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Investigation the effect of country risk on exchange rate

Alireza Mohamadnejad

Abstract :

Currency rate is one of the key Factors in improving the domestic economy; due to the effects of other
macroeconomic variable that it has get, much worldwide attentions of monetary and fiscal policies. On
the other hand, currency rate affects on determining the relative prices of goods, capital transfer,
resource allocation, power exports, economic growth and international competitiveness.

Determining. Due to volatility, determining the currency rate in developing countries has been
considered as one of important concerns of monetary and fiscal policies. Stability in the
macroeconomic variables in the determination of exchange rate based on the international level has
been attained.

As political, economical and financial factors have the most effect on the currency rare, to consider the
type of these factors with currency, there is a risk variable that involve all these factors which be
evaluated on currency. One of managers of financial institution’s goal is increasing the efficiency of
stock owners. This increase involve cost which is risk increase. So, because of the importance of this,
risk management is called as the most supportive of a financial institution’s director.

In this study, dependent variable is currency rate and country risk effect and its dimension including
political risk, economical function and credit rating’s effect on it. So, 8 models have been used which
consider the effect of risk variables on currency rate in comparison to U.S one time and the second
time independently. Also, for modelling, lets the hypotheses and analyzing the data, we have used
multi variable regression, softwares and the different techniques of econometric.

The final result rejects all the hypotheses except the significant between the credit rating and currency
rate, however by improving the credit rate of country can be hopeful to decrease the currency. In order
to developing the credit rate, the firms should have a proper condition technically and financially. And
the government should not procrastinate in payment of international financial commitment.

Thus, the result has confirmed the inverse relationship between country risk score and the dimension
related to currency rate.

Key words: Country risk, Credit rating, Exchange rate, Political risk, Economical
performance
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