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Abstract: Studies of the relationship between inflation and the stock market in different countries suggest that this relationship
varies from country to country due to different economic structures. Therefore, in the present study, the effect of stock market on
inflation control in Iran has been investigated. For this purpose, the annual data of 1990-2019 have been used with the help of the
Autoregressive Distributed Lag method (ARDL). In the research model, inflation rate as a dependent variable and the value of
stock market transactions along with liquidity variables, exchange rate and gross domestic product formed independent
variables. The results showed that the variables of liquidity, exchange rate and GDP are positively affected and the value of
trading in the stock market has a negative effect on inflation. Also, a one percent increase in the value of trading in the stock
market reduces the inflation rate in the Iranian economy by 1.47 percent. This effect is fully realized after 1.5 years. As a result, the
stock market can be used as a tool alongside other monetary and financial instruments to control inflation.
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&
Oz: Enflasyon ile borsa arasindaki iligkiyi farkl iilkelerde inceleyen calismalar, bu iligskinin farkli ekonomik yapilar nedeniyle
iilkeden {ilkeye farklilik gosterdigini ortaya koymaktadir. Bu nedenle bu galismada, Iran'da hisse senedi piyasasinin enflasyon
kontrolii {izerindeki etkisi arastirilmistir. Bu amagla 1990-2019 yillik verileri Otoregresif Dagitilmis Gecikme y&ntemi (ARDL)
yardimiyla kullanilmigtir. Arastirma modelinde bagimli degisken olarak enflasyon oram ve borsa islemlerinin degeri ile likidite
degiskenleri, d6viz kuru ve gayri safi yurtici hasila bagimsiz degiskenleri olusturmustur. Sonuglar, likidite, doviz kuru ve GDP
degiskenlerinin pozitif yonde etkilendigini ve borsadaki islem degerinin enflasyon {izerinde negatif bir etkiye sahip oldugunu
gostermistir. Ayrica borsada islem gorme degerindeki yiizde birlik arti, fran ekonomisindeki enflasyon oranini yiizde 1,47
oraninda azaltiyor. Bu etki tam olarak 1,5 yil sonra gerceklesir. Sonug olarak, borsa enflasyonu kontrol etmek icin diger parasal ve
finansal araglarin yaninda bir arag olarak kullamlabilir.
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1. Introduction

Financial markets have the role of transferring financial resources from the non-productive sector to the
productive sector. The importance of these markets is such that they are referred to as the main arteries of
the economy. In the financial economy, the capital market plays an essential role in economic growth
through the financing of enterprises, the optimal allocation of resources and increasing transparency in the
economy. In the growth theories of the new classics such as Lucas, Romer and Grossman, the importance
of the effect of financial development on economic growth has been implicitly emphasized. However, the
studies conducted in different countries indicate that due to the existence of different economic structures,
the relationship between the stock market and inflation is different from one country to another. Some
studies report a positive relationship between these variables (for example, Ratanapauorn and Sharma,
2007; Groenewold et al., 1997; Abdullah and Hayworth, 1993; Dhakal et al.,, 1993; Hamao, 1988). Some
other studies state that the relationship between the two variables is negative (for example, Humpe and
Macmillan, 2009; DeFina, 1991; Chen et al., 1986; Fama, 1981; Fama and Schwert, 1977). Last, studies such
as Cakan (2013), Pradhan (2011) and Morley (2002) document the existence of bidirectional causality
between two variables. Given that, one of the main and important goals of governments is to control
inflation. The central bank of each country uses various tools to control the amount of money and liquidity.
On the other hand, the growth of money and liquidity, which are the main factors of inflation, depend on
various factors, some of which are beyond the control of the central bank, including the behavior of
commercial banks and people. So that the central bank is not able to control the liquidity and as a result the
pressure of liquidity in various markets such as foreign exchange, gold and housing markets causes
inflation. Due to the fact that the contractionary actions of the government and the central bank in curbing
liquidity may cause stagnation in the economy, governments are looking for tools that can control inflation
and manage liquidity in line with economic growth and production. put In this regard, the stock market as
a tool has received serious attention. In Iran's economy, the stock market has recently been proposed by
experts to control liquidity, and various views have been presented about it. Some analysts believe that by
moving stray liquidity towards the capital market, brokering and wandering of liquidity can be prevented
to a large extent. According to them, if the government can implement policies to direct the liquidity
towards the capital market, both the stray liquidity will be collected and consequently the inflation will be
controlled, and the proper financing of the enterprises will be done through the stock market, which can
cause economic growth. Now, according to these issues, it should be investigated in a research that
directing liquidity towards the capital market can be effective in controlling inflation in Iran or not.
Therefore, the present research was conducted with the aim of investigating the impact of the stock market
on inflation control in Iran. It should be noted that liquidity in Iran is increasingly increasing and every
now and then one or more markets such as currency market, gold market, housing market, car market
suffer from unbridled inflation. This research is compiled in five sections. After the introduction, in the
second part, theoretical literature and empirical background are stated. Research methodology is given in
the third part. Data analysis is done in the fourth part and the fifth part is dedicated to the conclusion.

