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tem in Iran is managed floating system; it
means that Central Bank of Iran, by buying
and selling dollar in the market, intervene in
the determination process of exchange rate
and try to keep the value of Rials against dol-
lar in the specified boundary.

Avoiding exchange rate volatility by selecting
one strong currency like dollar, has some ad-
vantages for the economy like preparing in-
vestment environment for potential foreign
investors; because foreign investors usually
like to avoid exchange rate risks. But at the
same time, at least in the case of Iran, using
this exchange rate system has also some dis-
advantages. Although in the recent years, by
injecting oil dollars in the economy, Central
Bank of Iran tries to control the nominal
value of Iranian Rials against dollar in the
prespecified boundary, but we can see that as
a result of these oil dollars, there is a contin-
ues real appreciation for domestic currency in
this period. This increase in the real value of
domestic currency or decline in the real ex-
change rate, as we can see in the case of
Dutch Disease phenomenon, totally destroys
the comparativeness of domestic industries in
the international markets.

The question is that if the result of this policy
is such dramatic, why Central Bank of Iran
continues to do so. There are two main expla-
nations for this question. First, inflation tar-
geting policy of central bank requires the
nominal exchange rate not to increase or even
decrease. The less the nominal exchange rate
in the economy, the cheaper and more import
of goods and services happen to the country
and so the inflation rate will go down. Be-
cause of this fact we can see that while the
value of one dollar in the market is more than
9200 Rials, the Iranian parliament approved

the figure of 8900 Rials as an official price of

one dollar in the next year budget. It shows
that the economic officials of Iran are more
concern about inflation than comparativeness
of domestic industries.

Second and more important explanation is
that even if the economic officials of Iran
want to increase the nominal exchange rate to
protect domestic industries, they are not able
to do so. Since the export of oil is the most
important revenue of government in Iran, One
of the major resources of any annual budget
law of Iranian government is selling dollar
resources through market rate. For example
according to budget law of the current year,
the government had the right of selling about
14.4 billion dollar at the end of last year to get
enough Rial resources for its operational cost.
This figure in the budget bill of next year is
about 15 billion dollar. By using simple sup-
ply and demand analysis it will be clear that
injecting such a huge amount of dollar yearly
by the government to the foreign exchange
market of Iran has no result but a decline in
the nominal exchange rate or appreciation of
domestic currency.

Consequently, it can be expected that the fu-
ture of exchange rate system in Iran is am-
biguous. By one hand, if economic officials
of Iran continue their policy to keep the cur-
rent value of Rial against dollar unchanged (if
not increased), the future of domestic industry
in terms of export expansion would be so
dramatic. By the other hand, if they decide to
decline the value of domestic currency and
increase the nominal exchange rate, it has a
bad effect on the general price level in the
economy since the imported goods will be
more expensive; and worse it is against the
foreign exchange market rules since it is im-
possible to inject great amount of dollar to the

market and simultaneously increase its price.
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The Exchange Rate System in lran:

Some Economic Issues

= Hasan Kiaee

There are several exchange rate systems in the
world that help economic officials in any
country to adapt suitable foreign exchange
policies. Usually developed countries use float
exchange rate system. It means that the value
of the currency of these countries is deter-
mined according to the market rules and as a
result there is a great volatility in the value of

these currencies. For example we can see that

the value of dollar against euro changes every
5 seconds. To avoid this large amount of vola-
tility that some times is harmful for the weak
economies, usually developing countries use
one strong currency and peg their currency to
it. For this reason, the same as many other
developing countries, Iran has selected dollar
to adjust the value of its currency in the for-

eign exchange market. The exchange rate sys-
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The Economic Jokes of the Month

Three economists and three the ticket. He checked it and the
mathematicians were going for a  economists saved 2/3 of the ticket
trip by train. Before journey the price.

mathematicians bought 3 tickets

(they could count to three) and Next day the mathematicians de-
the economists only one. The cided to use the same strategy -
mathematicians were glad their ~ they bought only one ticket, but
stupid colleagues were going to the economists did not buy tickets

pay a fine. However, when the at all. When the mathematicians
e conductor was approaching their ~ Saw the conductor they went to
\‘z‘.”_l compartment, all three economists the 100, and when they heard
went to the nearest toilet. The knocking they handed in the
conductor, noticing that somebody ticket. They did not get it back.
was in the loo, knocked on the Why? The economists took it and
door and in reply saw a hand with Went to the other toilet.

When Albert Einstein died, he

ity". The second answered

met three New Zealanders in 150. "Good," said Einstein. "I 3
the queue outside the Pearly look forward to discussing the T"i\
Gates. To pass the time, he role of New Zealand's nuclear- oh,k——
asked what were their 1Qs. free legislation in the quest for

The first replied 190. world peace"”. The third New

"Wonderful," exclaimed Ein- Zealander mumbled 50. Ein-

stein. "We can discuss the con- stein paused, and then asked,

tribution made by Ernest Ruth- "So what is your forecast for

erford to atomic physics and the budget deficit next year?"

my theory of general relativ-
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