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Inverse Roots of AR Characteristic Polynomial
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Inverse Roots of AR Characteristic Polynomial
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Short-term and long-term relationship between inflation and unemployment in terms of urban and rural
areas of Iran regarding country's development plans.

Abstract

Identifying and explaining the link between unemployment and inflation in urban and rural areas can help
to make economic decisions about these areas. In this paper, the relationship between the rate of inflation
and the unemployment rate of urban and rural Iran in the short term (New Philips curve and new classics)
and long-term during the period of 1988-2016, with an emphasis on long-term development plans of the
country and using time series econometric methods have been used. Based on the results obtained from the
nature of the variables and the relationship between the two sides and the existence of at least a long-term
equilibrium correlation between the inflation rate and the unemployment rate, the VECM method has been
used. According to the results obtained from the estimation of the model, the effect of inflation in the long
run on urban unemployment is negative and equal to -0.07, and the error correction coefficient is equal to -
0.86, which indicates the convergence of the system and indicates that if ultimate shock take place, it will
be adjusted by 0.86% to its long term mean in each period. In the results obtained from the estimation of
the inflation rate model and the unemployment rate, the effect of the inflation rate is positive and equal to
0.354 and the coefficient of error correction is equal to -0.214. Finally, we can confirm the relationship
between the Phillips curve in the Iranian economy and to prevent the rise of inflation (as a result, the increase
in expected inflation), which has caused a great deal of economic and social costs to the national economy
over the past three decades, it is necessary to avoid expansion monetary policy.

JEL Classification: E24, Q0

Keywords: Philips curve, Rural unemployment, Urban unemployment, Vector Error Correction Model
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