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 Background: Capital market has a close relationship with national economic 

structures. One of the problems of capital markets is how to interact and have mutual 

effect with economic main variables. Therefore, researchers and financial and economic 
analyzers attempt to help investor for a suitable investment through recognition of 

factors contributing to return on stock and effect of each one. In this way, effect of 

major economic variables such as GNP and inflation on stock market and specifically 
return on stock and its contribution to investors’ decision along with risk evaluation are 

issues which must be investigated by financial experts and researchers. The main 

purpose of present paper is to investigate the relationship between GNP and inflation 
rate and actual return on stock  of companies listed in Tehran stock market. Literature 

reveals the presence of various and conflicting viewpoints regarding the relationship 

between return on stock and inflation so that there is no agreement among economists 
and some note it as an enigma. Some of them support a positive relationship between 

return on stock and inflation rate and others a negative one; while another group believe 

that there is on significant relationship between these variables. In this paper, after a 
brief review over some experimental works, relationship between GNP and inflation 

rate and actual return on stock in Tehran stock market during 2006-12 will be testes in 

an annual basis. Research tool is the financial bills of production companies listed in 
Tehran stock market, statistical and financial reports of central bank and monthly 

bulletin of OPEC. Statistical measurement tool is EViews software which is used for 

estimation of regression models by means of composite data. Results demonstrate that 
there is no relationship between GNP and actual return on stock in a seasonal period. 

However, GNP affects actual return on stock. Inflation rate has an annual and seasonal 

effect on actual return on stock and this finding is in agreement with most of the 
literature cited in this work. 
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INTRODUCTION 

 

 In study of the behavior of factors contributing 

to market and its economy, seeking variables which 

can explain the relationship between financial parts 

of the economy with real part of it, is of great 

importance. Monetary and capital markets are 

responsible for supplying the resources of financial 

part of the economy as bases of financial part. 

Efficiency of financial division leads to optimal 

allocation of rare resources to economic activities. 

Optimal allocation of resources in its own leads to 

optimization of deposition and investment and 

consequently, national economy growth, close to 

potential of the economy. Economists such as 

Goldsmith (1969), Micnon (1973) and Shaw (1973) 

believed that financial markets play a vital role in 

economic growth and development. In their opinion, 

difference in quality and quantity of services 

provided by financial institutions can explain a main 

part of difference in growth rate of countries (Sajjadi, 

2008). 

 One of the important resources of financing for 

companies is to issue shares ad in this way, stock 

market is a suitable place for this purpose. One of the 

determinant criteria for decision in stock market is 

the return on stock. Return on stock contains 

information which is utilized by potential and actual 

investors in financial analysis and predictions 

(Ghaemi, 2006, p. 160). 

 Since higher inflation is accompanied with lower 

purchase power, investors pay a special attention to 
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it. By increasing inflation, expected efficiency of the 

investors increases and finally, it leads to increase in 

interest rate which affects shares value. That is, 

increasing interest rate leads to reduction of current 

value of the incomes and ultimately shares value. On 

the other hand, during inflation, nominal efficiency 

of the companies is considered as a weak index for 

investors. Hence, it is not an appropriate basis for 

decision. As a result, managers and investors require 

information corresponding to actual return on stock 

because the actual efficiency of an investor increases 

or decreases as a function of difference between 

nominal efficiency of investor as well as the status of 

the investor (Yahya Zadeh Far, 2008). 

 Some of the researchers believe that there is a 

positive relationship between nominal return on 

stock and inflation rate. In other words, return on 

stock increases by inflation and as a result, actual 

return on stock remains constant. Therefore, it can be 

said that investing on shares can somehow cover the 

inflation rate. On the other hand, many others 

showed in experimental studies that the relationship 

between inflation rate and actual return on stock is 

negative. It means that investing on share cannot 

cover inflation. This is while others see no significant 

relationship between inflation rate and return on 

stock. According to above, it can be said that despite 

of extensive researches in various countries, 

including developed and developing ones, there is no 

agreement about the relationship between inflation 

rate and return on stock (Azizi, 2004, p. 144). 

 In this paper, it is attempted to experimentally 

test the relationship between inflation rate and GNP 

and actual return on stock in Tehran stock market 

during 2006-12 along with review of literature of 

various countries. 

 

Literature Review: 

 Bendery and Zwich (1985) in their study over 

the US economic situations during 1951-81 noticed 

the negative effect of inflation rate on actual return 

on stock. Moreover, Graham (1996) showed that in 

US, during 1953-90 relationship between inflation 

rate and return on stock was negative and positive 

only during 1976-82. 

