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Abstract

In recent years, the exchange rate has witnessed a lot of turmoil in the Iranian
economy for many reasons such as inflation, monetary policy, all kinds of
economic sanctions, etc. Research shows that in addition to economic variables,
social and political factors have also affected the exchange rate fluctuations and
the decisions of the owners. Election promises as shock on the eve of the election
affect the expectations of currency market participants. Failure to fulfill promises
causes irregular turmoil in this market, which is referred to as chaos. The chaos
first disrupted the balance of the financial market, but it can eventually be
overwhelmed and rebalance. This imbalance is transferred to related markets. In
this article, it is attempted to analyze the impact of the presidential election on
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1996 in the form of DSGE models. Monthly statistics suggest that although the
shock from pre-election promises caused the currency market to chaos, its
effects were not static. This shock has been dumped after the transfer to the
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market for other assets (gold) and re-balance in the market. As a result, the failure
to fulfill the promises only in the short term has resulted in higher equilibrium
price levels in the currency and gold markets.
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1. Introduction

Iran's economy has faced numerous
continuous sanctions in the last four
decades and internal macroeconomic
problems, including inflation and
increasing liquidity. Researchers believe
that in addition to economic variables,
social and political events also have an
impact on currency developments and the
decisions of asset market operators. On
the other hand, asset owners and currency
market operators strive to maintain and
improve the value of their assets, and the
composition of their asset portfolio they
change Macroeconomic and political
decisions and developments have
influenced the behavior and forecasts of
asset market activists and have caused
actions and reactions on the asset market
that have affected the prices of financial
asset portfolio items. Among the most
important macro variables that create
domestic and foreign economic links and
are transformed by domestic and foreign
developments is the exchange rate.
Studies show that election promises are
among the most important factors
affecting currency developments;
Candidates for the presidential elections
and even the parliament make promises
before the elections that affect the
forecasts and expectations of the currency
market activists, which in sequence, its
consequences on the financial and
property markets are revealed. In this
research, the impact of the mentioned
promises and their fulfillment are
explored. The announcement of election
promises changes the predictions of
foreign exchange market activists as one
of the items of the asset market.
Considering the relationship between the
components of the asset market, it is

expected that the efficiency of the foreign
exchange market will be affected by
currency fluctuations in the form of chaos
and finally in the form of a process Walras
affects other components of the property
market to restore balance. This is even
though the various parties that take over
economic, political, and social governance
with every election have different
ideological and idealistic approaches that
their policies affect the property market
and also affect the forecasts of economic
and financial activists.

This article pays special attention to the
research work of Alsina and colleagues in
the field of party theory and electoral
cycles. They believe that the election
phenomenon affects macroeconomic
variables due to the creation of relative
uncertainty in the country. Electoral
cycles are one of the basic topics of public
choice theory, which was formed and
expanded in the 1950s with Erv's
comments and numerous articles
published in economic and political
science journals. Based on this, as the
elections are approaching, governments
are expected to undertake expansionary
policies in order to create economic
prosperity and reduce unemployment, but
after the elections, they will put inflation
control on their agenda.

2. Method of study:

In this research, two markets, currency,
and gold, were taken into consideration,
and using Walras' law, it was proved that
when chaos occurs in the currency
market, this chaos will spread to the gold
market, as one of the most relevant asset
markets to the currency market, and will
cause re-equilibrium.

General equilibrium models used in
macroeconomics include two categories:
computable general equilibrium models
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and  stochastic =~ dynamic  general
equilibrium models. The basic general
equilibrium models used in
macroeconomics are divided into two
categories in terms of time: static models
over time and dynamic models. Most of the
calculable general equilibrium models
include static models in which the
reaction of the economy is examined only
at one point in time, but in dynamic
models, the behavior of variables is
evaluated over time (for example, a one-

Hodrick-Prescott Filter (lambda=14400)

year period). Although these patterns are
more realistic, they are more difficult to
make and solve. Stochastic dynamic
general equilibrium models are based on
the system of time series equations and a
new type of economic model that was
proposed in the early 1970s. One of the
most important of them is the vector
autoregressive model.

3. Results
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4. Conclusion:

Examining the issue from a political
perspective, the inflation rate decreases in
the years when elections are held. The less
favorable seats the government has in the
parliament, the lower the inflation rate.
This article shows that the reduction of
seats in favor of the government in the
parliament will reduce the ability of the
government to implement programs
aimed at increasing temporary economic
growth in order to win the elections. The
result obtained from this issue is that the
personal interests of policymakers are
more effective on changes in the inflation
rate than other things such as party
affiliations. In other words, the personal
interests of policymakers, although they
are also defined by the school of public
choice, are different from the personal

interests of individuals in the private
sector.

Economists used to think that financial
factors are important in the business
cycle, but in the past few years, their
opinion has changed with the crises that
happened. The global financial crisis in
2008 revealed that the financial cycle plays
a much larger role in macroeconomic
dynamics than previously thought. The
need for a better understanding of the
links between the financial cycle of the
real economy and also the role of
monetary policy in dealing with unstable
concerns has arisen. According to this
background, it is important to study the
effect of financial policy on the business
cycle in Iran, and the financial structural
shock harms the business cycle.
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