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Equity market liquidity can prevent the outflow of large capital and enhance economic
growth by transforming it into investment in productive projects, resulting in increased
production, employment, and wage growth, ultimately reducing income inequality in
developing countries, such as Iran. Lack of sufficient capital is considered one of the
effective factors contributing to low economic growth and, consequently, poverty and
income inequality. In a world where some people live in poverty and income disparity is
evident, investigating poverty and human welfare in the context of global development
holds a crucial position. Alongside the significance of the stock market as part of the
capital market and its potential impact on these issues, especially in less developed
countries like Iran, this study investigates the effect of value of transactions on poverty
and income inequality in Iranian provinces from 2011 to 2022 using panel data and
Generalized Least Square (GLS) estimator. The validity and sensitivity of the results are
also examined using Panel System Generalized Method of Moment (GMM) estimator.
The results of the poverty model show a significant inverse relationship between equity
market liquidity and the poverty index in all provinces, including both developed and less
developed provinces. In other words, an increase in equity market liquidity has led to a
decrease in the poverty rate. However, in developed provinces, the liquidity of the equity
market has contributed to an increase in poverty. On the other hand, equity market
liquidity has not shown any significant impact on income inequality in the three groups
of total provinces, developed provinces, and less developed provinces. it is suggested that
measures such as market transparency, increased market access, reduced transaction
costs, improved market infrastructure, financial support for firms from the capital market,
and increased involvement of low-income individuals and the poor in the stock market
should be taken to enhance the role of equity market liquidity in reducing poverty and
promoting more equitable income distribution.
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Extended Abstract

Introduction

Due to the many harmful effects that Inequality and poverty impose on the economy, have always presented serious
challenges to political activists and economists in societies. In Iran, a look at the statistics provided for income
distribution and poverty indicators reveals that many provinces in Iran are exposed to the expansion of poverty,
particularly due to imbalanced income distribution, and economic policymakers have consistently faced this challenge.
Given the increasing expansion of the financial system in today's modern world, as well as recent financial crises, it is
possible to consider the financial system and its various components as influential factors in poverty and inequality.
The efficient stock market, as part of the financial system in developing and developed countries, can effectively
contribute to the generation of economic activities by aggregating savings and providing suitable financial resources
for companies to carry out productive activities. According to macroeconomic theories, accumulating physical capital
through stock markets can create the necessary conditions for reducing poverty and addressing imbalanced income
distribution. In developing countries, the liquidity of the stock market can provide an opportunity for the participation
of the poor people without requiring collateral or guarantees and with any level of capital. It can facilitate the entry of
both small and large investments into economic and direct them towards economic projects. However, in developed
countries, reach people unlike the middle classes of society, due to sufficient financial infrastructure, tend to invest in
high-risk, high-return projects. Moreover, a significant portion of their assets is held in the form of stocks and
securities. Consequently, due to the high participation of the rich people compared to the poor in advanced societies,
it leads to the creation of permanent income for them through annual profits from corporate activities and the increase
in stock prices due to the beneficial activities of company. Therefore, due to the particular impact of the financial
system on income inequality and poverty, and the increasing spread of poverty and inequality in Iran, and considering
the lack of studies specifically examining the effect of stock market liquidity on income inequality and poverty in
Iranian provinces, this study seeks to explore the relationship between stock market liquidity and income inequality
and poverty in different provinces of Iran based on their level of development

Method

Based on previous studies such as Blau (2018), King and Levine (1993), Zhang and Ben Naceur (2018), and existing
theoretical frameworks, in this section of the research, an appropriate econometric model to examine the impact of
stock market liquidity on poverty and income inequality in three different groups of provinces in Iran (developed
provinces, underdeveloped provinces, and total provinces) during the period from 2011 to 2022, considering maximum
accessibility to the required statistical variables, is presented. The research equations for investigating the effect of
stock market liquidity on poverty and inequality (taking the Gini coefficient as a measure of inequality) in various
provinces of Iran are presented as follows:

