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In this paper we are pursuing the causes of galloping inflation and economic
depreciation which afflicted Iran’s economy during the past 10 years. At the moment
Iran economy is experiencing a big inflation and stagnant economy which is enduring
about 12 years. This inflation and economic decline have had a profoundly negative
impact on the financial and banking systems, raising the alarming risk of a banking
and economic crisis. While this crisis is challenging to address, there is still time
to take corrective measures. In this study, we examine the underlying causes of
this phenomenon and propose potential solutions to the problem. Using Panel VAR
models, we estimate the relationships between key variables and apply a control
model to analyze the situation further. We have some interesting results. Under the
scenario where the central bank raises the interest rate by 2 percentage points up to
the year 1410, we observe a sharp decline in the high volume of money demand,
accompanied by a reduction in inflation. The investment and capital stock in the
industrial sector, which had been declining up to the year 1400, are projected to
reverse their trends. Notably, the investment index and the Tehran Stock Exchange
index are expected to grow by at least ten percent annually. Finally, we provide an
analysis of the policy implications.
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