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Modeling the determination of the interest rate and
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Abstract

One of the most important challenges of the banking system is the bank interest rate and how
it is determined. In many developing countries, without efficient structures, interest rates are
usually set by order, regardless of the market situation, taking into account general economic
indicators, including inflation, and with a supportive view towards some economic sectors. In
Iran, due to some political and economic considerations, the determination of the interest rate
was assigned to the Money and Credit Council by order, so that it can provide the basis for
growth or strengthening of production or inflation control at its own discretion. But in reality,
this method, firstly, due to being influenced by the directive policies of various governments,
and secondly, the failure to achieve some basic goals of the banking system, cannot be a
suitable criterion for determining the optimal interest rate. Determining the interest rate of
exchange contracts in Iran's usury-free banking system, inspired by Taylor's rule, can help the
country's economic policymakers in achieving the goals specified in the country's monetary
and banking law and has stabilizing effects on the country's economy. Therefore, in this
research, the system of simultaneous equations and the three-stage least squares method (3sls)
was used to model the determination of the policy interest rate and obtain the coefficients of
the variables. The results of the research for the period 2018-2019 show that firstly, the
monetary authorities' reaction to the production gap and expected inflation is not compatible
with Taylor's generalized rule and second, choosing the best methods of setting quantitative
goals for Iran's economy in development programs will be meaningless until the regular
method for determining the interest rate is implemented.
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Dependant Wariable: BFP
Method: Least Sguares
Crate: 11518521 Time: 09:33
Sample: 13692 1399
Included observations: =1

Wariable Coaefficient Std. Error t—-Statistic Prob.

L= 14847 00 2445 154 1. F5s8050 Oo.o0s9=

1 ~F15.0247T S05. 5057 1. 415472 [0y = b
R-sgquared O.O0547F 09 Mean dependent var 2010981
Adjusted R-squared O.0z2458 S 0. dependeaent var B928.185
S E. ofregression aes814. 821 Akaike info criterion 20.55393
Sum sguared resid 1.ZSE+~O09 Schwarz criterion Z20. 5454
Log likelinood —=F15.5359 Hannan—Cuinm criter. Z20.S5409
F-statistic Z2.005329= Durbin-WWatson stat 1. 453210
FProD(F-statistic) o 1sF290

Ol 33 39m E 35 g BCA 135 315 oy bl ) 3591 0

Dependent Wariable: BF
Method: Least Sqguares
Crate: 11/M18/21 Time: 09:34
Sample: 1269 1299
Included observations: 21

wWariable Coefficient Std. Error —-Statistic Frob.

L 12950.54 FTr50. 776 16688717 01059

=-1) -610.0334 4770 . 287T6 -1.297150 020458

R-squared 0.054829 Mean dependent var 2010981

Adjusted R-sguared 0.022247F S D dependent var G928 185

S E. of regression 5250.685 Akaike info criterion 20.564432

Sum squared resid 1.36E+09 Schwarz criterion 20.65694

Log likelihood -316. 7485 Hanmnnan-Quinn criter. 20.59458

F-statistic 1.5682597 Curbin-Watson stat 1.399248
Frob(F-statistic) 0.2048305
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Systerm: SYS06

Estimation Method: lterative Three-Stage Least Squares

Date: 11/24/21 Time: 1026

Sample: 1268 1298

Included ocbservations: 21

Total system (unbalanced) observations 91

Simultaneous weighting matrix & coefficient iteration

Convergence achieved after: 9 weight matrices, 10 total coef iterations

Coefficient Std. Error t-Statistic Frob.
1) -0.561542 05275325 -1.252797 0.21324
2y 1.596785 0575136 2775359 00058
(3 -0.821462 0. 758104 -1.083575 0.2817
G4y 2 2FTFBB6 1. 277251 1. 783428 oO.0Fs2
Sy 0.0FAFTO 0588451 0. 104247 0.9172
(5 ) -0.528164 0. 109002 -4 845455 0. 0000
ST ) 00732160 0085483 0. 855842 02945
CE) 0.524542 0282152 1.4F75012 0. 14327
Creterminant residual covariance 107005 .3

Jol g2 slww Bab> 3sls o 31 o3liw! b &b 3597 gl ¥ 3,97,

:ﬁ)b C)\)S JJJTJ..: QJ"L“\J"
1. INF=C(1)*EINF1+ C(2)*INF(-1) + C(3)*YHAT1 @ CTEC CINF CM
INF=-0.661*EINF1+ 1.596*INF(-1) - 0.821*YHAT1
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2. YHAT1=C(4)*EY(1)+ C(5)*Y(-1) - C(6)*(I-EINF1-RN) @ CTEC
CINF CM
YHAT1=2.277*EY(1)+ 0.071*Y(-1) + 0.528*(I_EINF1-RN)
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System: SYSO05

Estimation Method: lterative Three-Stage Least Squares

Crate: 11/24/21 Time: 1005

Sample: 12638 1298

Included observations: 31

Total system (unbalanced) observations 91

Simultaneocus weighting matrix & coefficient iteration

Conwvergence achieved after: 11 weight matrices, 12 total coef iterations

Coeflicient Std. Error t-Statistic Prob.

1) -0 762126 05832193 -1.206817F 0. 1949
CC2) 1. 74193238 0.565544 2617316 0.o0105
C(3) -0.522117 1.003462 -0.520316 0.5042
Cla) 1.274838 1482418 0o.859972 0329232
C(5) 0. 4322120 0.8017F16 0525994 00,5912
C(5) -0.4F3545 D 126666 -3. 739323 000032
(7Y 0. 101026 0093377 1.081925 0.2824
C(8) 0570173 0.36563343 1.559242 0. 1204

Dreterminant residual covariance 1435232 .2
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System: SYS08
Estimation Method: Iterative Three-Stage Least Squares

Date: 11/24/21 Time: 1032

Sample: 1268 1292

Included observations: 21

Total system (unbalanced) observations 91
Simultaneous weighting matrix & coefficient iteration

Convergence achieved after: 9 weight matrices, 10 total coef iterations

Coefficient Std. Error t-Statistic FProb.
Oy -0.500250 o.625008 -0.2003229 04258
2y 1.657343 0610562 2.7 14452 o.oo21
3D -0 491242 0.6163222 -0.F92029 o427
) 2029265 1.650151 1.2412811 o.os921
cs) 02020932 0.291945 0.245417 o.Fz207
C(5) -0.257110 0.14071654 -2.547201 o.0O127
) -0.07F 7241 O.069184 -1.126574 02632
a8y 0. 3793229 0.273205 1.2884329 0.1687
Determinant residual covariance 1890628
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