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Abstract

The issue of government intervention in the economy is one of the issues that, despite its high
importance for the Iranian economy, little research has been done on it. Among the reasons
that justify government intervention in the economy are the production of public goods
and services, redistribution of income, stabilization of the economy, natural monopoly and
external positive and negative factors. On the other hand, today, capital markets as financial
and economic exchanges of companies play an important role in the financial sector and
the prosperity of economic activities. An efficient capital market can improve economic
growth and attract domestic and foreign capital and play an important role in the process
of economic development by stabilizing the financial sector and providing a suitable
environment. Some experts believe that the continuous intervention of the government
in the process of valuing stock exchange symbols in the capital market has prevented the
economic growth and development of the country and is to the detriment of GDP. One of
the threats that currently threatens the stock market as a financial market is the involvement
of the Ministry of Economy and other government departments in determining the value
of stock exchange symbols, and if government officials are not prevented from interfering
in the daily stock valuation process, liquidity from the stock market It will move to other
parallel markets. On the other hand, we know that stock prices in the capital market are
determined entirely on the basis of supply and demand and such things as (environmental
or macro factors, industry-related factors and internal factors or within the company.
According to the explanations provided, the issue that the present study seeks is what are
the effects of government interventions on the capital market during the years 1992-2021?

Keywords: Government Intervention, Non-linear Approach, Stock Price Index.
JEL Classification: R53, C2, G18.

1. Assistant Professor, Department of Agricultural Economics, Faculty of Agriculture, Urmia University, Urmia, Iran
(Corresponding  Author).

Email: mo.khodaverdizadeh@urmia.ac.ir

2. Assistant Professor, Department of Economic Sciences, School of Management and Economics, Islamic Azad University,
Momghan branch, Momghan, Iran

3. PhD student in Development Economics, Department of Economic Sciences, School of Economics and Accounting,
Islamic Azad University, Central Tehran Branch, Tehran, Iran.

4. PhD in International Economics, Department of Economic Sciences, Faculty of Economics and Management, Tabriz
University, Tabriz, Iran

Citations: Khdaverdizadeh, M.; Kalami, M.; Ebrahimpoor, S. & Khodaverdizadeh, S., (2022). “Investigating the Effect of
Government Interventions in the Iranian Capital Market: Non-linear Autoregressive Distributed Lag (NARDL) Model”.
Journal of Applied Economics Studies in Iran, 11(43): 237-261. doi: 10.22084/aes.2022.25632.3393.

Homepage of this Article: https://aes.basu.ac.ir/article 4707.html?lang=en



Khodaverdizadeh et al.: M E

1. Introduction

The issue of government intervention in the economy is one of the issues that, despite its
high importance for the Iranian economy, little research has been done on it. Among the
reasons that justify government intervention in the economy are the production of public
goods and services, redistribution of income, stabilization of the economy, natural
monopoly and external positive and negative factors. On the other hand, today, capital
markets as financial and economic exchanges of companies play an important role in the
financial sector and the prosperity of economic activities. An efficient capital market can
improve economic growth and attract domestic and foreign capital and play an important
role in the process of economic development by stabilizing the financial sector and
providing a suitable environment. Some experts believe that the continuous intervention of
the government in the process of valuing stock exchange symbols in the capital market has
prevented the economic growth and development of the country and is to the detriment of
GDP. One of the threats that currently threatens the stock market as a financial market is
the involvement of the Ministry of Economy and other government departments in
determining the value of stock exchange symbols, and if government officials are not
prevented from interfering in the daily stock valuation process, liquidity from the stock
market It will move to other parallel markets. On the other hand, we know that stock prices
in the capital market are determined entirely on the basis of supply and demand and such
things as (environmental or macro factors, industry-related factors and internal factors or
within the company. According to the explanations provided, the issue that the present
study seeks is what are the effects of government interventions on the capital market during
the years 1992-2021?

2. Methodology

In this study, to investigate the short-term and long-term effects, the autoregression model
with nonlinear distribution (NARDL) is used, which is one of the asymmetric summative
methods. In recent papers, the asymmetric summative method in the self-regression model
with distributed interrupt has been developed in such a way that the sum of the positive and
negative components of the variables helps to identify the asymmetric effects of
explanatory variables in the short and long run. In fact, the asymmetric ARDL properties
allow us to have a common analysis of the problems of anonymity and nonlinearity in the

infinite error correction model.
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An ARDL model (p, g) is related to the NARDL model (p, q) in relation (1):
Ve = 2010 Ve—j + 200 X + 07 )) + & 1)

In relation (1), p, g are the number of optimal intervals, ¢; are the coefficients of the
dependent variable intervals, 6]-+ and ;" are the asymmetric coefficients of the dependent

variable intervals, and e;are the perturbation sentences with zero mean and constant

variance.

