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H models for stock and currency returns

Table (3) Estimation results of MS-EGARC
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Figure (1) Conditional volatility of currencies and stocks
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Figure (3) Periods of prosperity (green zone) and recession (red zone) of Iran's economy
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Conditional distributions Normal t-student GED Skewed normal | Skewed t-student
parameters Coef |tvalue| Coef ¢ Coef |tvalue| Coef t Coef t value
value value
alpha0_1 -0.05 -2.26 -0.03 -3.23 -0.15 -3.05 -0.53 -7.90 -0.04 -9.09
alphal 1 0.22 4.95 0.06 2.39 0.55 6.45 0.09 1.28 0.10 6.40
alpha2_1 0.03 2.89 0.05 3.74 0.10 2.46 0.04 5.29 0.07 3.79
beta_1 0.99 449.40 1.00 8.37 0.89 27.10 0.99 6.10 1.00 4118.72
nu_1 2.76 6.27 0.79 18.06 2.50 243.69
Xi_1 0.91 9.94 0.92 52.85
alpha0_2 0.22 7.13 0.04 3.87 0.01 1.04 0.10 5.74 0.08 7.87
alphal 2 0.59 8.11 0.27 4.20 0.24 4.59 0.28 2.92 0.44 19.49
alpha2_2 0.13 2.63 0.03 2.24 0.01 1.04 0.10 3.05 0.11 6.73
beta_2 0.85 53.83 0.96 1.02 0.97 99.67 0.93 1.10 0.94 685.83
nu_2 99.99 | 484 1.90 10.69 97.45 | 1543.00
Xi_2 0.71 1.03 0.75 43.41
P11 0.85 25.09 0.87 2.97 0.97 [642.72| 0.86 8.86 0.80 182.53
P21 0.52 32.14 0.11 341 0.00 0.84 0.20 4.98 0.22 52.12
unconditional 0.02 0.01 0.68 0.01 0.02
volatility 1
unconditional 2.39 175 131 2.27 2.32
volatility 2
LL 2880.00 2858.00 2829.00 2861.00 2841.00
AlC 5780.00 5740.00 5683.00 5746.00 5710.00
BIC 5838.00 5810.00 5754.00 5816.00 5792.00
59 3L MS-EGARCH (sl e 3,91 p ol (V) cauger Jgio
Qongnu_mal Normal t-student GED Skewed normal | Skewed t-student
distributions
parameters Coef t value Coef t value Coef va:ue Coef t value Coef | tvalue
alphao_1 006 | -5.62 | -0.01 | -2.76 | -0.09 | 255 [ -0.07 | -527 [ -009 | -5.85
alphal_1 0.07 4.03 0.67 6.56 0.79 1.19 0.08 3.98 0.14 4.13
alpha2 1 0.06 6.28 0.14 2.16 0.07 1.45 0.06 5.84 0.04 1.66
beta 1 0.99 685.00 1.00 1443.00 0.99 2.08 0.99 560.10 0.99 645.00
nu_1 2.16 267.36 0.70 8.79 351 4.56
Xi_1 1.12 24.56 1.13 25.93
alpha0_2 -0.01 -1.25 0.08 0.99 -0.01 -1.42 -0.01 -1.20 0.08 2.81
alphal_2 0.02 6.36 1.05 10.31 0.07 3.55 0.02 6.29 0.27 4.37
alpha2_2 0.17 14.20 0.04 0.45 0.10 4.59 0.17 14.10 0.07 2.46
beta_2 1.00 |2818.00 0.74 27.32 1.00 1.37 1.00 |2800.00 | 0.99 |304.00
nu_2 3.54 17.63 0.91 1.17 3.32 7.14
Xi 2 0.95 18.74 0.86 19.13
P11 0.87 33.48 0.93 51.49 0.85 1.62 0.87 3241 0.88 33.40
P21 0.30 16.30 0.17 20.50 0.15 2.46 0.30 16.26 0.16 4.71
unconditional 0.01 6.41 115 0.01 0.01
volatility_1
unconditional 8.15 5.26 0.37 8.44 51.31
volatility_2
LL 3185.00 3179.00 3126.00 3180.00 3148.00
AlC 6391.00 6382.00 6276.00 6385.00 6325.00
BIC 6450.00 6452.00 6346.00 6455.00 6407.00
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Regime Dependent Effects and Cyclical Volatility Spillover of
Exchange Rate and Stock Prices in Iran

Mahdi Mozafarnia!, Mir Feyz Fallah Shams layalestani?,
Gholamreza Zomorodian®

Abstract

The main purpose of this study is to investigate the regime dependence and
the cyclic contagion of exchange rate and stock prices volatility with emphasis
on the economic boom and busts. For this purpose, first, using the Markov
switching-EGARCH method, the time series of conditional volatility of
exchange rate and stock market returns were estimated and extracted,
contagion, spillover between markets and their regime dependence in the
boom and bust in 2010 - 2020 has been analyzed and studied. The results show
that: 1. Estimation of conditional volatility by Markov switching-EGARCH
method is more efficient than traditional GARCH methods. 2. The volatility
dependence between stock markets and foreign exchange is more severe
during periods of recession than during periods of boom. 3. The rate of
volatility spillover from the foreign exchange market to the stock market is
greater than the rate of spillover of volatility from stocks to foreign exchange.
4. The spillover of volatility from the foreign exchange market to the stock
market in the regime of booms and recession is not significantly different. 5.
In a regime of economic booms, the rate of volatility spillover from the stock
market to the foreign exchange market is greater than that occurs in a regime
of recession. Therefore, the volatility of exchange rate and stock prices in Iran
are dependent on the regime of the economy, and also the spillover between
them in these two regimes is different.

Keywords: stock returns, exchange rate, regime dependence, cyclical volatility
spillover, economic recession.
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