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Abstract

This study examines the impact of macroeconomic variables, including the exchange rate
and inflation, on the performance of the banking industry and credit institutions on the Tehran
Stock Exchange between January 2008 and March 2016. Thus, a multivariate generalized
autoregressive conditional heteroskedasticity (MVGARCH) model was used to explain
exchange rate and inflation fluctuations on the returns of the banking and credit institutions
industry index. There is evidence to suggest that exchange rate and inflation fluctuations are
significantly and directly related to the returns of the banking industry index. Thus, the
performance of the banking industry is affected by; first lag of exchange rate fluctuations and
second lag of inflation uncertainty. Consequently, gain of foreign currency translation and a
reduction in the cost of funds resulting from exchange rate fluctuations and inflation have a
positive impact on the banking industry index.

Keywords: MGARCH, Exchange Rate, Inflation, Return of Banks and Credit Institutions
Industry Index.
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