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ABSTRACT

Since the beginning of economics, the causes of business cycles
have been one of the most important subjects. Recognizing the
mentioned causes, allows economic policy makers to adopt
appropriate policies in order to reduce the negative consequences of
business cycles. According to the economic literature, stock market
changes, is one of the causes of business cycles and, affects the
business cycles through four channels: wealth effect on consumption
channel, investment channel, balance sheet effect channel and
confidence effect channel. Considering the importance of the topic,
in this article, was investigated the effect of stock market variables
on business cycles, including the stock index growth and its
fluctuations, using the nonlinear smooth transition autoregressive
model and the Iran’s annual data during the period 1995-2023. The
results showed that by choosing the stock price index growth as the
transition variable, there are two regimes: the stock market recession
periods and the stock market boom period. In the first regime, the
growth of the stock index and the increase in its volatility increase
the economic growth. While during the expansion period, the
growth of the stock index increases the economic growth and the
increase of the market fluctuations causes the decrease of the
economic growth. Therefore, it is necessary to consider the effect of
stock market variables on business cycles when adopting economic
policies.
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