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Abstract

One of the important issues of Iran's economy in the last half century has been the
high growth of liquidity, which shows the manipulation of money by the
government and monetary authorities. One view considers the weakness of the rule
of law as the cause of this problem, but another view states the causal relationship in
the opposite direction and believes that money and the benefits derived from it are a
factor in weakening the rule of law. Theoretically, there is a hilatera relationship
between money creation and the rule of law. On the one hand, it is the laws that
determine how much money should be created, the extent powers of monetary
authorities, and how its benefits are distributed. On the other hand, the growth of
liquidity and inflation take the structure of the economy out of the free market
process and affect the rule of law. This study seeks to investigate the causal
relationship, the existence of a long-term relationship and the type of relationship
between these two variables in Iran using data from the rule of law index and
liquidity in the period 1996-2020 with Toda and Y amamoto causality method, band
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test and autoregression vector method. It was concluded that the volume of liquidity
in Iran has been afactor in weakening the rule of law.
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=3

Sl —Is g e a3

(k+dmax=2) ad g sl4a3 L VAR pess

LROL1 LLQ
LROL1(-1) 0.612727 0.033316
(0.16884) (0.06558)
[ 3.62911] [ 0.50799]
LROL1(-2) -0.262752 0.069949
(0.16913) (0.06570)
[-1.55356] [ 1.06471]
LLQ(-1) -0.428450 1.188313
(0.64634) (0.25107)
[-0.66289] [ 4.73300]
LLQ(-2) 0.281481 -0.172313
(0.65892) (0.25596)
[ 042718] [-0.67321]
C 4.079413 -0.344772
(0.75441) (0.29305)
[ 5.40743] [-1.17650]
D1 0.457197 -0.020801
(0.10839) (0.04210)
[ 4.21812] [-0.49404]
R-squared 0.845288 0.999315
Adj. R-squared 0.799784 0.999113
Sum sg. resids 0.269346 0.040642
S.E. equation 0.125872 0.048895
F-statistic 1857629 4959.242
Log likelihood 1850784 40.25655
AkakeAlC -1.087638 -2.978830
Schwarz SC -0.791422 -2.682614
Mean dependent 3107121 14.65558
S.D. dependent 0.281307 1.642077

Determinant resid covariance (dof adj.) 3.62E-05
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Determinant resid covariance 1.98E-05
Log likelihood 59.29658
Akaikeinformetion criterion -4.112746
Schwarz criterion -3.520315
Number of coefficients 12

RP TS EF O PR P

System: UNTITLED
Included observations: 23
Total system (balanced) observations 46

Coefficient Std. Error t-Statigtic Prob.
C(1) 0.612727 0.168837 3.629112 0.0009
C(2 -0.262752 0.169129 -1.553556 0.1296
(o)) -0.428450 0.646341 -0.662886 0.5119
C4 0.281481 0.658925 0.427183 0.6719
C(5) 4.079413 0.754409 5.407428 0.0000
C(6) 0.457197 0.108389 4.218119 0.0002
C() 0.033316 0.065584 0.507991 0.6147
Cc(8) 0.069949 0.065698 1.064708 0.2945
C(©9) 1.188313 0.251070 4.732999 0.0000
C(10) -0.172313 0.255958 -0.673208 0.5054
Cc(1y -0.344772 0.293049 -1.176501 0.2476
C(12) -0.020801 0.042103 -0.494038 0.6245
Determinant residua covariance 1.98E-05

Equation: LROL1 = C(1)* LROL1(-1) + C(2)* LROL(-2) + C(3)*LLQ(-1) +
C(4)*LLQ(-2) + C(5) + C(6)*D1

Observations: 23
R-squared 0.845288 Mean dependent var 3107121
Adjusted R-squared 0.799784 S.D. dependent var 0.281307
SE. of regression 0.125872 Sum squared resid 0.269346
Durbin-Watson stat 2.226019

Equation: LLQ = C(7)* LROL1(-1) + C(8)* LROL1(-2) + C(9)* LLQ(-1) + C(10)
*LLQ(-2) + C(11) + C(12)*D1

Observations: 23
R-squared 0.999315 Mean dependent var 14.65558
Adjusted R-squared 0.999113 S.D. dependent var 1.642077
SE. of regression 0.048895 Sum squared resid 0.040642
Durbin-Watson stat 2.085007

C=CA)=0 Sl jio pl p SKoodii al oo N Wl 8050

Wald Test:
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Test Setigtic Vaue df Probability
Chi-square 2354217 2 0.0000
Null Hypothesis: C(3)=C(4)=0
Normalized Restriction (= 0) Vdue Std. Err.
C(3) -0.428450 0.646341
C(4) 0.281481 0.658925

Restrictions arelinear in coefficients.

C(N=CB)0 Sl jio yl p Koo sl oo ¥ Wl 050

Wald Test:
System: Y%system

Test Setistic Vdue df Probability

Chi-square 4.059470 2 0.1314

Null Hypothesis: C(7)=C(8)=0

Normalized Redtriction (= 0) Vaue d. Err.
C(7) 0.033316 0.065584
C(8) 0.069949 0.065698

Restrictions arelinear in coefficients.
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