamentally shape both theo-
retical macroeconomics and real-world 
policymaking in the years to come, and it 
will most likely find a key role for com-
munication in influencing expectations.

By: Carlo Pizzinelli

When households 
think of specific shock 

propagation mechanisms, 
they often come up with 
very different channels 

than experts.
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In addition to all the natural and 
man-made disasters, Iran’s climate 
is facing a worrying phenomenon 

called climate change. A problem that has 
involved not only countries with climatic 
restrictions like Iran, but also countries 
with far better climatic conditions. A 
global and inclusive phenomenon that 
has caused serious and effective changes 
in the world’s environment. But how 
is Iran’s situation in these changes, 
how effective is it, and how close and 
consistent is the way of facing these 
changes? Have governments been able 
to adopt policies to reduce the negative 
costs of climate change?

Like other countries in the world, 
Iran has not been spared from climate 
change and its adverse effects. In other 
words, due to the global nature of 
climate change, Iran also includes this 
phenomenon. An increase in anomalies 
and sudden weather changes such as 
sudden and out-of-season rains, hail in the 
blooming season, strong storms, snowfall 
in hot and dry places, and similar things 
on the one hand, a decrease in average 
rainfall and an increase in temperature 
on the other hand, are the most obvious. 
There are signs of climate change and 
climate variability in Iran.

Therefore, there is no doubt that 
Iran, like all other countries, is subject 
to climate change. Meanwhile, the 

Therefore, for a country where nearly 
85% of it is considered dry and semi-arid 
and has fragile environmental conditions, 
any changes in climate conditions can 
have very destructive effects.

In terms of how to deal with climate 
change, the situation can be far more 
decisive and important, and in a country 
like Iran, it can be much more worrying. 
In fact, this is the way to deal with 
climate change, which can both solve 
many limitations and shortcomings and 
reduce the negative effects caused by 
these changes, and can also cause the 
problems and problems that arise from 
these changes to multiply. In fact, proper 
management and proper handling of 
climate change is very important in how 
this phenomenon affects its results and 
impacts.

Climate Change in Iran
difference between Iran and other 
countries of the world starts from two 
aspects. The first is the severity of the 
impact of these changes and the second 
is how to deal with the direct and indirect 
effects of these changes. The climatic 
conditions of Iran are such that any change 
in environmental and weather conditions 
can have serious and costly effects on its 
geographical environment. For example, 
a 10-20% decrease in average rainfall 
in Iran is much more harmful than this 
decrease in many other regions that have 
more favorable rainfall conditions.

In other words, for a country whose 
average rainfall is one third of the world’s 
average rainfall, even a small change in 
the average rainfall can easily cause it 
to face many environmental challenges. 

Optimum and compatible manage-
ment with climate change as an issue that 
can be the strong point of dealing with 
this phenomenon and in many countries 
with the same tools and sound manage-
ment they are reducing the burden of 
negative climate changes, but in Iran, 
there are no favorable signs of it. In fact, 
in a country where there are serious defi-
ciencies in the basic management of the 
environment and natural resources, there 
have been no favorable signs of fulfill-
ing its basic duties, which is the proper 
maintenance and management of Iran’s 
natural climate. If we witness the destruc-
tion of water resources, soil, air, forests, 
pastures, wetlands, animals, etc. in differ-
ent parts of the country, we cannot expect 
to make policies based on adaptation to 
climate change.

On the other hand, due to the 
macroeconomic conditions of the country 
and the numerous problems caused by the 
existing cruel sanctions, the government 
does not see the environment and the 

There is no doubt that 
Iran, like all other 

countries, is subject 
to climate change. 

Meanwhile, the difference 
between Iran and other 
countries of the world 

starts from two aspects. 
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need for policies regarding climate 
change as priority, and secondly, to an 
extent with economic problems and 
funding for essential sectors. It is facing 
the challenge that it cannot imagine the 
possibility of spending and investing in 
this sector. Therefore, what is happening 
is the aggravation of serious damage to 
Iran’s thin body of natural resources and 
environment, which will not be corrected 
later even with spending many times the 
necessary costs in the current time, and 
irreversible damage will be certain in 
many areas of the country.

