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Abstract

The aim of this paper is to explain the threshold effects of foreign exchange market pressure on stock
returns by taking into account the effects of risk aversion indicators in order to improve marketing
management in financial markets. For this purpose, a threshold approach model (STAR) was used
based on the Iranian economy's quarterly data during the period 1380:1-1402:4. Based on statistical
tests related to the correct specification of the model, foreign exchange market pressure was selected
as the threshold variable of the two regimes, so that the change in coefficients is a function of foreign
exchange market pressure. In conditions of low foreign exchange market pressure (linear regime),
liquidity risk and credit risk have a negative effect on the stock return index in order to improve
marketing management; while in the high foreign exchange market pressure regime (non-linear
regime), the effect of liquidity risk and credit risk on the stock return index in order to improve
marketing management increases, and with increasing foreign exchange market pressure, the stock
return index will decrease. In fact, in Iran, due to high inflation, governments have always tried to set
the exchange rate at a low level in order to prevent price increases. The result of this type of
intervention has been the inflexibility of the nominal exchange rate in response to economic changes
and developments, which could be a factor in the decline of the real exchange rate in the last few
decades in Iran. Also, the relatively moderate average degree of intervention of the Central Bank
indicates that the intervention policy of the Central Bank has not played a successful role in
neutralizing the pressure on the foreign exchange market. The reason for this is that in the single-
product economy of Iran, the government is the main supplier of foreign exchange. The Central Bank
is also obliged to provide financial resources for the government budget. Therefore, foreign exchange
intervention in the market is mainly carried out in order to provide rial resources for the government
budget.
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Extended Abstract

Introduction

This study examines the threshold effects of foreign exchange market pressure on stock returns by
incorporating risk aversion indicators to improve marketing management strategies in financial
markets. The motivation lies in the Iranian economy’s unique structure, characterized by high
inflation, exchange-rate interventions, and a single-product export profile dominated by oil revenues.
Persistent foreign exchange market pressures and government intervention in maintaining an
artificially low exchange rate have influenced the behavior of financial assets and investor
expectations. The research aims to identify how varying levels of exchange market pressure impact the
relationship between liquidity and credit risk on stock returns and, subsequently, strategic marketing
management.

Methodology

A Smooth Transition Autoregressive (STAR) model was adopted, based on quarterly data from 2001
Q1 (1380:1) to 2023 Q4 (1402:4). Several statistical specification tests were employed to determine
the adequacy of the model, including linearity testing, unit root tests (ADF), and selection of the
threshold variable. The foreign exchange market pressure index (EX) was identified as the optimal
transition variable, leading to the selection of a first-order LSTR model with two regimes: low and
high pressure. Diagnostic tests such as Durbin—-Watson for autocorrelation and Breusch—Pagan—
Godfrey for heteroskedasticity confirmed the statistical soundness of the estimates. Parameters were
evaluated for stability across regimes to validate model robustness.

Findings

In the low-pressure (linear) regime, liquidity risk and credit risk exerted a negative effect on the stock
return index, implying that conservative investment strategies and risk-averse behavior hinder market
growth in such conditions. In contrast, in the high-pressure (non-linear) regime, the magnitude of the
negative effect of these risks intensified. Moreover, with increasing foreign exchange market pressure,
stock returns were found to diminish sharply, reflecting heightened uncertainty and reduced investor
confidence. The central bank’s degree of intervention appeared moderate but ineffective in fully
neutralizing exchange market pressures due to structural economic constraints.

Discussion

The results confirm that regime shifts in foreign exchange market pressure alter the dynamics of risk
transmission in stock markets. In Iran’s context, the government’s direct role as the main supplier of
foreign currency and the necessity for the central bank to finance the fiscal budget limits flexibility in
exchange rate policy. Marketing management in financial markets must adapt strategies depending on
the regime: during low pressure, mitigating risk through diversification and conservative marketing is
effective; however, during high pressure regimes, proactive intervention, hedging strategies, and
transparent communication with investors become essential to sustain engagement.

Conclusion

The study reveals that exchange rate pressure acts as a decisive threshold variable influencing the
stock returns—risk relationship. From a marketing management perspective, recognizing regime
changes and adjusting strategic actions accordingly is crucial. Policymakers should consider that
persistent interventions in the currency market without addressing structural vulnerabilities may
exacerbate negative impacts on investor sentiment. The findings contribute to the literature by linking
macroeconomic shocks with financial marketing strategies, offering practical insights for both
regulators and market participants in similar emerging economies.
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