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Abstract

Following the spread of the Covid-19 virus at the end of 2019, governments have used
a series of strict policies and non-pharmaceutical interventions (NPI) such as social
distancing and mandatory quarantines to deal with the increasing spread of this virus, and
therefore the trading process of global markets, Including the stock market, it was severely
affected. In the following, the start of public vaccination affected various industries and
groups and led to changes in stock market transactions of countries, including the Tehran
Stock Exchange. The present study, by applying the Smooth transmission regression (STR)
nonlinear model and daily data during the period of the Covid-19 epidemic (30 February
2018 to 10 January 2018), investigates the role of public vaccination in the relationship
between the interventionist policies of the government and the stock market. In the present
study, relying on tests to detect nonlinear behavior, the existence of a nonlinear relationship
between government interventions and the stock market index was confirmed, the variable
of the number of vaccinated people was selected as a suitable transition variable, and the
nonlinear smooth transition regression model with a two-regime logistic transfer function
With one transfer (LSTR1) was considered as the proposed model for this relationship. The
results of the estimation of the research model show that the increase of strict measures of
the government in the form of a two-regime structure with a threshold level of 20857, the
number of vaccinated people in the first regime (that is, when the number of vaccinated
people is less than the threshold value (20857)) had a positive and significant effect on the
stock market index, but after crossing the threshold level and entering the second regime
(that is, when the number of vaccinated people is greater than its threshold value (20857)),
the mentioned variable had a negative and significant impact on the stock market index.

Keywords: Stock Market, Stringency Index, Covid-19, Smooth Transition Regression (STR).
JEL Classification: GO1, G18, G41.

1. Associate Professor, Department of Economics, Faculty of Economics Sciences and Administrative, University of
Mazandaran, Babolsar, Iran (Corresponding Author).

Email: M.Gholizadeh@umz.ac.ir

2. PhD student in economics, Department of Economics, Faculty of Economics Sciences and Administrative, University of
Mazandaran, Babolsar, Iran.

3. MA. in Economics, Department of Economics, Faculty of Advance Engineering, University of Science and Technology,
Tehran, Iran.

Citations: Rezagholizadeh, M., Jafari, H. & Abdolhosseiny, M., (2024). “The Relationship Between the Government’s Non-
Pharmaceutical Interventions During the Period of the Spread of the Covid-19 Virus and the Iran Stock Market: The Role of
Public Vaccination”. Journal of Applied Economics Studies in Iran, 13(50): 169-199. doi: 10.22084/aes.2024.28664.3655
Homepage of this Article: https://aes.basu.ac.ir/article 5543.html?lang=en



Rezagholizadeh et al.: ol L‘f’ v 5/0/, (Sl e H

1. Introduction

The global spread of the COVID-19 virus in late 2019 significantly impacted the world
economy. In response to the increasing spread of the virus, governments were compelled
to employ non-pharmaceutical interventions (NPI), such as social distancing and
mandatory quarantines. However, these measures came with economic costs. Empirical
evidence suggests that, with the discovery of effective vaccines and the commencement of
widespread vaccination efforts globally, governments gradually showed less inclination
towards implementing stringent NPI measures. As societies achieved a certain level of
vaccination providing relative immunity, many stringent measures implemented by
governments worldwide were either lifted or reduced in intensity.

Given the possibility that the effectiveness of government strict measures on the Iranian
stock market before and after reaching an acceptable level of general vaccination may
differ, this study aims to examine the role of general COVID-19 vaccination in the
relationship between government non-pharmaceutical interventions and stringent measures
with the Iranian stock market index. The objective is to answer whether general vaccination
against COVID-19 has influenced how and to what extent government stringent measures
affect the Iranian stock market? To achieve this, the research employs the Smooth
Transition Regression (STR) model, examining the role of general vaccination in the
relationship between government non-pharmaceutical interventions and the Iranian stock
market index during the COVID-19 pandemic (from February 19, 2020, to December 31,
2022).

