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The relationship between inflation and the exchange rate has| always been
one of the most intriguing topics for _economistsy, This relationship is
particularly crucial in volatile economies such Yas, Iran.” In such economies,
fluctuations in the exchange rate can significantlySimpact the general price
level. The objective of this study is to examine the effects of inflation on the
relationship between the exchange rate and the exports of agricultural and
food products from Mazandaran' province. The study period spans from
March 2018 to March 2023, covering, data from 9 major export destination
countries. A panel data model wass employed, and after conducting the
Hausman test, the fixed-effects*smethod was selected for estimation. The
results of the study reveal that«the relative position of the exchange rate,
compared to the monthly inflation rate, not only affects the level of exports
but also influences thewslope of the exchange rate. On average, when the
monthly exchange rate', growth exceeds the monthly inflation rate, exports
are approximately $250,000 higher compared to the opposite scenario.
Additionally, in this, case, the effect of the exchange rate on exports is nearly
3 units lower than in the opposite scenario, indicating greater export
elasticity to the, exchange rate in this situation. Based on these findings, it is
recommended that the exchange rate be liberalized to align it with the
inflation rate, and support for wulnerable groups should be implemented
through methods™ other than exchange rate stabilization. Furthermore, it is
suggested that similar studies explore the possibility of changes in export
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behavior in response to inflation and its relative growth.
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Extended Abstract
Objective

Economic growth and the expansion of global markets alone are not factors that lead to the
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growth of a country's exports. Other macroeconomic variables, such as inflation and
exchange rates, affect the relationship between these two factors. The relationship between
inflation and exchange rates has always been an interesting subject for economists. On one
hand, if the exchange rate is fixed, inflation and rising domestic prices can reduce exports.
On the other hand, if the exchange rate is floating- in which inflationary pressure is released
through the depreciation of the national currency- exports will increase, especially if the
government does not allow prices to grow by imposing the price. In Iran, due to the
suppression of prices and the exchange rate, the relationship between the exchange rate and
exports has become more complex. The aim of this study is to examine the relationship
between foodstuffs exports from Mazandaran province to its major trading partners and the
exchange rate, taking into account the impact of inflation on this relationship.

Methods >

For studying the impact of inflation on the relationship between the exchange rate and
exports, two regimes were considered: one when the inflation rate was highergthan the
exchange rate and two when it was lower. A multivariate regressien model was used to
measure the dual effect of the inflation rate.

Export;; = f,; + B,;ExchangeRate;; + B,;Dum;; + f3,;ExchangeRate;; * Dum;;
+ B,;ExchangeRate;;_; + Uj; . -

"Exportit" represents the value of agricultural and food product'exports from the Mazandaran
province to country i at time t (month-year), ExchangeRatei: denotes the exchange rate of
one unit of country i's currency with the IRR time t, ahd Dumit is a dummy variable that
equals one if the exchange rate of the IRR witheeuntryi* currency has grown more than the
inflation rate in the given month compared to the prewous month, and zero otherwise. s are
the parameters of the model that may vary fomeach selected country. Data indluded from
March 2018 to March 2023 on a monthly“basis, and it focuses on nine major export
destinations for agricultural products andfoodstuffs from Mazandaran. The model used was
a panel data, which was specified usingsfixed effects after diagnostic tests. Since in many
time, Iran's trade interactions, the currency of the destination country is used instead of the
USD, the exchange rate data were collected based on the conversion rate between the
destination country's currency and IRR/(Iran’ Rials). To eliminate the effect of size, an index
was used (March 2018_= 100). The target countries included Uzbekistan, Afghanistan,
Armenia, Azerbaijan, PakiStan, Turkmenistan, Iraq, Russia, and Kazakhstan.

Results

The export range, of foodstuffs from Mazandaran is limited to neighboring and nearby
countries."The Iarg%st exports from the province are to Irag, Armenia, and Turkey. The CV
( coefficient ofavariation) shows that these markets, in addition to their size, are also the most
Stable markets for Mazandaran exporters. A comparison of Iran's inflation rate with the
exchange rates of most selected countries before and after November 2021 shows
differences. The monthly exchange rate changes for the selected countries from the start of
thg study period to November 2021 were higher than Iran's inflation rate. However, from
November 2021 onwards, the exchange rate changes of countries such as Uzbekistan,
ﬁ(azakhstan, Russia, and Afghanistan were lower than the inflation rate. The estimation
results showed that the relationship between exports and exchange rates differs in the two
scenarios where inflation is higher or lower than the exchange rate (p<0.01). On average,
when the exchange rate growth is higher than inflation, the province’s exports are $246,000
higher than when exchange rate growth is lower than inflation.

Discussion

Based on the results, it is expected that when domestic price growth exceeds exchange rate
growth, traders will prefer to sell goods in the domestic market, leading to a reduction in
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export volume. This expectation should be observable in situations where the government
strictly suppresses the exchange rate, and the free exchange rate market is pressured by the
government. However, due to the illegal sale of currency in the free market and the active
unofficial currency market, this effect is less observed even during times of severe exchange
rate suppression. According to the results, the exchange rate did not have a significant effect
on exports. However, by distinguishing this effect, it became significant when inflation was
lower than the exchange rate growth at the 95% level. The change in export behavior, which
was previously noted in studies such as Saboori Deylami et al. (2021), and the observation
of two different inflation regimes, was acknowledged. The sign of the coefficient (-2.97)
indicates that when exchange rate growth is higher than inflation during that month, the
impact of the exchange rate on exports decreases. The lag parameter shows that,"@n-average,
the province’s exports are stable, and more than 80% of the changes in export value are
dependent on the value of exports from the previous period.
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