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Rank Selection by Test and Deterministic Case

Deterministic Case

Test Type Casel Case2 Case3]JH] Case3 Case4]JH] Case4 Case5]JH] Caseb5
Trace 2 4 2 2 2 2 2 2
Max-Eigen 3 2 2 2 2 2 2 2
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Cointegrating Eq: CointEql
LCPI(-1) 1.000000
LGDPO(-1) 2.597245
(0.70312)

[3.69389]

LGDPNOOIL(-1) 10.13258
(3.19888)

[3.16754]

LM2(-1) -2.409608
(0.62981)

[-3.82592]

LNER(-1) 0.857048
(0.45315)

[1.89133]

LBRENTOIL(-1) -1.534681
(0.55716)

[-2.75445]
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Error Correction: D(LCPI) D((LGDPO) D(LGDPNO) D(LM2) D(LNER) D(LBRENT)
COINTEQ1 -0.020965 -061173 0.003979 -0.001063 -0.025798 0.132834
(0.00650) (0.02573)  (0.00620) (0.00521) (0.02573) (0.03785)
[-3.22287] [-2.37770]  [0.64182] [-0.20413] [-1.00269] [3.50942]
D(LCP(-1)) -0.152595 1.032068 -0.028172 -0.018362 -0.720934 -0.114150
(0.10870) (0.42991)  (0.10360) (0.08699) (0.42992) (0.63248)
[-1.40383] [2.40066]  [-0.27192]  [-0.21107] [-1.67689] [-0.18048]
D(LCP(-2)) 0.057238 0.065703 -0.12016 -0.071341 -0.125328 0.150473
(0.10653) (0.42132)  (0.10153) (0.08525) (0.42133) (0.61984)
[0.53731] [0.15595]  [-1.00478]  [-0.83681] [-0.29746] [0.24276]
D(LCP(-3)) 0.020885 -0.417337 0.118024 0.109519 0.067979  0.500100
(0.10007) (0.39580)  (0.09538) (0.08009) (0.39581) (0.58230)
[0.20869] [-1.05442]  [1.23738] [1.36745] [0.17174] [0.85883]
D(LCP(-4)) 0.144592  -1.088982 0.007056 0.057727 -0.040731 -0.294428
(0.10048) (0.39741)  (0.09577) (0.08042) (0.39742) (0.58467)
[1.43899] [-2.74019]  [0.07368] [0.71785] [-0.10249] [-0.50358]
D(LGDPO(-1)) 0.021171  -0.198297 0.011037 -0.002683 -0.037644 -0.248655
(0.02595) (0.10263)  (0.02473) (0.02077) (0.10263) (0.15098)
[0.81589] [-1.93223]  [0.44625] [-0.12920] [-0.36680] [-1.64690]
D(LGDPO(-2)) 0.038666  -0.030655 -0.039199 0.005285 0.004967 -0.120032
(0.02378) (0.09404)  (0.02266) (0.01903) (0.09404) (0.13835)
[1.62618] [-0.32597] [-1.72972]  [0.27771] [0.05282] [-0.86758]
D(LGDPO(-3)) 0.008634 -0.147255 -0.003428 0.014259 0.033155 0.002505
(0.02331) (0.09219)  (0.02222) (0.01866) (0.09220) (0.13564)
[0.37041] [-1.59724]  [-0.15429]  [0.76432] [0.35962] [0.01847]
D(LGDPO(-4)) -0.013663 -0.128797 0.015308 -0.018641 -0.023768 -0.066692
(0.02111) (0.08351)  (0.02012) (0.01690) (0.08351) (0.12286)
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D(LGDPNOOIL(-1))

D(LGDPNOOIL(-2))

D(LGDPNOOIL(-3))

D(LGDPNOOIL(-4))

D(LM2(-1))

D(LM2(-2))

D(LM2(-3))

D(LM2(-4))

D(LNER(-1))

D(LNER(-2))

D(LNER(-3))

D(LNER(-4))

D(LBRENTOIL(-1))

D(LBRENTOIL(-2))

[-0.64709]
0.279999
(0.12174)
[2.29988]
0.324213
(0.13044)
[2.48547]
0.371513
(0.12732)
[2.91805]
0.137822
(0.11719)
[1.176081]
0.094226
(0.11436)
[0.82394]
-0.04038
(0.10969)
[-0.36817]
-0.18874
(0.11649)
[-1.62024]
-0.00013
(0.11759)
[-0.00111]
0.151614
(0.02917)
[5.19762]
0.094366
(0.03464)
[2.72385]
0.088329
(0.03504)
[2.52087]
0.025071
(0.03205)
[0.78218]
0.000701
(0.01712)
[0.04092]
-0.00078
(0.01724)
[-0.04542]

[1.54232]
1.549758
(0.48151)
[3.21855]
0.818112
(0.51591)
[1.58576]
-0.595017
(050354)
[-1.18167]
-0.648202
(0.46348)
[1.39854]
-0.16204
(0.45231)
[-0.35824]
-0.68653
(0.43382)
[-1.58251]
-0.01081
(0.46072)
[-0.23452]
0.388756
(0.46509)
[0.83587]
-0.31706
(0.11537)
[-2.74824]
-0.12574
(0.13702)
[-0.91763]
-0.12573
(0.13858)
[-0.90725]
-0.23808
(0.12677)
[-1.87797]
0.034991
(0.06771)
[0.51676]
-0.21937
(0.06818)
[-3.21770]

