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R KEY POINT

According to this study we would like find some key
point, if Kyoto Protocol implemented in Iran,

What will be happened in Iran Macroeconomics factors?

The primary conclusion shows us that oil income decrease
has negative effect but what is the suitable remedy?

We believe if Iran accepts Kyoto Protocol should be
replaced and compensate income losses from decreasing
Oil income by non oil commodity and Natural Gas Export.




'I|”H| Short Term Dynamisms and Vector Auto regression
(VAR)

Usually experts considered simultaneous, or structural, equation
models. In such models some variables are treated as endogenous
and some as exogenous or predetermined (exogenous plus lagged
endogenous).

Before we estimate such models, we have to make sure that the
equations in the system are identified (either exactly or over).

This identification is often achieved by assuming that some of t he
predetermined variables are present only in some equations.

This identification is often achieved by assuming that some of t he
predetermined variables are present only in some equations. This
decision is often subjective and has been severely criticized by
Christopher Sims.

According to Sims, if there is true simultaneity among a set of
variables, they should all be treated on an equal footing; there should
not be any a priori distinction between Endogenous and exogenous

A D




"I|“ Vector Autoregressions (VAR and VEC)
T

he Structural approach to simultaneous equations modeling uses
economic theory to describe the relationships between several
variables of interest. The resulting model is then estimated, an d used to
test the empirical relevance of the theory.
Unfortunately, economic theory is often not rich enough to provide a
tight specification of the dynamic relationship among variables.
Furthermore, estimation and inference are complicated by the fac t that
endogenous variables may appear on both the left and right sides of the
equations.

These problems lead to alternative, non-structural, approaches to
modeling the relationship between several variables. Here we des cribe
the estimation and analysis of vector autoregression (VAR) and the
vector error correction (VEC) models. We also describe tools for testing
for the presence of cointegrating relationships among several variables.




| VAR Theory

sctor autoregression (VAR) is commonly used for forecasting systems of
interrélated time series and for analyzing the dynamic impact of random
disturbances on the system of variables.

The VAR approach sidesteps the need for structural modeling by modeling every
endogenous variable in the system as a function of the lagged values of all of
the endogenous variables in the system.

The mathematical form of a VAR is

where y: is a k vector of endogenous variables, x: is a d vector of exogenous
variables,A: ,...,A, and B are matrices of coefficients to be estimated, and e: is a
vector of innovations that may be contemporaneously correlated with each other
but are uncorrelated with their own lagged values and uncorrelated with all of the
right-hand side variables.

Since only lagged values of the endogenous variables appear on the right-hand
side of each equation, there is no issue of simultaneity, and OLS is the

be absorbed by
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VAR Theory

n example of a VAR, suppose that industrial production (IP) and
ey 'supply (M1) are jointly determined by a two variable VAR a nd
constant be the only exogenous variable. With two lagged

values of the endogenous variables, the VAR is

iIP,=a, P _+a M1, +6 1P +06 M1 - +¢e + €

M1, =ay,IF,_ +a M1, +06,IP +06, M1, +e, +6,

where a, b, c are the parameters to be estimated.
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I
“” VAR Mode Algorithm
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LNOG)

garding to estimation of impulse response function (IRF) and
study of one S.D shock on Logarithm of Oil income in first year
LNOG will be 0.2212 increased this is around 1.25 billion Rials this
Shock in second year increase LNOG around 0.2338.
This is interesting that effect of shock will be effects for 10 years.
Effects of LNOG shock increase LNGDP around 0.0303 that is

"I”H”l Var. Model: Impulse Effect (LNGDP-

around 1 billion Rials.
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'l
Il“” Var. Model: Impulse Effect (LNGDP-
LNAG-LNEGW-LNM)

The 'GDP shock effects on economics sector value added and
employment as in bellow:

Firstly you can see effects of LNGDP on LNAG, LNEGW and LNM.
If GDP logarithm shock effect has been more than 0 the value added
increase more than 1 billion Rials and if changes less than 0 values
added decrease less than 1 billion Rials.
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Var. Model: Summary of |mpulse Effect
on other variable

Regarding to GDP impulse we can classified variable in bellow
table, this table show us that more sensitivity on productive

Non Sensitive Sensitive
{ Less than 1 Bilhon Hialg) { More than L Billion Rials)

| LbhmsgpDs |

At last we will review the impulse of LNGDP on LNEMPLOYMENT
the result show us that one shock on LNGP create 1000 employee .




il conclusion:

Iran must be tried as soon as possible joint to Kyoto
protocol but gradually and regarding to crude oil
income losses must be substituted and think about
new income sources.

First of all there are possible that some part of mention losses
compensate by Natural Gas export and regarding to potential of
Iran for entering to International gas trade Iran has two options
for exerting LNG and pipe line.

Second energy optimization and decrease energy intensity

And last expand non-oil trade.