2. Literature Review

Fisher (1930) believes that there is no connection between the real and monetary sectors of the economy
and the rate of return in the real sector is determined by factors such as capital efficiency and time
preferences of savers and is independent of the inflation rate. According to this theory, in case of any
change in the inflation rate, the real return remains unchanged and changes on the nominal return. In other
words, there is a positive relationship between nominal stock returns and expected inflation. The reason
for such a relationship is that efficient markets compensate the risk of investors against changes in the
purchasing power of their money. Therefore, in inflationary conditions, one of the preferred options for
investment is the stock market, which can act as a shield against inflation. In this situation, the demand for
investing in the stock market grows. An increase in the demand for buying shares causes an increase in the
price of shares and as a result, an increase in the value and volume of transactions. Therefore, with the
absorption of liquidity in the stock market, on the one hand, stock prices increase, and on the other hand,
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with the movement of liquidity from other markets to the stock market, the demand in those markets
decreases and inflation decreases. In this regard, some theorists believe that the stock market collects
money and distributes it in a more productive and efficient part of the economy (Caporal et al., 2004;
Billmayer and Massa, 2009; Currie, 2010). In addition, the stock market can stimulate economic growth in a
country by attracting people with cash to invest and creating a platform for investing in capital-intensive
businesses (Levin, 1991; Levin and Zervos, 1996, Rousseau and Wachtel). , 2000; Arestis et al., 2001; Anisan
and Olofisayo, 2009; Ho and Cheng, 2010). Fama (1981) explained the negative relationship between
inflation and stock returns. According to FAMA, the negative relationship between real stock returns and
inflation is caused by chain effects (Mousavi and Ragheb, 2013).

Various experimental researches have been conducted regarding the relationship between the stock market
and inflation in Iran and the world.

Pradhan et al. (2013) investigated the relationship between inflation and stock market in 16 Asian
countries. In this research, annual data in the period of 1988-2012 and Granger causality test were used.
The results indicate a two-way relationship between inflation and the stock market.

Sati et al (2013) have investigated the effect of financial development on inflation in Bangladesh. This study
has been done using seasonal data in the time period of 1976-2012 using the cointegration method. The
results show a positive relationship between financial development and inflation in Bangladesh.

Suleiman et al (2016) in a research have investigated the impact of stock market development on the
inflation rate in five countries: Bangladesh, India, Nepal, Sri Lanka and Pakistan. This research was
conducted using annual data in the period of 1989-2012 using panel data method. It shows that the
development of the stock market in the long term can reduce inflation.

Fouejieu (2017) in a study examined the relationship between inflation and stock market stability in 26
emerging countries using the GMM approach. This work has been done using seasonal data in the period
of 2000-2010. The results of his study showed that the inflation rate causes instability in the stock market of
these countries.

Hanan and Shata (2017) have investigated the relationship between inflation and the stock market in
Jordan using annual data from 1978 to 2015. This research, which has been conducted in a cointegration
method, shows that increasing the value of transactions in the stock market increases the rate of inflation.
In a study, Albalsco et al (2018) examined the relationship between inflation and stock prices in the United
States. This research has been done using monthly data in the time period of 2002-2015 using the
cointegration method. The results show that inflation has a negative effect on stock prices in the long run.
Sathyanarayana and Gargesa (2018) have investigated the relationship between inflation and stock returns
in selected countries. This research was conducted using monthly data in the period of 2000-2017 and using
Pearson's correlation coefficient. The results show that for the countries of India, Austria, Belgium, Canada,
Chile, China, France and Ireland, there is a negative correlation coefficient between inflation and stock
returns. But in the countries of Brazil, Indonesia, Japan, Mexico, Spain and Turkey, this coefficient is
positive.

