Journal of Economic Policies and Research
Vol 2 (issue 4), Winter 2024, PP: 70-100
jepr.uok.ac.ir

The Impacts of Distribution of Development
Opportunities on Inflation persistence in The
Provinces of lran

Ph.D. in Economics, Department of
Economics, Faculty of Social Sciences,
Economics and Entrepreneurship, Razi
University, Kermanshah, Iran.

Bahareh Karami

Assistant  Professor,  Department  of
Economics, Faculty of Social Sciences,
Economics and Entrepreneurship, Razi
University, Kermanshah, Iran.

Azad Khanzadi *

Abstract

High and persistent inflation has plagued Iran's economy for decades,
impacting not only economic stability but also social well-being.
Traditional economic theories identify factors like excessive money
supply, demand-side pressures, and cost-push shocks as key drivers of
inflation. This study delves deeper, exploring the under-researched
dimension of unequal development opportunities across Iranian
provinces. Beyond these established factors, the uneven distribution of
resources and opportunities is proposed as a contributor to both supply
and demand pressures, ultimately leading to persistent inflation. Access
to essential infrastructure, educational facilities, and healthcare services
varies greatly across provinces. Less developed regions struggle to meet
growing demand, leading to supply shortages and potentially higher
local inflation. Additionally, lower living standards in these areas might
translate to increased demand for basic necessities, further fueling
inflation. Understanding the spatial dynamics of inflation is crucial.
This research focuses on provincial inflation data in Iran. By analyzing
provincial inflation time series, we gain valuable insights into how
regional disparities contribute to national inflation fluctuations
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(Ebrahimi et al., 2019). The economic characteristics and production
structures within provinces are more heterogeneous than at the national
level, offering a better perspective on inflation's root causes (Ridhwan,
2006). In essence, regional inequality, rooted in unequal opportunity
distribution, emerges as a major culprit behind inflation. While
extensive research exists on inflation persistence, it often overlooks
sub-regional characteristics. The regional and geographical aspects
hold significant policy implications. Regions with sustained inflation
face challenges in both reducing inflation and mitigating its social costs.
Additionally, neglecting these regional disparities can lead to biased
policy decisions due to a skewed Consumer Price Index (CPI) that
doesn't account for the varying inflation experiences across provinces
(Duran & Dindaroglu, 2021). Analyzing provincial inflation data
alongside development metrics reveals a strong correlation between the
lack of development opportunities and higher inflation. This suggests
that the unbalanced distribution of development across regions
contributes to supply gaps, demand pressures, and ultimately,
provincial inflation. To explore this hypothesis, the study employed
data on over sixty development indicators across six sectors (socio-
cultural, educational, infrastructural, healthcare, environmental, and
economic) for all Iranian provinces from 2006 to 2020. This
comprehensive data set allows for a nuanced understanding of
development disparities across the country. Principal Component
Analysis (PCA) was used to construct a composite index of
development opportunities. This statistical technique reduces data
complexity by transforming multiple correlated variables into a smaller
number of uncorrelated principal components, highlighting the most
critical factors contributing to overall development opportunities within
each province. Furthermore, copula functions were utilized to analyze
the relationship between the constructed development opportunity
index and provincial inflation rates. Copulas offer a flexible framework
for modeling dependence structures between variables with potentially
non-normal distributions, making them well-suited for analyzing
complex economic relationships.

The research identified a significant unevenness in the distribution of
development opportunities across Iranian provinces. This finding aligns
with existing research highlighting regional disparities in Iran's
economic landscape. More importantly, the analysis using copula
functions revealed a negative correlation between the development
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opportunity index and provincial inflation rates. This suggests that
provinces with lower development opportunities experience higher
inflation, and vice versa. This negative correlation provides compelling
evidence that regional disparities in development create conditions
conducive to persistent inflation.

The research proposes a causal relationship between unequal
development and inflation. This highlights the critical role of promoting
balanced regional development in achieving price stability and
facilitating sustainable economic growth. Here are some key policy
recommendations:

Economic and Administrative Decentralization: Centralized
economic and administrative structures often exacerbate regional
disparities. Decentralization policies can empower provinces to manage
resources more effectively and tailor development strategies to their
unique needs. This can lead to a more equitable distribution of facilities,
infrastructure, and investment opportunities, promoting balanced
development across different regions.

Targeted Distribution of Opportunities: Policymakers can consider
adopting a targeted approach to address specific development gaps in
less-developed provinces. This might involve investing in infrastructure
projects, establishing educational institutions, and promoting job
creation initiatives targeted at these regions.

Fostering Regional Cooperation: Encouraging collaboration and
knowledge exchange between more and less developed provinces can
be beneficial. Sharing best practices and expertise can help less
developed regions accelerate their development progress.

By addressing regional disparities in development opportunities,
policymakers can create a more stable and equitable economic
environment across Iran, ultimately contributing to lower and more
manageable inflation.

Keywords: Equality of opportunities, Inflation persistency, cost-push,
Principal Component Analysis, Copulas.
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