 In confirming previous studies, Morad Oglu 

(1993) and Kivilsim (1986-93) found an inverse 

effect of exchange rate, interest rate and long-term 

inflation rate on stock market of Istanbul price index. 

 Chopin and Jung (2000) used vector correction 

method (VECM) for many of developed and 

developing countries and showed that long-term 

relationship between actual return on stock and 

inflation rate has been negative after WWII. 

 Madsen (2002) discovered that in members of 

economic cooperation council during 1962-95, 

inflation rate has a negative effect on actual return on 

stock. 

 Aygron and Saritas (2004) illustrated that during 

1992-2002, there has been an inverse relationship 

between actual return on stock and inflation rate. 

 Hump and McMillan (2006) demonstrated the 

effect of macroeconomic variables on long-term 

transfers in stock market. For this purpose, they 

explained the factors contributing to long-term 

transfers between US and Japan stock market during 

1960-2004 using cumulative analysis. Results reveal 

a positive relationship between industrial 

productions, end-user price and short-term interest 

rate in stock market and a negative relationship 

between long-term interest rate and stock market. 

 Candir (2006) investigated the role of 

macroeconomic factors in explaining the efficiency 

of Turkish stock market. Candir considered the effect 

of seven variables including industrial production 

growth rate, change in the index of end-user price, 

change in currency, change in interest rate, change in 

crude oil price and global capital index efficiency on 

return on stock. His experimental results revealed 

that exchange rate and return of global market affects 

the return of all portfolios while inflation rate was 

only significant in some of the portfolios. On the 

other hand, industrial production, money supply and 

oil prices had no considerable effect on stock market. 

 Anthony and Quam (2008) attempted to 

determine that whether macroeconomic variable 

affect performance of Ghana’s stock markets. For 

this purpose, they used data corresponding to 1991-

2005. Their results demonstrated that burrowing rate 

from depositing banks has an inverse effect on 

performance of stock market, especially as 

prohibitive to business growth in Ghana. Their 

results implied that while inflation rate has an inverse 

effect on stock market performance, it will take time 

to occur as a period of delay and investors benefit 

from losses of exchange rate as a results of decline in 

exchange rate. 

 Sirmay (2009) investigated the effect of 

industrialization on economic growth of 63 

developing countries during 1950-2005. According 

to results, industrialization is an important factor in 

development of countries. In this paper, increase in 

the contribution of industry in GNP is emphasized on 

as a structural variable in economy. And industrial 

sector is described as a driver of development. Of the 

other results of the study is strong correlation 

between GNP and industrial production. Moreover, 

by the extension of industry and transferring 

workforce from agriculture to industry, productivity 

of workforce increased. 

 In a paper entitled “long-term relationship 

between stock price index and monetary variables in 

Jamaica”, Raymond used the method of vector 

correction method for the period of 1990-2009. 

According to results, there is a long-term relationship 

between price index of Jamaican stock market and 

monetary variables. Results imply that this index has 

a positive relationship with inflation rate and cash 
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flow and a negative relationship with exchange and 

interest rate. 

 Chinezara (2011) investigated the uncertainty 

between macroeconomic variables and stock price 

using VAR-GARCH in South Africa. His results 

illustrate the mutual relationship between variables. 

Furthermore, uncertainty in macroeconomic 

variables has a significant effect on market 

fluctuations. 

 Saeid and Akhtar (2012) in a paper entitled 

“effect of macroeconomic variables on banks stock 

index in Pakistan”, used data corresponding to 2000-

2010 and method of least squares. Results revealed 

that exchange, long term interest and oil price rates 

have significant and positive effects on this index, 

money supply, and short-term interest rate and 

industrial production have negative effects on it. 

 Manazir et al (2012) in a paper entitled “long-

term relationship between stock price and monertary 

variables of Pakistan”, studied the period of 2001-7 

using Granger test. 

 According to results, there is no co-integration 

vector and long-term relationship between stock 

price index and monetary variables in this country. 

 

Research Methodology: 

 In this paper, annual data corresponding to 

inflation, return on stocks, exchange rate and oil 

price are derived from Tehran stock market, central 

bank website and monthly bulletin of OPEC whose 

abbreviations are presented in table 1. 
Table 1: Abbreviations of research variables. 

