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Executive Summary

The emergence of instability in commodity, service, and asset markets across various sectors is currently
one of the main concerns for people and economic actors. Inflation is one of the factors impacting the
unequal distribution of income and wealth, exerting economic pressure on the lower deciles of society,
causing economic uncertainty, reducing investment horizons, and consequently decreasing economic
growth. Moreover, high inflation reduces the effectiveness of government policies in various cases and, in
some cases, even neutralizes them. Over the past few decades, high and persistent inflation has been a major
problem in Iran's economy, with the average inflation rate over the past four decades being 20%. High and
unstable inflation, in addition to its destructive effects, has led to public distrust in the policies of
macroeconomic policymakers, especially the government and the central bank, and its continued trend can
result in political and economic instability in the country. Therefore, understanding the factors contributing
to price instability and ways to combat it not only leads to the establishment of social justice but also is an
effective step toward economic stability.

In this regard, the present report first addresses the question of what causes price instability. In response,
exchange rate fluctuations and the growth of money supply and liquidity, along with some structural
weaknesses, have been identified as the main engines of inflation. In explaining the growth of the money
supply, it should be noted that in recent years, the share of quasi-money in liquidity has decreased while the
share of money has increased. The expansion of money and the fluidity of liquidity increase the potential
for inflation and can be a threatening factor for market equilibrium. Regarding the exchange rate, since
2018, the exchange rate has faced extensive fluctuations and undergone many changes, and currently, the
market is experiencing more turmoil compared to the previous years. Increase in the exchange rate and, in
parallel, the increase in inflationary expectations have led to the spillover of liquidity towards the asset
market, causing disruptions in these markets.

Among the negative consequences of price instability in the economy are uncertainty, government budget
deficits, income distribution in favor of higher classes, weakening of the national currency, increasing
investment costs, and decreasing investment. Therefore, actions in managing the foreign exchange market
(minimizing exchange rate fluctuations and preventing exchange shocks), controlling liquidity, controlling
inflationary expectations of producers and consumers, avoiding any price suppression or price-setting,
enhancing the sustainability of the supply chain, monitoring the supply network of goods and managing the
distribution system, reforming the banking system, promoting privatization, and limiting the non-
productive sector have been suggested.
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