Wang and Li (2020) have investigated the relationship between stock returns and inflation in China using
continuous wavelet analysis. This has been done using monthly data in the time period of 1995-2018. The
results show that there is a positive relationship between stock returns and inflation in China.

Azizi et al (2012) have investigated the relationship between stock returns and inflation in Iran. This
research was conducted using annual data from 1991-2008 using the maximum likelihood method. The
results show that stock returns have a negative relationship with the inflation rate.

Mousavi and Ragheb (2013) have investigated the effect of inflation rate on stock market performance in
Iran with seasonal data in the period of 2001-2010. This research has been carried out using the method of
self-explanatory vector pattern with wide intervals. The results show that the effect of the inflation rate on
the variables of transaction value and transaction volume is positive in the long term.

Pedram et al (2013) investigated the asymmetric effects of inflation on stock prices in the Tehran Stock
Exchange using the impulse reaction function (IRF) method. This research was conducted using seasonal
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data from 2001-2011. The results show that inflation has an asymmetric effect on stock prices. So that the
negative effects caused by the increase in the inflation rate on the stock price index are more than its
positive effects.

In a research, Shahrazi et al. (2022) have investigated the effect of global commodity prices, exchange rates
and stock market returns on inflation in Iran. In this research, a structural vector autoregression (SVAR)
model and monthly data in the period of 2009-2018 have been used. The results show that the effect of
global commodity prices on the inflation rate in Iran is greater than the effect of stock returns and exchange
rates.

Azizi et al (2012) have studied the relationship between stock returns and inflation in Iran. The results
show that stock returns are negatively related to inflation.

Mousavi and Ragheb (2014) have studied the effect of inflation rate on stock market performance. The
results show that the effect of inflation rate on the variables of transaction value and trading volume is
positive in the long run.

Pedram et al (2014) have investigated the asymmetric effects of inflation shocks on stock prices in the
Tehran Stock Exchange. The results show that inflation has an asymmetric effect on stock prices. So that the
negative effects of rising inflation on the stock price index are greater than its positive effects.

Heidari and Rafah Kahriz (2017) have examined the stability of the stock market due to inflation. The
results show that the inflation rate has a positive and significant effect on stock returns in the high-yield
regime (bull regime), but in the low-yield regime (bear regime) this effect is not significant.

Najafi et al (2019) have studied the effect of inflation rate on stock returns on the Tehran Stock Exchange by
Johansen cointegration. The research results show that inflation in the short run has a negative effect on
investment in the stock market.

Ebrahimi (2019) in a study has investigated the relationship between macroeconomic variables and the
stock market in Iran. This research has been done using monthly data in the period of 2005-2017 using data
mining algorithm. The results of implementing ten different weighting models on the data showed that the
three variables of inflation rate, trade balance and GDP are important variables in determining the stock
price index in Iran.

A review of the theoretical and empirical literature on the relationship between inflation and the stock
market shows that there is no clear answer in this regard and the results obtained are different from one
country to another. Researches that have been conducted in Iran (such as Azizi et al. 2011, Mousavi and
Ragheb 2013 and Pedram et al. 2013) have examined the relationship between inflation and stock returns,
and these researches actually show the amount of stock returns. have investigated in inflationary
conditions and have not investigated the impact of the stock market on the inflation rate. Therefore, there is
a research gap in this regard. Therefore, in this research, an attempt has been made to investigate the effect
of the stock market on inflation in Iran. In other words, this research is looking for the issue of whether it is
possible to attract the stray liquidity in the Iranian economy by managing the stock market and prevent
fluctuations in other markets and inflation in the economy. Therefore, the current research is new in Iran
and is completely different from the previous research.

3. Methodology

The purpose of this study is to investigate the impact of stock market on inflation in the Iranian economy.
The research model is modeled for the Iranian economy using the article by Pardahan et al (2013) and the
article by Soleiman et al (2016). The research model in Equation (1) is logarithmic.