Research variables Abbreviation 

Gross national production GNP 

Inflation INF 

Real stock return RSR 

Oil price OP 

Exchange rate RE 

 

Model 1: RSRit = β0 + β1it GNPit + β2it INFit + β3it REit +β4it OPit + Ɛ 

Model 2: RSRit  = β0 + β1it GNPit + β2it REit + β3it OPit 

Model 3: + Ɛ RSR it  = β0 + β1it INFit + β2it REit +β3it OPit 

 

 

 

 

 

      

 

 

 

 

Independent variables: 

Gross national production: 

 GNP is the sum of products and final services 

during a period; e.g. a year by members of a society. 

This is calculated by the following formula: 

GNP = C + I + G + (X – I) + NFP 

Where, 

 C is consumption, I is investment, G is 

government investment, X, sum of gross exports, I is 

the sum of gross imports and NFP is the income 

resulted from national production minus income 

resulted from foreign production in the country. 

 

Descriptive statistics: 

 To investigate the general characteristics of 

variables, as well as model estimation and exact 

analysis, being familiar with descriptive statistics of 

the variables is necessary. Descriptive statistics 

calculates the parameters corresponding to society 

and includes central indices, society scatter and so 

on. In table 1, descriptive statistics of research 

variables in annual basis including mean, middle, 

maximum, minimum, standard deviation and so on is 

presented. 

 
Table 1: Descriptive statistics of research variables in an annual basis. 

 RSR GNP INF RE OP 

Mean 0.116372 4129955. 18.70000 10219.57 84.24286 

Median -7.050000 3543574. 18.40000 9920.000 80.36000 

Maximum 492.5100 6785542. 30.50000 12260.00 111.1000 

Minimum -87.01000 2011150. 10.80000 9195.000 59.62000 

Std. Dev. 47.63137 1613034. 6.981339 1012.616 17.61010 

Skewness 5.139871 0.480150 0.382602 0.927926 0.354824 

Kurtosis 48.35882 1.879844 1.756329 2.687091 1.862132 

Observations 441 441 441 441 441 

 

 

 

 

 

Real stock 

return 

 

GNP 

Inflation 
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Results: 

Results of 1st hypothesis test: 

 The main hypothesis of research is as follows: 

 There is a significant relationship between GNP 

and inflation rate and real stock return for production 

companies listed in Tehran stock market. 

For testing this hypothesis, following model is 

provided: 

+ β1it GNPit  + β2it  INFit + β3it  REit  +β4it  OPit  

+ Ɛ  0 β=   RSR it 

Results of above estimation model are presented in 

table 2: 

 
Table 2: Summary of statistical results of main hypothesis test. 

Dependent Variable: RSR   

Method: Pooled EGLS (Cross-section weights)  

Date: 04/21/14   Time: 11:36   

Sample: 1985 1991   

Periods included: 7   

Cross-sections included: 63   

Total panel (balanced) observations: 441  

Linear estimation after one-step weighting matrix 

White diagonal standard errors & covariance (d.f. corrected) 

Variable Coefficient Std. Error t-Statistic Prob. 

GNP 1.110605 7.092006 1.565768 0.1181 

INF -2.395027 0.226778 -10.56110 0.0000 

RE 0.014390 0.006681 2.153831 0.0318 

OP 0.199722 0.351144 0.568774 0.5698 

C -76.15843 62.33217 -1.221816 0.2224 

 Weighted Statistics   

R-squared 0.396406 Mean dependent var -4.756803 

Adjusted R-squared 0.390868 S.D. dependent var 54.34016 

S.E. of regression 42.31940 Sum squared resid 780846.2 

F-statistic 71.58485 Durbin-Watson stat 1.870018 

Prob(F-statistic) 0.000000    

 

 Before testing the hypothesis based on obtained 

results, validity of the results must be ensured. For 

this purpose, significance of all of the model was 

evaluated using F-test. According to results of F-

statistic (0.000), it can be claimed that fitted 

regression model is significant. 

 According to determination factor of fitted 

model, it can be said that about 40% of the changes 

in dependent variable are explained using 

independent variables. 

 Estimation factor of independent variable of 

GNP in above table represents the lack of a 

significant relationship between GNP and real stock 

return in production companies in 0.05 error level 

since p-value obtained for this coefficient is more 

than 0.05, therefore, it can be said that there is no 

significant relationship between GNP growth rate 

and real stock return of production companies in 5% 

level. 

 Furthermore, estimation factor for INF in above 

table represents the presence of a significant and 

negative relationship between inflation rate and real 

stock return in production companies in 5% level. 

Since p-value obtained for this coefficient is less than 

0.05, therefore, it can be said that there is no 

significant relationship between inflation rate and 

real stock return of production companies in 5% 

level. 

 

Results of 1
st
 secondary hypothesis: 

1
st
 secondary hypothesis of research states that: 

 There is a significant relationship between GNP 

growth rate and real stock return. 

