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Objective: Considering the importance of financial markets both at the micro
level and at the macro level of the economy, in the present study, the
relationship between the return of the foreign exchange market and the stock
market in Iran has been tested.

Method: In this study, daily data from september 2013 to march 2024 and
the quantile-to-quantile connection method were used.

Results: The results of the research showed that in the extreme quantiles,
including 95%, currency returns and stock market returns have a strong
connection with each other, and in the middle quantiles, this connection is
greatly weakened. Also, based on the results, in different time periods, the
relationship between the exchange rate and stock market returns changes; In
the sense that in some periods of time, an increase in yield in one market will
result in an increase in yield in another market, and in some other periods of
time this behavior will happen in reverse. Regarding the net spillover effects
between the two markets, the results showed that in the middle quantiles of
both variables, the stock market has a net positive spillover effect on the
currency market.

Conclusion: According to the results of the research, it can be argued that
the central bank can help stabilize the stock market by applying appropriate
currency policies and reducing exchange rate fluctuations. In fact, in Iran, by
deepening the currency market, the fluctuations of the capital market can also
be managed in a way.
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Introduction

Due to the importance of financial markets both at the micro level and at the macro level of
the economy and also, since the identification of the interaction between the two markets,
exchange and stock, can be valuable for both policymakers and investors, the present research
has investigated the relationship between the returns of the exchange market and the stock
market in Iran.

Method

This study has investigated the quantile-to-quantile relationship of exchange rate variables
and stock market index using the Quantile Vector Autoregressive (QVAR( model provided by
Gabauer and Stenfors (2024). For this purpose, the daily data for september 2013 to march
2024 and the variables "exchange rate return" and "stock market return" were used, which were
obtained from the logarithmic difference of the exchange rate and the total price index of the
stock market, respectively. Applying the quantile-to-quantile approach, due to its dynamic
nature, makes it possible to examine the change of the spillover effects of these two variables
over time; In addition, the use of QVAR approach makes it possible to analyze the direct and
inverse dynamic nonlinear relationship of two variables. Examining the change of the spillover
effects of these two variables over time is possible by using the quantile-on-quantile approach,
due to its dynamic nature; In addition, the use of QVAR approach makes it possible to analyze
the direct and inverse dynamic nonlinear relationship of two variables.

Results

According to the results, the interaction between the two exchange and stock markets is
highly dependent on conditions and events, including economic-political changes. According
to the results of the quantile analysis, in the high quantiles (95% for example), there is a strong
relationship between the exchange rate return and the stock market return in general, which
could be due to the positive expectations of investors during periods of economic prosperity.
Also, based on the obtained results, the strength of connection in direct quantiles (for example,
95% or 5% for both variables) is higher than quantiles with inverse relationship. Accordingly,
the middle quantiles have the lowest degree of connection; In the sense that these two markets
have the least spillover effects on each other in the conditions of the average return of the
markets. The results of the research regarding the direct and inverse relationship between the
returns of these two markets show that the dependence between the exchange rate and the return
of the stock market changes in different time frames. In other words, the effects of these two
variables in direct and reverse total connection index are not the same; That is, an increase in
yield in one market has resulted in an increase in yield in another market in some time periods,
and this behavior will happen in reverse in some other time periods. According to the results
regarding the net spillover effects between the two exchange and stock markets, the stock
market has a net positive spillover effect to the exchange market in the middle quantiles of both
variables. However, the stock market is a net recipient of shocks from the exchange market in
conditions of marginal quantiles and in times that are often associated with emotional behavior
in both markets. This behavior can be seen both asymmetrically among different quantiles and
nonlinearly in each quantile of a variable. These results are in some ways in line with the studies
that confirmed the non-linear behavior of these two markets.

Conclusions

The research results show that the central bank can help stabilize the stock market by
applying appropriate currency policies and reducing exchange rate fluctuations. These policies
can include better management of foreign exchange reserves, inflation control and interest rate
regulation. In fact, in a way, capital market fluctuations can also be managed in Iran by
deepening the exchange market. Furthermore, due to the non-linear and asymmetric nature of
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the relationship between the exchange rate and the stock market, investors should pay more
attention to the diversification of their portfolio, which includes various assets. In fact, it cannot
be claimed that capital market returns will decrease or increase with any increase in the
exchange rate; this depends on other influential factors that are not necessarily determined in
these two markets.
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