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Abstract

Well-being is considered as the most important index of happiness and comfort,
which is affected by many factors. In this study, the focus is on the exchange rate
gap (Dollar to Rial) as a factor affecting economic well-being. In order to explain
the effect of exchange rate gap on economic well-being, first economic well-
being was calculated using the composite Index of Economic Well Being (IEWB)
during the years 1978-2021 and then the research model was estimated with the
Non-linear Autoregressive Distributed Lag (NARDL) approach. The calculation of
the well-being index indicates that economic well-being had a declining trend
after the revolution until the end of the war, and then increased with a gentle
slope after the war. The increasing trend continued until 2017 and it decreased
again due to reasons such as the intensification of sanctions and the resulting
decrease in oil revenues. The findings in the estimation of the model show that
the exchange rate gap is associated with a negative (reverse) effect on economic
well-being and also has an asymmetric effect. The results show that the exchange
rate gap, in addition to the negative effects it has on welfare, also causes rent and
corruption. In addition to the negative effects it has on welfare, the exchange rate
gap also causes rent and corruption. With more research on the exchange rate
gap, policy makers should adopt policies that will reduce the gap or related
corruption.
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1. Introduction

Welfare is the ability to obtain goods and
services that provide the maximum benefit
or desirability according to one's budget,
and having it is one of the most important
demands of people in society. One of the
important goals of economic policymakers
is to improve the quality of life and
increase the level of welfare in society.
Therefore, the main duty of economic
agents and officials is to provide economic
welfare and suitable conditions for the life
of all sections of society. Moreover,
policymakers must act with more
reflection and consideration in the
implementation of policies that affect the
economy and especially economic welfare.
In this regard, among the many factors
that affect economic well-being, the
exchange rate is of special importance; it
refers to the value of one currency in
relation to another currency and has a
significant impact on international trade,
investment, and economic growth.
Understanding the impact of exchange
rates on economic well-being is essential
for  policymakers, businesses, and
individuals. The exchange rate can
significantly affect economic well-being
through different channels such as
consumption expenditures, private sector
investment, foreign trade, and
employment.

2. Objective

This study, on the one hand, investigates
the gap that always exists between the
official exchange rate (dollar) and the free
market in Iran's economy, and on the
other hand, considers if changes in this
gap can affect economic well-being from
different directions. The focus of this
research is on the exchange rate gap and
the analysis of its effect on economic well-

being.  Additionally,  well-being s
calculated based on a comprehensive
index known as the Composite Index of
Economic Well-Being (IEWB) and the
impact of the exchange rate gap on
economic well-being will be analyzed and
investigated. In this regard, while
explaining the symmetrical effect of the
exchange rate gap on economic well-
being, the asymmetric effect of the
exchange rate gap on well-being is also
analyzed. In this way, the non-linear
method will be used in data processing.

3. Data/Methodology

In this study, among the various indicators
of well-being, the composite index of
economic well-being has been considered
as a criterion for measuring the level of
economic well-being. The IEWB index
considers economic well-being depending
on the dimensions of effective per capita
consumption flow, net social
accumulation of reserves and wealth-
producing resources, economic inequality,
and economic insecurity. In this regard,
weights are considered for each of these
dimensions specifically. Therefore, the
weights assigned to each dimension will be
different ~ according to  different
observations. The general form of this
index is as follows:

IEWB =CF +WS+1ID + ES

The amount of the economic welfare
index is measured by four components,
including  consumption flow (CF),
productive asset stock (WS), individual
income distribution (ID), and economic
security level (ES).

In this research, according to the
studies, while calculating the combined
index of economic well-being (IEWB) from
1978 to 2021, the asymmetric effect of the
exchange rate gap on economic well-
being is also explained. To achieve such a
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goal, it is necessary to use asymmetric
patterns. Based on this, using the study of
Shin et al. (2014), the Nonlinear
Autoregressive Distributed Lag (NARDL)
has been used to explain and describe the
asymmetric effect.

4. Results/Findings

The movement trend of the economic
welfare index shows that the said index
followed a downward process after the
revolution until the end of the war. After
the war, the mentioned index had an
upward trend with a gentler slope
compared to the last years before the
revolution in such a way that it reached its
highest level in 2016 and started to
decrease again. This decline is due to the
increase of sanctions on Iran's economy,
which has caused a drop in economic
welfare through the decrease in oil
revenues, economic growth, and inflation
rate. The results of the long-term
estimation of the research model indicate
that:

- Positive and negative shocks in the
exchange rate gap are associated with a
negative (reverse) effect on economic
well-being.

- The effect of the exchange rate gap on
economic welfare is asymmetric.

- The negative shocks of the exchange
rate gap affect economic well-being more
than three times than the positive shocks
of the exchange rate gap.

- Economic growth and per capita
income have a positive effect on economic
well-being.

- Inflation and unemployment
negatively affect economic well-being.

5. Implications
According to the findings of this research,
it is suggested that the decision-makers in

the field of monetary and financial policies
of the country take policies in the field of
reducing the exchange rate gap and
reduce the negative effects of the
exchange rate gap on economic well-
being by moving towards a single rate
exchange regime. Moreover, by adopting
and implementing appropriate monetary
and financial policies, they can increase
economic growth and reduce inflation to
help improve the level of economic well-
being.
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