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This study aims to calculate Iran's real trade exchange rate and analyze the

role of consumer preferences in its long-term trend from 1960 to 2020.
Accepted: The real trade exchange rate was calculated based on relative supply and
00/00/2025 demand, differing from the overall real exchange rate. The Kalman and

Hodrick-Prescott filters were used to eliminate short-term fluctuations and
Keywords: assess the long-term trend, revealing a real trade exchange rate decline.
Exchange Rate, Tradable | The shift in consumer preferences from domestically produced goods to
and Non- imported products has significantly contributed to this decline. The
Tradable Goods, decrease in demand for domestic goods, combined with an increase in

Consumer Preferences demand for imports, has shifted supply and demand dynamics in the

foreign exchange market, leading to a rise in foreign currency values and
a weakening of the national currency. Factors such as lower quality and
higher prices of domestic products compared to imports have driven this
preference for foreign goods. Furthermore, while the real trade exchange
rate declined, the real exchange rate for the overall economy showed an
upward trend, suggesting the presence of Dutch disease in Iran's economy.
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1. Introduction

Behavioral economics is a key area in microeconomics that integrates psychological
insights to better explain economic behaviors (Koohbar et al., 2018; Kafka, 2021). It
emphasizes improving economic theories by incorporating psychological foundations,
enhancing their ability to predict outcomes and shape effective policies (Dei et al.,
2008). Consumer behavior theory, a major focus in this field, explores how individuals
choose goods and services to maximize utility. By analyzing consumption patterns,
researchers can assess rational behavior and understand shifts in preferences, which are
influenced by economic shocks and policies (Rezvani et al., 2020). Studying consumer
behavior reveals consumer preferences for domestic versus foreign goods and highlights
the impact of economic changes. Changes in consumption patterns reflect societal
developments and economic conditions (Hovhannisyan & Gould, 2012). While previous
studies have explored consumer preferences (e.g., Smulders et al., 2018; Hall et al.,
2020; Doorn et al., 2012), the role of consumer behavior in Iran's real trade exchange
rate trends remains under-researched, making this study significant.

2. Research method and data

The methodology of this study involved calculating Iran's real trade exchange rate using
the theoretical framework of relative supply and demand. This exchange rate is distinct
from the overall real exchange rate in the economy. To analyze the long-term trend of
the real trade exchange rate, the study employed the Kalman filter and the Hodrick-
Prescott filter to remove noise and short-term fluctuations. The data spanned from 1960
to 2020, providing a comprehensive historical view to assess the impact of consumer
preferences on the declining trend of the real trade exchange rate.

3. Analysis and discussion

The analysis reveals that the declining trend in Iran's real trade exchange rate is
significantly influenced by shifts in consumer preferences from domestic to imported
goods. This preference change, driven by the perceived lower quality and higher prices
of domestic products, has weakened demand for local goods and increased demand for
foreign currencies. Consequently, this imbalance has contributed to a sustained decline
in the real trade exchange rate. In contrast, the overall real exchange rate has shown an
upward trend, indicating symptoms of Dutch disease, where the non-tradable sector,
such as real estate and services, experienced faster price growth than tradable goods.
These findings underscore the need to improve the quality and competitiveness of
domestic products to stabilize the exchange rate and enhance economic resilience.

4. Conclusion

In conclusion, the study highlights that the persistent decline in Iran's real trade
exchange rate is primarily driven by changing consumer preferences toward imported
goods, resulting in reduced demand for domestic products and increased demand for
foreign currencies. This shift has contributed to the overvaluation of the national
currency, disrupting economic stability. Moreover, the upward trend in the overall real
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exchange rate reflects the presence of Dutch disease in Iran's economy, where non-
tradable sectors have grown disproportionately. To address these challenges,
policymakers should focus on improving the quality and affordability of domestic
products, implementing supportive policies for local industries, and adopting strategies
to manage exchange rate fluctuations effectively.
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