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Abstract

In recent years, as inflation in Iran’s economy has reached unprecedented levels, the issue of
minimum wage and inflation has drawn significant attention from policymaking circles. The
price—wage spiral has emerged as the most important constraint in minimum wage policy. This
study investigates the long-term relationship and causal direction between the two variables —
minimum wage and inflation rate. To this end, a VAR model with optimal lags was estimated for
the period 1979-2024, and its results were used to examine the causality between minimum wage
and inflation rate. The findings indicate that what cost-push inflation theory suggests — that
inflation rises due to increased minimum costs — has not occurred in Iran’s economy; inflation
does not increase as a result of higher minimum wages. Granger causality analysis, impulse
response functions, and variance decomposition show that increases in minimum wage cannot
significantly raise the inflation rate or explain its volatility. Conversely, the opposite relationship
exists: higher inflation rates lead to an increase in minimum wages and explain their fluctuations
for up to two years after a shock.
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1. Akaike info criterion (AIC)
2. Schwarz criterion (SC)
3. Likelihood- ratio test (LR)
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