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To make decisions about monetary policies, monetary policymakers must
accurately assess the duration and extent of the policy's effect on the economy.
This accurate evaluation of policies requires understanding the mechanisms
according to which monetary policy affects the real sectors of the economy.
Based on the studies, there is an agreement that money is neutral in the long term
and has no effect on the real sector of the economy, but there is no consensus on
the effect of monetary policy on real variables in the short term. Therefore, the
short-term relationship between nominal and real variables is crucial for
implementing monetary policy and needs further investigation. This study aims
to investigate the impact of monetary policy through bank facilities on macro
variables in Iran's economy. To analyze the results, the random dynamic general
equilibrium method was used in terms of the banking system’s structure in the
Keywords: period of 1989-2022 based on the frequency of seasonal data. The advantage of
bank balance sheet, loan, | the present study is in the modeling of the balance sheet of the banking system
monetary policy, banking | and its relationship with the balance sheet of the central bank and the modeling

system, dynamic of the effect of monetary policy from the path of bank facilities on the variables
stochastic general of the real and nominal sectors of the economy. The statistical analysis section
JEL Classification: compared and evaluated the impact of the monetary policy index on banking and
H81, E52, G21, D50. macroeconomic variables. Based on the results obtained, it can be stated that

macroeconomic variables, including production, inflation, consumption, and
investment, have shown a positive reaction to the impulse from banking facilities
as a way to influence monetary policy.
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1. Introduction

The effect of monetary policy through the
bank lending channel has received special
attention in studies such as Bickner (1996)
and Taylor (1999). One of the assumptions
of the bank lending channel is related to
the financing of companies in such a way
that large companies can directly access
the credit markets through the issuance of
stocks and bonds, but bank facilities are
the main source of financing for small and
medium-sized companies. Therefore,
credits play an important role in
transferring and creating connections
between the monetary and financial
sectors and the real sector of the
economy. Bernanke and Gertler (1995)
believe that the decrease in bank lending,
which results from a contractionary
monetary policy, leads to a permanent
decrease in consumer’s purchasing power.
Moreover, they have shown that
contractionary monetary policy will
indirectly reduce spending by reducing
the supply of bank loans because
monetary contractions will reduce
deposits on the liability side of banks'
balance sheets. Assuming that loans and
securities on the asset side of banks'
balance sheets are imperfect substitutes
for each other, banks will not have the
desire to fully absorb deposit losses by
reducing the holding of securities, and as a
result, under such conditions, monetary
contraction will reduce the supply of bank
loans.

2. Method

The  stochastic  dynamic  general
equilibrium model (DSGE) was used in this
study. DSGE models are a type of
economic model that combines elements
of both microeconomics and
macroeconomics and are used to simulate

the effects of economic shocks on
macroeconomic variables. The DSGE
model used in this study was estimated
using Iran’s data from 1989 to 2022. The
model was then used to simulate the
effects of monetary policy shocks on
macroeconomic variables through credit
channels.

Due to the lack of independence of the
central bank in Iran, it is impossible to
model the government and the central
bank as separate parts, but these two
should be considered in the same
framework. The government is trying to
balance its current and construction
expenses through the income from
receiving a lump sum tax from the
household, the sale of partnership bonds,
and the income from the sale of oil. In this
regard, it is assumed that most of the
banks are owned by the government.

3. Findings

The obtained results show that the
variable of inflation rate has shown a
positive reaction to the shock from bank
loans as a channel of monetary policy, and
the effect of this policy on the inflation
rate has been positive and led to an
increase in the inflation rate, and its effect
is lost in the long run. The variable of
employment has shown a positive reaction
to the input impulse, and the input of this
impulse from the bank loan area has led to
an increase in the amount of employment
in the country. The GDP variable has
reacted positively to the impulse from the
bank loan area, and the effect of this
impulse reached its highest value in the
10th period, and its effect has disappeared
in the long term. The bank facility rate
variable has also shown a negative reaction
in response to the incoming impulse; in
fact, the loan supply increase has led to a
decrease in the bank loan rate. The results
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show that in response to the impulse of
bank loans, the investment variables of
€conomic enterprises and the
consumption expenditures of households
have also increased. In fact, these two
variables

have increased in response to this
expansionary monetary policy, and the
effect of the impulse for these variables
has disappeared in the long run.

4. Results

Based on the results, it was observed that
the effect of monetary policy through the
facility channel on the real economic
variables such as production, employment,
consumption, and investment was positive
and led to growth in macroeconomic
variables. It was also revealed that the
effect of this policy on the inflation rate
was positive, but the bank facility rate was
negative. According to the results and the
effect of the monetary policy from the

facility channel, implementing this policy
can make the central bank successful in
controlling inflation. This is a sign for the
monetary authorities, who will be able to
influence the bank facilities through the
application of monetary policy to
influence the banking facilities.
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