P. = B, + B, LNGDP, + B,LNEX, + B,LNM, + B, LNTRV, 1)

In Equation (1), Pt is the percentage rate of inflation based on the consumer price index as a dependent
variable. The GDP logarithm (LNGDP:), the exchange rate logarithm (LNEX:), the liquidity logarithm
(LNMy) and the stock market value logarithm (LNTRV:) are independent variables. In the theoretical

——
Il QRS I LN eEaisn kI EV @IS vyl https://dergipark.org.tr/tr/pub/esad

340



The Impact of the Stock Market on the Inflation Rate in Iran's Economy

justification of the presence of independent variables in the model, it can be said that in all economic
theories, liquidity has been proposed as a factor influencing inflation. Also, economic prosperity and
production growth are usually accompanied by rising prices. In the Iranian economy, one of the factors
causing inflation, which has been addressed in various studies, is the increase in the exchange rate, which
has been referred to as imported inflation. The variable value of stock market transactions is included in
the model as an indicator through which the stock market can affect inflation. In fact, it is assumed that the
higher the index, the more liquidity is absorbed in the stock market and therefore less liquidity in the gold,
currency, car, housing, etc. markets, which leads to a reduction in turbulence in these markets. And
consequently inflation is controlled.

The research data is related to the period of 1990-2019 which has been collected from the time series
database of the Central Bank of the Islamic Republic of Iran. The year 1990 is the first year after the war
and the year 2019 is the last year for which statistics and information were available. Table (1) shows the
descriptive statistics of the data including mean, standard deviation, maximum, minimum, skewness and
elongation. It is observed that the skewness of all variables is in the range (-2, 2) and the variables are
normal in terms of skewness. Also, the amount of elongation of all variables is in the range (-2, 2) and
indicates that the variables are normal in terms of elongation.

Table 1: Statistical description of model variables

Variable Mean Standard Max Min Skewness kurtosis
deviation

P 19.03 9.38 49.11 9.01 1.524 2.704

LNM 13.235 1.993 16.543 10.042 -0.020 -1.204

LNEXR 9.012 0.986 10.608 7.235 -0.175 -0.453

LNGDP 14.214 0.291 14.605 13.710 -0.140 -1.60

LNTRV 10.021 2.713 13.779 4.170 -0.455 -0.939

The autoregressive distributed Lag method (ARDL) is used to estimate the model. The use of traditional
methods in econometrics for experimental studies is based on the assumption of stationary of variables.
But studies in this area show that in the case of many time series, this assumption is incorrect and most of
these variables are unstable. This may cause fake regression. Therefore, according to the theory of
cointegration in modern econometrics, it is necessary to use methods in estimating functions when using
time series that pay attention to the problem of stationary and cointegration. The autoregressive
distributed lag method is one of the methods in which, unlike the Johansen-Josilius method, where all
variables must be stable from the first degree, the degree of stationary of the variables does not have to be
the same and only by determining the intervals. Suitable for variables, the appropriate model can be
selected. Therefore, according to these considerations, ARDL method has been used in this study. The
autoregressive distributed lag method can be shown as follows (Nofaresti, 1999, 93).
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Q(L, p)Y, =« +Zk:ﬂi(|—,ch)xit +U, (2)

i=1

oC
In formula (2), ~ 7 is intercept of regression, Yt is the dependent variable, and L is the lag operator, which
is:

LY, =Y., 3)

In Equation 3 we have:

Q(L,p)=1-QL'-Q,L*-...-Q,L" 4)
B(La)=1- Bl —B,L7—. . - By L )

The optimal number of lags for each variable can be determined using the criteria of Akaik, Schwarz-
Bayesian and Hanan Quinn. In ARDL method, long-term relationship estimation is done in two steps. In
the first stage, the existence of a long-run relationship between the variables of the model is tested. To do
this, the band test provided by Narayan is used. In this test, if the value of the test statistic is higher than
the high band, there is a long-term relationship between the model variables. If the value of the test statistic
is less than the lower band, there is no long-term relationship, and if the value of the test statistic is
between the top and bottom bands, this test can not confirm the existence or non-existence of a long-term
relationship.

If the existence of a long-run relationship between model variables is proven, long-term coefficients are
estimated and inferences about their value are made. The coexistence cointegration between economic
variables provides the basis for the use of error correction models. The error correction pattern relates
short-term fluctuations to their long-term values. When the two variables X and Y are cointegrated, there is
a long-run equilibrium relationship between them. Of course, in the short term there may be
unequilibrium. In this case, the relation error sentence (6) can be considered as an equilibrium error.

Y, = ﬂxt +U,
(6)

Ut =Yt _ﬂxt

This error can now be used to link the short-term Yt behavior to its long-run equilibrium value. For this
purpose, equation (7) can be written.

