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Abstract

Iran's economy faced the problem of Coronavirus when macroeconomic variables
did not show a suitable situation due to economic sanctions. Therefore, in this
study, the optimal monetary policy was determined to reduce the negative effects
of the shock caused by the outbreak of Coronavirus on GDP, total welfare, and
employment in Iran using a social accounting matrix (SAM) and a new model of
recursive dynamic computable general equilibrium (RDCGE). Results showed that
the adoption of an expansionary monetary policy equivalent to a 5% reduction in
the legal reserve rate reduces the negative effects of shock caused by the
outbreak of Coronavirus on investigated variables compared to not adopting
monetary policy. Moreover, adopting an expansionary monetary policy
equivalent to a 10% reduction in the legal reserve rate reduces the negative
effects of shock caused by the outbreak of the Coronavirus on investigated
variables more than adopting a monetary policy equivalent to a 5% reduction in
the legal reserve rate. Additionally, adopting an expansionary monetary policy
equivalent to a 20% reduction in the legal reserve rate reduces the negative
effects of shock caused by the outbreak of Coronavirus on investigated variables
more than adopting a monetary policy equivalent to a 10% reduction in the legal
reserve rate. Based on this, it is suggested that the monetary authorities adopt an
expansionary monetary policy under similar conditions so that commercial banks
can provide facilities to households (in order to stimulate total demand and
prevent the reduction of gross domestic production) and producers (in order not
to lay off or adjust the workforce) to reduce the welfare of the whole society.
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Extended Abstract

1. Introduction

The spread of the Coronavirus disease is
primarily a threat to public health but has
increasingly become an economic threat.
Like other countries in the world, the
Coronavirus has affected the economy of
Iran at the same time by the impulse of
supply and demand. Since the spread of
the Coronavirus disease leads to a
decrease in employment, a decrease in the
gross domestic product, a decrease in
overall welfare, and an increase in
inflationary expectations, the Central Bank
can avoid the negative effects of the shock
caused by the spread of this disease on
macroeconomic variables by adopting an
optimal expansionary or contractionary
monetary policy. Therefore, this study
investigated and determined the optimal
monetary policy (various scenarios of
reducing the legal reserve rate) to reduce
the negative effects of the shock caused by
the spread of the Coronavirus on
macroeconomic variables, including gross
domestic product, total welfare, and
employment rate.

2. Method

To collect data, the Social Accounting
Matrix (SAM) of the Research Center of the
Islamic Parliament and the input-output
table of the Central Bank of Iran were
used. Dynamic general equilibrium models
are divided into two categories, including
intertemporal and recursive models.
Intertemporal models are based on the
theory of optimal growth, which in this
theory is assumed that economic agents
have full predictability, which of course is
not true in many economic conditions,
especially in developing countries.
Therefore, many experts believe that

recursive models are more realistic and
more reliable. Accordingly, in this
research, the recursive dynamic calculable
general equilibrium model (RDCGE) and
MATLAB software were used to analyze
the data.

3. Findings

The results showed that based on the basic
scenario (not adopting monetary policy),
the shock caused by the outbreak of the
Coronavirus disease has a significant
inverse effect on the gross domestic
product, overall welfare, and employment
rate. With the spread of the Coronavirus
disease and due to the forced closure of
jobs, the amount of employment,
production, and finally the overall welfare
in society will decrease. However,
adopting an expansionary monetary policy
equivalent to a 5% reduction in the legal
reserve rate will reduce the negative
effects of the shock caused by the spread
of the Coronavirus disease on the gross
domestic product, total welfare, and the
employment rate compared to the base
scenario, i.e. not adopting a monetary
policy. Moreover, adopting an
expansionary monetary policy equivalent
to a10% reduction in the legal reserve rate
will reduce the negative effects of the
shock caused by the spread of the
Coronavirus on gross domestic product,
total welfare, and the employment rate
compared to the base scenario and
scenario 1 or an expansionary monetary
policy equivalent to a 5% a reduction in the
legal reserve rate. In addition, the
adoption of an expansionary monetary
policy equivalent to a 20% reduction in the
legal reserve rate will reduce the negative
effects of the shock caused by the spread
of the Coronavirus disease on the gross
domestic product, total welfare, and the
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employment rate compared to the base
scenario, scenario 1, and scenario 2, or
adopting an expansion monetary policy
equivalent to a 10% reduction in the legal
reserve rate.

4. Results

The greater the reduction in the legal
reserve rate, the greater the ability of
banks to grant facilities to households and
producers will be, and as a result, the
effect of expansionary monetary policy in
reducing the negative effects caused by
the spread of Coronavirus disease on
employment, production, and overall
welfare will increases. The application of
expansionary monetary policy during
widespread diseases, such as the
Coronavirus disease, leads to an increase
in inflation, but it can reduce its negative
effects, such as a decrease in gross
domestic product, a decrease in overall
welfare, and a decrease in the employment
rate. Therefore, it is suggested that the
officials, planners, and macro
policymakers of the country's economy,
especially the Central Bank, adopt an
expansionary monetary policy under
similar conditions so that commercial
banks can provide facilities to households
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(to stimulate aggregate demand and
prevent gross domestic production) and
producers (in order not to lay off or adjust
the workforce) to reduce the welfare of
the whole society. Global experiences also
show that most of the countries involved
in the crisis of the Coronavirus spread
have included giving cheap loans to
companies and households as one of their
support policy priorities.
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