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Astract

This study is to investigate asymmetry conditional volatility of exchange rate
and stock price with regarding different economic regimes. Recognizing of regimes
is done by Markov Switching (MS) method and to measure asymmetry conditional
volatility of return of exchange rate and return of stock price is used the models of
MS-EGARCH, MS-GIJR-GARCH and MS-TGARCH. For the stock market the
daily return of free dollar and for the exchange rate daily return of stock market of
Tehran for the years of 1388 to 1403 is used. The result of the study about
recognizing regimes in stock market indicate that there are different economic
regimes and the results of asymmetry conditional volatility show that in the
economic booms the effect of shocks are symmetrical but in the regime of
recession the effect of shocks are asymmetric; this mean that in the economic boom
periods, stock market has the same volatility effects but in the recession periods
volatility effects of good news and bad news are not the same and the bad news in
contrast to good news has more volatility effects. Because of increasing trend of
exchange rate in the most of the time, so the results is received only with one
regime. The result of asymmetry conditional volatility according to the model of
MS-EGARCH show that effect of shocks are asymmetrical and the bad news in
contrast to good news has more volatility effects. Regarding AIC index in the
models, the model of MS-EGARCH is known as preferable model to measure the
effects of asymmetry conditional volatility of exchange rate and stock price; that
the results of the mentioned model is conform to real action of stock market and

dollar rate.
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Extended Abstract

Title:

Asymmetric Conditional Volatility in Different Economic Regimes of the
Currency and Tehran Stock Exchange Markets.

Introduction:

Recent financial crises—particularly the 2008 global crisis—have intensified the
need for understanding the timing, causes, and severity of market turbulence. These
crises have revealed the systemic nature of financial risk and its capacity to spill
over across sectors, affecting real economic activity, trade volumes, and foreign
investment. In developing economies like Iran, the currency and stock markets play
pivotal roles in economic stability and growth. However, these markets are often
shallow and highly sensitive to domestic and international shocks, making them
vulnerable to volatility and regime shifts. Volatility in financial markets reflects the
intensity of information absorption and reaction to shocks. The asymmetric
response of markets to good and bad news, especially under different economic
regimes (boom vs. recession), is a critical area of study. Moreover, the
interdependence between currency and equity markets necessitates a joint
modeling approach to capture spillover effects and conditional volatility dynamics.
Methodology:

This study employs regime-switching asymmetric GARCH models to analyze
conditional volatility in Iran’s currency and stock markets. Specifically, the
following models are used:

v MS-EGARCH (Markov Switching Exponential GARCH)

v MS-GJR-GARCH (Markov Switching Glosten-Jagannathan-Runkle GARCH)

v' MS-TGARCH (Markov Switching Threshold GARCH)

The regime identification is conducted using the Markov Switching (MS)
technique. Daily return data from the Tehran Stock Exchange (TSE) index and the
free-market US dollar exchange rate are analyzed over the period 2009-2024
(1388-1403 in the Iranian calendar).

Results:

v The MS-EGARCH model outperformed other models based on Akaike
Information Criterion (AIC), providing the most accurate representation of
asymmetric conditional volatility.

v" In the stock market, multiple economic regimes were identified. During boom
periods, volatility responses to positive and negative shocks were symmetric.
However, in recessionary regimes, negative news had a stronger volatility impact
than positive news, indicating asymmetric behavior.

v"In the currency market, due to the persistent upward trend in exchange rates,
only one regime was detected. Nonetheless, asymmetric volatility was observed,
with negative shocks (e.g., political uncertainty or sanctions) generating stronger
volatility than positive shocks.
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v' The findings confirm that both markets exhibit regime-dependent and
asymmetric volatility patterns, with the MS-EGARCH model capturing these
dynamics effectively.

Discussion:

The asymmetric nature of volatility has significant implications for investors,
policymakers, and risk managers. In boom periods, market optimism leads to
balanced reactions to news, while in recessions, pessimism amplifies the impact of
negative information. This behavioral asymmetry underscores the importance of
regime-aware risk modeling. The currency market’s persistent upward trend
reflects macroeconomic instability, inflationary pressures, and geopolitical risks.
The lack of regime switching in this market suggests structural issues that limit its
responsiveness to short-term policy interventions. The study also highlights the
interconnectedness of financial markets. Shocks in the currency market can spill
over into the stock market, especially during periods of economic uncertainty. This
interdependence necessitates integrated risk management strategies and
coordinated policy responses.

Conclusion:

This research demonstrates the effectiveness of regime-switching asymmetric
GARCH models in capturing the complex volatility dynamics of Iran’s financial
markets. The MS-EGARCH model, in particular, provides robust insights into how
markets react differently to shocks under varying economic conditions.

Key takeaways include:

v Volatility is regime-dependent and asymmetric in both currency and stock
markets.

v" Negative shocks have a disproportionately larger impact during recessions.

v" The currency market exhibits persistent volatility with limited regime variation.
v Integrated modeling approaches are essential for understanding market
interdependencies.

These findings can inform the design of more resilient investment portfolios,
enhance forecasting accuracy, and support the development of macroprudential
policies aimed at stabilizing financial markets in emerging economies.
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