Ay = pYer + 07X + 07X + 201 ¥y veoj + D0 (0 A + 97 A ) +
& =pé—1 t 25:11 ViYe—j + Z?;g(ﬁf’Ax?—j + 1L9j_Axt_—j) +
&t (2)

In this study, in order to investigate the effectiveness of government interventions in the
Iranian capital market, the nonlinear self-regulatory method with distributive intervals
during the period 1992-2021 will be used. Therefore, the main model of this research will
be in the form of relation (3):

PS; = By + B1GC*; + BoGC™; + B3 OILP; + B,PROFIT, + BsEX; + & (2)

PS: Stock Price Index, GC*: Positive shock of government intervention (ratio of
government spending to GDP), GC~:Negative shock of government intervention (ratio of
government spending to GDP), PROFIT:Bank interest rates, OILP: Indicates the real price
of Brent crude, which uses the US Consumer Price Index to verify the price of oil and EX:

Exchange rate

2. Model Estimation and Results Analysis

The results of the unit root test indicate that the variables used in this study are a
combination of zero and one degree of accumulation and are static with one time
differentiation. According to Table (1), except for the negative shock of government
intervention and bank interest rates, which are at a static level, the other variables (stock
price index, positive shock of government intervention, oil prices and exchange rates) have

become static after one-time differentiation.

The main purpose of this nonlinear study is to investigate the effect of government
interventions in the Iranian capital market using a nonlinear approach during the period

1992-2022. Examining the theoretical foundations of the research shows that although the
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failure of the market justifies the government's presence in the regulation and oversight of
the financial sector, there are different views in this regard, including the view of public
interest and private interest. The public interest view accepts the presence of the
government in regulation and supervision due to the phenomenon of market failure, but the
private interest view considers the non-optimal use of regulatory regulations in the presence
of the government due to market failure as one of the main challenges of government
presence. Considers itself opposed to the presence of the government. The results of the
research show that government interventions have negative effects on the stock price index
trend. On the other hand, the increase in bank interest rates has reduced the stock price
index. On the other hand, oil prices and exchange rates increase the stock price index.
According to the research results, the following suggestions are presented:

» Government interventions have a negative effect on stock price index trends. If the
government wants to gain people's trust in the capital market, it should avoid orderly

pricing in this market and play its role in the field of culture and public education.

« According to research findings, exchange rates play a significant role in the total stock
price index. Therefore, it is suggested to prevent the growth of stock price index bubbles
in the stock market by unifying the exchange rate and reducing currency fluctuations, as
well as controlling the inflation rate.

» One way to manage the risk of changes in oil prices is to institutionalize the foreign
exchange reserve fund and make proper use of its resources. As an automatic stabilizer, the
fund prevents the direct entry of oil revenues and the vulnerability of the economy to

external shocks.
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Tab. 2: The point of view of different economic schools about the type and scope of government
intervention
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Tab. 3: The results of the unit root test
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Graf. 1: Cumulative residual test

1. Cumulative Sum of Recursive Residuals
2. Cumulative Sum of Squares of Recursive Residuals



ol 2 ol s i td D Ll{, K o 53l b m

50 09e3l ool 3 a8 e o3l (135 5y (slabilany Slarpo ggemme | (a2 Slowy syl 03l (B
091 nl 30 0313 LS lagad sy Asgay (ygai] Dons g 0 285 a3 570 (gl sns dass Ygans
L 2 oo Al Mo oS b jlan (il oad 03l LIS Y Hloges o ol s g ool )y 090 5ol gl
S ) gme o )> 00 el Sl B3gaxe 3 (xe2 Wlowy jpdome Jlagal (3B)S )8 & arg

Dy so Jol () 3590 Bygd (o )3 0dd 39l ol (yl0b

-0.4

T T T T T T T T T T T T T T T
84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99

l ——— CUSUM of Squares ————- 5% Significance ]

(Baos glaadly s lo) (roo Sloww j9dome (49051 1Y ,ld905
Graf. 2: Cumulative residual squared test

