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Abstract

Exchange rate fluctuations in Iran’s unofficial foreign exchange market are among the key drivers of inflation
expectations and relative price changes, thereby posing significant challenges to food security and government
support policies. This study aims to explain the transmission mechanism of fluctuations in the unofficial exchange
rate to the guaranteed wheat price, with particular emphasis on the mediating roles of production costs and
profitability, over the period 2001-2022. To examine short-run and long-run dynamics, the Vector Error Correction
Model (VECM) approach was employed, following stationarity tests and confirmation of a long-run equilibrium
relationship based on the Johansen cointegration test. The results indicate that, in the long run, the guaranteed
wheat price responds more than proportionately to the exchange rate and production costs, with estimated
elasticities of 2.21 and 1.81, respectively. In the short run, neither the exchange rate nor production costs had a
statistically significant immediate effect on the guaranteed wheat price; only the lagged profitability of farmers
significantly affected short-run price adjustments. The error-correction coefficient was estimated at —0.34,
indicating a relatively slow adjustment process and price stickiness in the wheat market. Overall, the findings reveal
an overshooting response of the guaranteed wheat price to exchange rate fluctuations in the long run and substantial
price rigidity in the short run. Accordingly, stabilizing exchange rate fluctuations and moving toward a managed
floating pricing mechanism could help reduce price adjustment lags and improve policy effectiveness in the wheat

market.

Keywords: Guaranteed Wheat Price, Informal Exchange Rate, Vector Error Correction Model (VECM),

Food Security, Overshooting.
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