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Introduction:

Poverty measurement and the various methods of poverty alleviation are of
significant importance in the economic policies of developing countries.
Macroeconomic policies influence poverty and income distribution through
multiple channels, a topic that has been explored extensively in both direct and
indirect empirical studies. The long-term effects of these policies are particularly
critical. If macroeconomic policy fosters sustainable growth, it positively impacts
employment and real production, thereby improving poverty by increasing
incomes and enhancing income distribution. Financial policies, through budgetary
measures and tax strategies, as well as monetary policies involving interest rates
and inflation, play a crucial role in shaping economic performance, and
consequently, the levels of poverty and inequality. Poverty is one of the variables
affected by the budget deficit and government debt. The impact of government
debt on poverty can be categorized into primary and secondary effects. The
primary effects are determined by the reasons behind the accumulation of debt,
while the secondary effects depend on the methods used to finance the debt. The
overall impact of government debt on poverty is the sum of these primary and
secondary effects, which can be either positive or negative. The growth of
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government debt, whether driven by a reduction in government revenues or an
increase in expenditures, influences poverty and income inequality by directly
impacting household disposable income. Additionally, the methods used to
finance debt—such as borrowing from the banking system, borrowing from
abroad, or issuing securities—affect liquidity, and consequently, inflation,
purchasing power, income inequality, and poverty. This study focuses on
investigating the effects of government debt on poverty, while also considering
other variables that influence poverty, including inflation, population growth,
human development, and governance.

Methodology:

In the present study, we aim to investigate the effect of public debt on poverty in
Iran using non-linear smooth transition regression (STR) methods for the period
1991 to 2022. The smooth transition regression model is a non-linear time series
model that serves as an advanced form of regime-switching regression models. In
this approach, observations are divided into several groups or homogeneous
regimes based on whether a threshold variable falls below or exceeds a specified
threshold value. This model accounts for observations that are very close to the
threshold value, which might otherwise be classified into different groups despite
minor differences, potentially leading to sharp jumps in their influence. To
address this issue, the extended form of the STR model incorporates a transfer
function. The results of testing hypotheses H02, HO3, and HO4 indicate that the
proposed model is well-suited to the LSTR1 (logistic smooth transition
regression) model with a threshold point. After selecting the appropriate model,
the chosen non-linear model (LSTR1) is then estimated.

Results and Discussion:

The results indicate that both inflation rate and population growth positively
influenced the Gini coefficient in both the first and second regimes. However, at
debt levels exceeding 22.47, the positive impact of inflation and population
growth on the Gini coefficient intensified. In the first regime, the effects of human
development, economic growth, and governance on poverty were negative and
significant. However, after surpassing the threshold and entering the second
regime, these variables contributed to an increase in poverty and inequality within
society. The primary effects of government debt led to a 0.1320% reduction in
poverty, but this effect was counteracted by a 2.933% increase in the second
regime, resulting in a total net increase in poverty of 2.801%. The model was
further evaluated using graphical analysis and tests for the absence of non-linear
relationships in the residuals. The logistic function diagram confirmed the
presence of two regimes in the transfer function, with the transition from the first
to the second regime occurring at a threshold value of 22.47. This transition was
associated with a sharp jump, as indicated by the estimated speed of change,
which corroborated the findings. The non-linear residual test confirmed that the
estimated model adequately captured the non-linear characteristics of the
transition variable.
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Conclusion:

The findings reveal that the effects of government debt have contributed to an
atmosphere of economic uncertainty and structural budget deficits. The
government's reliance on borrowing from the central bank, and the subsequent
release of money to finance government activities, has resulted in a phenomenon
known as financial sovereignty within the economy. In this context, monetary
policies become ineffective, preventing the central bank from achieving its key
objectives, such as maintaining price stability, promoting economic growth, and
supporting employment through monetary policy tools. Moreover, the
government's debt to commercial banks restricts the private sector's access to
credit, leading to higher interest rates and, consequently, a reduction in private
sector investment. These challenges, combined with public sector inefficiencies,
have caused Iran's economy to suffer from the accumulation of bank debts,
thereby delaying its long-term growth trajectory. Ultimately, the primary losers in
this scenario are the government, the populace, and the national economy. The
government's financial indiscipline, particularly through the banking system,
leads to slower economic growth, increased inflation, reduced purchasing power,
and a subsequent rise in income inequality and poverty across the country.

Keywords: Government Debt, Gini Coefficient, Smooth Transition Regression,
Poverty
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