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Estimating the Indirect Effects of Monetary Policy on Inflation, the Output Gap
and Foreign Reserves in Jordan Using the New Keynesian Model
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ABSTRACT

This research aims to estimate the indirect effects of Jordanian monetary policy (interest rates on the one-
night deposit window) on the following economic variables: inflation, output gap, and foreign reserves. New
Keynesian Theory). The model (based on the new Keynesian model) includes four basic equations that
explain the changes in the following variables: inflation rates, the output gap, interest rates, and the effective
real exchange rate. To estimate the model’s parameters, quarterly data for the Jordanian economy from 2000
to 2019 were used, especially for the mentioned variables. The simultaneous equations methodology and the
general differences method (GMM) were used to obtain consistent and unbiased estimated values for the
parameters. The study found that the monetary policy followed by the Central Bank of Jordan effectively
influences inflation and the output gap, but in a limited way, and its impact on foreign reserves covering the
most famous imports was significant.
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G byl Ll ol lae aglisal e Gl 534
Glg . oladyly Dl o L Gelal Gslgia)
ol =i Ay (Euler Equation) alales lual JSiom
Dy on b Ylsall paradis gaill pe dlgud)
sailal) Jl.a.uj C_ﬂﬁj)s ‘_A.C- EL\J i:‘.;)\-.;j Lﬁm )BJ\}“}

:(Fuhrer & Rud3bsch, 2004)

1
Ct = Cir41— (;) 0.25 (1 = 1) v s e e

s 1y = 10— ATE ) o J) eDla) Ct slexe
B it ¢ B8 el (gsind) adall 5
W 0 Laxie el a (Natural Interest Rate) ozl
ra W cal and 8 pdal) Jaeay (Saal) il Liglase
Ll By pdailly ity (S0 jead) sgd sl 504
il Al ligh o 5l e aladial S )ddlal)
Lo ABlaY) &gyl uglie Jici 0 ¢(pdazl) (1o lgacady dins
G B3l aw Sl (sl adly Jal Digiay) o
o (S8 o gnuball lsise o Rl BE e pi) LS
b @ dal oDl Qe JANL S0 il
(6) &b Aladll Caagiy € 1+1) (hiiuna N Jall <Dlgan)
i Aadl Do) clel anay 4 llgnd) dgla

' sl el e 2l 3)giedll Dl
el = o= (PR = DE) v
DY) &g ye 177 ¢ laall Z Y e Blgsa) icft slasie
Uae Lol aladly 53)gicedl) bl e DG o Lo
bl e DG () G asews Tase (e Aalaall (3l
(Sl L) L) il WS it Gl
AT il (g By giusall wladl (e DALY Ao adl i
So b agl Slall 4 Bl o Ul Blgl G

) AL Lty (Say g Dalaal) iy gianal)

xt=yi-n[@h-e)-p)1 = yi +



Onsapdl 3318 sy Jlell Halall ie e

cgaad) Aoleald 8, AL a2 HBYY uas

slalad) sdle Jiai 1y ¢ S0 ) o 33l e iy
.(Risk Premium)

ISV oyl (Katg (5) By Ablaall pe (il Slling
s e e Lol (3815l cpSlgiaal) Dlgind plant]
b L Y et adle s cdanlag dadas G Lo A
Alle Adas i Ll . 53S0 i) Jpeadl) il paa
el Al dada) & Aahyall G Gus oJlaall 18 8
st L 2] ) DUl (3555 Cull Ciyn e
B ki b gl o Bae Algall G bl cllyy
Flal o 536 e Giela o Alilaall Ll Ao
Llial) ¢ by Auia¥) Cleall 385 Cpanmr (sllg oL
raic s jym (Sl ddadial Capall e dub e
Bl Cunity) LalSh calll dpagend o [ (uSed sylaladl)
arsail daitiye 32U Hlaad L) dals cllia IS 5)llal)
& Al 3SHl A Lo 1385 e (uSally cgyhalaall o2
25 oSlg el i Al Qi ae Cipeall e Alalas
g WS ((TP;)wlie e paiall 130 G s A<ad)
22 & gl SV G Al Jon clapall eyl
e s Jally Cipeall e iyt e disas dslaall
JRII ijﬂ\ Lyl ady adgiall Cipeall e G ial il
€1y = Cig€rs1 +
(A=) el i,

