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The necessity of calculating "money in a broad sense" in the Iranian economy 

 

Mayam Hemmati 

 

Introduction  

Proper and timely preparation of statistics related to monetary aggregates plays a vital role in 

monetary policy analysis of the future trend of key economic indicators such as inflation and the 

timely adoption of monetary policy. Countries do not use a single definition for monetary aggregates 

(in dimensions wider than M1) based on international experience. This difference in approach in 

choosing definitions and combining the components of each definition relates to various factors such 

as the structure of financial markets, use of new technologies in the field of payment, variety of 

financial instruments, and their scope in the main functions of money. 

Two important principles should be considered in choosing a broad definition of money: 1) The 

financial instruments included in the definition should have a minimum liquidation (a reflection of 

the nature of the currency exchange instrument). 2) The broad definition of money must have a stable 

and predictable empirical relationship with inflation. This feature makes monetary aggregates a useful 

tool for monetary policymakers because they indicate medium- and long-term inflationary pressures. 

These two important principles have led countries to make major changes in their definitions of 

monetary aggregates in recent decades so that it can be said that the definition of money in its broadest 

sense changes over time depending on the economic structures and financial markets of countries. 

And it has a dynamic nature. However, the definition of monetary aggregates in Iran has remained 

unchanged over the past few decades. On the other hand, there are serious weaknesses in the existing 

definitions in accordance with the International Monetary Fund guidelines, which makes necessary 

the correction of the statistics provided by the Central Bank, because the presentation of monetary 

statistics under international standards increases the efficiency of monetary policy and increases the 

accuracy of economic forecasts in this area. 

Definition of liquidity in some countries 

A study of countries' experiences shows that in a few countries such as Japan and South Korea and 

the definition of money in a broad sense, there is also a definition of liquidity. In Japan, "broadly 

defined liquidity" includes M3 plus government securities, commercial bonds issued by financial 

institutions, bank bonds, investment trusts, monetary trusts, and foreign bonds. 

The financial crisis of 2007-2008 showed that money in the broadest sense might not adequately 

cover all instruments and mechanisms that generate liquidity due to the importance of financial 
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institutions other than banks and depository institutions. Total liquidity (including debts of other 

money publishers) provides a complete picture of the liquidity available in the economy than money 

in the broadest sense. The International Monetary Fund defines the concept of liquidity and total 

liquidity from the perspective of the issuer of financial liabilities as follows: liquidity is the aggregate 

of money in the broadest sense and the liabilities of other publishers (other than publishers in the 

broad sense of money) that are somewhat liquid. For example, in addition to depository institutions, 

the central government is present as the issuer of liquidity, and bonds issued by the central 

government are included in the definition of liquidity. 

One of the important differences between the financial instruments considered in the definition of 

money in the broad sense and financial instruments in the definition of liquidity goes back to the 

maturity of these two categories of instruments. Liquidity, unlike money in the broadest sense, 

includes instruments with longer maturities. In South Korea, for example, as mentioned, financial 

instruments with a maturity of more than two years are included in the definition of liquidity. 

What is certain is that stocks (excluding money market fund units) are not even included in the 

definition of liquidity in countries as well as in the International Monetary Fund guidelines due to the 

characteristics mentioned in the previous section. 

Comparison of monetary aggregates statistics in Iran with the instructions of the International 

Monetary Fund and global experiences 

In this section, according to the latest version of the International Monetary Fund guideline as well 

as the experiences of countries, the degree of compliance of the country's monetary statistics with the 

usual international standards and procedures is evaluated. 

1.4 The difference between the definition of a monetary base and the standard definition of a 

fund 

According to the country's monetary statistics, the monetary base is defined as Narrow and in the 

form of total banknotes and coins in circulation (including banknotes and coins in the hands of 

individuals, banknotes, and coins with banks and non-bank credit institutions), legal deposits and 

current deposits in Rials and foreign currency of banks and institutions with the Central Bank. 

However, according to the International Monetary Fund standard, member states should use its broad 

definition in defining the monetary base. Broad definition of the monetary base according to the 

International Monetary Fund standard for monetary statistics of the country, in addition to the above, 

includes deposits of state-owned companies and public non-governmental institutions 

(municipalities) with the Central Bank, current deposits of central bank employees, and participation 

bonds or deposit papers issued by the Central Bank (which are not due and are in the hands of 

individuals). 

