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Extended Abstract

Introduction and Objectives: Economic expectations are a fundamental determinant
of foreign exchange rate fluctuations, playing a central role both within the framework
of rational expectations theory and behavioral economics. Rational expectations theory
posits that economic agents, using all available information and logical forecasting mod-
els, anticipate future economic variables. In contrast, behavioral approaches emphasize
subjective perceptions, emotions, cognitive biases, and incomplete information in deci-
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sion-making. In Iran’s economy, structural dependence on oil revenues, the fragility of the

real sector, and extreme sensitivity to political news, sanctions, and international develop-
ments amplify the influence of market participants’ expectations. This creates significant
uncertainty for investors, exporters, importers, and policymakers.

This study aims to identify, analyze, and rank factors affecting expectation formation in
Iran’s foreign exchange market. The research integrates objective factors (e.g., fiscal and
monetary policies, interest rate changes) with subjective and psychological influences
(e.g., news flow, economic rumors, public sentiment) to develop a comprehensive frame-
work for analyzing behavioral dynamics. Additionally, it investigates the interaction of
informational, political, and economic variables in shaping exchange rate volatility and
proposes policy recommendations to manage expectations, enhance transparency, and
strengthen market stability.

Research Methodology: This applied research employs a descriptive-analytical ap-
proach to identify expectation-determining factors and explain their mechanisms. First,
a systematic literature review was conducted using databases including ScienceDirect,
Emerald, Springer, and SID, covering 2000-2023. Over 180 articles and reports were
analyzed, identifying 29 factors affecting expectation formation.

Second, the Fuzzy Delphi method, an advanced group decision-making technique under
uncertainty, refined, screened, and prioritized the factors with input from 14 experts—for-
eign exchange specialists, professors, financial analysts, and policymakers—across two
Delphi rounds. Factors with a defuzzified mean above 0.6 were selected, resulting in 12
key determinants.

Final Factors List (Defuzzified Values)

Factor Fuzzy Number
Indirect role of media in public awareness 0.634
Reputation of monetary authorities 0.606
US election news 0.672
Published news regarding sanctions 0.807
Unexpected exchange rate shocks 0.707
Government expenditures 0.525
Currency swap 0.630
Risk of exchange with China 0.558
Internal political tensions 0.556




Journal of Economic Essays; an Islamic Approach. 2025. Autumn 22(48): 85-131; DOI:10.30471/MSSH.2025.10907.2635

m‘ Journal of Economic Essays; an Islamic Approach (JEE) ﬁ‘%ﬁ"‘

KCSC;’;C,, - - Journal homepage: https://iee.rihu.ac.ir/
Havezah anl University
Original Article
Internal unrest 0.592
Security and military tensions in the Middle East 0.696
I[Inflationary expectations from energy price changes 0.754

Third, the Multi-Criteria MARCOS (Measurement of Alternatives and Ranking accord-
ing to Compromise Solution) method was applied to prioritize factors. Four indices (ki+,
ki—, f(k+), f(k—)) determined final rankings, with data collected via specialized question-
naires and analyzed in Excel. Sensitivity analysis and scenario simulations validated the
model.

Research Results: MARCOS results indicate six factors exert the greatest influence on
market expectations: sanctions-related news, energy price-driven inflationary expecta-
tions, unexpected exchange rate shocks, Middle Eastern security tensions, US election
news, and the media’s indirect role. Other factors—including currency swaps, monetary
authority reputation, internal unrest, China exchange risks, and government expendi-
tures—ranked lower. These results highlight that, beyond macroeconomic variables, in-
formational and psychological factors substantially shape behavior in financial markets.
Media reports, rumors, sudden monetary policy shifts, and international events signifi-
cantly affect both short- and long-term expectations.

Discussion and Conclusion: Sanctions-related news emerged as the most critical de-
terminant of expectations, consistent with Lotfadi and Hashem Pesaran (2023), which
emphasize psychological and behavioral channels amplifying market volatility. Energy
price-driven inflationary expectations moderate national currency values, while unex-
pected exchange rate shocks trigger emotional reactions, speculative demand, and re-
duced public trust. Regional security tensions, geopolitical events, US election news, and
media influence also play pivotal roles.

Effective expectation management requires multidimensional strategies: enhancing
transparency, controlling sensitive information, strengthening monetary policymakers’
credibility, and mitigating political and economic uncertainties. From the perspective of
Islamic and non-usurious economics, such strategies support financial stability, economic
justice, reduced unproductive activities, and curbed speculation. Coordinated monetary
and fiscal policies, coupled with targeted information dissemination, can reduce volatili-

ty, increase predictability, and stabilize Iran’s foreign exchange market.
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