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Considering the connection between inflation and real growth one should take into account the
interruptions of time interactions. Thus, current GDP gap is likely to have a greater influence on the
coming era. On account of that time-lag impacts of indicators should be studied.

The results of figure 1 can be divided into two parts. The first part introduces zero or TO period
effects of previous 8 years (2 years) on real GDP gaps (the effect of each lag, separately and/but not
total). This segment can be called lag impacts of GDP gap on inflation.

The second part naturally introduces zero or TP period effects of coming 8 years (2 years) of
separate GDP gaps on inflation. This segment can be represented as future impacts of expectations
about GDP on inflation developments.

Indeed, the signs of lag impacts of GDP gaps are logical, i.e. GDP gap still affects inflation in
four quarters. It is worthy to mention that the relation is relatively high only for TO and T-1 periods.
Accordingly correlation coefficients are 0, 17 and 0,14.

The expectation effects for GDP future gaps on inflations are much more interesting. The
figure outlines that the correlation between immediate quarterly gap and the zero-year inflation is still
positive. It illustrates that future expectations of income growth cause inflationary pressures which is
absolutely logical. A different outlining is observed for the next quarterly expectations. Starting from
the second quarter, the correction of all the remaining time gaps and inflation is negative and
significant, therefore.
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Fig. 1. Correlation coefficients between target deviation of real inflation and GDP gap in different lags®

The results make us suppose that our country has somewhat different viewpoint about the
mechanism of expectations’ influence on inflation. For instance, the central bank running an imminent
policy and pays a great attention to expectations, correspondingly predicting positive
developments/trends in the economy for several quarters (GDP positive gap) and accordingly price
restrictions. The bank responds to the expectations only “today”, tightening monetary policy, which
has a negative impact on the current inflation rate.

Currently the interconnection between economic growth and inflation are of utmost
importance and are studied among new Keynesian economists. The new Keynesian Philip’s Curve has
become one of the most important equations among dynamic stochastic general equilibrium models.

Now, it is apparent, that we can form the connection between inflation and GDP gap based on
the quarterly data of 2001-2018 through scatter plot. It can help us to make linear linkage between
inflation and real GDP gap.
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Fig. 2. Linear link between real inflation and GDP gap

L 1t represents correlation coefficients between GDP gap and zero period in different lags

4 4(34), April 2019



International Academy Journal Web of Scholar ISSN 2518-167X

The figure represents the indications of quarterly inflation and GDP gap respectively. It can be
stated that the drift points from general tendency are not high. And two important conclusions can be
drawn upon: First, equation consent of the linear linkage is 3,9. This means that the average real
inflation is 4% for the whole period, i.e. there are deviations from the target and sometimes the
deviation has been high, yet in an average it has been targeted. Second, the influence of GDP gap in
inflation is not high, but it is positive, thereupon. One percent enlargement of GDP gap brings the rise
of 0,12 percentage point of inflation.

As a matter of fact, the aforementioned analyses can be considered short-term linkage of
inflation- economic growth. For getting exact results, the yearly data are to be used not having also
seasonal adjustment. Inasmuch as our state has small amounts yearly data on aforementioned
indicators (just 18 points), we have tried to fill in / enlarge data base with another states’ lines. It has
been done for expanding the number of observations. Resultantly, there are more than 500
observation.

We have tried to choose states that are similar to Armenia within the context of economy and
that realize inflation targeting strategy (about three dozen countries). The aim is that can share the
numerical results of the mentioned states in our state’s economy.

In this case, the results again show the relation of short-term inflation and economic growth
(see Figure 3)
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Fig. 3. Short-term inflation- economic growth link in the selected countries

It should be mentioned that in the short-term period the connection between inflation and
economic growth is positive. Therefore, in long-term period (as the theory of economy states) the
given interconnection is lost. It also is obvious through the states that we have chosen. Let’s represent
average data of the 17 chosen states in the scope of inflation and economic grows indicators. For each
state there is one point (two data).

Figure 3.1.6 shows that inflation- economic growth relation in long-term period is zero then.

4(34), April 2019 5



International Academy Journal Web of Scholar ISSN 2518-167X

Fig. 4. Long-term inflation and economic growth link in the chosen countries.

To wrap the things up, we can state that GDP influence on inflation is positive, however, quite
moderate. In our economy the influence of inflation expectations on inflation is much more significant
than that on GDP gap. In short-term period the relation of traditional inflation-economic growth is
positive and again moderate. This is proved by the data of other states.
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