It may be a bit far-fetched, but if it 
is aimed at minimal damage from climate 
change and optimization of the country’s 
welfare function, there is no solution 
other than the existence of a government 
that believes in policy-making (not a mere 
executive interventionist government) and 
is required to comply with environmental 
rules and principles. A government that 
knows and accepts that preserving the 
entire climate of Iran and preventing 
the destruction of the country’s natural 
resources and environment has priority 
over all economic, industrial, agricultural, 
mining and service activities. At the same 
time, he can solve his problem with 
other countries of the world and not face 
international economic issues.

Such a government should, in or-
der to prevent long-term environmental 
disasters and serious damage to Iran’s 
climate, which will make major parts of 
it uninhabitable in the long and medium 
terms, by prioritizing the issue of climate 
and that the first issue of the governance is 
“preserving Iran’s climate” and the neces-
sity All the assets of the country are being 
used in this regard, and at the same time, 
with appropriate and correct policies and 
based on these conditions, politics, econ-
omy, technology, industry, agriculture, 
services, etc., should be applied based on 
this principle and development make sta-
ble the basis of any program in the coun-
try. It is in such a situation that one can 
hope to reduce the burden of the double 
costs of climate change in Iran; otherwise 
the governments will be busy with the 
usual issues until they face the huge cost 
of ignoring environmental issues.

Climate change is one of the biggest 
environmental challenges in the world 
today. This change means irreversible 
changes in the average climate conditions 
that occur in a geographical area. This 
change can affect average rainfall, 

temperature, weather patterns, wind, etc. 
In fact, the climate can become colder 
or hotter and the annual amounts of 
precipitation, temperature, evaporation, 
etc. increase or decrease. If the increasing 
trend continues, it can severely affect 
the future of natural and human life. 
In fact, climate change causes major 
changes in the climate of the planet, 
including changes in rainfall, increase 
in evaporation, changes in the level of 
running water, increase in temperature, 
decrease in underground water, decrease 
in the production of agricultural products, 
etc.

In addition to causing severe damage 
to the natural environment, the spread of 
poverty, mortality, migration and lack of 
access to food poses a serious threat to 
human life. On the other hand, climate 
variability, which means fluctuations 
in precipitation patterns, temperature 
and other weather variables, also has its 
own impact on the natural and human 
life process of the earth. This influence 
is doubled when climate variability is 
accompanied by climate change, and as a 
result, the adverse effects of changes will 
be more severe.

Like other countries in the world, 
Iran is also facing this phenomenon. But 
what can be more worrying for a country 
like Iran is the fragile situation and serious 
climatic limitations. Therefore, as long 
as the governments do not prioritize the 
environment and do not seek to change 
their roles from mandated intervention 
to policy-making, not only will they not 
play a positive role in reducing the burden 
of climate change issues, but they will 
also exacerbate the issues and problems 
caused by these changes. 

In terms of how to deal 
with climate change, the 
situation can be far more 
decisive and important, 

and in a country like 
Iran, it can be much 

more worrying.

Iran’s economy will not get anywhere 
without interacting with the world 
and without relying on the power of 

the private sector. The government and 
its closed economy have nothing but rent-
seeking and corruption and the spread of 
poverty. Our only way is to rely on do-
mestic power to produce and increase the 
competitiveness of these products in the 
world. There is no other way. To achieve 
this goal, what is important is the reform 
of the economic governance procedure 
that has been in place for the past six de-
cades. Shrinking the bloated body of the 
government, ending the government’s 
dependence on unstable oil revenues, 
and opening the way for the presence of 
private sector production in the field of 
international competition, are the things 
that we must do, otherwise we will fur-
ther distance ourselves from the train of 
economic progress.