oaliall (12) 8, dlsleal) b (13) ) dlalaall (iasgaing
tilabad) ot adde s (XP) e

e = Cgerr1 +(1- Ca) €1 +
0.25 [(ig - i) = (1~ ) (fg—q = Le—1)
(rpe = (1= Clg) TPt—1) e eeeeeennnns
L) L) Aslea 4.3
Bacldl sda Gla 33l e sl (Gl i) g L) e
Hanylay (ool Latn) 535 Jus e Jony ad (o cdunily S
BB ol sy iy admlS ol s AU disna
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Ve = byldyé + (1— byld) Viqeereeeennnenn (10)

Aslaall mraail (10)adalasll & (9)Adobaall (msgaisg
1dilgal)
Ve = byiayis1 +
(1= byiq) ye—1- by 0.25[0.5 (rp - 7¢*) +
0.5 (1p—1 - L] + bq (9t = Ges1) +
by* (yg - y;+1) +
binv (in‘l){l - inv?+1) +
by (98 = gi41)

e e Lo 3l Bgnd Lagi Asleal) sda e el
Lk by LS cbiey Uad g lily (55 < 5250 o
sl 3 5ol A Ly .(Q)hsiall Capall e Bsad
Yl Je¥l gl o qllal) amuidsy 55 dadial
G a5 sl ol jew sl @ Gl Jull
SR en;u Gowll dladl) c_,LM.J\ Sl um
) NG RN R PO - E
(Exchange Rate Equation) cipall s 4slas 3.3

Loaiilly Aalai@¥) cydgall aal (o Cipall e 3
Lysae DSHe Jimy Cus cailSag alai¥) 58 o yuan Al
Aol CaseS pasien o (S Cum il Ll 3
CDLaal) olad) Ca3gS 2kl Capeall jraw aladialg ¢ i3S
Cangl) o pacety 1305 cpdimill Qi Sale (550 8 gAY
pladiul i Lay (2012¢0k) Aol dubudl Slgil)
s (Uncovered interest parity  UIP) alales
sl Cipall jau Al g Capall e G g
Sy Hhla Adley 58l el iy ) dsLayl
:(Engel and et al., 2019) 4t dlalaally Jicw

e = et + 025 (if - iy + TPy)

L_Q)AAH P efff ¢Jladll ‘?_Au\ﬂ u).«al\ 2w Bt L
(S Vsl o Bl e B sl b adgial)
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Byad Y 5 el Ui cpacl) 55 jos g5 mlall aial
A (S il (oo dialY) il ial) dass res 5 3l
cldalial) dudasl Jgial) ) asll 1S 0 ey ygicad oY
Cladg llia Y Bacldl o3 (g . ygiad) el duind)
Gl slespall i Cilagiad) g codcaill Jon jsgand) (sal 3
) Al A8l ame e LS Ciladsil

A< zigail) 5.3

pdanl) Wola (e Amdall Vol Jeli uld b
Wl sl 320l jaw B2y Capall jrwg iUl 3adg
sl e oleall #3ga0

ﬂ? = ald”?ﬂ +(1- a1d)7T?—1 +

a,,(0.5y; + 0.5y;_1) +

azla (ecsq +p;{1) + o (e + p:f) +

(1 —;—0¢) ey + DI Do 4
Ve = byiaYes1 +

(1= byiq) Ye-1 - b 0.25[0.5 (rp - ") +

0.5 (1—1 - L)1+ bg (qr = qev1) +

by, (V¢ = Yes1) +

binv (inv? - inv£1+1) +

by (98 = Gf1) oo, (11)
e = Cgepyr T (1-Crg) €1+

0.25 [(i¢ - i) - (1- ¢a) (fg-1 = {e-1) +

(rpe = (L= Clg) TPt—1)evenvennannnnn. (14)
ip = (1- digg) {rf* + 79" +

dp (En - %) + dyy,} +
Blagle—1eveemeeeeeeereeeieeeeeeenn, (15)

