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Estimation of Exchange rate pass-through
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The effect of exchange rate change on prices, which is known as exchange rate pass-through in
economic literature, has been one of the important factors of inflationary pressures in Iran's
economy. In order to estimate the degree of exchange rate pass-through, a vector error
correction model for Iran's macroeconomics with two long run structural relationships including
the long run price relationship and the long run real production relationship. Considering that
during the recent decades, Iran's economy has mainly witnessed the multiple exchange rate
system, the estimation of the exchange rate pass-through based solely on the unofficial
exchange rate and without considering the preferential rates cannot be relied upon. For this
reason, the estimated model includes three exchange rates (the unofficial exchange rate, and
tow preferential exchange rate (Nima and Mobadele) to exchange rate pass-through can be
estimated separately for each rate. The results indicate that the degree of exchange rate pass-
through for the preferential exchange rates (Mobadele and Nima) in the long run (six years) is
equal to 8/9% and 8/4% and in the case of fixing preferential rates, the degree of exchange rate
pass-through will decrease from 2/46% to 6/30%. The results also indicate that although the
fixing of preferential exchange rates leads to a decrease in the degree of exchange rate pass-
through during the stabilization period, but it will increase in the same proportion during the
adjustment period of the preferential exchange rates.
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Unrestricted Cointegration Rank Test (Trace)

05/0 Trace Hypothesized

Prob.** Critical Value Statistic Eigenvalue No. of CE(s)
NA NA 9495/607 265414/0 None

0000/0 9837/334 1970/489 239140/0 Atmost 1 *
0000/0 1425/285 9740/383 199733/0 Atmost 2 *
0000/0 2354/239 1923/298 168098/0 Atmost 3 *
0006/0 3709/197 3364/227 150674/0 Atmost 4 *
0262/0 5297/159 4612/164 120287/0 Atmost 5 *
1823/0 6154/125 1197/115 093863/0 At most 6
4635/0 75366/95 17229/77 074068/0 At most 7
7399/0 81889/69 54467/47 047677/0 At most 8
7807/0 85613/47 73688/28 039731/0 At most 9
8857/0 79707/29 12825/13 031498/0 At most 10
0000/1 49471/15 806603/0 002059/0 At most 11
9085/0 841465/3 013162/0 42/3E-05 At most 12

**MacKinnon-Haug-Michelis (1999) p-values
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Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

05/0 Max-Eigen Hypothesized

Prob.** Critical Value Statistic Eigenvalue No. of CE(s)
NA NA 7526/118 265414/0 None

0000/0 57843/76 2229/105 239140/0 Atmost 1 *
0011/0 53513/70 78173/85 199733/0 Atmost 2 *
0111/0 50472/64 85587/70 168098/0 At most 3 *
0172/0 43354/58 87518/62 150674/0 At most 4 *
0988/0 36261/52 34152/49 120287/0 At most 5
2905/0 23142/46 94744/37 093863/0 At most 6
4486/0 07757/40 62762/29 074068/0 At most 7
8335/0 87687/33 80779/18 047677/0 At most 8
6987/0 58434/27 60863/15 039731/0 At most 9
5162/0 13162/21 32164/12 031498/0 At most 10
0000/1 26460/14 793442/0 002059/0 At most 11
9085/0 841465/3 013162/0 42/3E-05 At most 12

**MacKinnon-Haug-Michelis (1999) p-values
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Null Hypothesis: COINTEQO1 has a unit root

Exogenous: None

Lag Length: 3 (Automatic - based on SIC, maxlag=6)

Prob.* t-Statistic

0002/0 -807804/3 Augmented Dickey-Fuller test statistic
-571046/2 1% level Test critical values:
-941657/1 5% level
-616142/1 10% level

*MacKinnon (1996) one-sided p-values.
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Null Hypothesis: COINTEQO2 has a unit root
Exogenous: None

Lag Length: 6 (Automatic - based on SIC, maxlag=6)

Prob.* t-Statistic

0000/0 -7124672/4 Augmented Dickey-Fuller test statistic
-571094/2 1% level Test critical values:
-941664/1 5% level
-616137/1 10% level

*MacKinnon (1996) one-sided p-values.



