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Abstract

The imposition of Western economic sanctions against Iran has had varying effects on the country's financial markets, with the capital market
being one of the sectors not immune to the shockwaves of these sanctions. Given the pivotal role of sanctions in shaping Iran's economic
fluctuations, this study aimed to examine the effects of sanctions on the state of the Iranian capital market using a structural macroeconomic
econometric model. Unlike previous research, this study accounted for the non-linear, intensity-dependent nature of the sanctions' impact,
rather than assuming a constant effect. The research methodology employed an Auto-Regressive Distributed Lag (ARDL) model, considering
datasets with both annual and seasonal frequencies over a 30-year period from 1991 to 2021. The findings of the optimal model indicated that
the sanctions index had a negative and statistically significant effect on the behavior of the Iranian capital market.
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Introduction

Research on the Iranian macroeconomic landscape has consistently highlighted international sanctions as a key driver of economic
shocks in the country. Foreign sanctions, particularly those targeting the oil and banking sectors, have created a fertile ground for
various economic repercussions. While Iran has experienced sanctions since shortly after the Islamic Revolution in 1975, the country
has faced an especially challenging period under intensified sanctions from 2011 to 2021. The sanctions have been remarkably
reinforced during two specific periods: from 2011 to 2013 and from 2018 to 2021. Given the tight coupling between the stock market
and the macroeconomic environment, the ramifications of sanctions on the stock market are of crucial importance. Designing
appropriate policies to shield the capital market from the effects of sanctions is a vital necessity. Accordingly, the current study aimed
to investigate the impact of sanction-induced shocks on Iran's stock market index. This research endeavor was crucial for enhancing
our understanding of the transmission channels, through which sanctions affected the performance of the Iranian capital market.

Materials & Methods

The current study employed mixed-data sampling (MIDAS) models, which were initially introduced by Ghysels et al. (2007) and
later extended by Andreou et al. (2010). These models, a specific form of distributed lag regression, allowed for the independent
variables to have a higher frequency than the dependent variable within the same time unit. This approach involved a trade-off between
the benefits of using more informative data and the costs associated with estimating additional parameters. As argued by Ghysels et al.
(2007), the expansion of this new branch in time series econometrics has significantly aided the development of improved modeling,
forecasting, and efficiency techniques. Through Monte Carlo simulations, they demonstrated that the mean squared prediction error
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(MSE) of models based on mixed-frequency variables was lower than that of time series models with a common periodicity (after time
aggregation). The current study analyzed a dataset of macroeconomic variables covering the period from 1991 to 2021, which
constituted the statistical population for the investigation.

Findings

The estimation results indicated a high coefficient of determination, close to unity, and the absence of autocorrelation among the
disturbance components as confirmed by the relevant diagnostic tests. Moreover, the coefficients of the estimated model were
statistically significant and their signs were consistent with the underlying theoretical foundations. The estimated model suggested that
the oil price coefficient with an approximate value of 695 had a direct and significant relationship with the stock market index. This
result implied that the oil price was a key determinant of the Iranian stock market performance. Conversely, a decrease in oil prices
and the consequent reduction in government oil revenues, along with the widespread sale of debt securities and an increase in bank
interest rates, had led to a relative preference for the debt market over the stock market. This negative relationship was reflected in the
estimated coefficient. The positive exchange rate coefficient suggested that an increase in the exchange rate had led to a rise in the
value of the capital market, likely due to the general increase in price levels and the jump in the value of assets. Additionally, the impact
of sanctions, as indicated by the negative coefficient in the model, exhibited a detrimental relationship with the stock market index.
This suggested that the intensification of sanctions explained the decline in the stock market performance. One potential channel of
influence was the creation of problems in the export sector of capital market companies, which might result in a decrease in foreign
customer demand and a reduction in the overall demand from Iran’s external economic sector.

Discussion & Conclusion

The results indicated that oil price, exchange rate, and liquidity had a positive relationship in explaining the behavior of the Iranian
stock market. This implied that increases in these variables were accompanied by improvements in the stock market index. The rise in
oil prices had led to an enhancement of the market situation due to the increase in government revenues and its reduced intervention in
the stock market. Conversely, the sanctions index exhibited a negative relationship in explaining stock market performance. The
intensification of sanctions, due to disruptions in macroeconomic conditions, restrictions on company exports, limitations on
commercial transactions (such as the import of technology and capital goods), and higher transaction costs, had created a fertile ground
for the disruption of optimal stock market movements. Therefore, the hypothesis regarding the negative and significant effect of
sanctions on the overall stock market index was confirmed. Additionally, the monetary and currency variables were found to have a
positive and significant effect on the fundamental growth of the stock market, while the impacts of other variables were also validated.
Given that this research focused on the stock market, the policy recommendations were framed within the context of this specific
market and its improvement. Accordingly, the policy proposals derived from the research model were as follows: One of the key
findings of this study was the positive impacts of certain variables on the stock market, which at the macroeconomic level, might be
accompanied by controversial issues regarding their negative effects. Specifically, the exchange rate and liquidity were among the
variables whose increase had been associated with the occurrence of inflation in the Iranian economy.
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