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1. Introduction

The fluctuation of the real exchange rate
plays a fundamental role in the instability
and uncertainty in the relative prices of a
country. Therefore, identifying the factors
affecting the real exchange rate can be
useful in business policies. The factors that
cause fluctuations in the real exchange
rate are as follows: Dutch disease,
productivity, per capita income, and
Disease cost. On the other hand, changes
in the tastes of consumers over time can
also be one of the reasons for the change
in the real exchange rate.

2. Method

In this paper, by introducing a CES utility
function with two commercial goods,
foreign and domestic, and using optimal
conditions, the relative demand function
of domestic to foreign commercial goods
has been extracted. By using the balance in
relative supply and demand, the relative
price of domestic to foreign commercial
goods is obtained. Considering that they
are in the utility function of domestic and
foreign commercial goods, their relative
price measures the real exchange rate, but
this real exchange rate is only for
commercial goods and is different from
the real exchange rate of the whole
economy. This research is an attempt to
estimate a model based on the factors
affecting the real exchange rate of Iran,
where productivity, oil revenue and per
capita income are considered measurable
factors and taste is an unmeasurable
factor. In this research, a structural time
series model with an implicit trend has
been used to estimate the effect of taste
on the real exchange rate.

3. Results

The results show that productivity has a
positive and significant effect on the real
exchange rate because the increase in
productivity increases the value of the
national currency. Oil income does not
have a significant effect on the real
exchange rate, and it also corresponds to
the reality of Iran's economy. that is, with
the decrease in oil income and the
increase in the nominal exchange rate, the
price of domestic commercial goods also
increases, and as a result, the real
exchange rate does not change. Per capita
income has a positive and significant effect
on the real exchange rate. The increase in
per capita income increases the demand of
households for domestic and foreign
goods, and with the constant supply of
goods, the price of domestic and foreign
goods increases. However, the demand for
domestic goods is more than foreign
goods, so with the increase in per capita
income, the real exchange rate increases
and increases the value of the national
currency.

4. Conclusion

The results show that the real exchange
rate in Iran in the period from 1974 to 2021
has been reduced due to the change in
taste. So, from 1974 to 1982, the era before
the revolution and the beginning of the
Iran-Iraq war, the change in taste caused a
decrease in the real exchange rate. that is,
due to the trend of Households towards
foreign goods compared to domestic
goods, the increase in the price of foreign
goods has been more than the increase in
the price of domestic goods. From 1982
until 1989, the change in taste caused an
increase in the real exchange rate. After
the war and between 1989 and 1996, the
real exchange rate decreased, but between
1996 and 2003, the real exchange rate
increased. In the period of 2003 to 2021,
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the level of the trend has decreased and
taste has affected the real exchange rate
and reduced it.
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