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Abstract

The present study aims to design an early warning model to investigate the effect of OPEC
summit announcements on the formation of bubbles in the Iranian stock market. To identify
bubbles between April 2012 and February 2023, the Generalized Supremum Augmented Dickey-
Fuller (GSADF) test was applied. After detecting bubble periods, a predictive model was
developed using probit regression. The results indicate that the early warning model achieves
94% accuracy in predicting bubble periods in the Iranian stock market. Moreover, OPEC
summit announcements to reduce (maintain) production levels are associated with a lower
(higher) probability of bubble formation. Announcements to maintain production levels create
optimistic expectations that raise the future expected value of stocks beyond what fundamental
economic factors suggest, thereby increasing the likelihood of a price bubble. Overall, the
findings confirm that the Iranian stock market is significantly influenced by OPEC summit
announcements.
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Introduction

Over the past two decades, economic crises, fluctuations in growth, political conflicts, regional
disputes, labor strikes, supply and demand uncertainty, stock market activity, and OPEC policies
have driven sharp changes in oil prices. OPEC members hold meetings periodically to set production
goals and policies. These meetings—and the news, agreements, and statements surrounding them—
shape oil prices through speculation. OPEC members account for 40% of global crude oil
production, and their exports represent about 60% of internationally traded oil.

The effect of OPEC’s decisions to increase, decrease, or maintain production levels on oil prices
remains debated among policymakers, regulators, and academics. Some argue the effect is weak or
declining, particularly as non-OPEC producers gain market share. Others contend the effect is
strong, since OPEC’s production adjustments push prices away from competitive levels. For
example, Wang et al. (2008) found no significant daily impact of OPEC meeting announcements on
oil markets but did observe weekly effects.

Iran, with 10.6% of global oil reserves, is OPEC’s second-largest crude oil producer. Its economy
heavily depends on crude exports, making it highly sensitive to global oil shocks (Shakeri et al.,
2016). At the same time, decades of economic and political sanctions—such as UN restrictions that
cut Iran’s oil exports by 63% between 2011 and 2013 (Karimpour et al., 2020)—have amplified the
importance of OPEC’s production announcements. Accordingly, this study seeks to: (1) examine
the effect of OPEC summit announcements on bubble formation in the Iranian stock market, and (2)
design an early warning system using a probit regression model. To the best of the authors’
knowledge, this area has not been previously studied.

Methodology
To identify bubble periods, the GSADF unit root test was applied to the monthly time series of

the Iranian stock market’s price-to-earnings (P/E) ratio from April 2012 to February 2023. To
achieve the research objectives, three probit regressions were estimated:

e Model 1: included only economic variables.

e Model 2: added a dummy variable for OPEC production reduction announcements.

e Model 3: added a dummy variable for OPEC production maintenance announcements.
It should be noted that, within the study period, OPEC announced a production increase only once;
therefore, this variable could not be included in the probit regressions.

Results and Discussion

The results show that, when viewed seasonally, the sample contains 37 normal seasons and 7
bubble seasons, confirming the existence of bubble periods in the Iranian stock market. These
findings are consistent with those of Nowrozi et al. (2021) and Qolizadeh et al. (2020). At the 95%
confidence level, OPEC summit announcements to reduce production are associated with a
decreased probability of bubble formation, while announcements to maintain production are linked
to an increased probability of bubbles in the subsequent period.

Conclusion

The study concludes that OPEC announcements shape market expectations, altering either the
subjective discount rate applied to future cash flows or the value of expected future cash flows
themselves. In particular, announcements to maintain production encourage expectations of
favorable oil market conditions for exporters, creating a positive outlook for oil exports. Anticipating
an improved economy and higher national income, investors raise stock valuations beyond what
fundamentals justify, thereby increasing the probability of bubble formation. Additionally, the
proposed early warning model demonstrates 94% accuracy in predicting bubble periods in the
Iranian stock market
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