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Abstract

The aim of this study is to examine the link between liquidity shocks in the Iranian
stock market and real GDP growth. We fit a Bayesian Vector Autoregression model
with data from 1388Q1 to 1398Q4. In this framework, after extracting the liquidity
index of the stock market, GARCH model has been used to measure liquidity shock.
The result of the granger causality test shows that there is a one-way causal flow
from the stock market liquidity shock to economic growth. The results of the
Impulse response function of the GDP growth show that the economic growth
reaction to a shock in the stock market liquidity shock is positive, so that its effect
increases after four seasons. Also, the finding from the analysis of economic growth
variance show that in the first period, the variance of this variable is fully explained
by the variable itself, but over time its importance decreases and the importance of
other variables increases. The findings show that after eight seasons, the stock

market liquidity shock accounted for nearly 3.3 percent of GDP growth volatility. In
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addition, interest rates, inflation rates and exchange rates, 6, 3.5 and 2.5 percent,

respectively, have contributed to the fluctuations in Iran's economic growth.

Keywords: Economic Growth, Stock market, Liquidity Shock, Bayesian Vector
Auto regression model, GARCH Model.
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