Se Jp
"\IpI S’q"‘ 9
. "‘,,_ ,_University of
ranian International .
Studies Association G ui l an

ﬂ
WORLD POLITICS
Print Issn: 2383-0123

Homepage: https://interpolitics.guilan.ac.ir/ Online Issn: 2538-4899

Political Economy of Policymaking of the Central Bank of the Islamic Republic of
Iran in Currency Challenges Affected by External and Domestic Variables
Mohammad Saleh Mohammadi Tehrani PhD Student, Department of Political Science, Public Policy,
South Tehran Branch, Islamic Azad University, Tehran, Iran. Email:Tehranim30@gmail.com

Bahram Sarmast Corresponding Author, Assistant Professor, Department of Political Science and
International Relations, Payame Noor University, Tehran Branch, Tehran, Iran. Email: Sarmast@pnu.ac.ir

Zohreh Poustinchi Assistant Professor, Department of Political Science and International Relations, South
Tehran Branch, Islamic Azad University, Tehran, Iran.. Email: poustinchi@azad.ac.ir.

Article Info ABSTRACT
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political dimensions, the undesirable economic effects and
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consequences have also been significant over the years. In this regard,

ZA(ZZ-A;ZSZ o the role of the Central Bank in making favorable foreign exchange
Publiihe 4 Online policies is very important. Therefore, this article deals with the "political

2025-6-21 economy of the policymaking of the Central Bank of the Islamic
Republic of Iran in foreign exchange challenges affected by external and
internal variables (2012 and 2018)". In this research, which was
conducted using a descriptive-analytical method and using library
resources and texts, the question arises as to whether foreign exchange
policymaking How is the Central Bank of the Islamic Republic of Iran
evaluated during the two currency crises in 2012 and 2018? The results
of the research indicate that the Central Bank of Iran, in the face of
financial sanctions during the two periods considered, adopted and
implemented inappropriate currency policies, which resulted in
inflammation in the currency market and inflation in the country.
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1. Introduction

The importance of the financing mechanism and examining the impact of the central
bank's behavior on this mechanism is one of the important issues that has always
been of concern to economists in all economies of the world, especially bank-based
economies. It seems that what caused the country's currency system to be severely
affected in the 1391-1391 currency crisis was the lack of formation of a deep and
efficient currency system and foreign exchange market in recent years. A deep
foreign exchange market is formed when there are many price-sensitive factors and
forces present on both the supply and demand sides of the currency, and their change
in behavior or entry and exit does not affect the currency market.

2. Theoretical Framework

Iran has always had a positive trade balance due to the foreign exchange earned from
oil and oil products exports. However, in the final months of 2017 and the beginning
of 2018, the country's foreign exchange market was subject to significant
fluctuations, and the exchange rate in the free market increased by more than 30
percent in the three months ending in Farvardin 2018, which, according to the
standards of the foreign exchange crisis literature, was an example of a foreign
exchange crisis. In response to the severe fluctuations in the exchange rate, the
Economic Headquarters of the 12th government took action to define a preferential
currency in order to protect consumers of imported goods against the increase in the
exchange rate. According to paragraph 5 of the Cabinet resolution dated 1/22/2018,
the exchange rate was set uniformly for "all" foreign exchange expenditures based
on one dollar equal to 42,000 rials.

3. Methodology

This research, which was conducted using a descriptive-analytical method and using
library resources and texts,

4. Results & Discussion

After 2018, the Iranian economy faced a currency shock resulting from the previous
accumulation of liquidity along with sanctions, which also caused a sharp increase
in the consumer price index. It should be noted that government revenues have been
severely limited, and the decline in foreign exchange revenues, along with the lack
of GDP growth, has reduced the government's domestic and foreign revenues, and
as a result, the budget is facing a significant deficit. Therefore, it seems that the
budget deficit will be the main factor increasing the "monetary base" and, as a result,
inflation in the future, the impact of which on vulnerable groups is much greater than
the increase in the price of basic goods.

5. Conclusions & Suggestions

Economic experts opposed to the preferential exchange rate believed that since high-
income groups consume more goods covered by the preferential exchange rate than
the lower deciles of society, this policy resulted in higher income deciles benefiting
more from the aforementioned foreign exchange subsidy, and the policymaker's
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main goal of supporting the underprivileged segments of society through the
allocation of preferential exchange rate was not achieved. On the contrary, it was the
wealthy segments of society that benefited the most from the foreign exchange
subsidy, and these problems led to the removal of preferential exchange rate from
the Central Bank's foreign exchange policy package in subsequent years. This article
attempted to examine and evaluate the Central Bank's foreign exchange measures
and policies in the currency crises of 2012 and 2018. For this purpose, relevant
materials and issues were raised and necessary analyses were carried out in this
regard. In this regard, it should be noted that in fact, one of the main levers of
economic sanctions is the restriction of access to economic resources, the most
important of which is cross-border trade, so the government loses the goal of a main
artery through which the material needs of society are met, and the lack of wealth
causes the necessary resources to be unavailable to advance human rights goals. For
example, it is clear that improving access to educational resources requires spending
huge amounts of capital, and if a country does not have access to this resource, it
will definitely face difficulties in advancing its goals. After the Islamic Revolution
and especially in recent years, the United States and the European Union have
increasingly used the policy of economic sanctions against Iran in order to achieve
specific goals in foreign policy, and most of the sanctions, economic and political
sanctions against Iran, have been related to the Iranian nuclear issue. The
performance of countries around the world and the review of the history of sanctions
show that economic sanctions are an important and usually effective political tool in
the hands of powerful countries in the world, and the United States has always been
one of the executors and advocates of economic and political sanctions to achieve
the desired goals in its policy. The imposition of these sanctions has been carried out
on the country in different time periods over the past 45 years. This article considered
two important time periods, namely 1391 to 1392 and 1397 onwards. Meanwhile,
the deviation of the real exchange rate from a long-term and sustainable equilibrium
level usually leaves severe imbalances in the macroeconomics. There is a consensus
among economists on this issue that stabilizing the exchange rate at an inappropriate
level and its deviation from the equilibrium path causes a significant decrease in
national welfare through an undesirable impact on economic performance. And the
sanctions have affected a large part of the Iranian economy and have caused
restrictions on access to financial resources and foreign exchange, reduced
investment, increased inflation and unemployment, and ultimately reduced
economic growth.
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