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Asymmetry conditional volatility in different economic regimes of exchange rate and stock price

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
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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.

Key words: asymmetry conditional volatility, Markov Switching (MS) method, stock market of Tehran,
exchange rate

Asymmetry conditional volatility in different economic regimes of exchange rate and stock price
Astract

Objective: The main objective of this study is to investigate asymmetry conditional volatility of exchange
rate and stock price with regarding different economic regimes.

Methodology: 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.

Findings: 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. 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. 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.

Conclusion: 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. Also the result of the model of MS-EGARCH is known as preferable model
to measure the effects of asymmetry conditional volatility of exchange rate and stock price is conform to
real action of stock market and dollar rate.

Key words: asymmetry conditional volatility, Markov Switching (MS) method, stock market of Tehran,
exchange rate
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