Al 1y yiially Nl JA1S) o lacals
SYSTEM) da e cWilad) ae el &
.(EQUATION

T igalll juadi 4
(Generalized Method of Moments) asj=l
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e pduall plin) v BN ad) Gk e Nl jew
S Caagl dlwdll (Taylar) dsbee ) esalll &5 L cargivsd
S il ¢ als (<t e S e 520 e
L) Aoal Aubacdl Cilaal G Aladll 038 i Y cole
LS ) sondy adaill Cilad) laie paid Jon s
i Gaint Bl 3 oY) g 83 paas ol O i
Y- VIR RS I gt 1 S ER P T o
dada Cigan Alladll 028 (agisg .(Almounsor, 2015)
diise oo pdall Gl o Jed Sla®) b Agleie
Jad ity (GOa il ashy adey i) S gl
gt pall dilgians die il pdcadll g lagy alsdl e 5504l
laas llia 8 Bl Gipen e guday 2l Aol Adady) ag
Dl n sl s Jid e Aslad) 5 iy 1oL
Dt (e Ao Aurm (3l Agalyal $2in) EDlaally e
B 3 ddlialy cnge 53 ja (ials o dzilad)
e B2eld aaatl (Loss Function) sluall dla aladsad &
(Forward-Looking) bl sl 3k J3d  ally 5504
oSl «(Jovanovic, 2012) (Taylor Rule) s  jauig
il Cpeall ja sgin (B ) G5 Sl dagead

Dise iy Cus Al AuinY) clLbaliaY) e dila)
Se N GO clill 58, el ) s e
&5 ALYl G cpall e b e dbilad)
Giale (ialy aingi i daallel 83 e (Sl bl
Sse A8 (63 o ely Jlually Vel (Lo 52 e
Cargine dse e db g i) cbbliaY) Ge mpe
& llad) Juadl o oy Al bl (g
Lua) clbalaay) ddaai Hdse 3 S 8 LK) gl
g A Lalle Jgiall (Y1 ol &3jlae iy ygiadl el
ie = (1- diag) " + 1% +

dp (Em§ - w9 + dy, +

dres(res —res_o} + diggit—1-..... (15)

» gl (BT = prpg - piog)ese
(Forecast-Based Rule)sxc@l o3 ooy cadiall Javsgia
53 s 17 (Taylor Rule)ala) ssc @l (se 5adinn 4
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cgaad) Aoleald 8, AL a2 HBYY uas

aduail) dalaa 1 oY) Aalaal) a5 1.4

O(1) ) dsaall 8 A o LS o) il el
Gladgilly st jlad gl Goull el T ella
Lo 3l oy Jal) sdill e %44 ) Cas dliind)
Sbeadll e B %56 dilae ((tr17) adsiall pacall) (1901)
(Wf) Ygiee 98 adil) (0 %30 o us ¢(1mt) Gl
D) ) G YY) e dpadll el e b
Adad) Dl bl ye eyl A Jas Ly cdidadl)
D) o)) ) s Dadladl el gl O G
Dbl gl LI Qallall 5abss o5 A Liad dladl)
ol gl

ze&bﬂ\ Adalaa cilalea Al (1) @EJ Joa

alyg <Arellano And Bond (1« 4sjiadl (GMM)
Sl dallas e dlle )38 (e L] Wl llall Baga )il
A (Al Sharid) e Jleal e gl il
Al ahwadl s ol Jlaa) AKEs dalle
O OS 8 sl ds BT Cusss (Endogeneity)
cCaag o) Bae bl Gl il Hliaal

O sl Clilasy) DA e il e Jpennll
) il 5l Jead oty e 1 (S, il U3
Sl kil Bl Aadl RS kil Bl Jlea)
Clainly 3 Lo alad) bl e Jgeanl) &5 LS (il jgicsdl)
ol B Bgvia afga (o Jladll ial) Capeall jru

