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Abstract

The effect of exchange rate changes on the general level of prices is one of the
major issues in macroeconomics and has important results for the monetary
policy maker. With respect to these two variables in Iran's economy, modern
econometric approaches can provide new insights. In this regard, using the
threshold vector autoregressive model, the present study attempts to
investigate the nonlinear exchange rate pass-through in Iran during 1369:1 —
1397:4. The results show that pass trough of exchange rate to the general
price levels depends on the amount of inflation (inflationary conditions
and its threshold). If seasonal inflation exceeds from 5.48%, the exchange
rate shocks has lower effect on inflation. The results show that, exchange rate
shocks have a severe effect. Due to the lack of inflation targeting policy in the
Iran’s economy, the impact of exchange rate shocks on inflation is lower in
values below the level of 5.48%. Accordingly, in inflation rates below the
threshold, monetary policy has less freedom of action and the goals of
reducing inflation and exchange rate policies need to be taken into account
simultaneously.
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> TVAR.LRtest(data, lag=2, mTh=1,thDelay=2, nboot=100, plot=T, trim=0.15, test="1lvs")
Warning: the thpelay values do not correspond to the univariate implementation in tsdyn
Test of linear VAR against TVAR(1) and TVAR(2)

LR test:

1vs2 1vs3
Test 59,4924 100.4023
p-val 0.0200 0.0300
> TVAR.LRtest(data, lag=2, mTh=1,thDelay=2, nboot=100, plot=T, trim=0.15, test="2vs")
warning: the thoelay values do not correspond to the univariate implementation in tsdyn
Test of Tinear VAR against TVAR(1) and TVAR(2)

LR test:

[,1]
Test 40.90994
p-val 0.20000



