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This study investigates the asymmetric preferences of the Central Bank of Iran in
responding to asset price fluctuations and the extent to which these fluctuations
influence monetary policy decisions. Given the significant volatility of the stock
market index in 2020 and subsequent years, the primary objective is to examine
whether the Central Bank incorporates asset price changes into its monetary policy
decisions and, if so, how its behavior differs under inflationary and recessionary
conditions. To this end, an extended New Keynesian structural model is employed, in
which the asset price index is incorporated as a key variable. To estimate the Central
Bank’s reaction function, threshold values for inflation and the output gap are first
obtained using the method proposed by Caner and Hansen (2004). The Bank’s
behavior in response to asset price fluctuations is then evaluated using the Generalized
Method of Moments (GMM). The estimation results reveal that, during inflationary
periods, the Central Bank’s primary focus is on controlling inflation, with a reduced
response to the output gap. In recessionary periods, the Bank’s response to the output
gap increases, although it remains limited, reflecting the constraints on monetary
policy in such conditions. Moreover, the Central Bank does not intervene in the asset
price index during boom periods but provides limited support to the stock market
during recessions. Given the strong link between Iran’s capital market and the money
market- through mechanisms such as stock purchase loans and bank-managed
investment funds-it is recommended that the Central Bank consider asset price
fluctuations when formulating monetary policy.
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Threshold Estimate 0.0250013

Confidence Interval - Uncorrected 0.01941809 0.09908534
Confidence Interval - Het Corrected Quad 0.02105341 0.09908534
Confidence Interval - Het Corrected NP 0.02105341 0.09908534

Regime 1 : Threshold variable less than 0.0250013
Nunber of observations 33

Estimates S.E. Lower Upper
0.7104806 0.1204119 0.425916 1.158683
0.2451337 0.1408716 -0.1779989 0.558545
0.05372664 0.04376259 -0.1661973 0.1733311

0.08915564 0.04253717 -0,05983008 0. 205065
Regime 2 : Threshold variable greater than 0.0250013
Number of observations 20
Estimates S:EL Lower Upper

0.5944272 0.09348984 -0.3654112 1.054191
0.3471794 0.09030301 0.07862389 0.9537841
-0.1138381 0.04613348 -0.2918398 0.1595776
0,01978821 0.020233 ~0.06189184 0,1442324
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Threshold Estimate 0.05937205
Confidence Interval - Uncorrected

Regime 1 : Threshold variable less than 0.05937205

Number of observations 88
Estimates S.E. Lower Upper
0.8939205 0.05862169 0.6943903 1.24009
-0.01628438 0.03885708 -0.1967165 0.1796271
0.1401673 0.05513473 -0.2249448 0.3550626
0.01172612 0.01306951 -0.1522177 0.09271661
Regime 2 : Threshold variable greater than 0.05937205
Number of observations 35
Estimates S.E. Lower Upper
0.7810736 0.1437722 0.4699304 1.519187
0.09525388 0.05374492 -0.2335378 0.2087903
-0.2093703 0.09914512 -0.5142499 0.2083665
0.162584 0.02686103 -0.03926193 0.2255756

System: UNTITLED

Estimation Method: Generalized Method of Moments

Date: 01/30/25 Time: 23:17

Sample: 1371Q1 1391Q2

Included observations: 82

Total system (unbalanced) observations 325

Kernel: Bartlett, Bandwidth: Fixed (4), No prewhitening

Iterate coefficients after one-step weighting matrix

Convergence achieved after: 1 weight matrix, 7 total coef iterations

-0.1634344 0.1456919
Confidence Interval - Het Corrected Quad -0.1458758 0.1456919
Confidence Interval - Het Corrected NP -0.1458758 0.1456919

Coefficient Std. Error t-Statistic Prob.
C(1) -028102/0 002782/0  -10295/10 0000/0
C(2) 536145/0 045995/0 65672/11 0000/0
C(3) -095223/0 020051/0  -749119/4 0000/0
C(4) -454109/0 035651/0  -73776/12 0000/0
C(5) 114132/0 043031/0 652324/2 0084/0
C(6) 280688/0 029061/0 658586/9 0000/0
C(7) 691473/0 022107/0 27859/31 0000/0
C(8) 199536/0 013382/0 91036/14 0000/0
C(9) 026445/0 003392/0 79547217 0000/0
C(10) 091293/0 029526/0 092008/3 0022/0

