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Abstract

Financial stability, influenced by financial freedom and monetary policy, affects
economic variables in developing countries. This study uses the Nonlinear
Autoregressive Distributed Lags (NARDL) model with statistical data from 2000-2023
for developing countries, including Iran, to investigate the effect of financial stability
on monetary policy. The results indicate that the variable of inflation rate had a positive
effect on monetary policy in the short and long term, but the exchange rate, production,
and financial stability have a negative effect on monetary policy. Additionally, the
estimated nonlinear model showed that the positive and negative values caused by the
financial stability shock had asymmetric effects on monetary policy in developing
countries.
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