AY, = ay, +a,AX, + a0, + &, ()

~

In Equation (7) ®t is a white noise and Ut! is regression estimation error in Equation (6) with a lag. Such a
pattern is known as the error correction model (ECM), in which changes in Yt are related to the equilibrium
error of the previous period. We put the error correction sentence (ECT), which is the same as the
regression error sentence of the long-term static pattern, as an intermittent explanatory variable in the ECM
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pattern and obtain short-term dynamics. The ECT coefficient indicates the rate of adjustment towards
equilibrium and is expected to be negative in terms of the signal.

4. Result

4.1. Stationary of variables

Augmented Dickey-Fuller (ADF) test was used to evaluate the stationary of the variables. In this test, the
number of lags required to eliminate correlation was determined based on the Schwartz-Bayesian criterion.
The results of the stationary test are given in Table (2). The results show that all model variables are stable
after one-time differentiation, so the stationary is of the first degree.

Table 2: Variable stationary test results

Variables Lag Intercept Trend Statistics Critical Result
ADF value

LNCPI 2 * - 1.63 2.98 Non stationary
LNCPI 1 * * 3.042 3.59 Non stationary
D LNCPI 1 * - 3 2.98 Stationary
LNM 0 * - 0.61 2.98 Non stationary
LNM 1 * ¥ 3.34 3.59 Non stationary
D LNM 0 * * 3.87 2.98 Stationary
LNEXR 1 * - 1.29 2.98 Non stationary
LNEXR 1 * ¥ 2.80 3.59 Non stationary
DLNEXR 0 * - 3.15 2.98 Stationary
LNGDP 0 * - 1.21 297 Non stationary
LNGDP 0 * * 1.49 3.58 Non stationary
DLNGDP 0 * - 5.28 2.98 Stationary
LNTRV 0 * - 221 2.97 Non stationary
LNTRV 0 * * 322 3.58 Non stationary
DLNTRV 0 * - 6.71 2.98 Stationary

4.2. Short-term model estimation (Dynamic Model)

In this section, using the collected data related to the period 1990-2019, the short-term model (dynamic
model) was estimated by ARDL method. The number of lags was determined based on the Schwartz-
Bayesian index with a maximum of two lags. The tests of classical hypotheses as well as the functional
form test of the model were performed, the results of which are shown in Table (3). According to the
results, the accuracy of the structural form of the model was confirmed using a Ramsey reset test. Also, the
accuracy of classical regression assumptions was confirmed.
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Table 3: Test of model assumptions

Type of test Statistics Prop Result

Ramsey Reset Test 2.428 0.116 Confirm the functional form of the
model

ARCH Test 0.815 0.455 No heterogeneity of variance

Breusch-Godfrey Test 1.768 0.191 No serial correlation

Jarque-Bera Test 0.128 0.937 Confirmation of the normality of

the residuals

After reviewing the model validation tests, we now consider the results of short-term model estimation.
The results of short-term estimates are shown in Table (4). In this estimate, the inflation rate is a dependent
variable. As can be seen, the coefficients of all model variables are significant at the error level of less than
5%. The results show that liquidity and GDP in the same period affect the inflation rate, but exchange rate
variables and the value of stock market transactions affect the inflation rate both in the current period and
with a period of interruption.

Table 4: Short-term model estimation results

Variables Coefficient S.d t- Statistics Prop
LNM 3.70 1.31 2.82 0.011
LNEXR 28.24 8.51 3.34 0.003
LNEXR(-1) -21.05 3.99 5.27 0.000
LNGDP 2.17 0.953 2.28 0.033
LNTRV 4.04 1.91 2.11 0.047
LNTRV(-1) -4.99 1.75 -2.85 0.009
R2=0.753 DW=221

4.3. Estimation of long-term model

To estimate the long-run relationship between the model variables and also to estimate the elasticities, the
possibility of a long-run relationship must first be examined. For this purpose, the Narayan band test was
used. The results of this test are shown in Table (5). The value of F statistic of the test is 10.80, which is
higher than the value of the high band (3.48), so the existence of a long-term relationship is confirmed.
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Table 5: Narayan band test results

Statistics Down Band High Band Result
10.80 2.26 3.48 Confirmation of a long-term
relationship

Then, the long-run relationship was estimated, the results of which are reported in Table (6). As can be
seen, all model variables at the error level of less than 5% have a significant effect on inflation in the Iranian
economy. Liquidity, exchange rate and GDP have a positive effect and the value of stock market
transactions has a negative effect on inflation. For the effect of all variables on the inflation rate is
compatible with theoretical foundations. Among the model variables, the exchange rate variable with a
coefficient of 8.64 has had the greatest impact on inflation in the Iranian economy, so that a one percent
increase in the exchange rate increases the inflation rate by 8.64 percent, and In terms, it is the most
important factor in creating inflation in the Iranian economy. After the exchange rate, the liquidity variable
with a coefficient of 4.17 has the greatest impact on inflation, so that a one percent increase in liquidity
increases the average inflation rate by 4.17 percent. The variable of GDP has also been effective in causing
inflation in the Iranian economy. The coefficient of impact of this variable is 3.36. So that along with a one
percent increase in GDP in the Iranian economy, the inflation rate also increases by 3.36 percent. Of course,
this increase in inflation is accompanied by economic prosperity.

