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The Asymmetric Impact of Exchange Rate and Inflation Shocks on the Total Stock Market Index in Iran:
Evidence from a Threshold Vector Autoregression Model

Abstract
The aim of the present study is to investigate the asymmetric effects of the exchange rate and the inflation rate on the

total share price index. For this purpose, a Threshold Vector Autoregression (TVAR) model is employed, which allows
for analyzing the response of the total share price index to positive and negative shocks of macroeconomic variables
under two distinct regimes (above and below the threshold of the total share price index). The study uses over the
period 2000:Q2-2023:Q1. Five key variables were taken in to account: the total share price index (considered both as
an endogenous variable and as the threshold variable), the inflation rate, the exchange rate, liquidity, and the industrial
production index. Based on model estimation, the threshold value for the stock index is 71686 units. The findings
reveal that shocks from inflation, exchange rate, liquidity, and industrial production index have asymmetric and
regime-dependent effects on the stock market index. Specifically, positive shocks to the exchange rate increase the
total share price index, whereas negative shocks reduce it. This effect is more significant and persistent in the high-
regim. Overall, the results indicate that the Iranian stock market exhibits nonlinear and asymmetric behavior in
response to macroeconomic shocks. Therefore, it is recommended that policymakers, in disigning macroeconomic
policymaking to boost the stock market, consider both the direction and magnitude of such shocks, as well as the
current state of the market (recession or boom).

Keywords: Exchange rate Shock, Inflation rate Shock, Stock Market, Asymmetric effects, Threshold Model
JEL Classification: E31, F31, C24
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