-

Llaiay) t duilas) daadl) dalaall
0.0000 245 0.44 Ol1d
0.0000 16.9 0.30 wf
0.0000 -7.0 -0.15 Oy
0.0000 7.4 -0.05 Olzf
0.0000 10.2 1.28 o1
0.0000 4.4 -0.73 02
2.3 D.W 84.3% R?
1.3 S.E.REG 82.9% R? adj

il owbal) o850 8 0 gial) adicanl) dacd tWE il ol (paiiell cilad g g 2 leie
Dl sl sz oAlgll ) el 52Ly ) g iy z LY (RS oy Al
Capall aae ladgl anyxill BV o g0 8 ghal) CDIAA)

(1) &) Jsaad) 8 LS il iy cdulanall ) L DAl
Dbl 20 100 e IS i WS %2 ol KU EY) G
Jladl Jaaall Coyeal) jre it dai sl Jaedl 4SS
2 asaill cilabae Auginn ) i) Augine i s

s 1 (%5 e ST las) dullaa) Aad ) s
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lia & ial) cyelalé il ssad b pdaill b e Ul

ix Lo %15 Sl (y01) il 55 dalan () um Alaagia L]
Jane g bae cnge () Al o ) Bgad jlse s
leeliy) 8 Ao DR laad S e W (%2 il
Al ey Jadll Bda) iyl jaw Bad (8 Lady

seadd) o i) 5k Wansg HP ima alasiialy ol sgnd i) o7

Cliall ot B chaanssall JEY) (pe il Ak 5 gl i

Aad A ol i) sgnd cadumill e JSI sl (35 saeld)
) ) Capeall s ¢l B yuas <yl
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Jrng leal dad i) O s Loleal 100 130 yiass
Rlins) G L el chabally padl @lyysivall e
DY) eyl el 5abyy cbhaball e callal
gl gaill e Jaig (ladl) Gaall e a3

Bodls S syl jb ) sl jdms WS
LY 8 il Boads Lelia w3 llg Lamlal) dpslaal)
Gy SopaY) alamyl alaml &) Gus A0 sasdl)
Al gl g allel) 5 Ayl sl (e ing
Coelly LS o) b eolaY) sl e Ulad g
G semdy i) seadl lange 1il llia O sl
ge Aall oda Bimy (Y A ) a8 o agSal
o) 138 b daldl cladjally (g lad) Ly

Sl gad Aalas cilalea s :(2) ad; o

%87 s e Uatiaal 7 3gaill il i (5 ) s yucail] 553l)
pe M DW dilias) judiy caazll & @byl (e
cdealuiia 13 Lol A0 35ag

Zalil) Bgad 1A Alslaal) yads 2.4

e sp LS il sgnd alilaa (ilas il gl
Asill e ades iUl sgad (ge 0.495 o (2) a8y Jsaal
gl O @l (aldl 8 sadll e 0.505 5 i
s ) 635 canball (i) e adall 53U e
ALl Aaal) o8 2atg cdagie ddadi 0.017 lokas gilill 358
@by saill dlaiad () G AiaY) cliahyal) ae 435l
s Bead ells LS ((paidie B3 el o)
e (sSon Capall dad g lisy) G Jladl) sl Lq,mx\
Gugie il 3.936 ke gl ssad o duaSe ]

Adlaiay) T duilas) dauil dalaal)
0.0000 21.8 0.495 by1d
0. 1074 -1.6 -0.017 br
0.0012 -3.2 -3.936 by
0.0168 2.4 0.148 by
0.0000 6.1 0.015 binv
0.0067 2.7 0.032 bg
2.1 D.W 75.3% R?
651. S.E.REG 73.1% R? adj

G e i oaldly ditnd) (8 Capall jrug Jall oyl
Bl laad (38 e Cipeall jrs 30n3 8 Alpen I Sl
Capall jras ) Gl aapg caallall 534l lacd (o sl
Sl lacd g il o T3 Gllin ) Y ¢ Yol pe il
sOle z 3l )5 13 ¢ all Jedl 2dall Capall e o
B e o Lo B s Ul e A 1.6 5yLlad)
shann S i lly (Supa) Npall e 5201l jausg Aaal

