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Monetary Policy Mechanism and its Efficiency in Banking
System

Shahram Kordit

" M.A in Governmental Management, Financial Management Orientation, Islamic Azad University Central Tehran Branch, Tehran, Iran

Abstract

There is disagreement between economists on effect of monetary variables on real variables. Some believe that
monetary policy can just effect on nominal production without any effect on real variables of economy such as
real employment, real production, and economic growth. Some other believes that money illusion existing in
economic variables, monetary variables can effect on real variables within long-term or short-term increasing
economic growth. Monetary policy of central bank is applied through four popular channels of interest rate,
exchange rate, credits, and stock market. Although these channels are affected by various factors, interest rate
channel is recognized as the common traditional channel for money transfer. This study was conducted to
introduce monetary policy transfer channel, and monetary tools in Iran examining the effect of monetary transfer
mechanism through interest rate channel on GDP. For this purpose, time-series data during 1981-2015 in Iran
were used. According to the results of study, there was a negative significant relationship between banking
interest rate and economic growth.

Keywords: Money Transfer Mechanism, Monetary Policy, Interest Rate Channel, Banking Interest
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