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Exchange rate fluctuations and monetary policy changes affect stock market
returns through channels such as the cost of capital, credit, and exchange rates.
Understanding the distinction between these effects, especially during economic
sanctions, is of great importance to policymakers and investors. Accordingly, the
present study examines the effect of monetary policy on the stock returns of 9
export industries and eight import industries, as well as the total of these
industries on the Tehran Stock Exchange, during the monthly period from April
2010 to March 2023. For this purpose, monetary policy was measured using the
monetary conditions index derived from a principal component analysis (PCA),
and liquidity volume, oil price, and interest rate were included as control
variables. The estimation of short-run and long-run relationships was carried out
using the pooled group mean (PMG) method. The results showed that in the long
run, monetary policy has a positive and significant effect on the returns of export
industries and on the total of industries. In contrast, no effect was observed for
import industries. No direct effect was reported in the short run. However, the
error-correction coefficients indicated that export, import, and total industries
return to long-run equilibrium at rates of 84, 74, and 80 percent, respectively.
These findings highlight the dominant role of export industries in the Iranian
capital market. Therefore, it is suggested that investors should focus more on
export industries under expansionary monetary policy conditions, and that
policymakers should reduce the potential adverse effects on import industries
and enhance the stability of economic actors’ expectations by managing the
exchange rate and interest rates.
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Introduction

Monetary policy is one of the most critical macroeconomic tools, shaping a country’s economic growth
and financial stability through variables such as interest rates, money supply, exchange rates, and credit
conditions. Any change in monetary policy—particularly through interest rate adjustments and
exchange rate management—can influence capital costs, firms’ access to financial resources, and,
ultimately, stock market returns. This effect is particularly pronounced and complex in Iran’s economy,
which faces structural constraints, external sanctions, and severe exchange rate volatility, as the high
dependence of industries on foreign trade creates distinct responses to monetary changes between
export- and import-oriented industries.

In Iran’s stock market, export-oriented industries benefit from rising exchange rates and expansionary
monetary policy, as their Rial-denominated revenues from foreign sales increase. In contrast, import-
oriented industries face higher costs and reduced profitability under rising exchange rates or
contractionary policies. Although numerous studies have examined the relationship between monetary
policy and stock markets, few have analyzed the differential behavior of these two industry groups over
short- and long-term horizons. This literature gap regarding the asymmetric effects of monetary policy
across export- and import-oriented industries in Iran’s capital market motivates the present study.

This study aims to analyze the short- and long-term responses of export-oriented, import-oriented, and
aggregate industries to monetary policy at the Tehran Stock Exchange over the monthly period from
March 2010 to March 2024. Specifically, the study seeks to determine which industries benefit relatively
more under expansionary or contractionary monetary policy and how quickly each returns to long-term
equilibrium.

Methodology

The study's statistical population comprises 17 industries over the period Farvardin 1389 to Esfand 1402,
divided into two groups based on trade orientation: export-oriented (9 industries) and import-oriented
(8 industries). Monthly stock returns were used as the dependent variable, and the Monetary Conditions
Index (MCI) was considered the primary independent variable. Interest rates (RT), global oil prices
(NP), and money supply (HL) were included as control variables.

The Monetary Conditions Index (MCI) was constructed using Principal Component Analysis (PCA)
from three primary components —exchange rate, bank credit volume, and the central bank's net foreign
assets— providing a composite indicator of the economy's monetary conditions. To examine short-term
and long-term relationships, a Panel ARDL model was employed along with the Pooled Mean Group
(PMG) estimator proposed by Pesaran, Shin, and Smith (1999).

DAl = pi + 9i(Alje—q — 6;MPy) + Z?;ll wiAAL e +
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where Al denotes the stock return of industry i at time ¢, and M P;;is the Monetary Conditions Index.
The coefficient V;represents the error-correction term (speed of adjustment); its negative sign confirms
the existence of a long-run relationship between the dependent and independent variables.

Stationarity tests (IPS), cross-sectional dependence (Breusch-Pagan), and cointegration (Pedroni) were
performed to verify model validity. The selection between the MG and PMG estimators was based on
the Hausman test. In all three estimated models— exporting, importing, and combined —PMG was
identified as the most appropriate estimator.

Results and Discussion

The long-term results showed that monetary policy has a positive and significant effect on the efficiency
of export industries and on the total of export and import industries. In contrast, no significant effect
was observed for import industries. In other words, expansionary monetary policy, by weakening the
domestic currency and improving companies' foreign-exchange income, increases stock returns in
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export industries. The long-term impact coefficient of monetary policy on export industries was
estimated at 0.0247, and for all industries at 0.0216, while the coefficient for import industries was
statistically insignificant.

In the short-term analysis, the direct relationship between monetary policy and industrial efficiency was
not confirmed, but the error correction coefficients showed that the process of returning to long-term
equilibrium is fast and stable; so that export industries return to the long-term level at a speed of 84
percent, import industries at 74 percent, and total industries at about 80 percent. This finding indicates
a greater sensitivity and more efficient response of export industries to monetary changes.

Among the control variables, interest rates had a significant negative effect on industrial returns, as
higher deposit interest rates attracted liquidity from the stock market and reduced investors' demand for
stocks. The global oil price had a positive but minor effect, while liquidity volume had a negative effect
on industrial returns, indicating that inflation reduces the real value of corporate profits. The overall
results of the models suggest that monetary policy in Iran mainly operates in the long term. In the short
term, its effects are reflected in interest rates and expectations.

Based on the research findings, it is recommended that investors focus more on export industries during
periods of expansionary monetary policy (such as reducing interest rates or increasing bank credit), as
these industries have greater capacity to generate higher returns and adjust more quickly. In contrast,
banking and economic policymakers should prevent the adverse effects on imported industries from
intensifying by appropriately adjusting the exchange rate and interest rate to maintain stability in the
capital market.

From a policy perspective, this study's results indicate the need to use composite indicators, such as the
“monetary conditions index,” to assess banking policies more accurately. Such an index can measure
the simultaneous impact of interest rates, exchange rates, and credit volume, providing a more
comprehensive picture of the country’s monetary situation. Overall, the present study emphasizes that
the effects of monetary policy on the stock market industries in Iran are asymmetric and dependent on
the commercial nature of the industries, and to maintain the stability and efficiency of the capital market,
coordination of monetary policy with exchange rate policy and the real sector of the economy is an
inevitable necessity.
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