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Abstract

Poverty reduction is one of the main goals of policies pursued by governments.
At the same time, economic growth and a strong belief in growth along with
justice have always been of interest to policymakers. In this regard, the concept
of pro-poor growth focuses on the interaction between three elements: growth,
poverty and inequality. On the other hand, pro-poor growth is affected by
several factors including macroeconomic variables. The purpose of this study is
to investigate the effect of macroeconomic variables including government
expenditures, transfers, liquidity, openness, oil revenues and external debt on
pro-poor growth during the period 1982-2015. To this aim, first, we calculated
pro-poor growth index. Then, using the time series data of desired
macroeconomic variables and by ARDL model, we estimated that relationship.
The results showed that all macroeconomic variables, except transfers and
openness, have a negative and significant effect. In other words, by increasing
liquidity, external debt, oil revenues and government expenditure, the share of
poor people from economic growth will be less than the rich. Therefore, it is
suggested that the government change the path of economic growth by
improving the infrastructures and increasing social spending in the field of
education and health, as well as directing liquidity towards productive and
employment activities and allocating oil revenues to improving the
infrastructures so the benefits of the poor will be more than the rich from
economic growth, and the goal of reducing poverty and inequality would be
achieved. Also, in spite of the positive effect of transfers and the openness of the
economy on pro-poor growth, it is suggested that the accurate identification of
poor people and the targeting of subsidies, as well as the removal of barriers of
free trade and membership of the WTO, along with the establishment of
appropriate infrastructures and institutions, will increase the effectiveness of
these macroeconomic variables.
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1. Introduction

Developmental researchers are looking for growth conditions that have a strong
impact on poverty reduction, or a type of economic growth that is preferable for
rapid decline in poverty. The concept of "pro-poor growth" is the last attempt to
answer the above quandary, which has been raised since the 1990s (Whitefield,
2008). In general, the pro-poor growth strategy includes three basic levels:
improving the ability of the poor, reducing transaction costs in the economy,
especially between urban and rural areas, and increasing demand for goods and
services produced by the poor. One of the factors influencing the third level of
this strategy is “macroeconomic policies”.

Now the problem is that despite the common goal of all economies to reduce
poverty and increase economic growth with justice, in some developing societies
including Iran, these goals have not yet been achieved. Therefore, in this study,
the effect of macroeconomic variables on pro-poor growth in Iran during the
period 1361-1394 was examined to show the weaknesses and strengths of the
implemented policies. The studied variables are liquidity, oil revenues, trade
openness, government expenditure, transfer payments and foreign debt.

2. Method

Each of the economic policies studied in this paper affects on pro-poor growth
via different channels, and these effects can be in any direction. Therefore, after
examining how each policy affects, the following hypotheses are tested.

1. Liquidity reduces the pro-poor growth degree.

2. Oil revenues reduce the pro-poor growth degree.

3. External debt reduces the pro-poor growth degree.

4. Government expenditure increases the pro-poor growth degree.

5. Regarding the openness of the economy, according to the theory and
experimental studies, one can expect a positive or negative effect. So the
question, "What effect does openness have on pro-poor growth in Iran?"
remains.

In order to test the above hypotheses, first the pro-poor growth index
presented by Kakwani and Pernia was calculated and then the desired model was
specified.

The pro-poor growth index is:

gt
g

Where 1; is the income effect of growth on povertyand and n; is the inequality
effect on poverty. Kakwani and Pernia used the following criteria to comment on
the degree of pro-poor growth:

If

@ <0, growth is anti-poor;

@)
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0 < @ < 0.33, growth is weakly pro-poor;

0.33 < (p < 0.66, growth is moderately pro-poor;
0.66 < (¢ < 1.0, growth is pro-poor; and

¢ > 1.0, growth is highly pro-poor.

