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The Efects of Monetary Policy on Poverty and Income Distribution 

( the case of Iran) 
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1
 

Absteract 
Monetary policy is one of the most potent tools for managing the economy, so there is 

useful qustion to ask if the monetary policy can be used as tool to reduce poverty. On 

account of rising inequality, for a given level of income, leades to greater poverty, is also 

should be  mentioned. The aime of this paper is to empricaly investigate the role of 

monetary policy in relation to reduce poverty and income inequality in Iran. 

Most of existing literature on monetary policy and povrety focuses on short run effects. 

Monetary policy can affect output, unemployment and inflationin. If poverty and 

inequality respond to these variables, monetary policy can affect the poor conditions. 

Also inflation and unanticipated inflation can redistribute income from cerditors to 

debtors, so monetary policy can affect distribution through this chanel. 

This paper examins the effect of monetary policy on poverty and inequality in Iran 

through the regression equations during 1976 -2005. The results show that monetary 

policy can not act as a poverty alleviation policy, and has opposit direction effects. 

Expansionary monetary policy aimed to finance government budget deficit, which is 

associated to expand demand side of economy, which its result is higher inflation. 

Furthermore there is no link between monetary policy and interest rate, so these policeies 

can not affect investment and empolymen, they have no supply side effects. The 

monetary policy most directly affects average inflation. So the natural result of long run 

inflation is more inequality. This  leades to greater poverty.      
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