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 Objective: The study investigates monetary and credit policy efficiency hypothesis in 
order to stabilize the economic activities in Iran economy by presenting a 

macroeconomic pattern to Iran economy, emphasizing the role of money to determine 

the real output, balance prices and conditions of trade payments. Method: Data 
analyzed from time series extracted from Iranian Central Bank website (www.cbi.ir) for 

the time period of 1990 to 2010. The pattern given is codified according to monetarist 

school and to achieve the goal the gap between supply and demand for money has been 
considered as the major factor to determine the real output. The role of government 

budget deficit in determining the amount of money has been specifically considered in 

the pattern due to the underdevelopment of financial markets and deficit supplying by 
borrowing from bank system and the credit volume granted to the banks by the central 

bank has been deemed as an endogenous variable. Results: The study suggest that the 

variables price and real production have no tendency to the transformation in money 
and the credits granted to the private section. The comparison between the influence of 

various monetary and credit policies indicates that the policy of increasing the money in 

circulation is more efficient than the other policies. 
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INTRODUCTION 

 

In addition to the development of the theory of some money by a group of economists, Nout Viksel (1851-

1926)—neoclassic economist—was the first economist who demonstrated that the relationship between money 

and the prices level is not direct and money is not facilitator of economic circulation, but it is one of the 

economy axle which increases the production and employment level by presenting the theory against the 

classics method [2]. 

John Meynard Keyenz (1883-1946) presented the other new monetary theory. Presenting the liquidity 

preference theory, he explained how to determine the interest rate in money market. According to Keyenz 

transformation in the real money balances is able to influence the employment and prices level through 

changing the interest rate under the special circumstances.  

In addition to disagreement between economists on how the transformations in money affect the real and 

monetary variables, the common point in the theories suggests that there is a relationship between the variable 

money and the other economy variables. Due to the significance of variables sensitivity and their 

transformations direction towards the transformations in money and the other variables in money market some 

efforts have been put into quantifying action and reaction process between the economic variables alongside the 

codifying the various theories on the field. One of the statistical methods which have been drawn attention 

widely is to codify the macro dynamic econometric models which are applied in policy making simulations 

method. In order to test the monetary and credit policies efficiency hypothesis in Iran economy to stabilize the 

economic activities, the study seeks to presents a macroeconomic model to Iran economy and forenamed 

policies simulation test. 

 

Theoretical background: 

The model used includes seven behavioral equations and four alliances. The relationship between the 

variables is so that oil section can be separated from the non-oil section. In the model, the variables inflation 

index, real and nominal production, money, government non-oil expenditure and revenues, the true import of 
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consuming, media, and capital goods (divided), and the ratio of money in the circulation to the volume of money 

are determined in endogenous [19]. 

The characteristic of the model is to emphasize the role and significance of the imported intermediate goods 

on production, so that the import volume affects the money supplying and the true production directly. In the 

model, imports supplying has been completely assumed reachable and due to the regulation from the 

government the international capital is not inactive completely. To determine demand for imports, neoclassical 

demand function has been used. Exports are in exogenous and of the only function of foreign income [6]. 

Since the interest rate is not the appropriate index to state return of non-cash assets in developing countries, 

the expected inflation rate has been used instead of the interest rate in the research performed for developing 

countries. The expected inflation rate in each round is determined in proportion of gap between the actual 

inflation rate in the previous period and the expected inflation rate. The situation of expected inflation rate is 

statics, adjustment coefficient equals 1 in such circumstances. 

Deviation of potential surface and the relationship between extra reserves of real remaining money by the 

real output has been deemed in determining the true revenues or actual production.  