2. Methodology

To investigate the role of general vaccination in the relationship between government non-
pharmaceutical interventions (NPI) and the stock market index, the Smooth Transition
Regression (STR) model is considered in the form of equation (1):

ININDEX, = @'z, + (0 '2,)G(s¢.y.¢) + Uy (1)

Where:

InINDEX: is the logarithm of the total index of the Tehran Stock Exchange.

x; : is the exogenous variable vector, including lagged variables of both endogenous
and exogenous variables which is defined as follows:

x¢ = (L.ININDEX;_;. ....In;_p) (1. InVAC,. InNEWC,. InSTRIN,.. InER,. inf,)’
(2)

Where:

p: is the optimal lag of the autoregressive dependent variable.

InVAC: is the logarithm of the number of vaccinated individuals.

InNEW: : is the logarithm of the number of new COVID-19 cases.

InSTRIN': is the logarithm of the stringency index.

The stringency index is used as a measure to evaluate the economic costs of government
non-pharmaceutical interventions during the COVID-19 pandemic. It quantifies
governments' responses to the spread of COVID-19 in a quantitative and numerical form.
The index was first calculated and presented by the University of Oxford in 2021, using 9
criteria: school closures (C1), workplace closures (C2), cancellation of public events (C3),
restrictions on public gatherings (C4), closure of public transport (C5), stay-at-home
requirements (C6), public information campaigns (C7), restrictions on internal movements
(C8), and international travel controls (H1). The government stringency index ranges from
0 to 100, with higher scores indicating more stringent government responses (University
of Oxford, 2021).
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InER: is the logarithm of the real exchange rate.

inf : is the inflation rate.

The relationship between general vaccination, the number of COVID-19 cases, the
stringency index, and other variables under investigation with the Iranian stock market
index is specified using equation (3):

1
InNNEWC
InSTRIN
InNINDEX; = [@o 91 92 ©3 04 0s]| mvac
InER
inf
1
InNNEWC
InSTRIN
[80 61 6,05 6, 651| pyac | G(-c.se) )
InER
inf

In the provided equations, the coefficients ¢, and 6, represent the intercepts for the
linear and nonlinear regimes, respectively. Additionally, ¢, t0 ¢5 indicate the respective
impact of explanatory variables on the dependent variable in the linear regime, while 8, to
6, represent the impact of explanatory variables on the dependent variable in the nonlinear
regime.

In this model, explanatory variables in the first regime have an impact on the stock
market index with a coefficient vector [@, @1 @2 @3 @4 @s]. This occurs when the
transition variable (which can be any of the explanatory variables and must be selected
through relevant tests) has a value less than its threshold. In this case, G = 0. In the second
regime, when the transition variable exceeds its threshold, the coefficients influencing these
variables on the stock market index become [@q + 0y @1 + 01 @5 + 0, @3+ 603 @, +
04 @5 + 05 ], and G = 1 is established. Therefore, the regression equations for the research
model in the first and second regimes are as follows:

ININDEX; = @g + @1 INNEWC; + @,InSTRIN; + @3IlnVac; + @4InER; + @sinf; +
U (7)

03)INVAC, + (94 + 04)INER, + (@5 + O5)inf; + u,
(8)

These equations express the relationships between the explanatory variables (NEWC,
STRIN, VAC, ER, inf) and the stock market index (INDEX) in the 2 regimes.

Findings

Based on the F-tests, the most suitable transition variable was determined to be the variable
representing the number of general vaccinations. The proposed model is a non-linear
smooth transition regression with a logistic two-regime transition function (LSTR1), was
considered, incorporating the variable representing the number of general vaccinations as
a threshold variable.

According to the model estimation results, the parameter value (y ) is 2.694, and the
threshold value for the number of vaccinations is determined to be 4.326 (with the anti-
logarithm value equal to 20857, representing the number of vaccinated individuals). Based
on these results, it was identified that the first regime occurred during the period from
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February 19, 2020 (Bahman 30, 1398) to July 2, 2021 (Tir 11, 1400), and the second regime
is from July 3, 2021 (Tir 12, 1400) to December 31, 2022 (Dey 10, 1401).

The results of the research model estimation indicate that the increase in the number of
COVID-19 cases, the stringency index, the number of vaccinated individuals, the exchange
rate, and the inflation rate, within a two-regime threshold structure in the first regime (when
the number of vaccinated individuals is less than its threshold value of 20857), had
negative, positive, positive, positive, and positive effects on the stock market index,
respectively. However, when crossing the threshold and entering the second regime (when
the number of vaccinated individuals is greater than its threshold value), these variables
exhibited positive, negative, positive, positive, and negative effects on the stock market
index, respectively.

