Investigating Threshold Effects of
@ Economic Afiairs  Government Debt on Economic Growth

R h Institute . oge . -
mnacmmre 0 Iran: A Smooth Transition Regression Moo

and

Approach [

Maryam Heidarian', Amene Shahidi?

1. Assistant Professor of Economics, Institute of Economic Affairs, Tehran, Iran. mheidarian@earc.ac.ir

2. Assistant Professor of Economics, Institute of Economic Affairs, Tehran, Iran (Corresponding Author).

a.shahidi@earc.ac.ir

Abstract

The relationship between public debt and economic growth has garnered increasing scholarly and
policy attention in recent decades. This heightened interest stems primarily from concerns regarding the
potential adverse effects of elevated debt levels on economic growth, particularly in light of the sustained
rise in public debt across numerous nations. A central hypothesis posits a nonlinear relationship, wherein
excessive debt accumulation impedes long-term economic performance. Consequently, policymakers
face a critical trade-off between the short-term stimulative effects of public debt and its potentially long-
term detrimental consequences. This study investigates the debt-growth nexus within the context of
Iran, employing a smooth transition regression (STR) framework to estimate threshold effects for both
total government debt and government debt held by the banking system over the period 1980-2023. The
empirical findings reveal threshold values of 34.14% of GDP for total government debt and 30.81% of
GDP for government debt held by the banking system. Below these thresholds, increases in public debt
are associated with positive impacts on economic growth. Conversely, exceeding these thresholds leads
to adverse effects. Given the observed ratios of total government debt to GDP (approximately 34%)
and government debt held by the banking system to GDP (approximately 30%) in 2023, the results
underscore the imperative for policymakers to mitigate the potential negative consequences of exceeding
these thresholds. This necessitates strategic policy interventions aimed at either preventing further debt
accumulation or implementing measures to shift the threshold values upward.
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33. Testing no Additive Nonlinearity
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34. No Remaining Nonlinearity Test
35. Parameters Constancy Test
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