I have already said that inflation is 
perhaps the ugliest word in the economy, 
which has been the scourge of our econ-
omy for the past half a century. Unfortu-
nately, this kind of inflation, like a cesspit, 
not only disrupts the normal functioning 
of the economy, but also destroys moral-
ity, humanity, honesty and cleanliness at 
the same time. Inflation can be caused 
by both supply shortage and demand 
surplus. On the supply side, the increase 
in input prices, import restrictions, sanc-
tions, war, drought and natural disasters 
are the most important factors. On the 
demand side, the most important factor 
is the excess demand of the government. 
Of course, the increase in wages and the 
price of some assets and the like are also 
effective. But none of them are as influ-
ential as the government’s demand in the 
long-term trend of inflation.

The government’s excess demand 
is actually nothing but its budget deficit. 
Without any exaggeration, the reason for 
the government’s expenditure exceeding 
its income is nothing more than spending 
from the people’s pockets and imposing 

Inflation, the 
Ugliest Term in 
Iran’s Economy

its cost on the economy in the long run. 
Unresponsive government equals higher 
budget deficits. If lucky, in countries like 
Iran, the government will fill in the holes 
by selling oil, but if the oil money is not 
available due to sanctions in sufficient 
quantity, such as sanctions, and if the 
government continues extravagancy and 
economic recklessness, it will create a 
budget deficit and excess demand. In 
any case, the budget deficit means excess 
demand and this means a higher prices. 
The root cause of the problem of inflation 
and the incurable pain of Iran’s economy 
in more than half a century is nothing but 
extravagancy and overspending by the 
government.

The misfortune is that this extrava-
gancy is also financed with the powerful 

money of the Central Bank, which is ag-
gravating the price hikes. The definitive 
cure for inflation in Iran is, first of all, 
the government’s financial discipline, the 
reform of monetary and banking policy 
should be such that no bank can have a 
larger balance sheet than the capacity 
determined based on capital and interna-
tional indices, and by accumulating risk 
in the balance sheet create liquidity and 
excess demand, and finally, the Central 
Bank should not under any circumstanc-
es be forced to pass government’s bad 
checks.

But what has made the situation 
more difficult since 2017 is the increasing 
pressure of the sanctions and its extension 
until now. The authors of the sanctions in 
the Trump administration were aware of 

E n v i r o n m e n t C o v e r  S t o r y
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I have already said that 
inflation is perhaps 

the ugliest word in the 
economy, which has been 

the scourge of 
our economy for the past 

half a century.

Iran’s economic conditions, especially 
the problems of the banking system 
and the high growth of liquidity despite 
the stagnation or limited growth in the 
last two decades. As a result, by putting 
pressure on Iran’s foreign exchange 
revenue sources, they actually intended 
to trigger the collapse of Iran’s economy 
and cause out of control inflations.

For this reason, in the summer of 
2018, when the Central Bank was faced 
with one of the rarest speculative attacks 
in the currency market, at the same 
time, it also faced the discharge of the 
inflationary effects of the accumulated 
growth of liquidity, and this caused the 
inflation jump. The Trump administration 
had counted on the fact that Iran would 
resort to selling its foreign exchange 
reserves to control the exchange rate and 
in the conditions of cutting off access to 
foreign exchange earnings, the currency 
crisis would lead to severe inflation and 
widespread social discontent.

As a result, the Central Bank realized 
that it could not target low inflation 
rates and pursue positive and significant 
economic growth, so it focused its efforts 
on protecting foreign exchange reserves 

and on reducing the intensity of inflation 
to prevent it from getting out of control. 
In my opinion, despite the drop in the 
country’s foreign exchange revenues in 
2018 and 2019 to less than 20% of the 
previous years, inflation did not get out 
of control, and if the Corona virus and the 
commercial and economic effects caused 
by it did not happen, it would have been 
possible to check the inflation and restore 
economic growth. We could have done 
better.

