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Abstract

Liquidity is an important indicator for the development of the capital market because it
shows that a capital market with high liquidity and improved capital allocation leads to
an increase in the long-term perspective of economic growth. The present research
examines the relationship between financial market illiquidity shocks and economic
growth dynamics in the period of June 2008 — June 2020. Amihud index (2002) has been
used to extract the illiquidity index of the stock market. The Augmented Dickey Fuller
test (ADF) and Hegy unit root tests show that time series are stationary. The results of
threshold vector autoregression (TVAR) model indicate that there is a positive and
significant relationship between stock market illiquidity shocks and inflation, and a
negative and significant relationship between stock market illiquidity shocks and
economic growth. Also, the results of the generalized impulse response function graphs
show that in the low and high regimes of illiquidity, the effect of illiquidity shock on
inflation is initially upward, but in the following periods it is downward, but in the low
regime this effect is more severe. The effect of illiquidity shock on economic growth in
the low regime shows that a shock equal to one standard deviation to the variable of
illiquidity on economic growth is positive and upward at the beginning of the period, and
after this effect has become negative. Such an effect occurs in the high regime similar to
the low regime, but with greater intensity.
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