Due to the zero number of participation bonds issued by the Central Bank and the small volume of 

deposits of companies and government institutions with the Central Bank (in 1998, this amount was 
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56,500 billion Rials), monetary base amounts in the two formats are not significantly different from 

each other. However, according to the recent decision of the Central Bank to issue deposit papers this 

year, the implementation of this plan will cause more differences between the two definitions 

compared to previous years (when the volume of Central Bank participation bonds in the hands of 

people was zero). 

Bias of some components of the monetary base:  Using the currency criterion instead of being 

a resident 

The main reason for the difference in the classification of economic sectors and sub-sectors and 

financial assets and liabilities in the monetary statistics of the country with the fund standard is the 

use of the "currency unit" criterion instead of the "residency" criterion in monetary statistics. The use 

of the "currency unit" criterion in the classification of economic sectors and sub-sectors of the country 

causes some debts of various sectors and sub-sectors that are of domestic origin - but in foreign 

currency - to be classified in the foreign sector. It also allows some of the debts of various sectors and 

sub-sectors to be classified as domestic currency, which are foreign-denominated. Meanwhile, the 

use of the "residency criterion" in the classification of institutional units in the country's monetary 

statistics causes the classification of financial assets and liabilities in the relevant sectors and sub-

sectors and brings the analysis closer to reality. 

If the "residency criterion" is used, government foreign currency deposits with the Central Bank of 

domestic origin should be classified in the group of domestic debts (government deposits). While the 

use of the "currency unit" criterion causes the government's foreign currency deposits with the Central 

Bank to be classified in the group of foreign debts of the Central Bank, and as a result, the reduction 

of this variable will increase the net foreign assets of the Central Bank. It leads to an incorrect analysis 

by some economic analysts. After carefully examining the statistics, analysts will find that the 

increase in net foreign assets is of domestic (rather than foreign) origin. Overall, the lack of a proper 

classification of financial assets and liabilities in the current statistics of the country can cause many 

problems. While the correct classification of headings, on the one hand, will increase the transparency 

of monetary statistics and facilitate the analysis of monetary policy, and on the other hand, will 

improve the reputation of the Central Bank in producing monetary statistics in domestic and 

international scientific circles. 

The difference between the definitions of liquidity in the monetary statistics and money in a 

broad sense in Iran 

Contrary to the experience of other countries in defining money and liquidity in the broad sense, 

which includes a wide range of financial instruments, the last level of monetary aggregates in the 

country, or liquidity (M2), only includes banknotes and coins in the hands of individuals and non-

governmental Rial deposits (current and non-current deposits). 
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In the country's monetary statistics, the phrase "money in the broadest sense" has been mistranslated 

as "liquidity." The definition of liquidity is broader than the definition of money in the broad sense, 

and in addition to the money debt in the broad sense, it includes other debts issued by other sectors, 

and the liquidation of these debts is less than the liquidation of the components of money in the broad 

sense. The definition of money in the broadest sense in Iran has its drawbacks, which are addressed 

below: 

 Deposits of state-owned companies and public non-governmental organizations (such as 

municipalities) with the banking system are not within the broad definition of money. 

 Current, savings and term foreign currency deposits of residents are not broadly defined 

in the definition of money and are currently classified as foreign liabilities. 

According to the International Monetary Fund, the definition of liquidity in the country's monetary 

statistics is biased downward and somewhat underestimated. Also, according to the definition of 

liquidity in Iran's monetary statistics, it is clear that currently, liquidity does not include all financial 

instruments for cashing treasury bills, government securities, etc. It has made it difficult to compare 

the country's monetary statistics with those of other countries. Besides, in empirical studies, liquidity 

needs to include all cash financial instruments. Obviously, with the expansion of financial instruments 

in the money markets, the importance of this issue doubles. 

With the implementation of the Central Bank deposit bonds sale plan, the importance of considering 

these bonds in the definition of liquidity is doubled. Because if it is not taken into account and also 

the reduction of banknotes and coins in the hands of individuals (as a result of the purchase of 

securities by the people), the amount of liquidity will decrease, assuming other components are 

constant. Meanwhile, Central Bank deposit bonds are part of the Central Bank's liabilities and must 

be entered in the bank balance sheet as part of the debts and part of the liquidity. 

