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Abstract

This study investigates the degree of exchange rate persistence in Iran and its variations in
response to structural shocks over the period from April 1992 to March 2026. To this end, we
employ a Fractionally Integrated Autoregressive Moving Average (ARFIMA) model augmented
with a Fourier approximation (Fourier-ARFIMA). Furthermore, we apply the Bai—Perron test to
detect endogenous structural breaks, dividing the full sample into distinct sub-periods and
estimating the persistence parameter separately for each regime. Findings indicate that the
fractional integration parameter (d) is positive and statistically significant over the entire period
and two sub-periods, estimated at approximately 0.24, suggesting the presence of moderate long
memory in exchange rate behavior. In contrast, in one of the sub-periods, the parameter d was
not statistically significant, and no sufficient evidence was found to confirm long memory during
that period. Furthermore, the significance of Fourier components indicates that, in addition to
short-run and long-run dynamics, the exchange rate is also influenced by gradual structural
changes. The results of this study show that although economic and political shocks have
persistent effects on the foreign exchange market, the intensity of this persistence is lower than
near-unit-root processes, and the exchange rate maintains its ability to revert to its equilibrium
path in the long run. Therefore, exchange rate policy should focus on reducing macroeconomic
uncertainties, coordinating monetary and fiscal policies, and adopting sustainable approaches to
mitigate the persistent effects of shocks and enhance exchange market stability.
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