.QJ‘)S”‘;R_&‘}«AS\ e hlda e

z3saill Cilalae Ligina ) il dgina il g
ety 1 (%S5 e JI T ladl Adlas) dad &) Gus
%75 s e Ualiaal - 3gaill il i 5 ) A pacatil] 553l)
< aliia Léjb LL\:\J\ i 2939

cipal) e A daleal) juads 3.4

LS Capeall yras alibeo ZEY Alleal oo il gl
s (e Ayl @8ke llia ( (3) o) Jsaall (8 reaase b

Al o5 Lpamsgal) SEY) (o ULl Bt 5 st Slead o8 Aileddl L) G esim B anl) ead) o ueil] 0.25 3 535 e iy
JanaS aall 525Ul jae Glsia) g cadnaill o S elady) 558 dilal GYM zigas uaial (Instrumented Variables) saeluall il yial

il Jand Alaes Slgins 10 _5 dsesSall i) e 525Ul
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cgaad) Aoleald 8, AL a2 HBYY uas

Ylipall jra Aslaa :AGEY Alaall paks :(3) aby Josa

IaY) T ddbas) dedll  daeal
0.0000 189 16 o
0. 0000 122 0.03 Cid
16 DW 69% R?
0.1 SEREG 72% RZ adj

Dl gli)) ) sanly Digie akali lakes sl g la))
JSa 5l lewd cuaidg WS 0.413 lsar 53Ul
LS bl g5l 3 Sl ) @IS il sadl S
Clyas A 32 e Jaay SY) (@Rl @il
Aia¥) clblia¥) abis e l)i (ol i)
shr s el ke el ADE e Clysid) ey
Lo 5 jaae (ale (bl dajp 3 (55l i)

+Basly dogie alals s plly Sl

gl ilalee dugine N Chpuail) disine =il pddy
oadig 138 %5 e O T lid) ddlaa) ded () us
%75 s e Untiaal - 3gaill il i 5 ) A yucadil] 553l)
pe ) DW dilas) ey caanaill 4 sl (g
cdeliia (13 Lol A0 35ag

SR jaaw Adalaa da)) ddalaall yaE5 4 .4

e 52018 (i 1 (4) a8y Aalaall il il gl
G2 S ol 0 atill Bl e dlaiod 525

BALAY jaaw Adalaa da)l) ddalaal) jaads :(4) o Joa

LY T ddlos)  dedl  Aded)
0.0000 96.2 0.413 dx
0.0000 -43.0 -0.284 dy
0.0000 -10.1 -0.616 diag
0.0000 -60.2 -1.077 dres

0.87 D.W 88.9% R2

0.38 S.E.REG 88.3% RZ? adj

Basly Lighe ddadd Llaker YY) (GSa) Slid) 53l e
i) ssady (Slgivnall Ll il BN el
: AEE a1 cibdaloaYlg

A ok BN jew 2 adiiail) Jara Alaid .1
saaly dsia

i) iyl adail) Jane Llaiad (5) by JSEN aag

Basly AL glay) 36 e sl e S0V (S

gl Clalas dugine ) il pail) digine il jadi
ey 138 %5 e ST T ladl ddlas) ded O dus
%75 s e Ualiaal - 3gaill il i 5 ) A pucatil] 531)
e ) DW dslas) ity caaaill 3 <l o
cJuadiia (13 ol A0 35ag

clagyliand) 5.4

el Jd (e daiall dpaail) dulial) Aol (20 48 el
dalsy Labad¥) i) e 53l 3 S (Sl
o Sl Slagy b Gl & (3l Bsady adal

