10.52547/jpbud.29.4.95 The Journal of

ISSN: 2251-9092 d

P ANNINGES

.‘
P

il

"
4

\(

,
A

CO

Winter 2025 No.4 Vol. 29 ‘

PP 95-129

Evaluating the Effect of Credibility of the
Monetary Policy Maker on Macroeconomic
Variables: A DSGE Approach

Farideh Khodadadi' f_khodadadi@sbu.ac.ir

Received: 05/Jul/2024 | Accepted: 02/Feb/2025

Abstract This study investigates the impact of government foreign
exchange oil revenues and productivity on a small open oil-exporting
economy under two scenarios of monetary policy credibility. To this end, a
New Keynesian Dynamic Stochastic General Equilibrium (DSGE) model
is developed, calibrated to reflect the structural characteristics of Iran’s
economy. The model's parameters are estimated using Bayesian methods
based on seasonal data from 1991 to 2022. The simulation results
demonstrate the model's capability in capturing the dynamics and
fluctuations of the lIranian economy. Analysis of impulse response
functions under conditions of high and low monetary policy credibility
reveals that, when the policymaker enjoys high credibility, economic agents
perceive shocks as transitory and do not adjust their behaviour significantly
in response. Consequently, even without an active policy response, the
effects of shocks dissipate more rapidly, and economic variables return to
equilibrium sooner than in the case of low policy credibility. These findings
underscore the importance of credibility in the effectiveness of monetary
policy, particularly in economies reliant on volatile external revenues such
as oil exports.
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