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Abstract

In this study, the role of positive and negative shocks of exchange rate, stock
index and oil price in the upper and lower values of the stock index threshold has
been investigated by using the threshold structural vector autoregressive model
in the period 1388:01-1397:09 on a monthly basis. The results show that in higher
values of threshold of stock index, positive oil price shock, negative exchange rate
shock and also negative stock index shock can reduce financial instability in the
country, also in lower values of threshold of stock index, Positive shock of oil
prices in the long run and negative shock of oil prices in the short and medium
term, as well as negative shock of exchange rates in the short and medium term
and positive shock of the stock index can reduce financial instability. According
to the results, under any circumstances, supporting the stock market cannot
reduce financial instability in the country. in higher values of threshold of stock
index (growth of more than 6.8% of stock market index per month) positive
shocks to the stock index increase financial instability in the country, but in lower
values of threshold of stock index can be reducing financial instability in the
country. Also, foreign exchange market stability should be formed in the country
so that positive currency shocks do not increase financial instability in the
country.
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Extended Abstract

1. Introduction

The financial market, as one of the
methods of financing and allocation of
resources, plays an important role in the
general balance of the economy and the
transmission of economic shocks in
society. The conditions of these markets
strongly affect the real sectors of the
economy and are influenced by other
sectors. Wealth pursues instability in
financial markets and banks, a sharp
decline in the supply of capital suppliers,
credit and bank loans, a decline in bank
customers' confidence in savings in banks,
and, ultimately, and a decline in
production and income. Therefore, it is
necessary to study financial stability and
the factors affecting it in the economy of a
region (koong et al, 2017). Financial
instability is affected by changes and
fluctuations in various asset markets such
as currency, oil and stocks. As far as Kunt
and Detragiache (1998) are concerned, the
financial crisis may have been caused
more by exchange rate fluctuations. High
exchange rate fluctuations face businesses
and financial markets with uncertainty.
Given that the impact of these fluctuations
cannot be eliminated by wusing risk
management techniques, they have
adverse effects on the stability of banks
and financial markets. Also, in oil exporting
countries, the increase in oil prices leads
to an increase in domestic demand, and on
the other hand, due to the bank-centric
financing in the country, increasing the
level of domestic demand can create more
confidence for the banking network to
provide facilities. On the supply side of the
economy, the capacity of the productive
sector of the economy increases following
the rise in oil prices and seeks to
strengthen new investments. In such a

situation, banks and financing institutions
will make a good profit and will seek
greater financial stability. In fact, when oil
prices rise, positive economic growth is
created in the short run, which increases
the repayment capacity of borrowed
facilities and increases the lending
capacity of the banking network. However,
in these countries, the government can
disrupt the positive impact of rising oil
prices on financial stability by intervening
in guaranteeing deposits, injecting capital
and creating equal purchasing power
(Afshari et al., 2014).

2. Research Methodology

We separate the negative shocks from
positive ones to see how the stock market
price responses to them separately. The
THSVAR model has a number of
interesting features which causes us to
convince for empirical purpose. First, it is
relatively a simple way to capture possible
nonlinearities such as asymmetric
reactions to shocks. Because the effects of
shocks are allowed to depend on the size
and the sign of shock and also on initial
conditions, the impulse response
functions are no longer linear. Second, its
regime switching is endogenous to the
system and it is possible for us to
distinguish between the impacts of oil,
exchange rate and stock market shocks on
financial instability index under different
regimes. Therefore, the nonlinear impacts
of oil, exchange rate and stock market
shocks are reflected on financial instability
index in the form of regime-dependent. In
the following, we consider stock prices as
threshold variable. Hence, we have two
regimes if stock prices cross a threshold
value (first is the value which is higher than
threshold value and second one lower than
threshold value) based on Balke (2000)
who generally involves three steps. Firstly,
the threshold model is estimated by least
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squares for all possible threshold values.
Secondly, for each possible threshold
value, Wald statistic testing of difference
between regimes is calculated and finally,
three separated test statistics of sup-
Wald, avg-Wald and exp-Wald are
constructed and used together. The sup-
Wald statistic is maximum Wald statistics
over all possible threshold values. The avg-
Wald statistics is the average Wald
statistics of all possible threshold values.
The exp-Wald statistics is a function of the
sum of exponential Wald statistics. The
empirical distribution of three statistics
under the null is obtained via the
simulation method of Hansen (1996). If the
statistics are significant, then we can
reject the null hypothesis of a linear
structure and proceed with the threshold
model. Finally, the estimated threshold
value is the one that minimizes the log
determinant of the residual covariance
matrix.

3. Research Findings

In this study, the role of positive and
negative impulses of exchange rate, stock
index and oil price in the upper and lower
values of the stock index threshold has
been analyzed wusing the threshold
structural vector autoregressive model on
a monthly basis in the period 1397/09-
1388 /01. The results showed that financial
instability in the country has a nonlinear
behavior and based on the impulse-
response functions, in values above the
growth threshold of the stock index
(6.8%), positive and negative oil prices,
exchange rates and stock indices shocks
have an asymmetric effect on the financial
instability index in the country, but in low
values of the stock index growth
threshold, positive and negative oil price,
exchange rate and stock index shocks have
an asymmetric effect on the financial
instability index in some periods.

According to the results, under any
circumstances, the protection of legal
entities from the stock market cannot
reduce financial instability in the country.
At values above the threshold of the stock
market index (growth of more than 6.8% of
the index per month) positive shocks to
the stock index increase financial
instability in the country, but values below
the threshold can be a factor in reducing
financial instability in the country.
Stability must also be established in the
country's foreign exchange market so that
positive currency shocks do not increase
financial instability in the country.

4. Conclusion

The results showed that in high values of
stock index threshold, positive oil price
shock, negative exchange rate shock and
also negative stock index shock can reduce
financial instability in the country, also in
values below the stock index threshold,
positive shocks to oil prices in the long run
and negative shocks to oil prices in the
short and medium term reduce financial
instability in the country. Negative
exchange rate shocks in the short and
medium term also lead to a reduction in
financial instability. The important point is
that values below the stock index
threshold have a positive stock index
impulse and reduce financial instability.
According to the results, in order to
reduce financial instability in the country,
the dependence of the country's economy
on oil revenues should be reduced,
because fluctuations in oil prices can
affect financial instability and the
protection of legal entities under any
circumstances should be banned. Values
above the stock market threshold (growth
of more than 6.8% of the index per month)
have positive shocks to the stock index,
and increase financial instability in the
country, but values below the threshold
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can be a factor in reducing financial
instability in the country. Stability in the
country's foreign exchange market must
also be established. Given that an increase
in the exchange rate can also generate
revenue for the government by generating
revenues from foreign exchange (the
difference  between the approved
exchange rate in the budget and the
market exchange rate), but positive shocks
to the exchange rate at any level of the
stock market index can increase financial
instability in the country.
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