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An investigation into the effects of changes of exchange rate on inflation in Iran using
var model.

Abstract

The investigation of exchange rate being inflationary or non-inflationary relationship between
exchange rate and inflation is of a great importance. Thus, the present paper examined the effect of
exchange rate changes on consumer price index. To examine the long-term equilibrium
relationship between the exchange rate and consumer price index, the cointegration Johansen-
Joselius methood was used. The data used in the study was related to period ofyvAy-yyay.

The results of cointegration test showed a positive relationship between the exchange rate and the
consumer price index as well as money supply. In order to explore the effects.of exchange rate on
the consumer price index, var model was utilized. The data and information were collected from
statistical documents of central Bank and statistical center of iran and also the research method
was based on library and written documentation. The results of causality test indicated not only a
one-way relationship between exchange rate and consumer price index, but also a one-way
relationship between money supply and inflation.

Keywords : exchange rate, Vector Autoregressive(var) model, inflation.
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'-Rational Expectations.
‘_Systematic, correctly Anticipated.
"-Unexpected Surprise.

*_Expected Rate of inflation.
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