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The currency crisis is a critical issue faced by many countries, imposing
significant pressure on their currency markets. This research investigates
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02/02/2025 using data spanning from 2000 to 2023 sourced from central banks.
Employing the ARDL method, the study examines how sanctions
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Market, Iran, Russia suggest that this negative effect diminishes in significance. Furthermore,

economic growth and government spending both exert positive and
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C40, D72, F31,N25 the ARDL findings indicate a significant negative impact of sanctions on
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effects on the exchange market pressure. Interestingly, similar to Russia,
the long-term impact of sanctions on Iran's economy appears not to be
significant. Comparing the models for Iran and Russia, both countries
experience a short-term negative and significant effect of sanctions on
exchange market pressure. However, the long-term effects differ, with the
significance of sanctions diminishing over time in both economies.

* Professor, Department of Economics, Faculty of Economics and Social Sciences, BU-Ali Sina University,
Hamedan, fotros@basu.ac.ir

**Assistant Professor, Department of Economics, Saravan University, Sistan Baluchistan (corresponding Author),
M.mazhary@saravan.ac.ir

How to Cite: Fotros, M. H., Mazhary Ava, M. (2025). The impact of sanctions on the exchange pressure market
among sanctioned countries (Iran and Russia), Economic Modeling, 18 (67): 87-110.



https://eco.firuzkuh.iau.ir/
https://sanad.iau.ir/Journal/eco/Article/11........%20961
https://sanad.iau.ir/Journal/eco/Article/...........
https://sanad.iau.ir/Journal/eco/Article/...........
mailto:fotros@basu.ac.ir

Economic Modeling
Volume 18, Issue 67, Autumn 2024, 87-110. sanad.iau.ir/journal/eco [

1. Introduction

During the years 1980-1990, many countries in Europe, Asia, and Latin America
experienced currency crises, leading to significant fluctuations in currency markets.
These fluctuations and market instability resulted in a decline in the value of domestic
currencies (Hajrati, 2010). However, central banks could intervene to counteract this
depreciation by raising interest rates or exchanging domestic currency for foreign
reserves (ibid).

Currency crises impose substantial economic losses and undermine policymakers'
confidence. Their consequences extend beyond affected nations, influencing global
trade and capital flows. To mitigate these deficits, countries often increase exports or
seek short-term foreign loans to finance long-term projects. Research highlights that
currency crises are a major factor contributing to pressure in currency markets (Hajrati,
2010). This pressure is primarily reflected in exchange rate fluctuations. Despite these
challenges, some companies respond by accelerating stock offerings, increasing
production capacity, and creating new investment opportunities (Ozek & Ergur, 2022).

Theories on exchange rates emerged in the 1960s, with the concept of currency
market pressure first introduced by Girton and Roper in 1977. This concept quantifies
total pressure on the exchange rate, which can be alleviated through market
interventions. Essentially, foreign exchange market pressure leads to currency
depreciation, reflecting investors' reluctance to hold the national currency (Klaassen &
Mavromatis, 2016). Recent studies on foreign exchange market pressure emphasize two
key indicators: exchange rates and foreign exchange reserves. Various studies have
incorporated variables such as the nominal exchange rate, interest rate, and foreign
exchange reserves. Other influential factors include the consumer price index, per capita
production growth, trade balance, capital flow, and government debt (Varoska & Kakel,
2014). Some studies further emphasize that exchange market pressure depends on a
country’s economic structure, requiring macroeconomic models for accurate assessment
(Rao, 2013). An increase in a country’s exchange rate, a decrease in foreign reserves, or
simultaneous changes in both can intensify pressure on the foreign exchange market.
During crises, this pressure disrupts economic stability and negatively affects key
economic indicators (Parlactona & Karpat, 2018).

Sanctions involve imposing restrictions on specific countries, companies, or
individuals as a response to particular actions. Beyond affecting economic development,
these restrictions also impact various other sectors. Given their adverse effects on the
general population, policymakers often adapt strategies to mitigate their negative
consequences. Over the past two centuries, approximately 110 countries have faced
sanctions (Turki & Mazaheri, 1401).

2. Research method and data

This study examines the growth rate of production, the ratio of government
expenditures to GDP, the ratio of government debt to GDP, and the impact of embargo
periods between Iran and Russia. Data collection is based on library research, with data
sourced from the World Bank and the Central Bank for the period 2000-2023. The
model estimation follows an autoregressive approach with a distributed lag structure.
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To measure currency market pressure and estimate the relevant model, this research
adopts the framework developed by Eisenman and Biniki (2015) in their study.
equation (1)
EmP = e —€-1 IRy — IR;_4

€t-1 IR¢ 4
It is the nominal exchange rate and IR is the foreign exchange reserves, so the currency
market pressure is related to changes in foreign reserves and exchange rates.
equation (2)
Emp = GDP, + Expense; + Debt; + Sanc+e;
EMP: is the currency market pressure index for country i at time t.
GDP :economic growth
Debt:The ratio of the government's external debt based on the percentage of GDP
Expense:Government expenses based on percentage of GDP:
Also, since there has been a global embargo in these sample member countries during
the investigated periods, therefore, the virtual variable indicating the embargo with the
Sanc symbol has also been included in the model.

3. Analysis and discussion

The estimation results of the ARDL model for Russia indicate that, in the short term,
comprehensive sanctions have a negative effect on foreign exchange market pressure.
This suggests that increased sanctions during the analyzed period contributed to a
reduction in currency market pressure. Studies have shown that while sanctions led to a
depreciation of the Russian ruble and triggered a financial crisis, Russia was able to
mitigate their impact by compensating through other economic sectors. Another
contributing factor is the elasticity of consumer demand for Russian goods, which
allows for short-term adjustments. For Iran, the ARDL model results show that the
coefficient of sanctions is negative and significant. The short-term negative effect of
sanctions can be attributed to the elasticity of consumer demand, as it takes time for
alternative markets to substitute Iranian products. Consequently, despite sanctions,
currency market pressure decreases in the short run.

Economic growth, both in the short and long term, has a negative effect on currency
market pressure in Iran. A 1% increase in economic growth reduces foreign exchange
market pressure by 2% in the short term and by 3% in the long term, aligning with the
findings of Desai et al. (2017). Additionally, government spending has a negative and
significant effect on currency market pressure, decreasing it by 0.003% in the short term
and 0.004% in the long term. Although this effect is small, it can be explained by the
government's role in importing raw materials for production, which boosts GDP, fosters
economic growth, and ultimately increases foreign exchange reserves—thereby
reducing market pressure.

Finally, the estimation results indicate that the negative effect of sanctions is not
statistically significant in the long term.
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