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Investigating the Effect of Stock Market Liquidity on Poverty
Rate (Selected from Developing and Developed Countries)

Shahram Fattahi', Kiomars Sohaili¥, Zainab Moridi¥

Abstractc

Poverty is an issue that has existed for many years and fighting it is still one of the most
significant goals of economic policymakers around the world. Recognizing the connection
between financial markets development and poverty reduction is one of the topics that has
been considered by economists in recent decades. This issue was further raised when the
experience of some industrialized countries revealed that financial markets, including the
stock market as an important and vital element in the economy of any country, can affect
the poverty rate in developing and developed countries so that stock market liquidity has a
key role in equipping and directing funds in the economy to the productive and industrial
sectors and as a result, there is an improvement in economic growth and a change in the
poverty rate. Stock market liquidity by reducing stock liquidity risk, facilitating exchanges,
reducing transaction costs, clarifying information and reducing the collecting information
cost, and most importantly, reducing stock liquidity risk affects the accumulation of small
and large savings, gathering stray liquidity, turning these savings into investments in
profitable projects, and increasing economic growth on the poverty rate in developing and
developed societies. Nonetheless, in developed countries, stock liquidity, which is a very
important factor for the development of the stock market of these countries and achieving
high economic growth, poverty in these societies has not only not vanished, but sometimes
even intensified. Consequently, knowing this important issue, this study examines the effect
of stock market liquidity (using two indicators of stock rotation ratio and trading volume to
GDP) on the poverty rate (using two indicators of relative poverty and absolute poverty) for
a selection of developed and developing countries using panel data from 2000 to 2018. The
results of both FMOLS and DOLS methods show that while stock market liquidity has a
significant relationship with the poverty rate in both developing and developed countries,
with increasing stock market liquidity, the poverty rate increases at the level of advanced
industrial societies, while with increasing stock market liquidity, poverty rates are declining

in developing societies.

Keywords: Stock Market Liquidity, Poverty Rate, Economic Growth, Selected Developed
and Developing Countries, Panel Data
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