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The effect of monetary policies on the intensity of exchange rate
transitions considering different levels of inflation uncertainty
with the approach of dynamic systems

Abstract

The aim of the current research is to investigate the effect of optimal monetary policies on
exchange rate transitions with a dynamic systems approach. The current research method is
practical. The approach of dynamic systems in the Vansim software space has been used to
estimate the model. In this research, three scenarios and three policies are defined. In the
scenario of one level of low inflation uncertainty, the scenario of two levels of moderate
inflation uncertainty and the scenario of three levels of high inflation uncertainty are
included. The first policy includes interest rate changes, the second policy is open market
operations, and the third policy includes liquidity changes. Based on the results, it is quite
evident that with the increase in inflation uncertainty from scenario one to scenario three, it
has caused a sharp increase in inflation in the coming years; As a result, it can be said that in
a situation where there is high inflation uncertainty, the exchange rate movement has been
more severe. The policies of liquidity changes have not had a favorable effect on the
exchange rate transition, and these policies have caused the deterioration of the exchange rate
transition and a sharp increase in inflation in the Iranian economy. In the second policy of
open market operations, it is also evident that the presence of the central bank in the
exchange rate market has not improved the exchange rate transition, and this could be due to
the lack of independence of the central bank from the government's financial policies. The
interest rate policy has been more successful than other policies in passing the exchange rate;
Based on the results, it can be seen that it has not worked successfully even at the high level
of uncertainty.
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exchange rate, exchange rate transition, monetary policy, dynamic systems approach.




