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1. Introduction

Risk and rates of return are fundamental concepts in financial economics. Generally,
investors aim to implement strategies that maximize returns while minimizing risk. The
price volatility of financial assets is influenced by both systematic (external) and
unsystematic (internal) risks (Dahmene et al., 2021). Total risk can be divided into
systematic risk, which cannot be eliminated through diversification, and unsystematic
risk, which can be mitigated; systematic risk arises from factors outside the market
(Foroughi & Jahanbakhsh, 2020). Over the past three decades, Iran has faced various
macro-level risks, including economic, financial, and political risks, which affect market
activity and efficiency (Mohseni et al., 2019). At the macro level, such risks and
instability significantly impact financial markets like the stock market (Hashemi
Kochaksaraei et al., 2020).

Corporate governance essentially refers to the framework of rules, legal, cultural, and
institutional arrangements that guide a company’s decision-making and performance.
Key elements include shareholders and their ownership structure, the board of directors
and its composition, company management led by the CEO, and other stakeholders who
can influence company actions (Zhou et al., 2021). This paper examines the role of
financial intermediation and the threshold effects of corporate governance on the stock
returns of listed banks, considering risk and monetary policy shocks, using the Panel
Smooth Transition Threshold Auto Regression (PSTR) model.

2. Literature Review

Corporate governance systems vary based on the management style and legal
environment in which a company operates. Internally, corporate governance
mechanisms include key stakeholders such as the board of directors and ownership
structure, while externally, they involve market controls and the legal-regulatory
framework. Emphasizing the role of financial intermediation, this study investigates the
threshold effects of corporate governance on the stock returns of listed banks amid risk
and monetary policy shocks, using the Panel Smooth Transition Threshold
Autoregression (PSTR) model. Given the significance of this issue in shaping banks’
monetary and financial policies, conducting this research is both timely and necessary.

3. Methodology

This research is applied in terms of its purpose, descriptive in its analytical nature, and
classified as post-event research with respect to data collection. The statistical
population consists of data from listed banks over the period 2013 to 2022 (1392 to
1401 in the Iranian calendar). For model estimation, this data is used within the
framework of a Panel Smooth Transition Regression (PSTR) model, which is estimated
using EViews and Stata software.

4. Analysis and Discussion
Based on the model estimation results, liquidity shocks have a negative impact on the
stock returns of selected listed banks in Iran. As liquidity shocks increase and the overall
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liquidity in the economy rises, inflation rates have also escalated in recent years. Under
such inflationary pressures, borrowers are less motivated to repay their loans, leading to
higher loan arrears for banks. This, in turn, reduces banks’ profit margins and stock
returns in the stock market.

Similarly, liquidity risk negatively affects the stock returns of these banks. Managing
liquidity is a critical function of financial management for banks. Holding cash in current
accounts, with the central bank, or as legal reserves helps reduce liquidity risk but
simultaneously limits investment opportunities, ultimately reducing profitability. As
liquidity risk rises in the banking system, profit margins decline, causing a drop in stock
returns.

Credit risk, identified as a primary banking risk, also negatively influences stock
returns. This risk arises when borrowers are unable or unwilling to meet their obligations.
The impact of credit risk is traditionally measured by the financial loss resulting from
borrower defaults. Since the loan portfolio forms the core of commercial banks’ assets,
banks must carefully assess borrowers’ creditworthiness before granting loans. Losses
from credit risk can materialize even before actual default, as credit risk represents the
possibility of loss due to a deterioration in a borrower’s ability to fulfill obligations. As
credit risk increases and banks’ lending capacity decreases, stock returns decline
accordingly, as reflected in the model estimation results.

5. Results

The estimation results of the nonlinear part of the model (second regime) reveal that
corporate governance, bank size, and capital adequacy have a positive and significant
effect on the stock returns of the selected banks. These findings suggest that companies
with higher corporate governance quality tend to exhibit greater stock liquidity. As
corporate governance improves, the frequency and volume of stock trading sessions also
increase, reflecting enhanced stock liquidity. This may be because stronger corporate
governance leads to better oversight by shareholders, resulting in more accurate, timely,
and comprehensive company information. By reducing information asymmetry,
shareholders trade with greater confidence, thereby increasing transaction volume and
liquidity. This aligns with signaling theory, which posits that companies provide
transparent financial information to gain investor trust and attract capital in a
competitive market.

Stock liquidity is a key advantage of the stock exchange, as investors prefer assets
that can be traded quickly and at low cost. Since investors expect returns proportional to
the risks they bear, illiquidity is considered a risk for which they demand compensation.
Bid argues that higher stock liquidity intensifies capital market pressure on managers to
focus on short-term results, potentially encouraging short-term management strategies.
Conversely, other scholars believe that increased liquidity enhances shareholder control
over management through heightened scrutiny and the threat of selling shares,
motivating managers to strengthen long-term company value and reputation, including
dividend policies.
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These results are consistent with the findings of Afsari et al. (2019), Monir et al.
(2019), and Salehi Kordabadi, Sajjad, and Zaddousti (2013), who also reported a
significant positive relationship between corporate governance quality and stock returns
in banks and companies, reinforcing the conclusions of this study.
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