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Abstract The main purpose of this article is to test the relationship
between market power, innovation, and stock return in Tehran security
market. To meet this end, the data of 153 institutions in Tehran security
market over the period of 1997-2018 were used through a panel smooth
transition approach. The results indicate the existence of a nonlinear
relationship among variables in innovation and stock returns equa-
tions. Also, in the innovation coefficient equation, with an increase in
market power as a transition variable to the threshold level, the innovation
coefficient was increasing and significant, and passing through this level
it was decreasing and significant. In addition, in the stock return equation,
this trend maintains increasing innovation before and after the threshold
level. In general, the results of innovation intensity and stock returns
equations show that in the firms active in Tehran Stock Exchange, there
was an asymmetrical and U-inverse relationship between the market
power, innovation, and stock return. Moreover, evidence of competition-
aversion effects was confirmed in most stock exchange firms.
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