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Abstract

Title: Investigating Of Rational Intrinsic Bubbles in the Iran’s Capital Market (Tehran Stock
Exchange (TSE))
By: Mahsa Farkhondeh

Since the capital market as a one of the elements of financial market plays an important role in
mobilization of financial and investment facilities in order to economic development, any interruption or
deviation in prices and deficiency in this market will have major effect on financial resources allocation
of a country and can lead to some difficulties.One of these factors that can cause deviation and
interruption is price bubble. Bubble reflects an image of phenomena in which crashes after increasing
continuously. One of the consequences of this crash and collapsing in capital market is its considerable
financial impact. So according to the dynamic nature of bubbles and their impact on investor’s
performance, identification these price bubbles and paying attention to them has remarkable importance
for the risk management of portfolio investment.Bubble is a known empirical phenomena in stocks
market, but there is not a definite consensus about its forming mechanism. Considering the important
role of stock market in economic development, finding this fact that whether price increases is due to
fundamental elements or not can help a country’s policy makers to direct the capital market to right
direction.Therefore, this study investigates the existence of a certain type of rational bubbles due to the
fundamental elements which called rational intrinsic bubble during 1383 to 1390. Then in second phase
this matter will be examine that if the earnings can predict future return regarding to intrinsic bubbles so
for this purpose Vector Auto Regression model has been applied.Required data have been collected
seasonally and calculated by using Tadir pardazesh and Rahavard novin software, 45 companies selected
as research samples and data has been analyzed by using Eviews7 .the analyzing results indicate that
there are intrinsic bubbles in 12 companies which is due to changing of fundamental elements such as
dividend. Also results indicate that in companies in which there is not any intrinsic bubbles,earning can
predict future returns.

Keyword: Rational Expectations, Efficiency Market Hypothesis, Fundamentals, Intrinsic
bubble,Vector Auto Regressive (VAR)
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1. Efficient Market Hypothesis
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