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According to economic views, money can have nominal and real effects on eco-
nomic variables. Meanwhile, changes in the monetary base in the economy can
be considered a function of the changes in the central bank's financial assets.
Central banks in countries are responsible for issuing banknotes. This bank uses
foreign exchange reserves, gold reserves, claims from the government and claims
from banks as a basis for issuing banknotes. The debt of the central bank is also
the bills and securities in the hands of the people, the legal, additional and pre-
cautionary reserves of commercial banks. The main purpose of this paper was to
examine the relationship between monetary base components and production
and inflation in Iran's economy. In this regard, using the autoregressive distrib-
uted lag (ARDL) in the time periods of 1989-2022, the relationship between the
variables was estimated. The obtained results showed that the variable effect of
commercial banks' debt to the central bank on production and inflation is 0.33

Keywords: and 0.62, respectively, and the net effect of public sector debt to the central bank
Monetary policy, Mone- on production and inflation is 42, respectively. 0.0 and 0.57. Considering the re-
tary base, Production, In- | sults obtained and the importance of paying attention to the contribution of each
flation, Autoregressive component of the monetary base on inflation and production in the country, the
distributed lag (ARDL central bank should pay more attention to changing the share of the components
JEL Classification: of the monetary base and be disciplined in the growth of the sectors that have a
022, M10, K30, N21 high contribution to the country's inflation.
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Extended Abstract

1. Introduction

In economic literature, the monetary base
is referred to as high-powered money, be-
cause when the monetary base is placed in
the conduit of the monetary multiplier, it
leads to the creation of money and in-
creases the money supply drastically.
Changes in the amount of money and li-
quidity are influenced by two factors, the
monetary base and the increasing factor.
As aresult, any factor that causes a change
in the monetary base and the increasing
coefficient also changes the volume of
money and liquidity in the economy. Based
on the mechanism of money transfer from
various channels such as interest rate
channel, exchange rate channel, Tobin's q
theory of investment, the effect of wealth
on consumption (real balance effect), and
the credit channel, the growth of money
volume and monetary base has an effect
on production and inflation variables. The
high fluctuation in the growth rate of li-
quidity, granting of credits, the price of
various assets, including coins, housing,
etc., and the bubble-like growth of the to-
tal stock market index, all indicate mone-
tary and credit instability and fluctuations
in the inflation rate and real production.
These fluctuations at the macroeconomic
level also have a negative effect on future
expectations and the overall picture of the
economy and limit the opportunities for
higher and more stable growth.

The importance of paying attention to
the effect of monetary base components
on the real and nominal part of the econ-
omy is clear from the fact that monetary
policy is one of the most important politi-
cal tools for managing the demand side at
the macro level and central banks are
among the tools for stabilizing the econ-
omy and controlling inflation. They use the

money policy they have. The central bank
uses expansionary monetary policies in
recession to stimulate production and em-
ployment, and in boom conditions, it uses
contractionary policies to control infla-
tion. In addition, with the change in the
composition of the monetary base, espe-
cially the debt of the government to the
central bank and the debt of the commer-
cial banks to the central bank, the country
has always witnessed the growth of the
monetary base and, as a result, the change
in production and inflation; however,
there is a difference of opinion among dif-
ferent economic schools regarding the ef-
fectiveness of changes in the composition
of the monetary base, as well as how to use
policy tools.

Considering the role of the composition
of the monetary base on the real and nom-
inal sectors of the economy, the present
research seeks to investigate the effects of
the components of the monetary base on
the real and nominal sectors of the Iranian
economy using seasonal data for the pe-
riod of 1368-1401 and seeks to answer the
question whether increasing the monetary
base from its different components can
have different effects on economic growth
and inflation.

2. Method

The main purpose of this research was to
examine the relationship between mone-
tary base components and production and
inflation in Iran's economy. In this regard,
using the autoregressive distributed lag
(ARDL) in the period of 1989-2022, the re-
lationship between the variables was esti-
mated.