The following equation can be used to see the effect of macroeconomic variables
on pro-poor growth:

@t = ag + 6D + T Xyr + @0y (2)

where ¢, is pro-poor growth index, D;; is control variables including human
development index, terms of trade, Gini coefficient, dummy variable related to
war years, democracy index, economic corruption index, X; represents
macroeconomic variables including liquidity volume, foreign debt, government
expenditure, government transfers, oil revenues and economic openness, Ty is
the effect of macroeconomic variable on pro-poor growth and w, is error terms.
In this paper, the model coefficients are estimated by the “Auto Regression
Distributed Lag” as follows:

p a a
Y =ay + Z 1051i§0t—i + Z 1ﬁ1ij.t—j + Z lﬁszi.t—j + & (3)
i= Jj= Jj=

3. Research findings

3-1. Calculating the pro-poor growth index

The data used to calculate the pro-poor growth index was obtained from the
Statistics Center of Iran. The results are:
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Resource: Research Calculations

As demonstrated in Figure 1, economic growth in Iran during the period under
review has always been pro-poor, with the exception of 1391 and 1394, in which
growth has been moderately pro-poor. Therefore, despite the policies of different
governments towards justice and equality, the situation of the poor has not
improved much due to economic growth.
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3-2. Econometric model specification

First, we tested the stationary of variables with “Augmented Dickey Fuller test”
to ensure that all of variables were 1(0) and 1(1). After that, the “bound test of
Pesaran et. al.” was used to test the long-term relationship between the research
variables. Optimal lags of variables were determined by Akaike information
criteria.

The results of the model estimation are presented below:

The results of estimating the short-term relationship between the variables are
presented in Table 1:

Table 1: short run estimation

Variable Coefficient t-statistics Standard error Prob.
(-1 -0.02 -0.10 0.20 0.92
©o(-=2) -0.31 -1.07 0.29 0.31

G -0.002 -0.003 0.56 0.99
G(—-1) -1.66 -2.44 0.68 0.03
T 4.81 2.27 2.11 0.04
Open 0.82 1.85 0.44 0.09
Open(—1) 1.04 3.82 0.27 0.004
Open(—2) 0.23 3.31 0.07 0.009
0il -1.50 -1.70 0.88 0.12
0il(—-1) -1.63 -2.55 0.98 0.03
0il(-2) -1.45 -1.68 0.86 0.12
M -0.77 -1.79 0.43 0.10
Debt -4.80 -1.82 2.63 0.10
Debt(—1) -2.08 -1.37 1.51 0.20
Debt(—2) -0.364 -4.12 0.88 0.002
HDI 4.98 3.90 1.27 0.003
Cor -0.05 -0.15 0.33 0.87
Gini 6.44 2.70 2.38 0.02
TOT -0.11 -1.60 0.07 0.14
Democ 0.05 2.22 0.02 0.05
Dum -0.12 -1.49 0.08 0.17
C 2.65 2.58 1.02 0.02
Jarque-Bera Test: 2.22 (0.32) R2_091
Breusch-Godfrey LM test: 14.36 (0.20)
Breusch-Pagan-Godfrey: 0.95 (0.56) F =15.78(0.0000)

Resource: Research Calculations

The short-term estimation results showed that the government expenditures
have not worked to improve the welfare of the poor. However, the government's
transfer has positive and significant effect on pro-poor growth. Economic growth
due to the open economy has improved the welfare of poor people by
introduction of technology, increased productivity, more efficient allocation of
resources, and the promotion of innovation. Oil revenues in each period, as well
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as in the first and second lags, have a negative effect on pro-poor growth. Of
course, the significance of this variable is only related to its first lag. In fact, the
channels of positive impact of oil revenues in Iran have not been effective and
oil revenues have acted as a curse of nature in the Iranian economy. Regarding
the liquidity variable, it was observed that with the increase of liquidity volume
and subsequent increase in inflation rate, instability prevailed in the
macroeconomic space. So investment decrease and economic growth is delayed.
The effect of this variable along with other macroeconomic variables has not
been evaluated in favor of the poor. The effect of foreign debt is similar to oil
revenue. Foreign debt in each period and in the first and second lag has a
negative effect on pro-poor growth. because these debts have led to a change in
the budgeting process to the detriment of the poor. In other words, the
government has been forced to cut spending on infrastructures and social
spending because its inability to cover its debts due to its inability to improve the
efficiency of the tax system and its inability to increase exports due to economic
sanctions.

