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Given the widespread use of economic sanctions and the introduction of new
sanction regimes since the early 2010s, as well as the potential application of a
“maximum pressure” policy during Trump’s second administration as a tool for
economic-political leverage, this study seeks to provide a framework for
evaluating the Central Bank’s exchange rate management in line with Clause 2
of the general policies of the Seventh Development Plan under economic
sanctions. For this purpose, a DSGE approach with a Neo-Keynesian perspective
is employed to simulate the impact of oil and financial sanctions on Iran’s
economy over the period 1991-2024. The focal point of this research is the
application of optimal monetary policies aimed at minimizing the Central Bank’s
losses under sanction conditions. Simulation results indicate that implementing
optimal monetary policies, with a focus on controlling inflation and reducing the
output gap, can significantly mitigate the Central Bank’s losses under intensified
oil and financial sanctions. This approach is efficient when emphasizing inflation
control through exchange rate market management, stabilizing the exchange rate
(and consequently, inflation), and alleviating pressures on domestic production
inputs, in accordance with Clause 2 of the general policies outlined in the
Seventh Development Plan.
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Introduction

Economic sanctions, which emerged after World War I as a primary tool of power projection in place
of warfare, gained international legitimacy under the framework of the “League of Nations Covenant”
and later the United Nations Charter (Articles 39—41 of Chapter VII) (Samour, 2015). Since 1953, Iran
has been the target of extensive sanctions, ranging from unilateral British sanctions following the
nationalization of the oil industry to multilateral UN Security Council sanctions after the U.S.
withdrawal from the JCPOA in August 2018 (Ghasemi Nejad & Jahanparvar, 2024).

Recent sanctions against Iran (2010-2018) were designed with a “maximum pressure” and “smart”
approach, targeting critical sectors such as oil, international banking, transportation, and insurance
(Samour, 2015). These sanctions have inflicted severe damage on Iran’s economy by limiting oil
exports, cutting access to the global financial system, and preventing foreign investment inflows (Tayebi
& Sadeghi, 2017).

Statistics from 2018 indicate that the sanctions resulted in a 5% decline in GDP growth, a 40% increase
in inflation, and a 300% depreciation of the rial. Iran’s historical experience demonstrates that even
political agreements such as the JCPOA do not guarantee the sustainable removal of sanctions. Analysts
believe that economic sanctions will continue to be employed as a foreign policy tool against Iran in the
future.

Nakhli et al. (2021), in their article “Stochastic Dynamic General Equilibrium Analysis of the Effects
of Economic Sanctions: Evidence from Iran’s Central Bank,” concluded that oil and financial sanctions
led to reduced foreign and public investment, decreased oil production and exports, increased exchange
rates, reduced foreign reserves, stagflation, a shift in household consumption toward current
expenditures, decreased government revenues, and a higher budget deficit.

Gurvich and Prilepsky (2023), in “The Impact of Sanctions on Global Energy Markets,” found that
Iran’s oil sanctions had a significant effect on global energy markets, increasing oil price volatility.
Yeller (2023), in “Economic Sanctions and Their Impact on Global Trade,” conducted a comparative
analysis of sanctioned economies, concluding that economic sanctions reduce global trade and increase
financial transaction costs. However, their effectiveness depends on international coordination and the
domestic conditions of the target country.

Heidarian et al. (2024), in “Financial Sanctions, Oil Revenues, and Monetary and Fiscal Policies in Iran:
A DSGE Model,” found that financial sanctions elicited positive responses in interest rates,
consumption, imports, and inflation to oil revenue shocks, whereas production, exports, private sector
investment, and oil sales showed negative responses.Although numerous studies have examined the
extensive impact of sanctions on national economies, particularly Iran, to date, these investigations have
not been conducted within a stochastic dynamic general equilibrium (DSGE) framework. Furthermore,
for the first time, this study models monetary policy responses to counteract the adverse effects of
sanctions.

Methodology

This research aims to examine the effects of monetary and exchange rate policies under international oil
and financial sanctions, and to analyze the role of these policies in mitigating the sanctions’ impacts
through optimal policy design. The study aims to establish a framework for assessing the effects of
monetary and exchange rate policies on Iran’s economy, particularly in the context of sanctions. It
employs a DSGE approach with a Neo-Keynesian perspective to simulate the impact of oil and financial
sanctions on Iran’s economy.

Results and Discussion

The results indicate that implementing optimal monetary policies focused on controlling inflation and
reducing the output gap under intensified oil and financial sanctions—which decrease oil production
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and exports, reduce the Central Bank’s foreign reserves, raise the exchange rate and import costs, and
consequently increase inflation while lowering GDP—can substantially mitigate the Central Bank’s
losses. This approach is convenient when emphasizing inflation control through exchange rate market
management, stabilization of the exchange rate, and, consequently, inflation rates, while also alleviating
pressures on domestic production inputs, in accordance with Clause 2 of the general policies outlined in
the Seventh Development Plan.
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