Y\¥
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C(11) 591807/0 041458/0 27478/14 0000/0
C(12) 189895/0 017256/0 00464/11 0000/0
C(13) 626263/0 069199/0 050166/9 0000/0
C(14) -986892/0 085434/0 -55146/11 0000/0
C(15) 001188/0 000328/0 619099/3 0003/0
C(16) 052384/0 000693/0 54745/75 0000/0
C(17) 001674/0 000520/0 218361/3 0014/0
C(18) -001645/0 000440/0  -739959/3 0002/0

Determinant residual covariance 38/3E-13

J-statistic 255195/0

Equation: GAP(1)=C(1)+C(2)*GAP+C(3)*GAP(-1)+C(4)*(DM(-1)-INF(-1))
+C(5)*(DM(-2)-INF(-2))+C(6)*DSTIND

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DM(-1)
DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(-4) C

Observations: 82

R-squared 082896/0 Mean dependent var -024006/0
Adjusted R-squared 022560/0 S.D. dependent var 100923/0
S.E. of regression 099778/0 Sum squared resid 756635/0
Durbin-Watson stat 672135/2

Equation: INF(1)=C(7)*INF+C(8)*INF(-1)+C(9)*GAP+C(10)*(DER)
Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DM(-1)
DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(-4) C
Observations: 82

R-squared -912424/0 Mean dependent var 054080/0
Adjusted R-squared -985979/0 S.D. dependent var 042128/0
S.E. of regression 059369/0 Sum squared resid 274923/0
Durbin-Watson stat 819924/2

Equation: DSTIND(1)=C(11)*DSTIND+C(12)*DSTIND(-1)+C(13)*(DM(
-1)-INF(-1))+C(14)*(DM(-2)-INF(-2))

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DM(-1)
DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(-4) C

Observations: 82

R-squared -329637/0 Mean dependent var 071565/0
Adjusted R-squared -380777/0  S.D. dependent var 156120/0
S.E. of regression 183451/0 Sum squared resid 625028/2
Durbin-Watson stat 745917/2

Equation: 0 = C(15)*(DM - DM(-1)) -C(15)*975/0*(DM(1) - DM)+
(975/072)*(INF(3) - C(16))*(C(9)*C(4))+ (975/0°3)*(INF(4) - C(16))
*(C(9)*(C(5) + C(2)*C(4)) + C(7)*C(9)*C(4)) + C(17)*975/0*GAP(2)
*C(4)+ C(17)*(975/0°2)*GAP(3)*(C(5) + C(2)*C(4) + C(12)*C(6))+
C(17)*(975/0"3)*GAP(4)*(C(2)*(C(5) + C(2)*C(4)) + C(6)*(C(12) +
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C(12)*C(14))) + C(18)*975/0*DSTIND(2)*(C(12) + C(4)*C(11))+
C(18)*(975/072)*DSTIND(3)*(C(13) + C(12)*C(14) + C(11)*C(2)
*C(4))+ C(18)*(975/073)*DSTIND(4)*(C(14)*(C(13) + C(12)*C(14))
+ C(5)*C(9)*C(11))

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DM(-1)
DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(-4) C

Observations: 79

Mean dependent var 000000/0  S.E. of regression 000687/0
Sum squared resid 07/3E-05 Durbin-Watson stat 353163/1

Y&

System: UNTITLED

Estimation Method: Generalized Method of Moments

Date: 01/31/25 Time: 00:20

Sample: 1371Q2 1392Q1

Included observations: 84

Total system (unbalanced) observations 333

Kernel: Bartlett, Bandwidth: Fixed (4), No prewhitening

Iterate coefficients after one-step weighting matrix

Convergence achieved after: 1 weight matrix, 6 total coef iterations

Coefficient Std. Error t-Statistic Prob.