The need for higher levels of monetary aggregates in the Iranian economy 

Money in the broadest sense does not have a standard and appropriate definition for all countries and 

in all periods because it can change at any time depending on the structure of each country's financial 

markets and economic conditions. In the Iranian economy, considering the developments of the last 

decade in introducing new financial instruments and structural changes in the capital and money 

markets, it is necessary to reconsider the definition of monetary aggregates. Because, as mentioned, 

the most important principle in reviewing the definition of money in a broad sense is the ability of 

this key variable to predict the evolution of important variables such as inflation. The more liquidation 

financial instruments have in an economy, and the more they can be converted into cash at a lower 

cost (or penalty) and with a very short time lag, then the more purchasing power households have, 

and therefore inflationary pressures will increase. 

Financial innovations and the emergence of new payment methods have played a significant role in 

changing monetary aggregates. ATMs, debit cards, electronic transfers, and online funds (by reducing 
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the cost and time of transfers) along with new financial instruments such as investing in money market 

funds have led to serious changes in the definition of money and liquidity in a broad sense. As a result 

of the introduction of new financial instruments, the benefit of higher profits and returns (from bank 

deposits), along with the ability to quickly and cheaply transfer money to pay, practically expanded 

the scope of instruments that have the function of money and demand for banknotes, and lower-profit 

current and savings deposits has reduced. These innovations have seriously increased the competition 

between different bank and non-bank financial intermediaries in creating debts that can be easily 

converted into cash and have made it possible to create new assets such as money markets mutual 

funds, etc. 

Today, various financial assets perform money functions to varying degrees in different economies. 

In addition to higher returns (compared to current and savings deposits and even long-term deposits), 

these assets also provide the function of a means of exchanging money favorably. For example, 

investing in banks' fixed-income funds has always been seen as an alternative to bank deposits to 

benefit from higher profits. These units are revocable and have a low risk due to the investment 

structure of these fixed-income funds. 

Studies show that neither in the International Monetary Fund guidelines nor in the experiences of 

selected countries, stocks are not included in a broad definition of money and even the definition of 

liquidity for reasons such as price fluctuations and function as a store of value as well as transaction 

costs and time delays in converting into money. Although the reasons mentioned above, especially in 

relation to the function of maintaining the value of stock assets, may not be very defensible in the 

context of a boom in the capital market, the potential risk of stock devaluation cannot be ignored and 

therefore in countries that in addition to money aggregates, liquidity in the broadest sense are also 

produced in them, stocks are not taken into account, and only debt securities of financial institutions 

and government securities without risk are included in the definition. 

In foreign currency deposits in dollarized economies where strong currencies are highly accepted, 

these deposits can be a close alternative to domestic cash and can be used as a medium of exchange. 

Under these circumstances, the absence of these deposits in the definition of money can underestimate 

the economy's purchasing power and inflationary pressures. 

Summary and recommendations 

In recent years, due to developments in financial instruments in Iran, it is necessary to provide a broad 

definition of money to better understand inflationary fluctuations. In order to achieve this, as 

mentioned, in defining money in a broad sense, three important dimensions of money issuers, money 

holders, and financial instruments must be determined. Regarding the country's monetary statistics, 

it is necessary to seriously reconsider the holders of money, because currently, state-owned 

companies and non-governmental public institutions are not considered holders of money, and 

therefore their deposits in the banking system are not part of the broad definition of money. According 

to the International Monetary Fund and global experience, only the central government is excluded 
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from money holders, and local governments, municipalities, state-owned non-financial corporations, 

and public institutions are included in the definition of money holders. 

According to global experience, credit unions and credit cooperatives are also part of the definition 

of depository corporations in the case of money issuers. Despite the effective measures taken by the 

Central Bank in organizing unlicensed credit institutions and increasing the statistical coverage of 

authorized non-bank credit institutions in recent years, credit cooperatives1 still do not separately 

enter the definition of monetary aggregates as issuers of money. However, given that the managers 

of these cooperatives deposit a significant portion of the attracted deposits in banks and non-bank 

credit institutions, they are indirectly entered into monetary aggregates. However, the lack of accurate 

statistics on the deposits of individuals in these credit unions is one of the challenges for them as 

issuers of money in the definitions of monetary aggregates as in other countries. In relation to 

financial instruments, securities other than stocks can be broadly defined in terms of money or 

liquidity, depending on the maturity and issuer of the securities. For example, government bonds with 

maturities of less than two years can be included in the definition of M3 and over two years in the 

definition of liquidity. 

 

 

 

 

                                                           
1 According to the Central Bank, the number of authorized credit cooperatives is 179, most of which are guild (class) unions. 
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