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The present study aims to examine the asymmetric effects of exchange rate and inflation
on the overall stock market index in Iran. To this end, a Threshold Vector Autoregression
(TVAR) model is employed, which allows for analyzing the response of the stock market
index to positive and negative shocks of macroeconomic variables under two distinct
regimes (above and below the stock index threshold). The study uses quarterly data
covering the period 1379-1401 (2000-2022). Five key variables are included in the
model: the overall stock market index (considered simultaneously as an endogenous
variable and the threshold variable), inflation rate, exchange rate, money supply, and
industrial production index. Based on the model estimation, the threshold value of the
stock market index is identified as 71,686 units. The findings indicate that shocks to
inflation, exchange rate, liquidity, and industrial production exert asymmetric and regime-
dependent effects on the stock market index. In particular, positive exchange rate shocks
lead to an increase in the stock market index, while negative exchange rate shocks result
in adecline. This effect is more significant and persistent in the high-regime state. Overall,
hle ecuutt sugge hlm aam ttock makke exhbltt noniinea and asymmeiiic behavoo nn
response to economic shocks. Therefore, it is recommended that economic policymakers,
in formulating macroeconomic policies aimed at stimulating the stock market, pay special
attention to the direction and magnitude of shocks as well as the current market conditions
(recession or expansion).
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