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Introduction

Oil is one of the main sources of energy production worldwide. The benefits
and uses of this commodity have led it to be referred to as a strategic
commodity. Oil, with its specific characteristics, including the high capital
intensity of its supply, non-renewability, price fluctuations, the ability to
create business cycles, and the government's enjoyment of oil sales rents,
plays an effective role in the economic structure of countries with natural
resources. Countries that have been affected by the phenomenon of rent
seeking all share characteristics such as dependence on oil revenues,
increased imports of consumer goods, increased corruption, inequality and
weakness of infrastructure and institutions, and unequal distribution of
income. In this regard, the main goal of this study is to investigate the impact
of factors affecting stock market risk in Iran, with an emphasis on oil rent.
Literature and background review

According to Hazem Beblawi's definition in the book The Rentier State, any
state that derives 42 percent or more of its total income from foreign rent is
considered a rentier state. In this state, most people are rent recipients, some
are rent distributors, and only a few are involved in its production. Studies
show that oil rents can lead to a decrease in financial development due to
reasons such as the resource curse hypothesis, Dutch disease, and rent
seeking. In some other studies, the effect of natural resource abundance on
financial development has been positive, resulting from factors such as
greater access to facilities for households and firms and the growth of the
stock market index due to the inflationary effects of higher natural resource
rents.

In this regard, Hadj& Ghodbane (2021) showed in a study that natural
resource rents have a negative impact on financial development in countries
with more developed financial systems, while this impact is positive in
countries with high natural resource income. The results of the study by Sun
et al. (2020) in seven emerging economies showed that there is an



mailto:parvaneh20@iau.ac.ir
mailto:Par_salatin@yahoo.com
mailto:Par_salatin@yahoo.com

Journal of Capital Market Analysis

Volume5 Issue 2 Online ISSN: 2783-3488

Page: 150-171 https://jcma.aliabad.iau.ir

inverse relationship between natural resource rents and financial
development, and the resource curse theory is confirmed. Findings from a
study by Khan et al. (2020) across 87 emerging and developing economies
showed that natural resource rents undermine financial development.

Methodology

In this study, an Auto Regressive Distributed Lag (ARDL) was used to
examine the long-run and short-run relationship between variables. This
method, introduced by Shin, Pesaran, and Smith (2001), was found to be
appropriate due to its flexibility regarding the degree of cointegration of the
variables (a combination of 1(0) and 1(1)). The most common approach to
selecting optimal intervals is to use information criteria such as the Akaike
criterion, the Schwartz-Bayesian criterion, and the Hannen-Quinn criterion.
The generalized Dickey-Fuller test has also been used to examine the
stationarity of the data

Results

In this study, using the Akaike criterion (lowest value) and the significance
of the coefficients, the best model for estimation was selected as ARDL (3,
2,2, 2,2, 2). The results of the model estimation in the period 1375-1402
showed that oil rent has a positive and significant effect on stock market risk
in the short and long term. With a one percent increase in oil rent on average,
ceteris paribus, stock market risk in the short term has increased by

0.5061 points.

Other results showed that governance quality does not have a significant
effect on stock market risk in the short and long term. Economic growth has
a negative and significant effect on stock market risk in the short and long
term. Inflation has a positive and significant effect on stock market risk in the
short and long term. Exchange rate does not have a significant effect on stock
market risk in the short term. While in the long term it has a positive and
significant effect on stock return risk.

Discussion and Conclusion

Iran is a major oil-exporting country where the government owns the oil
interests. The oil rents generated in the country have increased the volume of
money. As liquidity increases due to the decline in the purchasing power of
money, investors potentially have an incentive to review their asset portfolios
to preserve the value of their assets. One of the assets that make up an
investor's financial portfolio is stocks. With the increase in oil rents and the
resulting increase in the volume of liquidity in the hands of investors,
followed by an increase in inflation, investors' desire to hold cash decreases,
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and therefore more capital flows into asset markets. Asset markets, including
stocks, are markets that have the ability to quickly convert investors' cash into
yielding securities (securities), and thus are highly sensitive and influential.
Since the value of a stock is equal to the sum of the discounted value of the
expected future cash flows of that stock, these future flows can be
significantly affected by macroeconomic variables, such as oil shocks and oil
rents. In such circumstances, changes in oil revenue affect the discount rate
by affecting macroeconomic variables such as the government budget,
liquidity, inflation, and exchange rate. As the discount rate changes, expected
future flows change, and subsequently, stock prices change. Rents from the
sale of oil resources lead to a decrease in the share of tax revenues, a decrease
in social capital, a decrease in human capital, a decrease in investment, and
instability in the economy, all of which can reduce financial development and
lead to instability and increased capital market risk.
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