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Can Market Imperfections Explain the Behavior of Exchange
Rates?

Seyed Fakhrodin Fakhrhosseini

Received: 04 August 2015 Accepted: 02 February 2016

Some studies point out, under the assumption of the particular
combination of market imperfections in both the goods and asset
markets not only explain the short-run behavior of exchange rates but
are also the driving force behind it. Indeed, they constitute the key
element to its understanding. This paper shows that a combination of
local currency pricing, heterogeneity in goods distribution, and noise
trader expectation, as imperfect market, may combine to produce very
high exchange rate volatility. The data in this article are related to the
fixed prices in the year 2004 and run annually from 1966 to 2013 in a
per capita basis. Having logarithms taken, the variables are de-traded
through Hodrick-Prescott filter. The final model equations are
linearized around the steady state and using Uhlig (1999) approach
accidental equations are also linearized and are specified as space state
pattern in Matlab software. Finally, the calibration of parameters is
assessed, variables are simulated and compared with real data. The
results show that the introduced model can simulate the impact of
shocks on macroeconomic variables. It also shows that a money supply
shock in local currency pricing, increases of the domestic consumption
and thus causing a depreciation temporary of the home currency. Also,
with increase in inverse of elasticity of money demand parameter, the
exchange rate's response will be more to the domestic supply money
shock. We find that the change in noise trader expectation can increase
the nominal and real exchange rates volatility. This model shows that
there is relationship between exchange rates and any macroeconomic
aggregates, then "disconnect exchange rate puzzle" does not establish
for economic Iran. We suggest that the government with the increase of
"Tobin tax" can reduce the exchange rate volatility, of course the effect
of a Tobin tax on exchange rate volatility depends crucially on the
structure of the foreign exchange market and the interaction of the
Tobin tax with other trading costs.

Keywords: Exchange Rates, local currency pricing and noise dealer’s.

4



YY¥o-YOry LLs

-

()

o
1/’

2
00 Zore adoer

N
OW9 S )y (S Cwlaws

O

\\“‘\[)ﬁb —V.AJJ.’L: o)Lq.w_f)L@J- JLw

o..L.Jr.lM S 5 33 2Ll 8 gla oyl L}}yiélﬁ PV
6315 JLaS dws cpia yl2iS 3 5 ST e

D|J.1|L§J<.55J§L§Laojyﬁd)b—tsﬁib;ﬂjtdb’_})
(WSM) L;’JJ S Je )‘ obl.n.:.a”.:

Ol 53 Hd slee S Coblan 9,8 51 o
l.k.ﬁ Ls‘)..\.'..{.ﬂ‘ u)m GOKJCJ ).slj

T s 55 15 550 5 5, Al oo 5L sla Ol LT
e 25 pdll b e

S 5 S (L2855 53 O A5
Pamus 5 I 53 Csetin (gla ) 528 9 O ol (635 90 axllas)
S S\ b N o Sl ey ot

(D8 (sl 125 (63,5 0 anlllan) OB IS (S5, 4 o p Codhr 285
)};J‘fls (Y S99 c‘;i:.e |J»:Q.-'

(G7) gxwe 5 (DB) anuss Il 53 (5o, 455 05,5 55 anlin
N5 e (533 3505 w3l a5 5,40 e BS Il

Sl oo o (Gl 1Ol oD (65 g 2l ol 05

S e ailo

YY

\i\/

7

AY
V4
WO

\FY

.

ol

QW 82 prly sy

"

1

27

47

61

83

109

125

143

Quarterly Journal of

The Macro and Strategic Policies
Vol. 4, No.15, Autumn 2016

Monitoring Commission of State Expediency Council

Metacognitive Skills Training Model for Future Teacher Training
Ali Akbar Khoshgoftar Mogaddam, S. Kamal Kharrazi

Assessment the Effect of Halal Tourism in Iran's Tourism
(Using Weighted Sum Model)

Ali Hajinejad, Abouzar Paydar, Fatemeh Bageri, Naser Abdi

Analysis the Necessity of Tax Exemption for Disabled People in Iran
Nader Mehregan, Mohammad Reza Eskandariata

Can Market Imperfections Explain the Behavior of Exchange Rates?
S.Fakhrodin Fakhrhosseini

The Role of Women in Imporoving the Business Environment
Case Study; Iran and the Selected Developing Countries)

S.Ali Paytakhti Oskoee, Laleh Tabaqchi Akbari

The Impact of Health on Female Labor Supply (Case Study: D8 Countries)
Samira Mottaqi, Saeede Kamranpour

The Effect of Population Growth on the Environment .
Compare the Two Groups of Developing Countries (D8) and Industrial (G7)

Aboutaleb Kazemi, Behrouz Jafarzade, Davood Farhadi

Evaluation of the Islamic Republic of Iran's Foreign Policy Based on 2025 Vision
and General Policies (2005-2009)

Samane Alavi

ISSN: 2345-2544




	04
	Cover 15