(6 325 o5 .0
3,58y 3 oozl b sl Bloyus Sl 53 gy ccdlis 51 puyyr s pué oy adllas oyl ol Gam
oS a8 ol b &S ol o] Sl a6 )as Slhe (qwyp wanl WY ATAR o) 3y00 b e i
aaly pl o alise olBus sl Jbo isw o ojllas g (6,105l 80 10 g jaas BuiS Ay b
oses o o503 905 0Ll pogad a5 ages @lie slSud 4 (lsiee dloxgl S 4 o) g2
soyad glio ol Lol il (63l Cansil By joy S ©)llas g (IS pde 3 g jel> 0y
IS 1y il s o ot gy 9 lulyd 5 odas Slyds I gy gy odlitul pa
S ek s o gn g ypui a1y 358 ol 3 s Sy 9 slo il 5 ol
S e £33 Gl (Biosl o) plew Coid paSli W) 1 (ke Sl gy slacdss o cul
Db e plaw Cund a3l (Rl Cage )l E55 g b Cunsd sl 0l plow o a3 LS J1aS g

23,5 o @) 5 ol Biod @l 4 42 L

b pose dleiel daled o gy (ST .01 plow Cuad adli Koy g e Sl clgy OMS A @

S )L cpl )d (6ygmed (6,15 Cwesd il agd > il p



Doy 1) 45,1 plaes o IS 45l > (SB35 Limgy sl ol @
2 el Cuasd asls 855 Ol ) 1 3l Shlogs S8 5 5 65 (silegley b 2350
23)5 5 pS ol s

g o (6l b 33,5 (o0 plow Cuoid (a3LE K9y Bl cage (Sbdgw 50 Rl @
3 Bl5iisn (Sl dg00 85 3 Sl 85 e ) 4y 0 e 1y (SO o S0 &5 ol ity
g0 (63kaidl Wao claculled Cuowds (Koai dg)5 @ile Codalily

aluls

#3525 Iy A 5 (Bl (5o den 5 52l 25y b o (sl (il (WYY il 51—
obo plol o8l 105 epyes Sl

2 g G5 G 3P (WWAY) sy hsa soled 5 i csdons Sy ladol (I tlaslgrama o 30 =
YN A AP gl dolidingy et JyiS 5550 Sy sl 3 ol e 3l o

plees (stodh sl Sllogs 1 Jgp sl la Sy 5D (W8) el igh 5 1Sl 11 sl =
NP Q)F olatdl 5 g dolilas &) 5

1 el ol bl 3 oilas 3,S0s) 5 )ik 5 Jsd ol (VWAS) iludl e jmt 5 £opll ad dpuo e sims —
NO-F+ (PN (golats] slocuolus o b yingfs & bl g ¥F Lol (IS cloiwlw

FA=Y0 (V)Y st/ 5 K48 doliliad «OLaidl > cdgn oSl g i Sludl p (gyg9,0» (VWAL iy ¢ Sols —

Okl U Jlo Sloss g (ol o plps ()L Ceard 0920 5 plos i ygr (MWAY) cpppmonedls ¢Sl -

Al iplows 513l (2L s Jlo 5 I sl (STAY) (Jadllgl (ulie g fonlpl ((bd) 15008 (s5lacd -
YNV (Yo bl o)l Sl (o iy doliliad Kl y) 03 355

o3 3 plaw Cosd 5 (B3}k 1 g il 5B (IWAR) chmalline duws (2D g tdn 0 45T gy e
NIV R o Md (o) ST slais] doliliad ) ya5 Ioles 5l ygl

Jol @l (GE3L pi Qo 858 olald] claplli )0 cpd yid g oL (WWAY) (ool (g )l —

NEVA M lais] 5 b Ao &) 03,8 3,8 ol canlio sl Saly 5 (b cyllai (WWAS) oo ol —

Oyl g (g)l5 @lyyde > gy cdlBd poid» (WA o) (o9 (sdouo 5 (bl pil ¢ g o Dgruuns (g0 —
FY-0A :(A s YN . golai] dbeo 4 Jbo slayl5h 4

bl g 0w plio (235L 55 25 olEel SIS )y (WWAY) dyj Jolgliluls 5 ol g o0 =
A=Y e (VWD o o o Sy Sl dleo «(NARDL) (63 51 okl L) oyl o5 5ol

oRiimgy 1yl po5 bl o g idi Yl degazo K undlpd Sl 13 cgn oY (VWAY) ¢ oll oyl -

ool ay il g Sim 3

- Alam, M. I. & Quazy, R. M., (2003). “Determinant of Capital Flight: an Econometric Case
Study of Bangladesh”. Review of Applied Economics, 17(1): 85-103.



Sl g oA L M H

- Arth, J. R.; Dan Brumbaugh, Jr.; Sauerhaft, Daniel & George Wang, (1985). “Thrift-
Institution Failures: Causes and Policy Issues”. Working Paper for Presentation at the
Conference on Bank Structure and Competition, Federal Reserve Bank of Chicago, May.

