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Introduction 

In recent years, shocks to the exchange rate have led to a significant increase in domestic 

prices, affecting the performance of other sectors of the economy. Therefore, it is essential to 

examine how the exchange rate affects prices. But the reaction of all product prices to the 

exchange rate growth has not been the same. In this report, using 2369 commodity price data 

published by 355 listed companies in Tehran Stock Exchange during 2005- 2018, as well as 

734 commodity price index databases and services constituting the producer price index, the 

price response of companies to currency changes in two dimensions of speed and intensity 

are examined to evaluate what companies and products respond faster and more intense to 

exchange rate changes. The results of the sectorial analysis show that the products of the 

industrial sector and the transportation sector are the most affected by the exchange rate 

changes, and the other services sub-sectors (except transportation) bear the least impact. Also 

in the agricultural and industrial sectors, price changes caused by currency shocks are 

performed with the lowest latency and higher speed, and prices in the transport, education, 

and health and social work sectors are later adjusted. Based on the results, import intensity, the 

higher foreign exchange consumption than foreign exchange resources, and the criterion of the dollar 

in imported purchases increase the impact of currency fluctuations on prices. On the other hand, 

government ownership, size of firms, and the criterion of the dollar in export sales reduce the effects 

of exchange rate changes. Also, smaller firms with high financial constraints, intermediary producers 

(versus consumer and final goods), and firms with more foreign exchange resources raise their prices 

faster than exchange rate growth 

Data  

To examine the effect of the exchange rate on the price of different commodities and to 

examine the difference of this effect, it is necessary to use microdata. Therefore, price data at 

the item level is appropriate for this analysis. One of the richest databases available in this 

field is the performance data of companies listed on the stock exchange. According to the 

instructions, manufacturing companies listed on the Tehran Stock Exchange and FARA 

BOURSE are required to report monthly on their performance, including the quantity/number 

of production, the quantity/number of sales, the sales rate, and the number of sales for each 

product item. Of course, these reports were published quarterly until 2017, and are published 
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monthly from 2018 onwards. However, putting together these reports for the 355 companies 

will create databases that will include the seasonal time series of the selling price of each of 

the company's products throughout 2005-2018. Therefore, the data collection will constitute 

an unbalanced panel comprising the price of 2369 commodities from 355 companies. The 

advantage of this database is that since it is clear which product is made from which company, 

it is possible to examine the effect of the financial, economic, and property status of the 

companies on how they price their products. 

Methodology 

After processing the data, it is time to examine how the commodity price is affected by 

exchange rate changes. A simple regression analysis was used for this purpose. Since the 

effect of the exchange rate on prices happens intermittently, this analysis is not limited to the 

simultaneous effect. Therefore, for each item of commodity i the following regressions are 

estimated: 

𝑃𝐺𝑖,𝑡 = 𝛼 + 𝛽𝑗𝑋𝑡−𝑗 + 𝜀𝑖,𝑡                 𝑖 = 1,2, … ,2369  &   𝑗 = 0,1, … ,8   

Where 𝑃𝐺𝑖,𝑡is the growth of the price of item i in a season t compared to the previous season, 

and  𝑋𝑡−𝑗is the growth of the exchange rate in the period t-j. As is well known for commodity 

i, 9 regressions are estimated separately, where the simultaneous effect of  𝛽0, the first lag 

𝛽1،... and the 8th lag 𝛽8 of the exchange rate effect on commodity i are estimated. 

To have a comprehensive assessment of the effect of the exchange rate on prices, according 

to the estimation coefficients in the regressions, 4 indices are used throughout the report. In 

addition to the four indices, an index is defined without using regression outputs. The five 

indicators are defined as follows: 

Simultaneous Effect: The same coefficient of estimation 𝛽0 in the regressions that reflects 

the immediate effect of the currency shock. That is, if the exchange rate rises a percentage in 

a season, a few percents of this reflects on prices. 

Maximum Impact: In fact, it is the maximum estimated coefficients for a single product. In 

other words, for each commodity 𝛽𝑚𝑎𝑥 = max (𝛽0, 𝛽1, … ,  𝛽8  ) is calculated. The higher the 

index for a commodity, the higher the rate of growth associated with the exchange rate 

growth. 

Cumulative Effect: This index shows the sum of the estimated coefficients per commodity. 