Currently, due to the incomprehensi-
ble uncertainty of the nuclear agreement, 
inflationary expectations are very high, 
and on the other hand, the severe financial 

disequilibrium of the banking system has 
actually severely limited the use of the 
main tools of the monetary policy maker 
in the use of the interest rate tool.

Note that without a logical relation-
ship, based on the principles of free in-
ternational trade with the world, Iran’s 
economy will not be able to play its real 
role in the world economy, despite its ca-
pabilities such as young and expert work-
force, rich land and natural resources, and 
the existence of energy. When it does not 
play its real role, it cannot change peo-
ple’s living conditions continuously and 
over time. 

We are doomed to live a better life 
and have no choice but to enter the glob-
al markets and compete with the world. 
Sanctions are a destructive category in 
all fields, and it is necessary to discuss 
and adopt a foreign policy aimed at serv-
ing the overall interests of the country 
once and for all, The sanctions should 
be thrown into the dustbin of the rest of 
the actions against justice and fairness of 
the Westerners and then concentrate on 
boosting the economic power and domes-
tic production and improve competitive 
strength overseas.  

According to Ali Saleh Abadi, the 
Governor of the Central Bank of 
Iran digital currency has found its 

way into the official business in Iran. He 
also informed economic activists that they 
can mine and use cryptocurrencies for 
placing import orders. This is happening 
under conditions that buying, selling and 
investment in cryptocurrencies is still 
prohibited by the law, but its mining and 
use for importing goods is excluded from 
this law; Also, Crypto-Rial or digital Rial 
is also being implemented and according 
to the promises made by the government 
it is going to be available to people for 
daily use instead of banknotes. Experts 
believe that the use of cryptocurrencies 
for import is a positive action, because 
it will encourage economic activists to 
register miners’ licenses and they will be 
able to bypass economic sanctions to a 
large extent.

Digital currencies went through a tor-
tuous path; it was the fall of 2019 that after 
several incidents that happened in the field 
of cryptocurrencies and blockchain from 
the underground, and then the govern-
ment board announced a resolution based 
on which the cryptocurrencies were mined 
based on the licenses issued by this resolu-
tion. Only to provide the imported curren-
cy of the country and it can be exchanged 

based on the regulations set by the Central 
Bank, it was also decided that the miners 
will supply the produced first-hand cryp-
tocurrency up to the allowed limit and di-
rectly (without intermediaries) to the chan-
nels introduced by the Central Bank.

On the other hand, it was announced 
that the authorized limit of cryptocur-
rency mined and exchangeable by each 
extracting unit based on the amount of 
energy consumed by that unit will be de-
termined based on the instructions com-
piled by the Ministry of Energy and will 
be periodically reported to the Central 
Bank. From this bylaw, the Central Bank, 
in cooperation with the Ministry of indus-
try, mine and trade, formed a joint cur-
rency working group in the winter of last 
year to finalize the issues related to the 
mechanism of using cryptocurrencies in 
foreign trade and to approve the prepara-
tions for implementation.

Cryptocurrency in 
Official Trade

C o v e r  S t o r y B a n k i n g
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Now the news of the first registra-
tion of official import orders with cur-
rency code is heard, which can be a high-
way to bypass the sanctions and facilitate 
trade with the world, because with the 
intensification of economic sanctions, the 
path of traders for economic activities is 
narrower and the mechanism of financial 
transfers and bank exchanges with restric-
tions have been encountered, which are 
considered to be one of the main obsta-
cles to the development of foreign trade, 
which was based on the fact that in order 
to overcome these sanctions, the foreign 
trade trustees, with the interaction of the 
Central Bank, targeted the use of crypto-
currencies in the foreign trade cycle.

The head of the Trade Development 
Organization also announced a few days 
before the start of placing import orders 
using cryptocurrencies and said: This 
week, the first official import order reg-
istration with cryptocurrencies of 10 mil-
lion dollars was successfully completed. 
Also, according to Alireza Peyman Paak, 
until the end of September, the use of 
cryptocurrencies and smart contracts will 
become widespread in foreign trade to the 
target countries.

