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Abstract

Banks are inherently sensitive to exchange rate fluctuations due to the diverse nature of their operations. This
study adopts a novel approach to examine how Iranian bank stocks respond to currency-related directives issued
by the Central Bank of Iran (CBI), specifically regarding the translation of foreign exchange items. While prior
research has addressed the impact of exchange rate volatility on banks’ financial performance, the direct effect of
regulatory circulars on stock returns remains largely unexplored. This study bridges that gap by analyzing
abnormal returns for 16 publicly listed banks on the Tehran Stock Exchange over the period 2014-2023.
Employing an event study methodology, abnormal returns were calculated within a 15-day window before and
after each CBI circular. The results indicate that these circulars—regardless of whether they triggered trading
suspensions—Ied to a statistically significant decline in abnormal returns. The effect was more pronounced in
banks with higher levels of foreign currency assets, suggesting heightened sensitivity to regulatory interventions.
These findings imply that the CBI's currency-related policies influence market expectations and the stock
performance of banks. Therefore, it is recommended that regulatory authorities consider the capital market
implications of such measures. Additionally, banks should enhance financial transparency and implement robust
risk management strategies to sustain investor confidence.
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Introduction: Banks, due to the diversity of their operations, are sensitive to exchange rate fluctuations. This
study adopts an innovative approach to examine how the stock returns of Iranian banks respond to currency-
related directives and regulations issued by the Central Bank of Iran (CBI), specifically concerning foreign
exchange translation processes. While prior studies have explored the impact of exchange rate volatility on the
financial performance of banks, the direct effect of regulatory circulars on bank stock returns has remained
underexplored. This research aims to fill that gap.
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Method and Data: The statistical population includes all banks listed on the Tehran Stock Exchange that
remained active from 2014 to 2023. The sample comprises 16 publicly traded banks. Regulatory circulars
concerning the foreign currency translation of monetary assets and liabilities were extracted from the CBI
website. An event study methodology was applied, and the abnormal returns of each bank’s stock were
calculated for the 15-day window before and after each circular’s issuance.

Findings: The results reveal that the issuance of these currency regulations—whether or not they led to stock
suspension—resulted in a statistically significant decrease in abnormal returns. This effect was more pronounced
in banks with higher foreign currency assets, suggesting a greater sensitivity to regulatory changes due to their
exposure to exchange rate risk.

Conclusion and discussion: The findings suggest that the CBI’s foreign exchange policies can influence
investor expectations and the performance of bank stocks. It is recommended that policymakers consider capital
market implications when drafting such regulations. Banks should also improve transparency and proactively
manage risks associated with regulatory changes to mitigate negative market responses.
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