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Abstract

The aim of this study is the comparative study of the intervention in foreign
exchange markets in Iran, Turkiye and Mexico. Therefore, the goals, methods,
and different tactics of the foreign exchange interventions of the central banks are
discussed. In addition, in this study, to investigate and compare the behavior of
the monetary authorities in the face of increasing exchange rate fluctuations, using
the ordinary least squares method, the reaction function of the central bank has
been estimated. The results of this research show that the foreign exchange
interventions in Iran are different from those of Turkiye and Mexico in terms of
the key features investigated. Also, according to the reaction function estimation
results, in these countries the increase in the exchange rate leads to more
sensitivity of the monetary authorities compared to its decrease.

Introduction

In this research, by examining the features of foreign exchange interventions, the
differences and similarities of this foreign exchange policy are evaluated in Iran,
Turkiye, and Mexico. Due to features such as the establishment of a floating
currency system, the availability of daily intervention data, and the experience of
currency crises, two emerging economies, Mexico and Tirkiye, have been chosen
to match the characteristics of foreign exchange interventions with interventions
in Iran.

Methodology

First, we examine the general policies and laws of central banks in relation to
foreign exchange policies in Turkiye and Iran. Then we have compared Iran,
Mexico, and Tirkiye's measures related to foreign exchange interventions. Laws,
characteristics, reasons, and laws of foreign exchange interventions in Tirkiye,
Mexico and Iran are evaluated. The results of this research show how the laws,
goals, and implementation methods of different foreign exchange interventions in
Turkiye, Mexico, and Iran will reflect different reactions of the monetary
authority. In this research, the ordinary least squares method is used to estimate
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the reaction function of the central banks of Iran, Mexico, and Turkiye. We
consider the reaction function of the central bank as follows:

R =c+ael + B(ef)?* + v,
In this equation, R; is changes in foreign reserves of the central bank and e; is
the nominal exchange rate. Both variables are used with seasonal frequency and
also in the form of logarithmic difference.

Findings

The interventions of Mexico and Turkiye are different from the foreign exchange
interventions in Iran in terms of the level of transparency, regularity, sterilization,
and the tools used. In addition, some goals affecting the interventions were also
different in the three countries. This result shows that among the monetary
authorities of all three countries, there is a fear of an increase in the exchange rate,
and the foreign exchange interventions of the countries are mainly aimed at
reducing the exchange rate.

Discussion and Conclusion

The results show that the interventions of Mexico and Turkiye are different from
the foreign exchange interventions in Iran in terms of the level of transparency,
regularity, sterilization and the tools used. In addition, some goals affecting the
interventions were also different in the three countries. Also, the results show that
the monetary authorities of all three countries are more sensitive to an increase in
the exchange rate than to a decrease in the exchange rate.

Keywords: Central Bank Reaction Function, Iran's currency policy, Tirkiye's
currency policy, Mexico's currency policy
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