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PAPER INFO ABSTRACT

The Iranian oil market has faced serious challenges over the past two decades due to geopolitical
developments, economic sanctions, and, in particular, the activation of the trigger mechanism. This
study aims to empirically analyze how the trigger mechanism has affected the price and volume of
Iranian oil exports. Annual data from 2000 to 2024 were collected from official domestic and
international sources and analyzed with an autoregressive distributed lag model. Unit root and bounds
test results indicate a long-term relationship among model variables, supporting analysis of the
structural dynamics of the oil market. Model estimates indicate that the trigger mechanism had a
positive and significant effect on oil prices at the second lag, acting as a political shock that increased
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prices, whereas oil exports and production had negative effects; a decrease in exports led to a decrease
in prices. The error-correction component shows the system returns rapidly to long-term equilibrium.
The findings reveal that the trigger mechanism's effects are largely psychological and legal, though it
can alter the influence of economic variables. Accordingly, strategic recommendations are made for
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energy diplomacy, export diversification, and reducing crude oil dependence.
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1. Introduction

Iran’s oil market, as one of the most important sources
of national revenue, is highly vulnerable to political, legal,
and sanction related shocks. In this regard, the activation
of the “snapback mechanism” can alter the path of oil
exports, access to target markets, financial transactions,
and ultimately oil prices and oil revenues by reinstating
international restrictions. The significance of this issue lies
in the fact that any disruption in oil exports affects not only
the energy market but also exchange rate stability,
inflation, investment, and the financing of development
projects. This study focuses on examining the effects of
activating the snapback mechanism on key variables of

173

Iran’s oil market and seeks to explain how this mechanism
can influence market behavior through institutional and
expectation based shocks. Using annual data for the period
2000-2024, the study aims to provide a clear
understanding of the relationship between this political
shock and the performance of Iran’s oil market.

2. Theoretical Framework

The theoretical framework of this study is based on the
assumption that the oil market is not solely determined by
physical supply and demand but is also significantly
influenced by political and institutional shocks. Within this
framework, the snapback mechanism acts as an external
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shock that increases risk, intensifies uncertainty, restricts
international transactions, and weakens the expectations of
economic actors, thereby affecting oil prices and export
performance. From a theoretical perspective, when an
economy is highly dependent on oil revenues, even legal
and diplomatic developments can trigger rapid market
reactions. In this study, the snapback mechanism is
analyzed not merely as a legal constraint but as a
psychological and economic shock capable of altering the
trajectory of key oil market variables. Consequently, the
relationship between foreign policy dynamics, energy
security, and the revenue structure of Iran’s economy
forms the core foundation of the theoretical analysis.

3. Methodology

This study uses annual data covering the period from
2000 to 2024 obtained from official domestic and
international sources. To analyze the relationships among
variables, a time-series econometric approach based on the
Autoregressive Distributed Lag model ARDL(1,2,1,2) is
employed. This method is particularly suitable because it
allows the simultaneous examination of both short-run and
long-run relationships among variables. First, unit root
tests were conducted to determine the stationarity
properties of the wvariables. Then, the bounds-testing
approach was applied to examine the existence of
cointegration among them. After confirming the presence
of a long-run relationship, both short-run and long-run
coefficients were estimated, and the error correction term
was calculated to measure the speed at which deviations
from long-run equilibrium are corrected. All estimations
were performed using EViews 12 software. The model
structure was designed to capture the interactions among
key variables such as oil prices, oil exports, oil production,
and the snapback mechanism variable.

4. Results and Discussion

The empirical findings indicate that the estimated
model has a strong explanatory power. The coefficient of
determination is reported as R’ of 0.849537, while the
adjusted R’ equals 0.714120, indicating that a large share
of the variation in the dependent variable is explained by
the explanatory variables included in the model. The
overall significance of the model is confirmed by an
F-statistic probability of 0.004135, and the Durbin—Watson
statistic equals 2.266872, suggesting that there is no
serious autocorrelation problem in the residuals. The
Akaike and Schwarz information criteria are reported as
8.091426 and 8.293589, respectively.

At the coefficient level, one of the most important findings
of the study is that the snapback mechanism variable at the
second lag has a positive and statistically significant effect
on oil prices. The estimated coefficient for this variable is
38.96471, with a significance level of 0.0357. This result
suggests that activating the snapback mechanism creates a
political and psychological shock that may increase oil
prices in the short run rather than simply causing a decline.
In addition, oil price at the first lag also has a positive and
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statistically significant effect on the dependent variable.
The coefficient is 0.412024, the standard error is 0.126866,
the t-statistic equals 3.247715, and the p-value is 0.008.