Saleh Abadi’s warning 
The Governor of the Central Bank 

said in this regard: Some countries have 
not yet recognized cryptocurrencies, and in 
some countries, such as China, transaction 
and investment on cryptocurrencies, but 
mining and using them to import goods is 
authorized. Of course, we have prepared 
regulations so that cryptocurrencies can 
be exploited for importation with the 
coordination of the Ministry of Industry. 
The Governor of the Central Bank added: 
The fluctuations of the cryptocurrency 
market are also high and it should be taken 
into account. Also, the Rial code or the 

digital Rial replaces the Rial banknote, and 
its work has been completed; the Digital 
Rial will be running on a trial basis in 
September, as promised, and the publisher 
of the Digital Rial is the Central Bank and 
people can use it instead of banknotes.

Encouraging legalization of 
cryptocurrencies
In this regard, Albert Baghzian, an 

economic activist said: The new law for 
cryptocurrencies is apparently a little 
contradictory, that it cannot be bought 
and sold, but its extraction is not a prob-
lem for import, to some extent, it poses a 
problem for economic activists, because 
first of all, they have to prove how much 
cryptocurrency they have mined and sec-
ondly stay out of the currency market.

The economic expert added: The 
Central Bank has urged economic opera-
tors to register and obtain licenses so that 
it can be determined how much crypto-
currency has been mined and they can use 
it to import goods, while if it is only an 
activity based on purchase and sale and 
transaction, it is not clear who should buy 
or sell currency, but with this mechanism, 
since the license for mining activity is is-
sued, accordingly, the license for buying 
and selling is also issued.

Experts believe that the 
use of cryptocurrencies for 
import is a positive action, 
because it will encourage 

economic activists to 
register miners’ licenses 
and they will be able to 

bypass economic sanctions 
to a large extent.
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He stated: Economic activists who 
are mining can also sell cryptocurrency, 
but in order to encourage legal registration 
of their activity, in addition to mining 
permission, they also have a license to 
import goods in order to prevent their 
illegal activities, because it was seen a lot 
in chicken farms or Gawdari is extracting 
miners, with this law, those who have the 
license to mine cryptocurrency can have 
official activities and import without 
transferring currency, and they can also 
buy goods with cryptocurrency or convert 
it to dollars. 

What people are included?
Regarding who is subject to mining, 

the Governor of the Central Bank said: 
“Registration of orders using cryptocur-
rencies was an issue that was agreed be-
tween the Central Bank and the Ministry 
of Industry late last calendar year. Based 
on the memorandum the owner of the 
cryptocurrency who has performed the 
mining based on a legal license can use 
the cryptocurrencies for import.  People 
can legally obtain a license and perform 
cryptocurrency mining, on the basis of 
which people who had a license according 
to the law and performed mining can sub-
mit their mined cryptocurrency for import. 

Saleh Abadi added: The mechanism 
of how to implement this process has been 
agreed between the Central Bank and the 
Ministry of Silence and has now reached 
the implementation stage. Considering 
that the mechanism of this process has 
been determined and has reached the im-
plementation stage, information about this 
issue is not going to be published in the 
media and in fact it will remain confiden-
tial for the time being. But this news was 
published for the awareness of traders and 
applicants for cryptocurrency imports so 
that people know how to proceed. 
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The recent increase in inflation 
worldwide took many by surprise. 
As of early 2022, both headline 

inflation (price of all goods and services) 
and core inflation (excluding food and 
energy) were significantly above target 
in most advanced economies and several 
emerging markets. Standard economic 
theory states that inflation will get out 
of control under a prolonged mix of 
certain monetary and fiscal policies, but 
whether inflation will persist toward that 
end warrants further examination. The 
answer depends both on the distribution 
of shocks to the economy and how central 
banks (and finance ministries) react. 

