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Optimal Monetary Policy Analysis under Exchange Rate Shocks: Reconfiguring
Inflation, Output, and "Exchange Rate Stability Objectives in a Dynamic Stochastic
General Equilibrium Framework"

Hassan Naraqghi !
><Ahmad Sarlak 2
Seyed Fakhreddin Fakhrhosseini3
Maryam Sharifnejad #
Abstrat
This study evaluates the impact of exchange rate shocks on optimal monetary policy in the
Iranian economy, employing a dynamic stochastic general equilibrium (DSGE) “medel
calibrated to reflect the institutional and behavioral characteristics of Iran’s econemy. The
model framework captures the interactions among households, firms, the government, and
the central bank in an open-economy setting, while simultaneously incorporating both
domestic shocks and external disturbances. Using quarterly data from 2006:Q1 to 2023:Q4,
the propagation of shocks in productivity, exchange rates, government oil'revenues, current
government expenditures, and monetary growth through the main channels of the
macroeconomy is simulated. The results indicate that these shocks/exert significant effects
on output, inflation, and asset prices. Strengthening the weight of inflation control in the
monetary policy rule reduces the magnitude of these shocks on production and financial
indicators, while it increases interest rate volatility. The. novelty of this study lies in its
simultaneous analysis of multiple macroeconomic shocks within an integrated DSGE
framework for an oil-dependent economy, an apptoach that has been scarcely applied in
prior research on Iran. The findings suggest that.achieving macroeconomic stability requires
a careful balance between inflation containthent and support for economic activity,
particularly in an environment where exchange rate fluctuations play a prominent role in
shock transmission. w
Keywords:Dynamic Stochastic Gengral Equilibrium (DSGE) model, optimal monetary policy,
exchange rate shocks
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