- Barzani, M. W.; Dalali Esfahani, R.; Samadi, S. & Faljou, H., (2010). “Assessing the
supervisory role of the government in the Iranian stock exchange within the framework of an
optimal control model”. Economic Research Journal, 10 (36): 285-308, (In Persian).

- Dadgar, Y., (2001). “A Review of the Literature on the Role and Position of the
Government in the Economy”. Quarterly Journal of Culture and Thought, 1 (2): 21-35, (In
Persian).

- Davani, Gh. H., (2003). Stock market, stocks and stock pricing. Daya Ryan Auditing and
Financial Services Institute, (In Persian).

- Enders, W., (2012). Applied econometrics time series. translated by Mahdi Sadeghi and
Saeed Shwvvalpour, Second volume, third edition, Tehran: Imam Sadegh University, (In
Persian).

- Ghaffari, H., (2004). The position and role of government in economic systems.
Commercial Publishing Company, first edition, (In Persian).

- Ghasemi, M., (2007). “Banking supervision and appropriate solutions to make it efficient”.
Journal of Banking and Economics. 88: 16-18, (In Persian).

- Hanson, J., (2001). Indonesia and India: Contrasting Approaches to Repression and
Liberalization. Printed in Chapter 9: Financial Liberalization: How Far, How Fast?. edited
By: Gerard Caprio, Patrick Honohan, Joseph E. Stiglitz, Cambridge University Press.

- Hassanzadeh, A.; Nazarin Rafik; Kianvand, M., (2010). “The effect of monetary policy
shocks on stock price index fluctuations in Iran”. Money and Economics Quarterly, 4 (9): 1-44,
(In Persian).

- Hosseini, S. Sh. & Shafiee, A., (2007). “Government-Market Interaction and Regulatory
Approach in Iran's Economy; Reflection on the General Policies of Article 44 of the
Constitution”. Economic research and policies, 15 (43): 25-60, (In Persian).

- Kaufman, G., (1994). “Bank Contagion: A Review of the Theory and Evidence”. Journal
of Financial Services Research, 8 (2): 123-150.

- Khan, S. & Batteau, P., (2012). “Government intervention in Russian bourse: a case of
financial contagion”. Journal of Financial Economic Policy, 4(4): 320-339.

- Mamipur, S. & Sasanian Asl, Z., (2018). “Studying the Asymmetric Effects of Exchange
Rate on the Return of Selective Industries in Tehran Stock Exchange”. Journal of Monetary
and Financial Economics, 25(16): 167-200, (In Persian).

- Meybodi, M., Miri, A. & Samadi Borujeni, R., (2015). “The need for government
intervention in the regulation and supervision of financial markets™. Economic Journal, 15 (7,
8): 43-58, (In Persian).

- Mishan, E. J., (1969). “Welfare Economics: An Assessment, Amsterdam and London:
North Holland Publishing CompanyPigou”. The Economics of Welfare, 4" ed. (London:
Macmillan, 1938).

- Naderan, E., (2002). The position of the government in liberal schools. A collection of
articles on the role of the government in the economy. Tehran: Research Institute of Islamic
Culture and Thought, (In Persian).

-Rahimipoor, A., Mir, H. & Jalaee, S., (2020). “The effect of government size on yields and
stock prices in the Tehran Stock Exchange”. Journal of Islamic Economics and Banking, 9(3):
7-23, (In Persian).



- Shahbazi, K.; Rezaei, E. & Abbasi, A., (2013). “Monetary and Financial Policies and Stock
Market Efficiency: Empirical Evidence in Iran”. Quarterly Journal of Financial Knowledge of
Securities Analysis. 6 (20): 63-77, (In Persian).

- Shin, Y.; Yu, B. & Greenwood-Nimmo, M., (2011). Modeling Asymmetric Cointegration
and Dynamic Multipliers in a Nonlinear ARDL Framework. Mimeo

- Shleifer, A. & Robert, W. V., (1998). “The Grabbing Hand: Government Pathologies and
Their Cures”. (Cambridge, M.A.: Harvard University Press).

- Stigler, G. J., (1971). “The Theory of Economic Regulation”. The Bell Journal of
Economics and Management Science, 2 (1): 3-21.

- White, E., (2005). “The Evolution of Banking Regulation in Twentieth Century
Colombia”. Mimeo, Rutgers University, http://feconweb.rutgers.edu/white./

- Yang, H. & Deng, P., (2021). “The Impact of COVID-19 and Government Intervention on
Stock Markets of OECD Countries”. Asian Economics Letters. 1(4): 1-6.




