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Abstract

To achieve the optimal monetary policy, we should pay attention to the key element in the
effectiveness of these policies, which is the credibility of the monetary policy authorities;
Because credit helps to achieve the variables targeted by the policymaker with the least amount
of fluctuation and minimum social cost. On the other hand, in situations where the economy is
facing unexpected shocks, the use of discretionary policy is optimal because it gives more
flexibility to the policy maker to make appropriate monetary decisions. Based on this literature,
we have pursued two goals in this study. First, we designed a DSGE model for an open and
small economy according to the conditions of Iran's economy, and we estimated the amount of
credibility of the monetary policy authority in Iran in the two fields of inflation rate and
exchange rate which are respectively equivalent to 0.1019 and 0.0099 were obtained. Then, in
order to find the optimal discretionary monetary policy under the influence of two scenarios of
low and high credibility of the monetary policy authorities, we used the approach of the
minimum value of the loss function. The results of the model indicate that the credibility of the
monetary policy maker in Iran is very low in both inflation rate and exchange rate. Examining
the loss function of the central bank shows that, in both scenarios, when the monetary policy
maker gives the most weight to reducing the exchange rate gap and allocates the same weight to
his other goals, the amount of loss function is at its minimum possible value.
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