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Abstract

Fluctuations in exchange rates have widespread effects on production costs, financial
performance, and the international competitiveness of firms, which, in turn, influence the
stock prices of both exporting and importing companies. Consequently, examining the
relationship between exchange rate shocks and the stock prices of these firms is crucial
for a deeper understanding of market dynamics and economic trends. This paper aims to
analyze the impact of exchange rate shocks on the stock prices of exporting and importing
companies in Iran. To achieve this, seasonal data spanning from 2008 to 2022 were utilized,
and the analysis was conducted using the Vector Autoregressive with Exogenous Variables
(VARX) model. The results of the study indicate that a one-standard-deviation positive
exchange rate shock exerts a significant and positive effect on the stock prices of both
exporting and importing companies. Specifically, a positive exchange rate shock enhances
the competitive position of exporting companies, which, in turn, increases the volume of
goods and services exported. This rise in exports contributes to higher foreign exchange
revenues, and, as investors tend to value the future prospects of firms, this increase in
foreign exchange earnings directly drives up the stock prices of exporting companies.
Conversely, a positive exchange rate shock-marked by an increase in the free exchange
rate relative to the official rate-creates a favorable environment for importing companies.
These companies, which procure their goods at the official exchange rate, can capitalize on
the differential between the official and free exchange rates. By offering their products at
higher prices in the domestic market, they can significantly enhance their profit margins,
leading to a direct increase in the stock prices of importing firms.
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The stock market plays an important role in achieving economic growth by providing

1. Introduction

opportunities for long-term financing for enterprises and the efficient allocation of
resources (Rahman et al., 2024). Therefore, identifying the factors influencing the stock
market is of special importance. Since sudden and unexpected changes in exchange rates
have profound and extensive effects on company performance, the impact of exchange
rate shocks on stock prices has received significant attention from researchers in recent
decades. Numerous studies have examined the impact of exchange rates on the stock
market. According to the results of these studies, exchange rate shocks affect stock prices
through their effect on the international competitiveness of companies (Nusair & Olson,
2022),, inflation expectations, the value of national currency-based assets (Dimitrova,
2005), and the future foreign debts of companies (Pan et al., 2007). In such a way a
positive exchange rate shock, which is associated with a depreciation of the national
currency, can lead to an increase in revenues and stock prices of exporting companies
through higher export earnings. Meanwhile, a positive exchange rate shock may reduce
the stock prices of importing companies due to increased production costs (Pan et al.,
2007). Despite the significant role of exchange rate shocks on stock prices, none of the
studies conducted in the country have examined the impact of exchange rate shocks on
stock prices separately for exporting and importing companies. Understanding the extent
and nature of the impact of exchange rate shocks on the stock prices of export-oriented
and import-oriented companies, while enhancing the ability of investors to predict and
analyze the stock market, enables policymakers to create the necessary conditions for
increasing returns and growth in the stock market, as well as reducing risks arising from
exchange rate shocks through the adoption of effective policies. Therefore, this paper
aims to examine the impact of exchange rate shocks on the stock prices of exporting and

importing companies in the country.

2. Methodology

This paper aims to investigate the impact of exchange rate shocks on the stock prices of
exporting and importing companies. Based on the literature and following the models of
Lee et al. (2017), Kumar et al. (2021), and Jalaee et al. (2015), the logarithm of the stock
prices of exporting and importing companies is considered as a function of the logarithm
of the exchange rate, the logarithm of oil prices, the logarithm of housing prices, the
logarithm of gold prices, the logarithm of gross domestic product, and a dummy variable

for sanctions. Since some variables, including oil prices and sanctions, are exogenous
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variables that affect economic variables but are not influenced by other variables, the

Vector Autoregressive with Exogenous Variables (VARX) approach is used to estimate
the research models. To measure the stock prices of exporting companies, the stock prices
of the chemical, ceramics, and basic metals industries are used. To measure the stock
prices of importing companies, the stock prices of the automobile manufacturing and
pharmaceutical industries are utilized. The dummy variable sanctions include the number
one for seasons where severe sanctions have been imposed and the number zero for other
seasons. The data is quarterly and covers the period from 2009 to 2023. The source of the
stock price data for export-oriented and import-oriented companies is the Securities and
Exchange Organization, and the data for GDP and housing prices is from the Central
Bank. Other data has been obtained from the Ministry of Economic Affairs and Finance

website.

3. Findings and Discussion

The results showed that a one-standard-deviation positive exchange rate shock has a
significant positive impact on the stock prices of export and import companies.
Additionally, a one-standard-deviation positive gold prices shock has a significant
negative impact on the stock prices of export and import companies in the short term.
However, in the long term, a one-standard-deviation positive gold prices shock leads to
an increase in the stock prices of export companies. A one-standard-deviation positive
housing prices shock has a significant negative impact on the stock prices of export and
import companies in the short term. Conversely, a one-standard-deviation positive
housing prices shock leads to an increase in the stock prices of export companies in the
long term. Moreover, one-standard-deviation positive economic growth has a significant
negative impact on the stock prices of import companies in the short term. In the long
term, a one-standard-deviation positive economic growth has a significant positive impact

on the stock prices of both export and import companies.

