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Abstract

This study introduces an index to assess central bank behavior by using the interest
rate-to-inflation ratio as a key measure. Maintaining this ratio at or above one reflects
positive real interest rates and indicates prudent monetary policies. Using time series
data for Iran’s economy from 1991 to 2023 and employing the Structural Vector
Autoregression (SVAR) model, this study examines the interactions between liquidity
growth, economic growth, and central bank behavior. The results revealed that liquidity
shocks do not have a significant impact on the interest rate-to-inflation ratio, suggesting
that central bank behavior does not directly follow fluctuations in liquidity growth.
However, economic growth shocks influence central bank behavior, and a shock to the
interest rate-to-inflation ratio reduces liquidity growth with a three-year lag, indicating
that monetary policy affects liquidity over time. The results highlight the importance of
maintaining a stable interest rate-to-inflation ratio in controlling liquidity, managing
inflation, and promoting economic growth.
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Variance Decomposition of LIQUIDITY_GR:
Period S.E. LIQUIDITY RATIO_G GDP_GR
1 6.485523 100.0000 0.000000 0.000000
2 7.304868 88.85455 5.568764 5.576689
3 7.864709 76.66914 17.49668 5.834177
4 7.951267 75.10956 18.57769 6.312759
5 8.108321 72.41102 19.57755 8.011430
6 8.184112 71.15841 20.62886 8.212731
7 8.193157 71.00744 20.62178 8.370787
8 8.214113 70.75769 20.65376 8.588542
9 8.222107 70.63813 20.78039 8.581480
10 8.223489 70.62254 20.77463 8.602827
Variance Decomposition of RATIO_G:
Period S.E. LIQUIDITY RATIO_G GDP_GR
1 44.25445 3.355686 96.64431 0.000000
2 4463248 3.554754 96.36577 0.079471
3 50.53266 3.741544 88.68320 7.575258
4 50.88023 4.813020 87.47656 7.710415
5 51.43530 4.751893 85.77599 9472117
6 51.74767 5.592605 84.90064 9.506750
7 52.03260 5.578543 85.01660 9.404853
8 52.07308 5.608421 84.98181 9409771
9 52.14487 5.593942 84.92886 9477199
10 52.15067 5.608147 84.91593 9.475921
Variance Decomposition of GDP_GR:
Period S.E. LIQUIDITY RATIO_G GDP_GR
1 3.777031 3.864020 17.47423 78.66175
2 4.327449 22.32529 15.06937 62.60534
3 4.593110 20.52407 20.22738 59.24856
4 4.724558 22.08278 21.20855 56.70867
5 4.834324 21.17069 24.39150 54.43780
6 4.847766 21.05376 2469123 54.25500
7 4.868366 20.89208 2476965 54.33827
8 4.871291 20.98028 2474176 54.27796
9 4.874888 20.98771 24.72616 54.28613
10 4.877025 20.99590 24.76280 54.24130
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