For this test, following model is estimated: 

+ β1it GNPit  + β2it  REit  +β3it  OPit                                 0β=   

RSR it 

Results of the estimation of above model are 

presented in table 3. 

 
Table 3: Summary of results of 1st secondary hypothesis test. 

Dependent Variable: RSR   

Method: Pooled EGLS (Cross-section weights)  

Date: 04/21/14   Time: 11:22   

Sample: 1985 1991   

Periods included: 7   

Cross-sections included: 63   

Total panel (balanced) observations: 441  

Linear estimation after one-step weighting matrix 

White diagonal standard errors & covariance (d.f. corrected) 

Variable Coefficient Std. Error t-Statistic Prob. 

GNP 3.280605 5.840106 5.610953 0.0000 

RE -0.026380 0.005633 -4.682677 0.0000 

OP -2.240433 0.268235 -8.352507 0.0000 

C 319.5293 51.78685 6.170086 0.0000 

 Weighted Statistics   
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R-squared 0.262200 Mean dependent var -4.811843 

Adjusted R-squared 0.257135 S.D. dependent var 50.13073 

S.E. of regression 43.06694 Sum squared resid 810530.6 

F-statistic 51.76717 Durbin-Watson stat 1.894897 

Prob(F-statistic) 0.000000    

 

 According to F-value obtained in table 18-4 as 

much as 51.77 and corresponding probability, 

represents the significance of the fitted regression 

model in 95% confidence. Value of the model 

determination factor confirms the fact that 

independent variables of model can explain about 

26% of the changes in dependent variable. 

 Estimated coefficient of the main independent 

variable of research illustrates the positive and 

significant relationship between GNP growth rate 

and real stock return of production companies. Since 

p-value obtained for this coefficient is less than 0.05, 

therefore, it can be said that there is no significant 

relationship between GNP growth rate and real stock 

return of production companies in 5% level. 

 

Results of 2
nd

 secondary hypothesis: 

 2
nd

 secondary hypothesis of research states that: 

There is a significant relationship between inflation 

rate and real stock return. 

For hypothesis test, following model is estimated: 

+ β1it  INFit + β2it  REit  +β3it  OPit                             0β=   RSR 

it 

Results of the estimation of above model are 

presented in table 4. 

 
Table 4: Summary of results of 2nd secondary hypothesis test. 

Dependent Variable: RSR   

Method: Pooled EGLS (Cross-section weights)  

Date: 04/21/14   Time: 11:30   

Sample: 1985 1991   

Periods included: 7   

Cross-sections included: 63   

Total panel (balanced) observations: 441  

Linear estimation after one-step weighting matrix 

White diagonal standard errors & covariance (d.f. corrected) 

Variable Coefficient Std. Error t-Statistic Prob. 

INF -2.113762 0.173482 -12.18430 0.0000 

RE 0.004181 0.001753 2.385467 0.0175 

OP -0.347008 0.124504 -2.787127 0.0055 

C 23.13718 11.39738 2.030044 0.0430 

 Weighted Statistics   

R-squared 0.395067 Mean dependent var -4.750028 

Adjusted R-squared 0.390914 S.D. dependent var 54.52779 

S.E. of regression 42.46666 Sum squared resid 788093.4 

F-statistic 95.13145 Durbin-Watson stat 1.871615 

Prob(F-statistic) 0.000000    

 

 According to F-value obtained in above table 

and comparison of it with F of the table represents 

the significance of the fitted regression model in 95% 

confidence. Value of the model determination factor 

confirms the fact that independent variables of model 

can explain about 40% of the changes in dependent 

variable. 

 Estimated coefficient of the main independent 

variable of research illustrates the positive and 

significant relationship between inflation rate and 

real stock return of production companies. Since p-

value obtained for this coefficient is less than 0.05, 

therefore, it can be said that there is no significant 

relationship between inflation rate and real stock 

return of production companies in 5% level. 

 

Conclusion: 

 According to determination factor of the fitted 

model, it can be claimed that about 40% of the 

changes in real stock return can be explained by 

inflation rate. 

 However, since the p-value for coefficient of 

inflation rate is less than 0.05, it can be said that 

there is a significant relationship between inflation 

rate and real stock return for production companies 

in 95% confidence level. In other words, changes in 

inflation rate of companies listed in Tehran stock 

market affected the stock market. On the other hand, 

since the coefficient of the independent variable of 

inflation rate is negative, this relationship is inverse 

and it means that for each percent change in inflation 

rate, 2.4% change in opposite direction in real stock 

return occurs. 
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