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1. Introduction

The monetary base is considered one of
the most critical monetary indicators and
the most important variable component of
liquidity, which is essential in monetary
discussions because its changes are
reflected in the amount of liquidity
multiple times. In other words, any
increase in the monetary base figure to a
greater extent, which is equivalent to the
monetary growth factor, causes a multiple
increase in the liquidity figure.

In general, it can be said that the
monetary base causes inflation in two
different ways:

1- Supplying the government budget
deficit

2- Money creation in the banking sector

The effect of each component of the
monetary base on inflation is different.
Comparing the impact of each of the
components of the monetary base can lead
to adopting effective policies to reduce
inflation.

2. Research method
In this research, the statistical data of the
time series of 1370-1400 were used, all of
which were obtained from official
documents published by the Central Bank
and Statistics Center of Iran.

Quantile regression was used to
determine the above equations. The main
motive for using quantile regression is to
provide a model with a detailed and
comprehensive look at the evaluation of
the response variable so that the
possibility of the involvement of
independent variables is provided, not
only in the center of gravity of the data but
also in all parts of the distribution,
especially in the beginning and end

sequences, without facing the limitations
of normal regression assumptions,
heterogeneity variance, and the influential
presence of outlying data in estimating
coefficients.

3. Discussion and results

The estimation results show that the
growth rate of the banks' debt to the
central bank and the growth rate of the
government's debt to the central bank, in
the quotients of 0.15 to 0.65, have a
significant positive effect on inflation. Free
market exchange rates also significantly
and positively affect inflation in all
parameters. In addition, findings reveal
that the production gap variable has a
significant negative effect on inflation in
the quotients of 0.15 to 0.4 and 0.7 to 0.8.
The variable of openness of financial
markets also has a significant and negative
effect on inflation in the quotients of 0.2,
0.65, and 0.85.

Moreover, the estimation results show
the inverse relationship between the
growth rate of the production gap and
inflation. This coefficient is almost a small
number and indicates that in Iran, the
growth of the product has not had a great
impact on inflation. Also, the bottlenecks
related to the supply of the Iranian
economy, including the inelasticity of the
supply and its structural problems, are
important factors in the increase of
inflation, such as a unit increase in the
economic growth rate leading to a
decrease in inflation on average.

Suppose the coefficient of the
production gap is positive during the
period; in that case, it means that the real
production is less than the potential, and
the economy is in recession and vice versa.
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4. Conclusions and

suggestions
According to the discussed information
and the results of the estimated model, the
contribution of each factor in the
occurrence of inflation is determined as
follows:

Considering the contribution of
liquidity growth in the occurrence of
inflation, the central bank should monitor
this increase more because the increase in
the debt of the banking system to the
central bank, according to the lending
mechanism of the banks, can increase
liquidity drastically, and as a result,
increase the probability of currency
jumps. When each of the components of
monetary base growth, such as banks' debt
to the central bank and the government's
debt to the central bank, increases, the
exchange rate will also increase, and since
the increase in the exchange rate causes
an increase in the price level, it causes the
country to experience high inflation.
Therefore, the central bank should pay
more attention to these variables.

Financing the budget deficit through
methods other than issuing banknotes can
reduce its severe inflationary effects.
Therefore, it is suggested that the
government secure its debts by referring
to the capital market and issuing bonds. In
Iran, collecting stray capital and
controlling the inflation rate is possible if a
reasonable interest rate is determined for
the bonds.
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