C(1) -027304/0 001812/0  -07141/15 0000/0
C(2) -088436/0 038530/0  -295263/2 0224/0
C(3) 050007/0 016376/0 053619/3 0025/0
C(4) -052413/0 009782/0  -357965/5 0000/0
C(5) 218245/0 023884/0 137674/9 0000/0
C(6) 068351/0 013702/0 988560/4 0000/0
C(7) 052321/1 028377/0 08396/37 0000/0
C(8) 125977/0 010749/0 71990/11 0000/0
C(9) -121298/0 014470/0  -382563/8 0000/0
C(10) -330029/0 020952/0  -75195/15 0000/0
C(11) 574134/0 023554/0 37512/24 0000/0
C(12) -073553/0 012769/0  -760323/5 0000/0
C(13) -241904/0 056499/0  -281548/4 0000/0
C(14) 440974/0 058005/0 602392/7 0000/0
C(15) 003134/0 000458/0 840409/6 0000/0
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C(16) 064356/0 002360/0 26879/27 0000/0
Cc(17) -011133/0 002327/0  -783927/4 0000/0
C(18) 001920/0 000617/0 111713/3 0020/0
Determinant residual covariance 14/5E-13
J-statistic 253395/0

Equation: GAP(1)=C(1)+C(2)*GAP+C(3)*GAP(-1)+C(4)*(DM(-1)-INF(-1))
+C(5)*(DM(-2)-INF(-2))+C(6)*DSTIND

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DSTIND(
-5) DM(-1) DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(

-4)C
Observations: 84
R-squared 084457/0 Mean dependent var -020359/0
Adjusted R-squared 025768/0 S.D. dependent var 097645/0
S.E. of regression 096379/0 Sum squared resid 724536/0
Durbin-Watson stat 173882/2

Equation: INF(1)=C(7)*INF+C(8)*INF(-1)+C(9)*GAP+C(10)*(DER)
Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DSTIND(
-5) DM(-1) DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(

-4)C
Observations: 84
R-squared -777701/0 Mean dependent var 059480/0
Adjusted R-squared -844365/0 S.D. dependent var 041750/0
S.E. of regression 056700/0 Sum squared resid 257190/0
Durbin-Watson stat 716932/2

Equation: DSTIND(1)=C(11)*DSTIND+C(12)*DSTIND(-1)+C(13)*(DM(
-1)-INF(-1))+C(14)*(DM(-2)-INF(-2))

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DSTIND(
-5) DM(-1) DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(

-4)C
Observations: 84
R-squared -324692/0 Mean dependent var 079711/0
Adjusted R-squared -374368/0 S.D. dependent var 156326/0
S.E. of regression 183267/0 Sum squared resid 686932/2
Durbin-Watson stat 625157/2

Equation: 0 = C(15)*(DM - DM(-1)) -C(15)*975/0*(DM(1) - DM)+
(975/072)*(INF(3) - C(16))*(C(9)*C(4))+ (975/0°3)*(INF(4) - C(16))
*(C(9)*(C(5) + C(2)*C(4)) + C(7)*C(9)*C(4)) + C(17)*975/0*GAP(2)
*C(4)+ C(17)%(975/0°2)*GAP(3)*(C(5) + C(2)*C(4) + C(12)*C(6))+
C(17)*(975/0°3)*GAP(4)*(C(2)*(C(5) + C(2)*C(4)) + C(6)*(C(12) +
C(12)*C(14))) + C(18)*975/0*DSTIND(2)*(C(12) + C(4)*C(11))+
C(18)*(975/0°2)*DSTIND(3)*(C(13) + C(12)*C(14) + C(11)*C(2)
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*C(4))+ C(18)*(975/073)*DSTIND(4)*(C(14)*(C(13) + C(12)*C(14))
+ C(5)*C(9)*C(11))

Instruments: GAP(-1) GAP(-2) GAP(-3) GAP(-4) INF(-1) INF(-2) INF(-3)
INF(-4) DSTIND(-1) DSTIND(-2) DSTIND(-3) DSTIND(-4) DSTIND(
-5) DM(-1) DM(-2) DM(-3) DM(-4) DER(-1) DER(-2) DER(-3) DER(

-4)C
Observations: 81
Mean dependent var 000000/0  S.E. of regression 000950/0
Sum squared resid 05/6E-05 Durbin-Watson stat 666880/2

YA
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