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Abstract

Oil prices, as one of the key factors in the global economy, have a significant impact on various industries and the capital
market. Their fluctuations can directly and indirectly affect stock indices in oil-dependent countries. The capital market plays an
important role in financing companies and driving economic growth, while stock indices, as indicators of the performance of
different economic sectors, reflect economic conditions and the influence of internal and external factors. This study examines
the effect of global oil price shocks and exchange rate fluctuations on the stock indices of petrochemical, refining, basic metals,
automotive, and banking sectors in Iran's stock market. Daily data from April 2021 to December 2024 have been utilized for this
analysis. The results of employing the Structural Vector Auto regression (SVAR) model indicate that during the specified period,
the stock indices of the selected sectors were primarily influenced by internal shocks within their respective groups, with the
impact of oil price and exchange rate shocks being very limited. These findings highlight the unique dynamics of Iran's capital
market and its greater sensitivity to domestic factors. The study's results can assist economic policymakers and capital market
participants in better risk assessment and the formulation of appropriate strategies.
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Extended Abstract
1. Introduction

Oil prices are a critical factor in the global economy, significantly influencing various industries and financial markets.
Fluctuations in oil prices can directly and indirectly affect stock indices in oil-dependent countries. In this context, the stock
market plays a vital role in financing companies and fostering economic growth. This study investigates the impact of global oil
price shocks and exchange rates on the stock indices of five key sectors in the Iranian stock market: petrochemical, refining, basic
metals, automotive, and banking. The research utilizes daily data from April 2021 to December 2024 and employs a Structural
Vector Autoregression (SVAR) model to analyze the relationships between the variables. The findings reveal that the stock
indices of the selected industries are primarily influenced by internal shocks specific to their sectors, with limited effects from oil
price shocks and exchange rates. These results underscore the unique dynamics of the Iranian capital market and its greater
sensitivity to internal factors. Economic theories suggest that stock prices are influenced by various factors, including
macroeconomic conditions, corporate performance, and investors’ future expectations. In major oil-exporting countries like Iran,
oil prices significantly impact cash flows and stock returns. The relationship between oil price changes and stock markets is
complex, with some studies indicating that rising oil prices can lead to increased government revenues, fostering investment
growth. Conversely, other research emphasizes the potential for reduced profitability and heightened investment risks due to
rising costs. Oil prices influence stock prices through multiple channels. Rising oil prices can increase production costs for
companies reliant on oil, potentially reducing profitability and stock prices. On the demand side, higher oil prices can shift
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income from oil-importing countries to oil-exporting nations, altering consumer and investor behavior. Additionally, oil price
fluctuations can indirectly affect the economy and stock markets by altering inflation rates and expectations.

2. Methodology

This study analyzes the impact of global oil price shocks and exchange rates on the stock indices of various sectors using daily
data. The Brent crude oil price serves as a representative of global oil prices, while the exchange rate is considered an influential
variable on the domestic economy. The stock indices of the five selected groups—petrochemical, refining, basic metals,
automotive, and banking—are used as indicators of the Iranian stock market. The study employs a Structural Vector
Autoregression (SVAR) model to analyze the interactions among the variables. The model allows researchers to identify
structural shocks from a specific variable and analyze their impact on other variables. The analysis begins with stationarity tests
to ensure the validity of the regression results, followed by determining the optimal lag length for the model.

3. Results

The results indicate that the stock indices of the selected industries are primarily influenced by internal shocks related to their
sectors, with limited effects from oil price shocks and exchange rates. Notably, the petrochemical and refining industries, which
theoretically should be significantly affected by oil price fluctuations, show minimal responsiveness to these changes. This
finding suggests that government controls over pricing for petroleum products and petrochemical products have isolated domestic
markets from global oil price fluctuations. The exchange rate has a positive but limited impact on the petrochemical and refining
sectors. In the long run, an increase in the exchange rate could enhance export revenues for these industries; however, this effect
is constrained by currency policies and a lack of full market flexibility. Variance decomposition analysis reveals that in the initial
period, 100% of the changes in the petrochemical index are attributed to changes in its own variable. Even in the tenth period,
approximately 99.63% of the changes in the index remain attributable to its historical trends. The contribution of global oil prices
to explaining changes in the petrochemical index is minimal, reaching only about 0.28% in the tenth period, which contradicts
theoretical expectations.

4. Conclusion

In summary, the findings of this research indicate that fundamental variables affecting the stock market, such as oil prices and
exchange rates, have had no significant impact on the stock indices of various industries during the studied period. Even the
petrochemical and refining indices, which theoretically should be directly influenced by oil and currency markets, have not been
exceptions to this trend. The underlying reasons for this insensitivity of the Iranian stock market to oil price and currency market
developments appear to stem from intensified government price controls, reduced government support for industries, and the
implementation of contractionary monetary policies. To improve market performance and attract investor confidence,
policymakers must respect market mechanisms and avoid excessive price controls. This study contributes to a deeper
understanding of the dynamics of the Iranian stock market and provides valuable insights for economic policymakers and market
participants in navigating the complexities of oil price fluctuations and their limited effects on stock indices.
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! Structural Vector Auto regression Model
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! Impulse Response Functions
? Forecast Error Variance Decomposition
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! Schwarz information criterion

% Akaike information criterion

® Final Prediction Error

* Hannan -Quinn information criterion
> Likelihood Ratio
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