The findings of the research suggest that increasing general vaccination contributes to
stock market stability. General vaccination can enhance investor confidence, leading to an
increase in the stock market index. Additionally, vaccination improves the overall public
health of society, boosting optimism and enabling individuals to consume and invest more
in the stock market. Despite the unexpected positive relationship between the stringency
index and the stock market index in the first regime, the study does not recommend
continuous adoption and implementation of stringent policies due to the economic costs
associated with these measures.

Conclusion

In this study, relying on the tests for detecting non-linear behavior, a non-linear relationship
between government interventions and the stock market index was confirmed. The number
of vaccinated individuals was identified as the appropriate transition variable, and a non-
linear smooth transition regression model with a logistic two-regime transition function
(LSTR1) was proposed as the model for this relationship. The results of the model
estimation show that the increase in government stringent measures, within a two-regime
threshold structure with a threshold level of 20857 for the number of vaccinated
individuals, has had a positive and significant effect on the stock market index in the first
regime. However, crossing the threshold and entering the second regime, the mentioned
variable had a negative and significant impact on the stock market index.
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(source: Van Dijk, 1999)

a3 5laetie y Je g yne YT
9 NP lacdgs o9y OMolie (o dlaly )3 (oges omolinSTly Gid () p jolatods imgl cpl )
9o Bl (F) Dslee & yg0a; (STR) wedle JUsl a5y (665 eplows il yasls

1, Van Dijk



ININDEX, = @'z, + (0 2,)G(s¢.v.¢) + u; (f)
s ble syl wyg JS pasls s ININDEX

595 piie 915190 e jl (plaidy Jold Juo (slpigp (sl pusito )30 2 X
x; = (L.ININDEX,_;. ....In._p) (1. InVAC,. InNEWC,. InSTRIN,.. InER,. inf,)’ (®)

ol dasly yuito S )S )55 Dt 4By pl P o 5> &S

wtbaiznSly 31,3 sl :INVAC

NA=2g55 4 b M 31,81 sl (INNEWC

S S yadls [ INSTRIN

Job > ocdgy o9l CMBle eoladdl sladiyze b)) sl Slae e S o oSl
b VA=dgs8 G0y b drlge p3 acdgy (il o jadls ool g oo 485 )i VA=ygoS (5 pS e
)l 5 dnsloa VTV Jlo 53 3908T o3l Lawgi sbindsl (sl S (on bl (s305 5 (o5 )90t
23,5 o odlaiiwl i slae Al gy (o pS o asli calw glp )5

3 Cudgiome ¥ (C3) ogas sladlygy o) Y (C2) ,I8 oo Llawi Y (CL) Lojlte oy )
(C4) Loger clelozs]

oS Y (C6) 6l 5 ule & borye Sllill 5 (C5) Lagar g o> piusms sbaos 0
(C7) ogns s

(H1) i sl s J5 2 {CB) s (slasss > Codgioes A

4S5 g s Ao 10 0)L81 &5 Yl Al (2Silee bl (6955 2 sl dgd S S RS LS
g A5 o il 1y gd slacuslw (5 puScoun o Solw 4y adls pl DS o pd [y Ver U ey (g)lde
(VYoo hSan g 03l L5 ) sl g il S e STy ,Sibles 5L 6y

wblo pyg5 g3 IS 5 (A8ly )l ¢ HINER

ol 00 035l gy 53 0ad odlisl (gl yuite leals 255 (V) Jgi 53 Grized

GRS piie (6 Laid ] IMe iy g2 Y Jgu
Tab. 2: Definition, abbreviations of research variables