Inflation persistence
Why inflation is high and whether it 

will persist is a topic of active debate. We 
see five key drivers of the current inflation 
surge, with implications for this debate.

First, supply chain bottlenecks: 
The pandemic had two separate effects 
on global supply chains. In the early 
phase, lockdowns and mobility restric-
tions led to severe disruptions in various 
supply chains, causing short-term sup-
ply shortages. Many of these disruptions 
have eased, although the recent surge in 
Omicron has renewed pressure on some 
supply chains. In the later stage of the 
pandemic, however, various supply chain 
bottlenecks have emerged as a result of 
strong overall demand from the econom-
ic recovery, the sharp increase in relative 
demand for durable goods, and hoarding 
and panic buying. 

According to a recent assessment by 
Rees and Rungcharoenkitkul (2021), the 
most severe bottlenecks affect raw mate-
rials, intermediate manufactured goods, 
and freight transport. Will these persist? 
One measure of the state of global supply 
chains is how long it takes to ship goods 
by sea. The two biggest trade lanes carry 
goods from Asia to North America and 
from Asia to Europe. The Flexport Ocean 
Timeliness Indicator captures timing for 
each of these routes. As of the end of 
February 2022, measures for both remain 
close to all-time highs, suggesting signifi-
cant ongoing pressure that may persist for 
at least a few more months.

Second, a shift in demand toward 
goods and away from services: The 
pandemic brought about an initial 
significant shift in what consumers buy; 
spending on goods rose dramatically. 
Consequently, much of the rise in inflation 

boom in used cars in the United States).
Third, aggregate stimulus and 

post-pandemic recovery: About $16.9 
trillion in fiscal measures was announced 
globally to fight the pandemic, with 
relatively larger support in advanced 
economies. In the United States alone, a 
$1.9 trillion fiscal stimulus (the American 
Rescue Plan) was introduced. A warning 
that the large fiscal stimulus, combined 
with easy monetary conditions, would 
lead to high and persistent inflation 
came from a group known as ”Team 
Persistent.” The name can be traced to 
inflation warnings in early 2021 from 
Larry Summers and Olivier Blanchard, 
among others. Observers who came to 
be known as ”Team Transitory” opposed 
this view and argued that inflationary 
consequences of the government stimulus 
would likely be temporary or mild. By the 
end of the year, the evidence had shifted 
in favor of Team Persistent across several 
countries. Households were running 
down the savings they had accumulated 
earlier in the pandemic (including from 
the stimulus and transfers), which led to a 
surge in aggregate demand and a stronger-
than-expected economic recovery. 

Whether the strong aggregate demand 
will persist is ultimately a question of 
how the central bank responds. This 
remains a hotly debated question, which 
we return to in a later section.

Fourth, a shock to labor supply: 
Labor market disruptions from the 
pandemic continue even two years after 
it began. Labor supply participation 
remains below pre-pandemic levels in 
several countries. Among advanced 
economies, the impact has been 
relatively larger in the United States, 
where participation is about 1.5 percent 
lower than before the pandemic (about 4 
million fewer workers). Will this shock 
persist? Views differ. In a recent paper, 
Alex Domash and Larry Summers (2022) 
examine different labor market indicators 
and argue that “even under optimistic 

COVID-19 outcomes, the majority of 
the employment shortfall will likely 
persist moving forward” and “contribute 
significantly to inflationary pressure in 
the United States for some time to come” 
due to higher wages pushing up costs.

Fifth, supply shocks to energy and 
food because of the Russian invasion 
of Ukraine: The  February 24, 2022, 
invasion has led to rising energy and 
food prices, which will inevitably mean 
higher inflation globally. Both Russia 
and Ukraine are exporters of major 
commodities, and the disruptions from 
the war and sanctions have caused 
global prices to soar, especially for oil 
and natural gas. Food prices have also 
jumped. Wheat prices are at record 
highs—Ukraine and Russia account for 
30 percent of global wheat exports. These 
effects will lead inflation to persist longer 
than previously expected. The impact will 
likely be bigger for low-income countries 
and emerging markets, where food and 
energy are a larger share of consumption 
(as high as 50 percent in Africa).

