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Abstract

Aim and Introduction

The debt market in Iran was established approximately a decade ago, but it
wasn't until September of the previous year that it began to exhibit
characteristics of a true "market" in terms of supply and demand. A significant
step towards the development of the debt market was taken at the end of the
previous year, coinciding with the issuance of treasury bills. Despite the
market's almost negligible growth in comparison to its inception, its overall
position within Iran's capital market remains weak. While there has been some
exaggeration regarding the rapid expansion of this market, many analysts in
the field agree that substantial financing through this sector necessitates
sustained activity and significant offerings. The debt market offers numerous
advantages for the country's economy. Its importance is underscored by the
fact that in many countries worldwide, the debt market comprises
approximately 60% of the total capital market. In contrast, in Iran, the debt
market accounts for less than 6% of the total capital market. Therefore,
leveraging sukuk bonds and Islamic treasury bonds (Akhza) could lead to
increased economic growth, bolstering the country's gross domestic product
(GDP). Given the lack of research that considers the relationship between
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sukuk bonds and GDP with a generalized moments (GMM) approach, this
study aims to explore this relationship within the Iranian economy.

Methodology

This study employs the Generalized Moments (GMM) estimation method,
initially proposed by Arellano and Bond and subsequently expanded by
Blundell and Bond, to control for endogeneity in model estimation. GMM
estimation offers numerous advantages, making it a suitable choice for
eliminating time-series data variance. By calculating unobserved individual
effects in the model, GMM provides better control over the endogeneity of all
explanatory variables. In this study, GMM estimation is utilized to investigate
the relationship between the sukuk market and Iran's GDP.

Results

The coefficient for the sukuk index demonstrates a positive and significant
effect on GDP, indicating that a one percent increase in financing through
sukuk index-based debt market instruments leads to a 21 percent increase in
GDP. This suggests that bonds associated with this index have become a
pivotal tool for efficient and effective financial transactions, resource
allocation, and transformation within Iran's capital market. It has provided a
channel for alternative budgeting and broader investment opportunities for
larger institutions (joint organizations), and the government has followed suit.
Thus, increasing the supply of debt market instruments through sukuk bonds,
particularly those tied to the index, has strengthened the capital market,
enhanced the real sector of the economy, and ultimately improved
macroeconomic variables, including GDP. Conversely, the coefficient for the
consumer price index exhibits a negative and significant impact on GDP,
implying that a one percent increase in the inflation rate results in a 117
percent decrease in GDP. This highlights the serious challenge posed by high
inflation rates in recent years to Iran's economy, disrupting the price system,
reducing savings, eroding investment incentives, spurring capital flight from
the real sector, and promoting unproductive and speculative activities that
ultimately lead to a decline in GDP.
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Conclusion

Given that a part of debt market development is facilitated through sukuk
bonds, it is recommended to nurture the debt market to its fullest potential to
have a profound impact on GDP:

1. Targeted issuance of all sukuk bonds to address production barriers
across all economic sectors, with the goal of augmenting GDP.

2. Prioritizing bond issuance to advance the government's infrastructure
goals and reduce current expenditures, thus chronically reducing the budget
deficit.

3. Designing policies that enhance the functionality of the Islamic
capital market, with a focus on the effective use of sukuk bonds to boost GDP
and improve other macroeconomic variables, including the inflation rate.

4, Developing the necessary infrastructure by issuing sukuk bonds to
attract as many foreign investors as possible and channeling revenue overflow
into GDP growth.

5. Promoting comprehensive and well-planned debt market
development through appropriate policies that align with various aspects of
the debt market while addressing broader macroeconomic policies.
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