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Abstract

Given the importance of the exchange rate in macroeconomics and the challenges posed
by the gap between the official and free market exchange rates in Iran, this study seeks
to provide new insights by examining the reciprocal relationship between economic
policy uncertainty and the exchange rate gap in Iran over the period 1981 to 2024. To
this end, the continuous wavelet transform and rolling-window Granger causality
methods are employed to reveal the dynamic relationships between the variables across
time and in the time-frequency domain. The results indicate that economic policy
uncertainty, particularly during periods of economic instability, has a positive and
significant impact on the exchange rate gap. Additionally, the dynamics of this
relationship are reported to vary across different time horizons. In the long run,
economic policy uncertainty directly affects the exchange rate gap and is also inversely
influenced by it. Based on the analyses presented in the study, the interventionist
approach in the foreign exchange market is unable to prevent an increase in economic
policy uncertainty and the exchange rate gap. Therefore, this study emphasizes the need
to reconsider exchange rate policies and move towards more transparent and market-

based policies.
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