We summarize these five effects 
using textbook aggregate supply and 
demand (AS-AD) curves. The AS-AD 

Will Inflation 
Remain High? 

in the near term reflected inflation in 
durable goods (including used cars), 
while service inflation increased only 
moderately. Such shifts may persist only 
during the active phase of the pandemic, 
but at least part of the shift in demand 
toward goods and away from services 
may persist given how the pandemic 
has reshaped society. As Emi Nakamura 

(2022) put it in a recent interview with 
Noah Smith, “to the extent that people 
shift to a lot more work from home (and 
less people are working at all) this could 
make some of the changes in demand 
patterns quite persistent.” While the shift 
toward durable goods occurred globally, 
the impact may have been greater in some 
countries (for example, thanks to the 

While there are 
important cross-country 
differences, inflation has 
risen almost everywhere 

in the world.
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framework is old-school but still useful 
for analyzing the current situation. The 
effects of the four drivers of inflation 
are depicted separately for the goods 
markets and the services markets. First, 
supply chain bottlenecks start binding 
as the economy moves along the steep 
portion of the short-term supply curve 
in the goods market. Second, the shift in 
preferences for goods leads to a rightward 
shift in the AD curve in the goods market 
and a leftward shift of the AD curve in the 
services market. Third, the strong fiscal 
stimulus leads to a rightward shift in the 
AD curve in both markets. Fourth, the 
shock to labor supply and commodity and 
food prices leads to a leftward shift in the 
AS curve in both markets as input costs 
rise. Consequently, there was an initial 
modest increase in prices for services, but 
a larger increase for goods (which may be 
reversing now).

Economists continue to read the 
tea leaves to predict how inflation will 
evolve. While there are important cross-
country differences, inflation has risen 
almost everywhere in the world. The key 
uncertainties now are about the duration 
of labor market tightness and supply 
chain bottlenecks, and about how central 
banks will respond to high inflation.

Central bank responses
How will central banks respond to 

inflation? If the past is any indication of 
the future, it is helpful to first examine 
how central banks acted before the 
pandemic. Until the late 1970s, central 
banks were more tolerant of inflation. But 
the dramatic disinflation in the United 
Kingdom under Margaret Thatcher 
(before Bank of England operational 
independence) and by the Federal 
Reserve under Paul Volcker brought 
about a revolution in how central banks 
respond to inflation. Soon after, many 
other central banks followed these two 
salient examples, bringing about a decline 
in inflation in much of the world by the 
mid-1980s. This required significant 
institutional reform toward central 
bank independence and the ability of 
some central banks to navigate political 
headwinds and successfully establish de 
facto independence.

It is common for central banks to 
copy successful strategies of other cen-
tral banks, although this often requires 
institutional reforms. High inflation made 
it more likely that central banks would 

imitate strategies that seemed successful 
at reducing inflation. In addition, various 
reforms made it possible to staff central 
banks with economists and others trained 
in the causes of the Great Inflation of the 
1970s and ways to bring inflation back 
down, which plausibly also played a role 
in this central banking revolution.

Our analysis shows that, of all the 
countries that brought inflation under 
control, very few later experienced a surge 
in out-of-control persistent inflation. That 
is, very few countries have fallen off 
the wagon after sobering up from high 
inflation (or after staying sober into the 
early 1990s). This was also supported 
by institutional reforms that empowered 
central banks to withstand political 
pressure to generate growth by cranking 
up inflation at opportune moments.

