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Abstract

Inflation is a macroeconomic variable that affects all levels of society. One of the goals
of macroeconomic policymakers is to control inflation. The importance of this issue is such
that a wide range of recent studies have been conducted on the effect of fiscal policy on
inflation in conditions of financial stress at the international level. In Iran as well, inflation is a
concern for economic policymakers, and its susceptibility to financial sector stress is no secret.
Fiscal policies of the government are among the policies that can help control inflation.

Given the importance of the issue, this paper examines the threshold effect of fiscal
policy on inflation in the presence of financial stress by using quarterly data on
macroeconomic variables in the period 1380-1401. For this purpose, the paper extracts
the financial stress criterion and its critical threshold using the threshold model. The
critical threshold of tax revenue in different financial stress regimes is also extracted.

The results of the study indicate that tax revenue intensifies inflation in conditions of high
financial stress. In addition, tax revenue has a negative effect on inflation when financial stress is
low; however, if financial stress is high, an increase in tax revenue increases inflation.
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