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Abstract

This paper aims to examine the effect of economic uncertainty on the effectiveness
of credit balances of banks in Iran. For this purpose, the quarterly data on Iranian
economy are collected over the period 1991 — 2017. Then, the economic uncertainty
index is estimated in terms of the fluctuations of exchange rate, inflation rate, gold
coin price, and total stock price index with ARCH and GARCH methods. In the next
step, a composite index is constructed by using the Principal Components Analysis
(PCA). Finally, by using a Structural Vector Auto-Regressive (SVAR) model, the
effect of economic uncertainty on the effectiveness of monetary policies is exam-
ined. The results of impulse response functions show that GDP growth has a nega-
tive relationship with the estimated uncertainty index. This means that GDP will
diminish if uncertainty increases. In addition, economic uncertainty has a negative
and significant effect on the effectiveness of the monetary policy.
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