A (s dﬁ 5-\:!9 ;U:u\ EJBB 3ac Leeall &"_1\):\:'_'1.4\5\ eba:h.u\ e'.'\ ‘a:u_uj\ s'_lhlé.\l\ e )_.ua:\” dai 5% 0.25 Lf E)LIA.A&‘ 5})@} saalal) B é)& D pa ?3 4
LS Vsl e 38l e ¢ a3 s (Jladll aial) Copuall
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sant il daad) sl Gada adall Jae Ciladg Gladgi iNF_C_0 asiall jusdy Cum Baalg dugia dats jlabay
A lahey Baaly ALU glay) 53U e 50Ul jew g i) dle e oSl bl il G5l 8 adal Jae
Glagll Llaiad Gllia G Ladl dus daaly Lk sl Gaa 2024 bl ol Y CE a0yl 2018
b Lol Aubad) adled e Sl Jaey Lo mliadyy i parial) Alailaag 5 lecd ELE (a3l (uledY)

Asine (<o oSly il e sl inf_C_1wid) i cun (b clajle puii o (53]

T T T T T T T T T T
14 s 16 17 i8 19 20 21 22 23 24a

—— INF_ C (Baseline)
———— INF_C (Scenario 1)
Baaly dugla dbadi ok BALAY jras ad) adall) Jara dulaiad :(5) ARy Jsil)

ia cpn B Wlae Gl Sle AV cilpaiall dlilasg Ak jlakay 5 e ad)d i) Gsad dlaid .2
W5 o) splised) e il g ey Y 1yl Basly dusia
Dl sasfg ALl oY) 8380 e 50l jaw g i) i aill a8 milill sead dlaiul (6) M) KA miagp
Qlﬂ‘;\ﬂ Llana) ella Cj ‘L\;‘)u_' Cua (Baalg z‘fji‘“ oy 8asg ally &‘J.l_:}” 5384 ‘_A:— sl e L,,_DJ:Y\ Lé)SJ.d\
ol dubad) Adlad e Dby dawy Lo GaleayL Qldg y 0 ouidl judy Cus Baaly dgie Aot laka

gana <8 oSly il sgad e ol 2024wl gl ) Gl a0l 2018 sl (pe ol 5ad
Bl el il sy My awled) sylisadl Gaia

| — Y (Baseline) ———-— Y (Scenario 1) |

Basly dugie Abadi jfakas BN e ad)l Ll Bead dilaiud :(6) a8 JSid)
Baaly dugie bl JMias B i adyd il gacal)
Glbaloa¥) s Llaiul (7) &) KAz
e AUV (G il ad )} sl ey Al 24y el clbloay) ddss Llaia) .3

-
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e Clygicall ey dwiall clbliaY) ddass
53U e 80l e g Uyl ik @Mlg i) golisud)
O LDl Cus ciaaly dugie ALk )akes B2als AL glay)
Adled e Dy e Lo gl claigill dlaial s
Apia¥) cbhlaay) fhas eyl dam) dud

S I sl el

Baaly dughe ddali laiar Baafg ALl play) 528U e 52304l
Lhat cldg resmonths_ 0 wiadl el Gus
el 2018 ale (e il ygiaall 5y Laia) cildalaay)
Wy e ol gulinadl (paia 2024 bl a )l ) il
e @AY chsnal dailaag sl jleud ld o g
Cladg resmonths_1 juanell Jie s 3 oyl it

—— RESMONTHS (Baseline)
——— RESMONTHS (Scenario 1)

Basly dugia Aaki laies BAAY o ad)l iy gieal) jgdd Anial) Cilabial) dudais diladia) 1(7) A8 JSid)

Sluall e e 58l e Ghela o ddasladl) 5y ol @lldg
B3] (b ApalaBY ) lylail) e (38l Y 138 (ST ¢ Ysally
Al b Sl e Y L cdaall alai@Y) e sl
Bl 5508 e Sy e L sl 2y 556 Sl
i L Sy Yy cdgdadll Zala®¥) 55l ae Liad oSy
Cagylall e ol il laad cliaty a1 (6l il
SIS Al (5 o il el ZusLoaY)

codaall il Hled i BT e sl
Coelal LS 3ginn Asall admil) (e %30 G sy
Gl 3 Sag laall Hlaas) bl e Lae ol
leoSan Ahall el ddawy el slaicl DA e
D8 e Jshal i) ol daallad) Jaiil) lasd] ClSas ala
Pa)die JaasS didee Gaia
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