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Abstract

Inflation in the Iranian economy is influenced by various factors such as liquidity
volume, monetary base, economic growth, money multiplier, exchange rate, foreign
direct investment, and economic sanctions. The Central Bank utilizes the required
reserve ratio as a monetary policy instrument to control banks' lending capacity and
money creation, aiming to manage liquidity and target inflation. However, the
effectiveness of this tool remains a subject of ongoing debate. This study examines the
impact of the required reserve ratio on inflation in Iran, taking into account key
macroeconomic variables and offering a comprehensive analysis of the relationship.
The research investigates the effect of the required reserve ratio on inflation over the
period 1989 to 2021. This applied study employs the Autoregressive Distributed Lag
(ARDL) model to explore both short-run and long-run dynamics among the variables.
The data are drawn from official sources, including the Central Bank of Iran and the
Statistical Center of Iran, and are analyzed using EViews 12 software.

The findings indicate that an increase in the required reserve ratio has a positive and
statistically significant short-run effect on inflation. Specifically, a short-run
coefficient of 5.736 with a p-value of 0.0161 suggests that raising the reserve ratio
increases price pressures by reducing the banks’ lending capacity. In contrast, in the
long run, an increase in the reserve requirement exhibits a negative and statistically
significant effect on inflation, with a coefficient of —-8.782 and a p-value of 0.0407,
highlighting its role as a liquidity management tool. Moreover, approximately 70
percent of short-run deviations from the long-run equilibrium path are corrected in
each period, indicating a rapid adjustment process toward long-run stability.

Keywords: : Legal Reserve Rate, Inflation Rate, Liquidity, Monetary Policy,
ARDL.
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