New Economy and Trade, Institute for Humanities and Cultural Studies (IHCS)
Quarterly Journal, Vol. 16, No. 4, Winter 2021, 41-67
Doi: 10.30465/INET.2022.36634.1736

The nonlinear effect of government debt on private
investment using the smooth transition regression (STR)

model in the Iranian economy

Sholeh Bagheri Parmehr’, Hatra Voghoee™
Elham Kheirandish™", Atefe Zeynolebadi™

Abstract

The issue of the budget deficit and its aggregation in the form of debt accumulation
has always been a concern in scientific and policy circles. The accumulation of
government debt can affect investment and thus economic growth, and this effect
can vary in different economic conditions. The purpose of this paper is to investigate
the relationship between government debt and private sector investment with
emphasis on the effect of debt accumulation in this regard. The results of this model
show that, firstly, the relationship between government debt and private sector
investment is negative, and secondly, as government debt increases, the impact of
government debt on private sector investment decreases. Therefore, enlarging the
government at the expense of increasing borrowing cannot have a positive effect on

the activities of the private sector. Also, the impact factor of inflation and oil
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revenues on private sector investment is negative and positive, respectively, and the

impact factor of both is significant.
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