In saying this, we use specific 
definitions for some of our empirical 
exercises. “Having brought inflation 

under control” is defined as a three-year 
stretch of quarterly inflation remaining 
below 4 percent since 1990. The first 
time a central bank achieves this, we call 
it their Blue Chip Month. Members of 
Alcoholics Anonymous and other 12-step 
groups receive a sobriety coin or “chip” 
marking how long they have remained 
sober. The chips are meant to motivate 
holders to stay the course. Similarly, the 
Blue Chip Month marks three years of 
inflation sobriety for central banks.

One indication of firmly entrenched 
anti-inflation attitudes is the relative in-
frequency of central bank employees 
calling for an increase in the inflation tar-
get. More generally, in our view, barring a 
major crisis, a central bank would have to 
abandon its dislike of inflation for infla-
tion to get out of control. And experience 
suggests that it is unlikely that once cen-
tral banks have brought inflation under 
control they will stop disliking inflation.

In addition, at least before the pan-
demic, the reaction functions of advanced 
economy central banks to inflation are 
more likely to have a disinflationary bias 
now that many central banks are acting 
as if they are constrained by an effective 
lower bound on interest rates. A conse-
quence of the zero lower bound is that 
central banks’ actual response has been 
highly asymmetric above and below the 
2 percent target. Central banks tolerate 
inflation lower than 2 percent but act as 
if the welfare costs of inflation above 2 
percent are high. An implication of this 
asymmetric bias is that over time inflation 
expectations have gradually shifted down 
(even below 2 percent in several coun-
tries) and become relatively entrenched, 
making it harder for short-term high infla-
tion to unanchor them.

Looking ahead
The duration of the current inflation 

episode will depend on (1) the interplay 
between the persistence of labor market 
tightness and supply chain bottlenecks 
and the central bank response and (2) 
the duration of the War in Ukraine and 
its impact on energy prices, food prices, 
and global growth. If history is any guide, 
we will not experience an out-of-control 
surge in inflation beyond a couple of years 
into the future. (However, some countries 
may lose their Blue Chips, in large part 

because of inflation that has already taken 
place during the pandemic.) Still, there 
are a few ways in which this assessment 
can go wrong.

First, central banks’ dislike for infla-
tion may be suppressed given the endur-
ing long-term impact of the pandemic, 
uncertainty about the recovery, and the 
temptation to inflate away higher debt 
burdens globally. Calls to refrain from 
ending the recovery prematurely cite low-
er labor force participation compared with 
pre-pandemic levels. An open question is 
whether the reaction function has changed 
post-pandemic. While advanced economy 
central banks may continue to dislike in-
flation, their current apparent plans—ac-
cording to their current dot plots (or the 
equivalent)—may be behind the curve on 
what would be required to bring inflation 
back down. Standard Taylor Rule calcula-
tions suggest that it could easily take in-

terest rates as high as 7 percent in several 
countries to bring inflation down.

Second, John Cochrane (2022) ar-
gues that raising rates to fight inflation is 
a crude tool, especially when the source 
is fiscal policy. He compares keeping fis-
cal policy loose and using higher interest 
rates to control inflation to a driver ac-
celerating and braking at the same time. 
He argues in effect that if people start to 
doubt the government’s commitment to 
repaying its debt without a discount from 
inflation, inflation could get much worse.

This scenario relies on a combination 
of (1) debt holders’ marginal propensity to 
spend rising when they lose confidence in 
the government’s willingness to pay the 
debt and (2) a decline in the government’s 
marginal propensity to cut other spending 
when interest expenses rise. Conversely, 
government debt would not contribute to 
inflation instability if higher interest rates 
were to reduce government spending 
(excluding interest payments) more than 
they raise the spending of government 
debt holders.

Despite the shocks to the world 
economy, the behavior of inflation 
beyond 2025 depends primarily on two 
things: how determined central banks are 
to rein in inflation and the bond market’s 
confidence that governments are willing 
to pay their debts without inflating them 
away.   

How will central banks 
respond to inflation? If 

the past is any indication 
of the future, it is helpful 

to first examine how 
central banks acted 

before the pandemic.

I n f l a t i o n
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