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PAPER INFO ABSTRACT
Paper history: The parallel market and shadow market (exchange rate calculated in the gold
market) exchange rates play a key role in economic decision-making, reflecting
Received: 04. 11. 2024  the expectations of agents and policy institutions. Central banks intervene in the
Revised: 17. 12. 2024  exchange market for various reasons with various motivations such as
Accepted: 05. 01. 2025  controlling fluctuations, reducing the parallel market premium (PMP), or
addressing exchange rate misalignments (or a combination of policy goals), So
JEL Classification: raising the question: Do Iranian policymakers consider these rates when setting
G1, C23, 016, D53. the official exchange rate? Do they follow these rates in setting the official rate,
or do they base the official rate solely on other policy goals? This study
examines the influence of parallel and shadow rates on the official rate using
daily data from April 2010 to June 2024. Utilizing the generalized additive
model (GAM), it explores the linear and nonlinear effects of these rates on the
official exchange rate. The findings suggest that parallel and shadow rates
should be included in macroeconomic modeling, as they explain 99.6% of the
changes in the official rate. This indicates that the Central Bank considers both
current and past parallel and shadow rates to reduce market premiums. The
results contribute to the literature on determining the official rate and market
intervention policy. According to our findings, it is suggested that the parallel
rate and shadow rate variables be included in macroeconomic exchange rate
modelling.
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Parallel Markets Concurrent with High Inflation

12-month inflation through December 2021 12-month inflation through December 2022
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Summary(GAMfinal_model)
Family: gaussian
Link function: identity
Formula:
OER ~ s(GCER_lagl, k = optimal_knots) + s(PMER_lag1, k
= optimal_knots) + ti(GCER _lagl, PMER _lagl, k =
optimal_knots)
Parametric coefficients:
Estimate Std. Error t value Pr(>|t])
(Intercept) 27405 161913 0.169 0.866
Approximate significance of smooth terms:
edf Ref.df F p-value
S(GCER_lagl) 11.62 12.83 2.505 0.00181 **
S(PMER _lagl) 17.74 18.23 5.116 < 2e-16 ***
ti(GCER_lagl,PMER _lagl) 114.99 124.00 12.663 < 2e-16 ***
Signif. codes: 0 “*** 0.001 “*** 0.01 “** 0.05°.> 0.1’ 1
R-sq.(adj) = 0.996 Deviance explained = 99.6%
GCV =5.44e+07 Scale est. =5.2881e+07 n =5204
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