Table 6: Results of long-term relationship estimation

Variables Coefficient S.d t- Statistics Prop
LNM 4.17 1.22 3.42 0.019
LNEXR 8.64 2.68 3.22 0.028
LNGDP 3.36 1.58 2.12 0.047
LNTRV -1.47 0.542 -2.69 0.035

Table (6) shows the effect of stock market value on inflation that is the main purpose of this study. The
results of the long-run relationship show that the variable value of transactions in the stock market has a
negative effect on inflation. The coefficient of this variable is 1.47 and indicates that a one percent increase
in the value of transactions in the stock market reduces the average inflation rate by 1.47 percent.
Therefore, it can be used as a tool to control inflation in the Iranian economy. Although the impact factor of
the value of transactions in the stock market is lower than other variables, but given the negative impact of
this variable on inflation, it can be a policy tool to curb inflation. So that by supporting the stock market
and managing liquidity in the economy and directing it to the stock market, part of inflation in the Iranian
economy can be controlled.

4.4. Estimation of error correction model

The existence of a long-run relationship between a set of model variables provides a basis for using the
error correction model in which short-term fluctuations are related to their equilibrium and long-term
values. Therefore, the model error correction model was estimated, the results of which are shown in Table
(7). What is important in the error correction model is the ECT(-1) coefficient. The value of this coefficient is
equal to -0.65. The negativity of this coefficient confirms the existence of cointegration between the model
variables and the existence of a long-run relationship. The value of this coefficient indicates that one
percent change in the exogenous variables of the model affects the inflation rate by 0.65 percent in each
period. In other words, any change in the independent variables of the model after about a year and a half
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of its full effect Indicates inflation. According to this interpretation, if the value of transactions in the stock
market increases by one percent, after 1.5 years, the inflation rate will decrease by 1.47 percent.

Table 7: Results of estimating the error correction model

Variables Coefficient S.d t- Statistics Prop
DLNM 3.70 1.31 2.82 0.011
DLNEXR 28.44 8.51 3.34 0.003
DLNGDP 217 0.953 2.28 0.033
DLNTRV 4.04 191 2.11 0.047
ECT(-1) -0.65 0.167 -3.87 0.000

5. Conclusion

In this study, the effect of stock market transactions on inflation in the Iranian economy was investigated.
To do this, a model was used in which inflation as a dependent variable and the value of stock market
transactions along with the variables of liquidity, exchange rate and GDP were independent or exogenous
variables. The model was estimated by autoregressive distributed Lag method (ARDL). The results of
model estimation showed that the variables of liquidity, exchange rate and GDP have a positive effect on
inflation and the variable of value of transactions in the stock market has a negative effect on inflation. The
exchange rate variable has the greatest impact on the inflation rate in the Iranian economy. So that by
controlling the exchange rate, the inflation rate is greatly reduced.. After the exchange rate, the liquidity
variable has the greatest impact on inflation on the Iranian economy. These results are consistent with
previous findings and theoretical foundations. The results indicate that the growth of GDP is also
associated with the growth of inflation in Iran. In fact, with the boom in production, the inflation rate also
increases. The main finding and innovation of this research is that the inflation rate has a negative
relationship with the value of transactions in the stock market. So that one percent increase in the value of
transactions in the stock market reduces the inflation rate in the Iranian economy by 1.47 percent. As a
result, the stock market can be used as a tool along with other monetary and financial instruments to
control inflation. Therefore, policymakers are advised to provide stock market development by supporting
the stock market and informing and educating everyone about the stock market. In this case, part of the
liquidity from other markets such as foreign exchange, gold, cars, etc. has moved to the stock market,
which will be effective in controlling inflation. The results of estimating the error correction model showed
that if the value of transactions in the stock market increases by one percent, its full effect on the inflation
rate is 1.47 percent, which will be realized after 1.5 years.
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