[0.76067]
-0.518151
(0.11604)
[-4.46540]
-0.370936
(0.12433)
[-2.98354]
-0.063412
(0.12135)
[0.52257]
0.017568
(0.11169)
[0.15729]
0.130593
(0.109)
[1.19811]
0.257783
(0.10455)
[2.46576]
0.071042
(0.11103)
[0.63986]
0.055441
(0.11208)
[0.49465]
-0.05488
(0.0278)
[-1.97383]
0.018864
(0.03302)
[0.57130]
-0.02996
(0.0334)
[-0.89715]
-0.03785
(0.03055)
[-1.23877]
0.032008
(0.01632)
[1.96149]
0.01203
(0.01643)
[0.73220]

[-1.10315]
0.086634
(0.09743)
[0.88916]
0.065329
(0.10439)
[0.62579]
-0.009091
(0.10189)
[-0.08922]
-0.122993
(0.09379)
[-1.31142]
-0.02341
(0.09152)
[0.25579]
0.125631
(0.08778)
[1.43114]
0.18869
(0.09323)
[-2.02393]
0.525848
(0.09411)
[5.58751]
0.006365
(0.02334)
[0.27264]
0.002835
(0.02773)
[0.10225]
-0.00556
(0.02804)
[-0.19840]
0.02232
(0.02565)
[0.87008]
0.01244
(0.0137)
[-0.90798]
0.02181
(0.0138)
[-0.16334]

[-0.28461]
-0.644222
(0.48153)
[1.33788]
0.308217
(0.51593)
[0.59740]
0.161163
(0.50356)
[0.32005]
-0.326953
(0.46350)
[0.70540]
0.0294
(0.45232)
[0.06500]
-0.21669
(0.43384)
[-0.49948]
0.27084
(0.46074)
[-0.58785]
0.27502
(0.46511)
[-0.59130]
0.270471
(0.11537)
[2.34432]
0.043599
(0.13703)
[0.31818]
0.128115
(0.13859)
[0.92443]
-0.06036
(0.12678)
[-0.47607]
0.04435
(0.06772)
[-0.65487]
0.1741
(0.06818)
[-0.28678]

[-0.54284]
-0.593590
(0.70840)
[-0.83793]
0.166335
(0.75901)
[0.21915]
0.297513
(0.74081)
[0.40160]
-0.025580
(0.68188)
[0.03751]
1.395023
(0.66543)
[2.09641]
2.061376
(0.63824)
[3.22978]
0.31988
(0.67781)
[0.47192]
0.42286
(0.68424)
[-0.61799]
0.33933
(0.16973)
[-1.99924]
0.245445
(0.20159)
[1.21757]
0.04741
(0.20388)
[-0.23251]
0.093781
(0.18651)
[0.50282]
0.077081
(0.09962)
[0.77375]
0.01643
(0.1003)
[-1.73573]
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D(LBRENTOIL(-3)) 0.005292 -0.06138  0.013019 -0.01861 0.051743 0.011862
(0.01671)  (0.06609)  (0.01593) (0.01337) (0.06609) (0.09723)
[0.31668] [-0.92877]  [0.81747] [-1.39185] [0.78292] [0.12200]
D(LBRENTOIL(-4)) 0.001987 -0.02905  0.005724 6.04E-06 -0.00293  -0.00373
(0.01631) (0.06452)  (0.01555) (0.01306) (0.06452) (0.09492)
[0.12183] [-0.45030]  [0.36813] [0.00046] [-0.04534] [-0.03924]
C 0.025743  0.072587  -0.00873 0.031811 0.114106 -0.16317
(0.01641)  (0.06491)  (0.01564) (0.01314)  (0.06491)  (0.0955)

[1.56849] [1.11823]  [-0.55820] [2.42185] [1.75778] [-1.70861]
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Abstract

The policy of quantitative control over the balance sheet growth of the banking
network has been pursued as a monetary policy by the Central Bank's Liquidity
Committee from 2020 to 2024 (1399 to 1403 in the Iranian calendar) with the aim of
curbing inflation by controlling money supply growth, a key factor influencing the
general price level. In addition to this primary goal, balance sheet control in Iran has
also encompassed objectives such as banking supervision and credit allocation. This
study employs a Vector Error Correction Model (VECM) to investigate the effects of
this policy on inflation and real output. It examines quarterly data spanning from 1990
to 2023 (1369 to 1402 in the Iranian calendar), considering M2 as the representative
variable for liquidity to measure the success of the policy in controlling the quantitative
growth of the banking network's balance sheet. The results indicate a statistically
significant relationship at the 5% level between liquidity growth and inflation,
demonstrating that, in the long term, reducing liquidity growth through this policy
leads to a decline in inflation. However, the model did not identify a significant short-
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term relationship between liquidity growth and inflation. In the long run, reduced
liquidity growth decreases demand across various markets, thereby limiting increases
in the general price level. Moreover, a negative relationship was observed between the
implementation of this policy and real output. This effect arises through the channel
of credit constraints imposed on production. The policy led to a crowding-out effect
within the credit allocation portfolio, resulting in reduced production capacity in some
economic sectors. The recession caused by diminished demand, as a consequence of
reduced liquidity growth, further exacerbated the decline in production capacity.
Another key finding of the model is the significant short-term relationship between the
nominal exchange rate and inflation, indicating that currency shocks can elevate the
long-term average inflation rate in Iran.

Keywords: Balance sheet quantitative control policy, liquidity targeting,
credit policy, inflation, real output
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