LnPov;; = B¢ + B1 (LnTvalue);; + B, (LnGDPper);; + B3 (Lnbankcredit);; + f,(LnTax) + B5(LnGini) + &;;
@)

LnGini;; = B + B1 (LnTvalue);; + B,(LnGDPper); + B3(Lnbankcredit);; + B,(LnTax) + Bs(LnPov) + &;;
)

Where:

LnPov; ; represents the natural logarithm of the absolute poverty rate of ith province in year t, which is derived from
the ratio of poor households to the total households in each province (the poverty headcount index). This rate ranges
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between zero and one, where closer to zero indicates less extent of poverty, and closer to one indicates higher
poverty and deprivation.

LnGinii: denotes the Gini coefficient of province i in year t, which is used as the income inequality index in this
study.

Liquidity;, « represents the liquidity index of the stock market in province i in year t, obtained from the ratio of stock
market transactions volume to its GDP.

LnGDPper;; is the natural logarithm of the per capita Gross Domestic Product (GDP) of each province at constant
prices (base year 2010) and in millions of Rials in year t.

LnBankcred;, denotes the natural logarithm of the total loans of banks and institutions to the GDP of each province,
in billion Rials.

LnTaxi: represents the natural logarithm of direct taxes to the GDP of each province, in billion Rials. The required
statistics and information for this research have been collected from the statistical sources of the Statistical Center of
Iran and the Central Bank of Iran

Results

The table 1, provides a summary of the impact of various explanatory variables on poverty and inequality in Iran.

Table 1 - Summary of the results

Inequality Model Poverty Model

Wiiet Developed . Under-developed | Developed n %
developed . Total provinces - i Total provinces

- provinces provinces provinces .
provinces Variable
Insignificant Insignificant Insignificant Inverse and | Direct and | Inverse and Stock Market
effect effect effect significant effect | significant effect significant effect Liquidity
Insignificant Insignificant Insignificant Inverse and | Inverse and | Inverse and Per Canita GDP
effect effect effect significant effect significant effect significant effect P
Insignificant Insignificant Insignificant Insignificant Inverse and | Inverse and Bank Credits
effect effect effect effect significant effect significant effect
sDi"r?icfticant 2 Insignificant sI,Dilrr?inEcant i Inverse and | Insignificant Inverse and Direct Taxes

J effect J significant effect effect significant effect
effect effect
Direct and | Direct and | Direct and - .
) ) ) significant effect | significant effect | significant effect UL S el
Direct and | Direct and | Direct and
significant significant significant - - - Poverty Index
effect effect effect
Source: Research findings
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The level of stock market liquidity (trading volume to GDP ratio) had a positive and significant effect on reducing
poverty during the period under study in the provinces of Iran. However, the impact of this variable on reducing
inequality is positive but not statistically significant.

Discussion

Considering the positive impact of production and economic growth on reducing poverty and inequality in Iran, it is
recommended to limit non-productive activities, reduce opportunity costs for productive activities, improve the
business environment, and support production, especially in less developed provinces. Given the results obtained from
the bank credit in both models and considering the bank-oriented nature of the financial system in Iran, banks can be
considered complementary to the real sector and facilitators of production and economic growth in Iran. Therefore, it
is recommended to refrain from granting large loans to non-productive sectors and redirect bank resources towards
productive activities. Moreover, obstacles to obtaining loans for real producers and economic investors should be
reduced to have a greater impact on poverty reduction by promoting employment and subsequently increasing wages.
Considering the results obtained from the tax in both models, improving tax culture by promoting participatory
behaviors in society and enhancing the provincial taxation system in the country is recommended. Some aspects of tax
evasion are deeply rooted in attitudes and culture within society; therefore, alongside monitoring, achieving more
desirable results can be attained through cultural promotion of provincial taxation compliance.
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