 

Estimation method and statistical results: 

Estimating the model coefficient has been performed by least square systematic method and seasonal 

statistic in between 1990-2010. Due to lack of a series of needed statistics in seasonal, they estimated by 

statistical method. Regression method has been used to make GPD seasonal. Goods were categorized in two 

groups-- intermediate and capital goods and consumption goods--in order to calculate the price index of 

intermediate and capital goods and consumption goods using the available raw statistics, then it has been taken 

the weight median out of the price index of the price index of each group using the relative significance of each 

goods in determining the price index of imported goods. The index value of each group has been calculated 

according to transformations in total index of import due to the lack of access to the forenamed statics. Capacity 

of the potential product also has been calculated using exponential growth formula [18]. 

Evaluated coefficients values and the related statistics have been indicated in table 1. The total coefficients 

other than coefficient of real money remaining have the expected sign by a flashback. The trend variable has 

been added to both real imports equation of consumption goods and intermediate & capital goods. The measure 

has been taken to consider the variables such as applying commercial limitations, new custom codification and 

the other restrictions affecting the import, however there is no probability to be involved in regression equation. 

The whole coefficients are at least significant at level 10% except for the real production coefficient in the price 

equation & the real imports of consumption goods and nominal output coefficient in the equation of government 

non-oil revenues. Since the virtual variables S1S2S3 has been put in the model in order to seasonal adjusted, 

there is no need to interpret corresponding regression coefficient. 

To perform the significance test of coefficients F statistics is used in simultaneous equations system. The 

other criteria which are applied to test the statistical significance of an equation in single-equation method and 

are not so much used in systematic method include the coefficient of determining the standard error in 

regression. In a simultaneous equations system, statistics named Carter-Nager statistics whose interpretation is 

similar to R
2
 has been used instead of the common definition of R

2
. Four values of the statistics to each seven 

behavioral equations have been evaluated in table 1. 

 
Table 1: Results of Estimation 

Equation Coefficient Values T Statistics MSE D-W 

First Intercept 

A1 

A2 
A3 

-3.75 

2.1 

0.4 
-0.001 

-8.14 

11.22 

3.23 
-0.076 

 

0.87 

 

2.86 

Second Intercept 

A8 

A9 
A10 

-3.21 

1.32 

0.44 
-0.001 

-8.65 

10.87 

3.65 
-0.097 

 

0.43 

 

2.98 

Third Intercept 

A16 
A18 

A19 

-3.75 

2.1 
0.4 

-0.001 

-8.14 

11.22 
3.23 

-0.076 

 

0.65 

2.12 

Fourth Intercept 

A23 
A24 

A25 

-3.84 

4.1 
1.4 

-0.001 

-5.91 

6.45 
3.34 

-0.034 

 

0.78 

2.11 

Fifth Intercept 
A26 

A28 

A29 

-3.60 
2.98 

0.49 

-0.001 

-8.59 
13.22 

3.54 

-0.068 

 
0.90 

 
1.86 

Sixth Intercept 
A30 

-3.75 
2.1 

-6.30 
11.58 

 
0.45 

2.43 
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A31 0.4 3.20 

Seventh Intercept 

A35 
A36 

-3.43 

3.2 
2.4 

-7.14 

9.09 
3.013 

 

0.65 

2.22 

 

Conclusion: 

The results indicate that the price and output sensitivity are in the very lower level compared to 

transformations occurred in each three policies. The policy of declining the money in circulation reduces the 

inflation rate more than the other policies. In contrast, it more increases the real production due to the more 

increment in the values of real assets. Legal reserve rate increment policy also causes more reduction on 

inflation rate than the policy of reducing the credit volume granted to the private section. 

Comparison of the influence of three policies on the nominal output level suggests the policy contractile 

effect of reducing the money in circulation and policy expansionary effect of increasing the legal reserves rate 

(other than first three seasons) on the nominal output level. Also the transformation direction in nominal output 

level due to applying the policy of reducing the credit volume granted to private section is not in line during the 

simulation period. 

Although the variables have no tendency to policy making tools, it appears applying the policies result in 

accumulating paper money and coins and consequently it reduces the money volume in circulation. It is more 

efficient that two other policies, since it reduces the inflation more and has the contractile influences on output 

level. 
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