Conversely, oil exports at the third lag have a negative and
statistically significant effect, with an estimated coefficient
of =7.98E-05 and a significance level of 0.0042. Similarly,
oil production at the second lag shows a negative and
significant impact, with a coefficient of —5.65E-05 and a
significance level of 0.0182. These results indicate that
reductions in oil exports and production exert downward
pressure  on market performance and  weaken
revenue-generating  capacity.  According to  the
interpretation presented in the study, the effects of the
snapback mechanism are not solely the result of direct
physical changes in oil supply but are largely driven by
psychological, legal, and institutional shocks that reshape
market expectations.

In the long-run estimation, the error correction term
(ECM) is reported as —5.587976, with a standard error of
0.089444, a t-statistic of —6.573684, and a p-value of
0.0000. This finding indicates a rapid and statistically
significant  adjustment  process toward long-run
equilibrium. In other words, although political shocks may
initially disturb the system, the Iranian oil market
demonstrates the capacity to return relatively quickly to its
long-run equilibrium path. This confirms the existence of a
stable long-run relationship among the variables included
in the model.

5. Conclusions

The results of this study indicate that the activation of
the snapback mechanism has a significant and
multidimensional impact on Iran’s oil market. On the one
hand, it generates a political and expectation-driven shock
that increases oil prices at the second lag; on the other
hand, it is associated with negative effects on oil exports
and production. Moreover, the error correction coefficient
demonstrates that the oil market is capable of returning to
its equilibrium path in the long run. However, maintaining
this stability requires active policy responses and structural
reforms to reduce vulnerability to external shocks.
Accordingly, the study recommends several policy
measures, including strengthening export markets,
diversifying export routes, expanding the export of
petroleum and petrochemical products, enhancing energy
diplomacy, utilizing alternative financial mechanisms,
improving statistical transparency, increasing domestic
production capacity, establishing a regional energy
exchange, strengthening the non-oil sector of the economy,
and creating an oil revenue stabilization fund.
Implementing these measures can increase the resilience of
Iran’s oil market and mitigate the negative effects of
political and sanction-related shocks.
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Figure (4): Export Volume to Importing Countries of Iranian Crude Oil

and Gas Condensate — in Thousand Barrels per Day
Source: www.tradingview.com, www.reuters.com
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Figure (3): Iran’s Oil Exports — in Million Barrels per Day (August
2025)

Cao ST B gl 0,00 0 olpl e Sljole o) JSo @llas
Yo robaw jo Ll oS s |, w2y LB ollug Y40
LY-YO Juysl 50 ol 2ol &5 sk 4 sl ouds laa>
b cawgST olo )0 oo i ieS 5 59, ,0 4y VATYLVVY
A CawsST sle pals ab oS g, 0 aSis ),)29,F4Y
Tl & Camd 203 VA g Yoz a Sl 003 10 Jolee
103 sl alale ke ologs 5 g5 cand (Sne w332 o9
ez Gl Sl i g ans adyl slassls
Sygo 4 S Cawl G, 40 aSiy e VT 0ga> 4y il jols

S Gl Jle 5o Olpl Gl 2oz 0,55, S Sl e gl

1.Kabir & Mohammadyani



39y 50 4S5y

10,000 -

8,000

6,000

4,000

2,000

Hgagopbugy Hile Bygel

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

4wy Dol By

g
Ay g o> — e 4 S 0aiS olo Sy jelS Y
095 °

Figure (6): Top 10 Oil Exporters to China — in Million Barrels per Day
Source: www.tradingview.com
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Figure (5): Iran’s Oil Customers in August 2025
Source: www.fdd.org
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Figure (7): Vessels Carrying Iranian Oil — in Percent (August 2025)
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Figure (8): Analysis of Oil Price Trends
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Figure (9): Analysis of Oil Export Trends
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Figure (10): Analysis of Oil Production Trends
Sgsy sleandly i

s odgs o 0,50 il 3 a8 was oo plis (Vo) JS
L o)g0 allee ;0 (edle oy Al 0 SO 5l s 5 0090 YU
Glacasgasme 5 256 Ylaisl a5 conl oud dxlge wguine
(2l Gl Sl 00 () sla)lad b Shlee
Ll wad oo 25 s )0 (o CaS5L g plug Sl sloygo
30 G 355, 0,00 sl 4 Koy sl Jle jo Touxe
95 355 e 0)50 OLL 5o Jl Gl b osd oo saaliv wy
Syl bl sl W sasasplis g aB)F 18 sen @
Ll iyl bl ay iS5l 5 adg
oy a)l.oi \-¥

bl g bosls [ld, b adgl lesl gl o5 gl o
kol loyeiie (anog slooylol ¢ loj 5w IS slo Ss
5 S g ol Slpsle (lpl el Cwld Jol fagly
P oloylel ol daubre Al penilKe b e
5 ez A Bl Glee Sl il oSk
(1) Jso 0 piie o lp Slasline ol 53 5 (SaedS
loas 4l

NEY) Ty o)Le] (F) Jogo=
Table (4): Descriptive Statistics of the Model
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Table (6): Estimation Results of the ARDL(1,2,1,2) Model
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