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If there is a consensus about the existence of a bubble in the Tehran Stock Exchange,
there is not much consensus about the time of its formation and evacuation. In
addition, there is much disagreement about the reasons for the formation and effects
of the collapse of the bubbles and its impact on the nominal and real sectors of the
economy and its channels of influence. Therefore, identifying the time of formation,
collapse, and factors affecting the formation and collapse of bubbles and their impact
on different sectors of the economy is questionable and needs research. For this
purpose, in this study, the timing of the formation of stock price bubbles in the Tehran
Stock Exchange and the impact of the production gap on its formation during the
period 2004 to 2020 has been investigated. A new method has been used to identify
the bubble and schedule its formation, and an approach, that has not been used
before in Persian articles, has been used to investigate the effect of the production
gap on the bubble. The results show that during the period under review, the stock
market in three different periods in 2004, 2011, and 2018 had a price bubble. Moreover,
the results of the study of the effect of the output gap on the stock market bubble,
which was done using the TVP-SVAR method, indicate that the output gap is effective
on the fundamental part of the stock price and has no effect on the bubble part. This
is because monetary policies in Iran, which are known as the channel of influence of
the output gap on the stock market bubble, are usually discretionary, not policy rules
in response to the output gap. The study of the effect of stock prices on the output
gap also indicates the existence of a "wealth effect" and shows the positive effect of
the stock price bubble on the output gap. In addition, with increasing the size of the
stock market relative to the Iranian economy over time, the wealth effect channel has
been strengthened.
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1. Introduction

The bubble phenomenon is one of the
most interesting and at the same time
controversial topics in most markets,
including stock exchange, real estate, etc.
However, its manifestation is more evident
in stock markets than in any other market;
this is due to the importance and
prominent role that this market plays in
the economy of any country. In Iran, after
the reopening of the stock exchange in
1989, this market has faced ups and downs,
part of which is due to the nature of the
market. But in some cases, there have been
sharp fluctuations in the market. It may be
that the sharp price rises in 2003 and the
crash in 2004 and 2008 can be considered
sharp fluctuations of that type. The
question is, what are the factors that cause
the price bubble in the stock market?
Among the reasons that can be mentioned
for the formation of the price bubble are
psychological and economic factors such
as the output gap. In addition,
theoretically, the price bubble in the stock
market may affect production fluctuations
and the output gap. This effect can be
achieved through various channels such as
the "wealth effect".

2. Objective

Given the widespread economic impact of
bubbles or fluctuations in the asset market
in recent decades, the asset bubble and
the periodic fluctuations of economic
variables have become an important issue
in regulatory policies. The role of
monetary policies after the financial crisis
of 2007-2009 has been one of the main
concerns of policymakers in many
countries. Implementing policies to create
and inject money into the economy and

upset the balance of asset markets is the
most important factor in creating a price
bubble in the stock market. However,
since the stock price bubble is an invisible
variable, it must first be determined by
statistical methods of when the bubble
occurs and its intensity. Therefore, the
objective of this article is to investigate the
time of formation and elimination of stock
price bubbles and then to examine the
impact of the output gap on it and divide
this effect into two fundamental parts and
the bubble part of stock price. The effect
of the stock price bubble on the output gap
is also examined.

3. Data / Methodology

The data used to identify the stock price
bubble were monthly data in the period of
April 2001 to March 2019 and to study the
interaction between the output gap and
the stock market bubble, quarterly data
from spring 2004 to winter 2019 were
used. Stock market price bubbles were
identified using the proposed approach of
Galli and Gambetti (2014) by the BSADF
test. Then, the relationship between the
price bubble and output gap was
investigated using the structural vector
autoregression method with a time-
varying parameter (TVP-SVAR). This
approach made it possible to examine the
relationship between the bubble and the
output gap and was a suitable way to show
structural and behavioral changes in
models and to show the various external
shocks entering the system of equations.

4. Results/Findings

Based on the results, there has been a
bubble behavior in the stock market in
three short periods. These three periods
include July to September 2005, April to
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May 2011, and October to November 2016.
In these periods, test statistics indicate the
bubble behavior in the stock market. It
should be noted that in 2019, despite the
increase in the stock index, the bubble was
not detected; of course, if the upward
trend formed in 2020, which was not
addressed in this study (due to limited data
on other variables), is considered, some of
the last months of 2019 will also be in the
bubble period.

The effect of the output gap on the
stock market bubble varies over time.
From 2001 to 2006, the stock price has
grown a lot and the impact of the output
gap on the stock bubble in these years has
been more than the years between 2006 to
2016. When there was relative economic
stability, that is, in the years before the
sanctions, the impact of the output gap
shock on stock price bubbles was greater.
In addition, according to the findings, the
positive shock of the output gap
(economic boom) affects only the
fundamental part of the stock price, not
the bubble sector, and the positive shocks
to stock price increase the output gap.

5. Conclusion

In this study, the times of bubble
formation and disappearance in the
Tehran stock market were identified. An
important finding of this study is that
despite the existence of bubbles, the
output gap did not play a role in its
formation. The output gap shock affects
only the fundamental part of the stock
price and does not affect the bubble part.
The effect of the output gap on the
fundamental sector is positive, and a
positive shock to the output gap (creating
a boom in the economy) increases the
stock price in the fundamental sector and
ultimately the price itself. The reason for
the ineffectiveness of the output gap
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variable on the bubble sector can be
attributed to the fact that monetary policy
in the Iranian economy is exogenous and
is not designed and implemented in
response to the output gap.

6. Suggestions and
Policymaking
Recommendations

The results of this study are important for
economic policymakers. If economic
prosperity is one of the goals of the
economic policymaker, policymakers can
plan to increase economic growth without
worrying about the possibility of a stock
market bubble. One of the reasons for the
stock market bubble is the over-optimism
of investors about the future of stock
prices. Good news, such as economic
growth (widening the output gap), can
raise the expectations of economic actors
and push up market prices in a bubble. But
in the Iranian economy, such a path is not
conceivable for the impact of the output
gap on the stock market bubble. Stock
market growth also strengthens economic
growth (production gap) and therefore,
does not play a negative role (bubble
formation) in the path of economic
growth.
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