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Abstract

This study aims to investigate the long-run equilibrium relationships and
short-run adjustment dynamics among the logarithmic values of the
Consumer Price Index (CPI), liquidity (money supply), and exchange rate
in the Iranian economy during the period 2011 —2022 (1390-1401 SH).
The results of the Johansen cointegration test reveal a counterintuitive
finding: the long-term relationship between liquidity and inflation is
negative, whereas the relationship between the exchange rate and inflation
is positive and consistent with theoretical expectations. Moreover, the
analysis of error correction dynamics indicates that the conventional
adjustment mechanisms for both CPI and liquidity are inefficient within the
context of Iran’s economy. The impulse response functions further show
that exchange rate shocks impose considerable inflationary pressures on
consumer prices. Collectively, these findings highlight that inflation
dynamics in Iran are primarily driven by the exchange rate transmission
channel and the expectation-driven mechanisms within the foreign
exchange market. In contrast, the traditional liquidity channel appears to
have a relatively limited role. Based on the empirical evidence presented, it
is recommended that policymakers adopt a comprehensive policy
framework, with particular emphasis on proactive exchange rate
management as a central strategy for inflation control.
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