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EXTENDED ABSTRACT

Introduction

Stock markets mobilize savings and allocate financial resources, and their contribution to economic activity
depends on the quality of information reflected in prices. Uncertainty about economic policy may change
expectations, investment decisions and risk-taking, with possible consequences for both price volatility and
informational efficiency. These effects may differ between positive and negative uncertainty components and
across market conditions. The present study examines these relationships in the Iranian stock market during
1394-1401 SH. It considers exchange-rate, output-growth and inflation uncertainty and distinguishes volatility
from weak-form market efficiency. This distinction allows the study to assess whether uncertainty is associated
with changes in the variability of returns as well as the predictability of market movements.

Methods and Materials

This applied, descriptive-analytical ex post facto study used monthly observations of the Tehran Stock
Exchange index, including 96 price observations and 95 valid returns. Conditional volatility was estimated
using GARCH models. Weak-form efficiency was assessed using autocorrelation, Ljung—Box and variance-
ratio tests. An uncertainty index was constructed from exchange-rate, output-growth and inflation uncertainty
using conditional standard deviations and Z-score standardization. Annual observations were used for some
macroeconomic variables and the final asymmetric-effect regressions. The annual sample comprised eight
observations, which limits statistical power. Positive and negative uncertainty components were entered
separately, and direct comparisons of their coefficients were used to evaluate asymmetry. A failure to reject
equality of the coefficients was interpreted as insufficient evidence of an asymmetric effect.

Findings

Volatility was highly persistent, with a reported sum of ARCH and GARCH coefficients of 0.909. The
efficiency tests indicated significant serial dependence and departures of variance ratios from unity. Overall
efficiency was 0.4841, and median rolling efficiency over a 60-month window was 0.4901. Exchange-rate
uncertainty (p = 0.442) and output-growth uncertainty (p = 0.569) did not significantly affect volatility.
Inflation uncertainty could not be tested because the variable was constant and the design matrix was rank
deficient. Positive and negative EPU coefficients for volatility were —0.0353 and 0.0822; their difference was
not significant (p = 0.209). For market efficiency, the coefficients were 0.095 and —0.259, with no significant
difference (p = 0.212). The individual positive and negative uncertainty effects on volatility were also
statistically insignificant (p = 0.329 and p = 0.210, respectively). Thus, differences in coefficient signs did not
establish statistically significant asymmetry.

Discussion and Conclusion

The reported efficiency tests provide evidence against weak-form efficiency over the study period, while the
volatility estimates indicate persistent fluctuations. However, the regression and coefficient-difference tests do
not provide sufficient evidence to confirm the proposed asymmetric uncertainty effects. Economically different
coefficient signs should therefore be distinguished from statistically supported differences. The small annual
sample reduces the ability of the tests to detect relationships. The untested inflation component also limits the
scope of the conclusions. These results should be interpreted as an absence of sufficient supporting statistical
evidence within the available sample, rather than proof that economic policy uncertainty can have no
asymmetric effect. Future analysis using longer series and more frequent observations could help assess the
stability of these estimates and improve the power of the asymmetry tests.
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