3. Findings

The main purpose of this study was to in-
vestigate the effect of monetary base com-
ponents on the real and nominal sectors of
Iran's economy from 1401 to 1368. In this
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regard, the estimation of the autocorre-
lated model with distribution breaks
(ARDL) was used to test the significance of
the change in the monetary base compo-
nents and its effect on production and in-
flation in the Iranian economy. Examining
the statistics of economic growth, infla-
tion, monetary base growth, liquidity
growth resulting from monetary base
growth or the increasing factor, banks'
money creation, and the increase in inter-
bank market transactions show that the
increase in liquidity can be done either
from the growth of the monetary base or
the overdrafts of banks from the central
bank and the borrowing of banks from the
interbank market and the growth of the
multiplier; in both cases, it does not have a
significant impact on economic growth,
production boom, and support for em-
ployment and production, and if the busi-
ness environment, oil price and income,
economic sanctions, and foreign policy are
not in the expected state, the growth of li-
quidity and monetary base will practically
not contribute to the boom of production
and economic growth. In the estimated
model, it was observed that the compo-
nents of the monetary base had positive
effects on production and inflation in Iran,
but the intensity of the effects of the com-
ponents of the monetary base on inflation
was greater than that of production. In the
estimated model, it was observed that the
variables of debt of commercial banks to
the central bank, net debt of the public
sector to the central bank, and net foreign
assets of the central bank affected produc-
tion and inflation, but other assets of the
central bank did not have a significant ef-
fect on production and inflation.

The literature presented in the field of
monetary policy effects such as changes in
liquidity, money volume, and monetary
base has shown that the channel of

influence of each of the mentioned com-
ponents on the real and nominal part of
the economy has been in accordance with
the theoretical and intellectual framework
of different economic schools. The impact
of monetary base components on produc-
tion and inflation in Austrian and post-
Keynesian economic schools has been
more important than other intellectual
groups, and the role of the banking system
on economic variables, especially inflation
and production, has been prominent. In
these models and schools of thought, the
government's involvement in the econ-
omy, the existence of economic interrup-
tions, the pioneering nature of monetary
variables compared to real variables, and
the performance of economic enterprises
in financing and pricing their products
lead to different effects of the monetary
base on the mentioned variables. The re-
sults obtained from this study are in line
with the findings of Dargahi and Hadian
(1396), Farkhi et al. (1400), Van (2020), and
Qaraghezli and Lee (2022).

4. Results

Based on the results obtained from the co-
efficient of influence of the government's
debt to the central bank on the inflation
rate, it is suggested that since the main
reason for the growth of liquidity and
monetary base is the funding of the gov-
ernment's budget deficit from the central
bank and commercial banks, instead of fi-
nancing its budget deficit through the is-
suance of banknotes, the government uses
supply-side policies and strengthens pro-
duction to both lead to economic growth
and an increase in people's purchasing
power, and to increase the government's
tax revenues. In addition, due to the im-
pact of commercial banks' debt to the cen-
tral bank on the inflation rate, it is recom-
mended that the quantitative policies of
the central bank, as well as the monitoring

Yazdan Gudarzi Farahani, Zoleikha Morsali Arzanagh , Mohsen Mehrara. The Relationship between Monetary Base
Components and Real and Nominal Sectors in Iran's Economy

Volume 18. Issue 40. Winter. 2023. Pages 129 to 152.




Volume 18. Issue 40. Winter. 2023. Pages 129 to 152.

132

A :" l"
Macroeconomics
Research Letter v

of the assets and facilities of the banking
system, be increased, and by preventing
the overdraft of the banks, money creation
and inflation be reduced. Finally, consider-
ing the effect of the monetary base com-
ponents on inflation and production, it is
recommended that the country's mone-
tary authority implements balance sheet
policies and a certain amount in the bank-
ing system in order to control inflation and
growth in production, so as to have less in-
flationary effects.
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