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EXTENDED ABSTRACT

INTRODUCTION

The main purpose of this study is to analyze the impact of the value of ferrous
companies from steel rates on the London Metal Exchange. The export
advantage of cheap energy and the existence of arbitrage in the global ferrous
market can affect the value of Iranian companies whose activities are related
to steel production or iron ore extraction under the financial transfer process.
Although financial pass through is one of the natural functions of financial
markets, but this issue in the Iranian market is challenged from two
perspectives. First, it is not possible to trade in the Iranian stock market
through international brokers and in practice no international investment is
made in this market, and second, the Iranian economy has been subject to
international sanctions in recent years and the path of international trade in
the country may face serious problems. For these two reasons, it is possible
that there is no mechanism for the commodity prices pass through in the
Iranian stock market. On the other hand, government intervention in
determining the prices of some basic commodities, such as steel, and the
imposition of mandatory prices, can make any connection between the value
of these companies and world prices meaningless. Government interference
in commodity prices can be achieved through the imposition of a regulated
exchange rate. For this reason, in this study, the exchange rate in the informal
market has been used to Rialize the world steel rate, which is based on the
London metals exchange. In this study, the informal exchange rate is equal to
one Etherium in Tehran market. Therefore, to estimate the relationship
between the global steel price and the value of ferrous companies, we should
consider the effect of the exchange rate on the informal market. Capital
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market developments and its sharp fluctuations in recent years should also be
considered as an effective component in the value of companies.

Finding a significant relationship between global steel prices and the value
of ferrous companies would be an important sign to risk management and
optimization of investors' portfolios.

METHODOLOGY

In the category of companies activities in the Tehran Stock Exchange,
steel industries are in the group of basic metals and iron ore mines are
in the group of metal ores. Both stock exchanges include activities
related to other metals such as copper and aluminum, and therefore
there are no separate indicators for companies whose activities are only
related to ferrous activities. In this study, a separate index by Laspiers
method for steel producing companies and iron ore mining companies
has been designed and calculated separately, in which all effective
events such as increasing the capital of companies have been
considered. This index is a research dependent variable. Explanatory
variables of the research model are steel rates in LME and exchange
rates in the Tehran informal market. The total index of Tehran stock
market is also included as a control variable in the research model. The
data processing method is ARDL.

FINDINGS

Estimation of the coefficients of the research model indicates that the value
of iron companies in Iran has a direct and significant relationship with the
LME steel rate, the exchange rate in the informal market and the TSE index
of Tehran. According to the findings of the ARDL model, a 10% increase in
LME steel rate will increase the index of steel companies by 8.8% and the
index of iron ore mining companies by 5.8% in the long run. Also, a 10%
increase in the informal exchange rate will cause these two indices to grow
by 3% and 5.7%, respectively. The validity of a significant long-run
relationship has been investigated and confirmed using the bounds test.
Adjustment rate in steel industry is about 3 months but in mining companies
is faster and close to 1 month.

CONCLUSION
The results of this study indicates that the value of steel companies as
well as iron ore mining companies in lIran, have a significant response
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to changes in LME steel prices. In other words, the lack of access of
international traders to this market and also the existence of
international sanctions has not been able to prevent financial pass
through in the Tehran stock market. The results of estimating the
research model show that the value of ferrous companies in Iran is
sensitive to the informal exchange rate. Thus, the official government
rate of dollar has not eliminated the link between the market value of
these companies and the informal exchange rate.
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