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The main purpose of this study is to analyze the effects of monetary policy on
the housing sector through credit channel and exchange rate channel in Iran
using the Vector Error Correction (VEC) approach. An examination of the
empirical results of estimating the relationships between variables in Q 11368~
Q11397 period showed that the lending channel of the banking system and the
exchange rate had very little effect on the transmission of monetary policy
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effects to the housing sector. Despite the small impact of these two channels on
the transfer of monetary policy effects to the housing sector, if monetary policy
is transferred through the banking system's lending channel to the housing
sector, the volume of money has the greatest impact on the production and
price of the housing sector, and if monetary policy through The exchange rate

of Money, Banking
Facility, Vector Error
Correction Model (VEC).

channel is shifting to the housing sector, the debt of the banks to the central
bank has the greatest impact on the production and the price of the housing
sector, and these results contradict the monetarist view that money is
ineffective in the long run.

Extended Abstract

1. Introduction

Monetary policy is one of the most
important issues that has always been
widely discussed in the economy and
along with fiscal policy, it has a great
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impact on the economic growth and
development of a country. On the other
hand, the housing sector has a close and
wide relationship with other economic
sectors. Monetary authorities need to be
aware of the role of housing in the money
transfer mechanism if they are to design
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policy tools appropriately. Preventing
price shocks and stabilizing the housing
market provides a key and pivotal role in
the optimal allocation of resources
between the manufacturing and service
sectors and the financial market.
Monetarists argue that an increase in the
money supply increases nominal output,
which over time wages are completely
adjusted and the increase in the money
supply manifests itself fully in an increase
in prices, and production returns to its
original level. Regarding the channel of
other assets, in most studies, the total
stock index has been examined as a
channel of monetary influence and there
are few studies that have specifically
examined the role of housing prices.

2. Objective

The main purpose of this study is to
analyze the effects of monetary policy on
the housing sector through the credit
channel and the exchange rate channel in
Iran in the form of two models of vector
error correction (VEC) based on statistical
data 1397: 1-1368: 1.

In Iran, three channels, exchange rate,
credit channel and housing prices channel
(as other assets price channel) can be
placed on the study of monetary
transmission mechanism. Although each
channel may play an important role, it is
unclear how monetary policy affects the
housing market.

3. Data/Methodology
In this study, to investigate the

relationship between housing variables
and monetary policy variables, it is
necessary to use the VEC model with a
large number of variables, but because
increasing the number of variables in the
model reduces the degree of freedom, the
minimum variables are sufficient. The
variables include housing production,
housing prices, money supply, banks' debt
to the central bank, bank facilities and
credits in the housing sector, and the
exchange rate.

Based on this, the general VEC model
can be introduced with r cohesive relation:

FOAyt = ap'yt-1+ T1Ayt-1+ ... + [p-1Ayt- p + 1+ BOxt + ... + Bgxt-q + CDt + ut (1)

In this regard, a as a matrix kxr
represents the adjustment velocity
coefficient long-run
equilibrium and B represents the long-run
part of the pattern and short-run
coefficients, as well as the vector error of
the net perturbation components. The
effects of monetary policy on housing
production and its price can be analyzed

towards the

by modeling the relationships between
endogenous variables, ie the relationship
between structural disturbances and
shocks.

4. Results/Findings

Examination of the experimental results of
estimating the relationships between
variables showed that the shock of bank
lending facilities in the short, medium and
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long term has a positive and significant
effect on prices and output of the housing
sector, which is theoretically consistent.
In Model 2, the shock of banks' money
supply and debt to the central bank has a
positive but non-significant effect on the
foreign exchange market in the short run
and has no effect on the foreign exchange
market in the long run, which is
theoretically consistent given the lack of
fluid capital in Iran. Exchange rate shocks
in the short, medium and long term have a
negative effect on prices and output of the
housing sector, which indicates that as the
amount of money and debt owed by banks
to the central bank, which is in fact an
expansionary monetary policy, demand
for foreign exchange will increase. There is
income in the foreign exchange market.
Because with the increase in the exchange
rate, those who have invested their capital
in the housing market for profit, leave this
market and usually go to the foreign
exchange market.

5. Implications
The results indicate that the credit

channel and the exchange rate have little
effect on the transmission of the effects of
monetary policy to the housing sector, so
policymakers are advised to increase
facilities in the housing sector to provide
economic growth and development in the
housing sector. On the other hand,
exchange rate fluctuations due to
monetary shocks have had a non-
significant effect on production, so it can
be said that the policy of increasing the
exchange rate to increase exports is not
correct, because increasing the exchange
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rate with inflationary effects has greater
negative effects on production.
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