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Period S.E. GDP MCR TR VTR HHI
1 0.173730 100.0000 0.000000 0.000000 0.000000 0.000000
2 0.219772 97.03519 0.732269 0.121078 0.128677 1.982784
3 0.242078 95.90111 0.866309 0.441162 0.412375 2.379047
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29 0.559375 64.59081 14.33093 14.32958 2.374559 4.374118
30 0.564235 64.35927 14.45649 14.38473 2.348308 4.451204
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A (gl guils) Lad slaodls 4 ¥l ool owd 1) Cawgm

Let ¥4 ¥i-1 s ¥e4q be three consecutive annual observations of a continuous flow
variable of ¥(t). Assuming that the ¥{(t) represented the quadratic of a parabola

at® + bt + ¢, where a, b, and care the coefficients and expressed in the integral

forms of:
I;{ut3+bl:+cjd|:=}rt_1 (1
J-:I:ﬂtz + bt + c)dt = y; (2)
j':'[arz + bt + chdt = ¥rsq (3)

Since the equations above can be represented by _If (at? + bt + c)dt =

a . .
Em:’I + % bt + c] and by integrating out equations (1) to (3), we have
1

Zat? + bt 4= yey (4]
Tarz 42 =

Sat +zb!+r_‘ Ve (3)
’s—qat'—‘ +§bt+c=}':+1 {6)

Solving the linear system provided in equations (4) to (6) for the unknowns a, b,
and ¢ we getthat  a = 0.5y;; — L0y + 0.5¥p4q . b = —2.0y,; + 3.0y, —
L0y;44 and

¢ = 1.B3y,_; — L16y; + 0.3¥;41 - now te quarterly figures within any year (t)

must turn to satisfy the condition of



1.25 15

y @ o J (at? + bt + c)dt, w = f (at® + bt + c)dt,
1 1,28
& = [ ar? + bt + ), yi = 7 (at? + bt + c)de, (7)

By performing the integration in equation 7 and then substitute the values of a, b,
and ¢ obtained earlier, we arrived with the quarierly formulate after satisfving cach

of the condition in any year t are as follows:

v = 0.0546875y,., + 0.2 343?5?: — 0.0390625Y, 4 (%)
v = 0.0078125y,., + 0.265625y, — 0.0234375y,., (9)
¥ = ~0.0234375y,_, + 0.265625y, + 0.0078125)4, (10}
7 = ~0.0390625y,., + 0.234375y, + 0.0546875y,,, (11

where ¥y, ¥p—1, ¥peq are the current, lags and lead values of the variables in
equation at time t (annual). In other words, three continuous annual observations
of variable yt) are adopted in each of the equation, In order to calculate the valus
for the first quarter, we apply the formulate for the first quarter and subsequently

for the remaining quarters.
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Abstract

This thesis investigates the relationship between stock market development variables and
economic growth in Iran by using quarterly data that covered the period between 1371:1 to
1389:4 (in Islamic solar calendar). The existence of a long-run relationship between stock
market and economic growth is tested using Johansen’s cointegration test and
determination of the existence of a causality relationship between the variables and its
direction is based on the Granger causality test. Additionally, the short-run relationship
between the variables of the research is tested by using the vector error correction model
(VECM). The analysis uses selected stock market development variables, namely, market
capitalization ratio, value traded ratio, turnover ratio and concentration degree and the gross
domestic product (GDP) has been used as the measure of economic development. The
sationarity of the variables is tested using the Augmented Dickey-fuller (ADF) and
Phillips-Perron (PP) tests, which showed that all of the variables are non-stationary in
levels and become stationary after differencing. The results of the Johansen cointegration
test shows that there is a long-run relationship between stock market development and
economic growth in Iran. The Granger causality test results shows that there is a unilateral
causality between stock market development and economic growth in Iran and the direction
of this relationship is from economic growth to stock market development. This result
indicates that economic growth leads to the generation of new demand for financial
services, especially stock market. In other words, the existence of a demand following

relationship in Iran has been verified.
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