So that 𝛽0 + 𝛽1 + … + 𝛽8 is calculated for each commodity. Like the Maximum Impact 

index, the index will measure the severity of impact from exchange rate changes. However, 

all lags are included in this index. 



 
 

Maximum Influence Interval (Season Number): This indicator shows the period for each 

commodity where  𝛽𝑚𝑎𝑥 occurred. In other words, if the highest coefficient of estimation is 

the coefficient of 𝛽1, this index will be equal to 1. The range will be from zero to 1, and the 

smaller the index, the faster the exchange rate will affect the price of the commodity. 

Price Growth after Currency Shock 2011-2012: Since from the fourth quarter of the year 

2011 to the end of the year 2012, there was a currency jump, this period can be used to 

measure the impact of the exchange rate. Therefore, since the beginning of the fourth quarter 

in 2011, for 8 seasons, the growth in commodity prices is measured. It is considered an 

indicator of the impact of the currency jump. Naturally, the trend of this index is expected to 

be in one direction with Cumulative Effect and Maximum Influence indices. 

Summary and Conclusion 

How the exchange rate affects the Iranian economy is essential because we have witnessed 

currency jumps in the Iranian economy in recent years due to policymaking in this area. Prices 

are the variables that are most affected by exchange rate changes and transmit the effects of 

currency shocks to the domestic economy. So how prices are affected by the exchange rate 

can complement our understanding of how currency shocks influence the economy. The point 

of this report is that not all prices respond to exchange rate fluctuations equally and within a 

specific time frame, and the price response of different products and companies is different 

from currency shock. 

This study explores what factors can explain the differences in the price response caused by 

currency changes. To this end, the price response to currency changes has been analyzed from 

two dimensions of reaction size (or intensity) and reaction speed. Two databases were used 

for this purpose. The first is the stock market product database containing 2369 commodity 

items issued by the 355 stock and Fara Bourse companies in the period from 2005 to 2018, 

and the second is the commodity price index (PPI) of 734 commodities and services. To assess 

the impact of prices on the exchange rate for each commodity, three indices of "Cumulative 

Effect" "Maximum Impact" and "Price Growth after 2011-2012 currency shock" have been 

calculated. The reaction speed was also measured by two indicators: "Simultaneous Effect" 

and "Maximum Influence Interval". 

The impact of the exchange rate on the prices of the agricultural and industrial sectors is 1.97 

and 2.6, respectively, reflecting a faster response to currency changes than in other sectors, 

while in sectors such as transport, education, and health and social assistance, the lag is more 

extended than 4 periods and reaches 5.2.  

The industrial sector, with the cumulative effect coefficient of 0.93 had the most impact from 

the exchange rate. In other words, in this sector, prices rise almost as the exchange rate rises. 



 
 

After the industry, transportation, warehousing, and communications are the most affected by 

the exchange rate, with a 0.74 cumulative effect coefficient. Among the various economic 

sectors, the education sector with a 0.033 does not practically bear a significant effect from 

the exchange rate. The hotel and restaurant sectors, health and social work, and other public, 

social, and personal activities are affected by between 0.45 and 0.48 percent from the 

exchange rate, and agricultural prices are affected by 0.55 percent of the exchange rate 

change. 

To test whether the characteristics of firms have been effective in price response to currency 

shocks, firms are divided into two groups according to their features and their indices are 

compared. Based on the results, import intensity, the higher the foreign exchange 

consumption than foreign exchange resources and the benchmarking of dollars in imported 

purchases increase the impact of exchange rate shocks on their prices. On the other hand, 

government ownership, size of firms, and the criterion of the dollar in export sales reduce the 

exchange rate effects on prices. Also, smaller firms with high financial constraints, 

intermediary producers (versus consumer and final goods), and firms with more foreign 

exchange resources than their foreign exchange usages raise their prices faster than exchange 

rate growth. 

 

Firms Characteristics  
The intensity of Price Reaction 

to Currency Changes 
Rate of Price Reaction 

to Currency Changes 

Import-oreinted Firms   

Export-oriented Firms   

Foreign Exchange Consumption more 

than Foreign Exchange Resources 
  

Intermediate Goods to Final Goods   

Financial restrictions   

Government Ownership    

Larger Firms   

Currency Resources in Dollars   

Currency Consumption In Dollars   

Use a Foreign Currency   
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