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Astract

This study examines the effects of household behavior along with fiscal
and monetary policy makers on exchange rates. Due to Iran's institutional
economic components and various internal and external economic and
political shocks, various monetary and fiscal policy instruments have been
used by the government and the central bank in recent years. In this context,
this paper examines the impact of the composite index, which is the result of
the interaction of monetary policy makers, fiscal policy makers and
households, on the exchange rate over the time period 1989-2018 using the
TVP-FAVAR model. Examining the response function of the exchange rate
to the change in the interaction variable estimated as a result of monetary
and fiscal policy shows the positive effect of the interaction variable on the
evolution of the exchange rate, leading to a jump in this variable. As a result
of fiscal dominance in the Iranian economy, the mechanism of removing the
effects of fiscal indiscipline occurs through monetary policy, and as a result
of non-compliance with the government's budget constraints and the
consequent increase in liquidity, this leads to an increase in the exchange
rate. Household decisions in the period of currency repression have a
significant positive effect, but in the currency crisis, when there is a
significant currency jump in the Iranian economy, they do not play a major
role in currency fluctuations. Examining the impact of the interactive
variable, which 1s the aggregation of all the above variables on the exchange
rate, shows that the exchange rate always responds positively and steadily to
monetary and fiscal policy fluctuations and household decisions in all the
periods studied, except for the period of booming oil revenues. Monetary
and fiscal policy coordination is more influenced by government fiscal
discipline. Since the exchange rate is a nominal anchor in Iran, the positive
response of the exchange rate to the interactive shocks of monetary and
fiscal policies is obvious by estimation. Therefore, the role of government
fiscal discipline in controlling inflation through the exchange rate channel is
emphasized more than any other variable.
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