4. Conclusion

The findings of this paper indicated that in the Iranian economy, a positive exchange rate
shock increases the competitiveness of domestic companies in international markets,
leading to an increase in the export of goods and services. The increase in the export of
goods and services also results in higher income and profit margins for exporting
companies. Furthermore, with the rise in currency rates, investors expect growth and

increased revenue for exporting companies in the future. Therefore, the motivation to buy



Kordbacheh et al.: ©) ’/L‘{)// b/u’ y L—/‘;;L“/ Gls H

shares of export companies rises, leading to an increase in profitability and the stock price

of export companies. Additionally, the findings showed that a positive exchange rate
shock is associated with an increase in the stock prices of importing companies. Given
the multiple exchange rate system in the country, during a significant rise in currency
rates, the government provides official currency to importing companies. Since importing
companies, on the one hand, purchase imported goods with official currency and, on the
other hand, raise their prices based on inflation, the increase in currency rates leads to
higher profitability and consequently an increase in the stock prices of importing
companies. According to the research results, one of the most important factors affecting
the stock prices of exporting and importing companies in Iran is the fluctuations in
currency rates. Since changes in currency rates have contradictory effects on the stock
prices of these companies in the short term and long term, a key policy suggestion
derived from this research is to create or strengthen effective mechanisms for controlling
and managing currency rate fluctuations and their impacts on company performance. This
action appears essential to reduce the risks arising from currency fluctuations and

increase stock market stability.
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Graph. 1: Trend of changes in research variables during the period 1388-1402
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Tab. 4: Results of determining the optimal lag
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Tab. 5: Results of the cointegration test of the first model
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Tab. 6: Results of the cointegration test of the second model
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Response to Cholesky One S.D. (d.f. adjusted) Innovations
90% Cl using Hall's percentile bootstrap with 1000 bootstrap reps
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Graph. 2: Results of the instantaneous response functions of the logarithm variable of the
stock prices of exporting companies
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Graph. 3: Results of the instantaneous response functions of the logarithm variable of the
stock prices of imported companies
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Variance Decomposition of LSTOX
using Cholesky (d.f. adjusted) Factors
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Graph. 4: Results of variance Decomposition of LSTOX
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Variance Decomposition of LSTOM
using Cholesky (d.f. adjusted) Factors
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Graph. 5: Results of variance Decomposition of LSTOM

b yusio plu phaw oloj CusdS b Dgud o o3l> o9 Ls:;‘b)‘ﬁ sbes s plew Cuasd Oy aliwgdy eplow
@l pBE by zess I (SIly SlaS 18 plews Cuasd Sl v 5 Gl bl e Sl
2 )y S b plow Cuod (uil)ly glgs I (SI)ly S b plow Cuod Dl wrw & 5920
llog s 5l maew (s (gl )0 plows Coud Slpuass D9y (pl b oy oo doyd OY/YY & FF 090
Pl Cuond Olpasd j1 o Dl S uilyly 4350 2uls (piomed i Syl seS b plow Cuosd
ol I 1y (o)l sl 15 plows Cansd llugs I ohew (2l bawgio jsb & 5l €58

b 03 S Gllwy & dngi b wCowl 0ad )63 0 (5l Sllwgs I 3] glaamy b ool plows Hl5L
2538 Sy y3b o6 S w4 plaow SljL )3 LIS lop &S 5lie ise leMbl )5 pis g ploe
ol LIS Ao ren Slolus] 00 [uSaie plow Cuosd posd pimed )13 dgw ails g Ll
e oo 85 canl e T 555 5 IS ele s Slaiel it Sl pla Camd 55 s e
Sl Pl Caosd 43S i Sy ] ] ISl o5 sy & 3o 1 i o S
Gl albiS  ploww Cuadd Clpsi Mad o LS gadge () WyS 0 o (IS Ulo s Olagouas
09§ it e sty Jolge 4 s plos Cuod Dyt plply sl ISl ST a3
Lol Lyl 1y &blwg



e i '

Jae gyluly g ol A0

sl Jdo (6510 oy S0 g S 055 Jo 10 P8 (8]

Inverse Roots of AR Characteristic Polynomiallnverse Roots of AR Characteristic Polynomial

15 15
1.0 1.0
05 05
0.0 ~ 0.0
05 : 05
10 1.0
15 15
1 0 1 1 0 1

Atags slaaily 1 le) Ghagss gl sl oyt 1 foge

Graph. 6: Examining the sustainability of research models
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Response to Cholesky One S.D. (d.f. adjusted) Innovations
90% Cl using Hall's percentile bootstrap with 1000 bootstrap reps
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Graph. 3: Results of the instantaneous response functions of the first model

Response to Cholesky One S.D. (d.f. adjusted) Innovations
90% CI using Hall's percentile bootstrap with 1000 bootstrap reps
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Graph. 4: Results of the instantaneous response functions of the second model
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