2315 (9] o> Euio Olopdgs GaioS e & ] cadls
s Ld o pde &S 4
B S REST) 2 » s 3l L
ol o oDl 33l 5 50 e dz;;)i;f > plews Jlil padls InNINDEX
www.fipiran.com ©
35T Glaios Ao 4 Ml 350 olaes 4 e INNEWC
WWW.Ourworldindata.org () V=68 VA= 995
3y58ST Slados duwe M lae o s (55l S S o adls InSTRIN
WWW.Ourworldindata.org (o) ) gy (g)bpé g
3908 i SRS duwle . .
gl Ty 3,190 dluas S| InVAC
WWW.Ourworldindata.org (%) apelicnsly 2e s
S 553 Mo il M 4 G .
L Iy ;) i) InER
WWW teju.org (Jbs) Bl 5 &5 es




sl 215 (s3baBl SolxSlao doliLiad d,'/&{’ {15/ 6 22 s

SF o Skegls
WWW.cbi.ir

(1oy) dlalo p)55 2 5 P18 TP inf

(o slnssl )

5 oS Lasls AA=19s8 4 Mine 3131 sl ¢ asas ypmolioaSTy oy Aoy STR Jio Lol

23,5 oo oy (F) dlee Spgody Glpl 53 ploew Sk pa3lE b (y 2 3)90 Sl it ol

1
InNEWC
InSTRIN
ININDEX; = [@o 1 92 93 P4 0s]| 1vac
InER
inf
1
InNEWC
InSTRIN
[00 61620364651 ;pyac | G(r-c-50) ¢)
InER
inf

Oz e L |y (ad e 5 ad 50 lalas Sl ose cui i B 5 P calps (F) dal 5
e 0 b 01 5 (s (a5 1) didly pite 2 (et sla e ()5 8L i e 05 6@y
g Jhe cnl 33 )38 o pialesty (s pé ise )3 |y dlly it (Pude sl it (5,135,580
2B el 53k pa3ls 2 [@0 @1 P2 @3 P4 Ps] culps oy b Jsl w3y 2 (Puds slapite S
Gkl Bl g 039 (b slapsie | plSya Wi e o) JUiml e & csl (Sloj cpl g 8)HS (o0
296G =0 gl b ol )3 g asl 4wl ekl s 5l a8 gyl (095 Qb dogye sloyge)]
b st ol ()38 ,8b oyt a8 sl alaslial s ) s ()lade JUaS] puite &5 Sloj G pgd 23
[@o+ 6001+ 61 902+ 0, 93+ 030,+ 0,05+ 051 L plp olpl > el Hlib pa3ls 5
P93 9 Jsl w235 ) B Jdo g )S) SVolae ol tcansl 135 G =1 55 el ol )5 5 090 dlgs
DSl (o0 (A) 5 (V) ©Yolae @90,

ININDEX, = @¢ + @1 InNEWC, + @,InSTRIN; + @3lnVac, + @4InER; + @sinf; +
Ug (v)

ININDEX; = (o + 6y) + (91 + 0)INNEWC; + (5 + 0,)InSTRIN; + (@5 +
03)INVAC, + (94 + 04)INER, + (@5 + O5)inf, +

Ug (A)

Joe 3,91 £

L puiio (o lin! (o) 2 V€

(S iz ypan & bl I g St (3lg i) (Bolas gy S (sl il b yusio &Sl 4 g L
905 Sl ¢ miwnlatdl sla s gl P8 gl W oo pitnep 1) (o)lel slablizul § rass

N d‘ﬁdfb)l.) D93> L;w.)La..Bl L.JL.»D‘ 5 u.d‘m L;L“L)"ﬁ) cLb:)..m LS’L.A.\AJ‘ d""""d])’ Cwl L!b)..m



ol 05 03lits] (ADF)  atbly ppass s — Sy> 15ly gy sloiygesl 51 ol dalllas )3 it ol

ol 515 @) (F) Jgi 5 osej] ol J) Jeols gl

(ADF) alpmoni Jod (43 oy duiyy (9903 gl 2 Jgan
Tab. 3: The results of the Augmented Dickey- Fuller unit root test (ADF)
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Tab. 4: The results of Trace test and Maximum Eigenvalue test
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Tab. 5: The results of testing the null hypothesis of linearity, choosing the model and specifying the
transition variable
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Graph. 2: The time trend of the threshold variable of the number of vaccination cases (INVAC) and its

threshold value during the period from February 30, 2018 to January 10, 2011 (source: research
findings).
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