Before estimating long-term coefficients and error correction model,
diagnostic tests were performed to ensure the validity of the model. The results
of diagnostic tests such as normality, Auto-correlation and heteroscedastisity are
presented at the end of the above table, which shows the good fit of the model.
Long-term coefficients estimating are presented in the table below. The results
show that in the long run, government expenditure, oil revenues, liquidity and
foreign debt have a negative effect on pro-poor growth while openness and
government transfers have a positive and significant effect on pro-poor growth.
A comparison of the short-term and long-term coefficients shows that the size of
the transfer payments coefficient in the long-run is less than in the short term,
while that for openness is greater.

Table 2: long run estimation

variable coefficient t-statistic Standard error Prob
G -1.25 -2.19 0.57 0.05
T 3.60 2.37 1.51 0.04
OPEN 1.57 2.17 0.72 0.05
OIL -3.44 -4.09 0.84 0.002
M -0.57 -2.22 0.25 0.05
Debt -2.43 -1.88 1.29 0.09
HDI 4,98 3.90 1.27 0.003
Cor -0.05 -0.15 0.33 0.87
Gini 6.44 2.70 2.38 0.02
TOT -0.11 -1.60 0.07 0.14
Democ 0.05 2.22 0.02 0.05
Dum -0.12 -1.49 0.08 0.17

Resource: Research Calculations
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The results of the error correction model are also given in Table 3. As shown in
the table, the error correction coefficient is negative, significant and equal to
0.33, which indicates that in case of shock and equilibrium deviation in each
period, 0.33 of the short-term imbalance is adjusted to achieve long-term
equilibrium.

Table 3: Error correction model estimation

variable coefficient t-statistics Standard error Prob
D(p(—1)) 0.31 2.38 0.13 0.04
D(G) -0.002 -0.008 0.26 0.99
D(OPEN) 0.82 4.34 0.18 0.001
D(OPEN(-1)) -0.23 -6.50 0.03 0.0001
D(OIL) -1.50 -4.46 0.33 0.001
D(OIL(-1)) 1.45 2.62 0.55 0.02
D(Deht) -4.80 -4.23 1.13 0.002
D(Debt(-1)) -3.64 -7.31 0.49 0.00
HDI 4,98 7.87 0.63 0.00
Cor -0.05 -0.28 0.18 0.78
Gini 6.44 5.56 1.15 0.00
TOT -0.11 -2.33 0.05 0.04
Democ 0.05 5.75 0.009 0.00
Dum -0.12 -3.38 0.03 0.00
ECM -0.33 -8.25 0.04 0.00

Resource: Research Calculations

However, since the unstable parameters lead to erroneous conclusions, the
structural stability test of the parameters was performed. The results are shown
in Figure (2), which confirms their stability at the 95% level.
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Figure 2:variable stability test result

Resource: Research Calculations

3-3. Conclusion and Recommendations

Based on the results of estimating the long-term model, it can be argued that all
of these variables, with the exception of the openness of the economy and
transfer payments, had a negative and significant effect on pro-poor growth.
Therefore, the following suggestions are provided to improve the situation of the
poor:

Spending government expenditure on improving infrastructures that are used
by the poor and increasing government spending on education and health;
Accurate identification of low-income people and redistribution of income
and targeted subsidies to them, creating employment opportunities along with
increasing the skills and abilities of this group and pursuing policies to
protect economic growth;

Assigning oil revenues to promotion of health and education in
disadvantaged areas;

Pursuing the policy of removing barriers to free trade as well as membership
in the World Trade Organization

Conducting liquidity to increase production and, thus, create job
opportunities

Future studies examine the impact of other macroeconomic variables on pro-
poor growth.
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