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Abstract

Fluctuations and instability in economic variables such as economic growth, productivity, international
trade, prices, and government expenses cause the real exchange rate to deviate from its equilibrium level.
Moreover, external factors such as a multi-rate currency system and financial sanctions also contribute
to the deviation of the exchange rate. The deviation of the exchange rate impacts investment, economic
growth and development, trade flows, balance of payments equilibrium, optimal resource allocation,
and other important economic variables and indicators. As the Iranian economy has experienced fluctu-
ations in exchange rates periodically over the decades, and considering the significance of the existing
deviations in the exchange rate and their effects on the country's economy, this study first addresses the
determinants of the real exchange rate and how deviations from it occur. It then explores the impact of
exchange rate policies, such as unifying the exchange rate, on correcting deviations from the equilibrium
rate. To this end, by referring to the theoretical foundations of the topic and using time series data of the
country’s macroeconomic variables from 1975 to 2020, the empirical model of the deviation of the real
exchange rate is estimated using the Vector Autoregression (VAR) method. The empirical results indicate
a significant response of the exchange rate deviation to the adoption of exchange rate policies through
exchange rate unification or improvements in institutional quality over the specified period. Overall, an
optimal exchange rate policy resulting from exchange rate unification leads to the damping of the real
exchange rate deviation and aids in its stabilization.
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