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Investigating the Effect of Exchange rate Fluctuations on the Smuggling rate of Goods in the
Country under Sanctions Situations

Abstract

In the present study, the effect of exchange rate fluctuations on the smuggling rate of goods in two cases with and without
sanctions in 1352-1398 has been investigated annually. In the present study, the Daubechies wavelet transform approach has
been used to extract exchange rate fluctuations, and the principal component analysis approach has been used to extract the
factor loading of the sanctions index. Finally, to investigate the effect of exchange rate fluctuations according to the period of
fluctuations in two cases with and without the sanctions index on the smuggling rate of goods in the country, the Markov
switching model has been used. The results show that increasing trade openness regardless of the level and regime of
smuggling in the country significantly reduces smuggling. The increase in tax revenues has also had a positive and significant
effect on all levels of smuggling. Increasing the size of government in a situation where the smuggling rate of goods is low,
has a positive and significant impact on smuggling of goods. Short-term and long-term exchange rate fluctuations in the
conditions without sanctions and with sanctions have had a positive and significant effect at all levels and regimes of
smuggling of goods and the positive effect of long-term exchange rate fluctuations has been stronger, especially in terms of
sanctions. The official exchange rate gap has also had a positive and significant effect on smuggling of goods in high regime.
Therefore, the share of the National Development Fund in oil and gas sales revenues should be increased in order to increase
the foreign exchange resources of the Central Bank, and in the event of sanctions, it can prevent exchange rate fluctuations,
especially in the long run.

Keywords: Exchange rate Fluctuations, Smuggling, Sanctions Index, Wavelet Transform, Markov

Switching
JEL Classification: C34 . F13 .F31 H25.
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