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Article Info ABSTRACT

Article type:
Research Article

Purpose: Chronic inflation and the structural imbalance of the banking system have been
two fundamental challenges of Iran's economy over the past two decades. In response to

these issues, the Central Bank has, since the year 1399 (2020), implemented a quantitative

Article history:

Received balance sheet control policy with the aim of curbing liquidity growth and controlling

Accepted inflation. The present study aims to identify and explain the channels through which this
policy affects economic output under Iran's inflationary conditions.

Keywords: Methodology: This study adopts a qualitative approach, employing a systematic

Quantitative Balance Sheet literature review and conceptual analysis, to evaluate the effects of the quantitative
Control, Economic  palance sheet control policy on economic output under inflationary conditions, with a
Output,
Inflationary
Economy, Banking Findings: The findings indicate that this policy negatively affects economic output

focus on Iran.

Imbalance through four main channels: credit constraints on small and medium-sized enterprises; a
change in the composition of credit facilities in favor of large enterprises; the
intensification of banks' precautionary behavior and an increase in excess reserves; and
increased financial stress and contagion risk in the interbank network. Iran's experience
shows that this policy reduced liquidity growth from 40% to 25%, but had little effect on
inflation and restricted small firms' access to credit facilities. A critique of conventional
macroeconomic models (DSGE and RBC) also shows that these approaches lack the
ability to analyze phenomena such as balance sheet control in Iran's inflationary and
sanctioned economy.

Conclusion: The quantitative balance sheet control policy alone cannot curb inflation,
and its success depends on the implementation of a comprehensive policy package that
simultaneously includes structural reforms, fiscal discipline, and expectations
management. The fundamental solution to curbing inflation in Iran is the targeted

direction of liquidity toward production and improving the quality of budget spending.
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