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Abstract:

The purpose of this study is to examine the relationship between the components of asset price bubbles and economic
welfare indicators while considering the mediating role of monetary policies in Iran’s economy. This research employed a
mixed-method design with a sequential exploratory strategy. In the qualitative phase, semi-structured interviews were
conducted with academic and economic experts to identify the most influential factors in asset bubbles, monetary policy,
and welfare. Data were analyzed through open, axial, and selective coding to develop the conceptual model and hypotheses.
In the quantitative phase, a structured questionnaire was distributed among individual and institutional investors in selected
markets. The collected data were analyzed using SPSS and LISREL software via structural equation modeling to test the
relationships among variables. Results confirmed that asset price bubbles have a significant negative effect on economic
welfare indicators (B=-0.62, t=-12.28). Asset bubbles also negatively affect monetary policies (B=-0.42, t=-7.17), while
monetary policies positively influence welfare indicators (B=0.50, t=9.11). The Sobel test supported the mediating role of
monetary policy between asset price bubbles and welfare. “Income distribution” and “poverty line” were the strongest
welfare determinants, while “inflation expectations” and “liquidity” were key indicators of asset bubbles and monetary policy.
The structural model showed good fit indices (CFI=0.97, RMSEA=0.062, x2/df=2.77). Findings suggest that monetary policies
significantly moderate the adverse effects of asset price bubbles on economic welfare. Implementing prudent monetary and
liquidity management strategies can stabilize the financial system and enhance overall welfare.
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ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Extended Abstract

Introduction

Asset price bubbles have increasingly become one of the most significant issues in modern macroeconomic and financial
systems, exerting profound effects on economic stability and social welfare. The formation and bursting of asset bubbles lead
to market distortions, inefficient resource allocation, and welfare losses across various segments of society (Narayan et al.,
2016). In economies such as Iran—characterized by chronic inflation, unstable monetary frameworks, and heavy reliance on
speculative capital flows—these effects are amplified due to structural vulnerabilities in both the monetary and financial
sectors (Motameni et al., 2023).

Asset price bubbles are defined as deviations of asset prices from their intrinsic values, often fueled by speculative
behavior, inflationary expectations, and unsound monetary policy (Fabozzi & Xiao, 2017). While the early stages of bubbles
may create temporary perceptions of economic prosperity by inflating nominal wealth, their eventual collapse results in
severe economic dislocation, loss of financial confidence, and reductions in household welfare (Fabozzi & Xiao, 2019). Recent
research emphasizes that asset bubbles are not only financial phenomena but also social and policy-driven constructs that
reflect the interaction between market psychology, regulatory environments, and macroeconomic conditions (Wang et al.,
2018).

In theoretical frameworks, there remains debate regarding whether monetary policy should actively respond to asset
bubbles or focus solely on traditional targets such as inflation and output stabilization. Some scholars advocate for a proactive
monetary stance to prevent excessive asset price growth through interest rate adjustments and liquidity controls (André et
al., 2022), while others argue that intervention in asset markets may induce unintended distortions and exacerbate welfare
losses (Jacopo, 2020). The duality of these views reflects the complexity of monetary transmission mechanisms and their
interaction with speculative asset markets.

Within the Iranian context, empirical evidence suggests that uncoordinated monetary policies have contributed to cycles
of inflation and bubble expansion in sectors such as housing, stock markets, and foreign exchange (Shayan Zeynivand et al.,
2018). Expansionary policies, often aimed at stimulating growth, have simultaneously increased liquidity and speculative
demand, intensifying bubble formation (Hashem Beigi et al., 2024). The consequence has been a paradoxical deterioration in
welfare indicators, including increased income inequality, poverty, and unemployment (Taheri & Hosseinzadeh, 2019).

International studies, such as those by (Narayan et al., 2016) and (Graczyk & Toan, 2018), confirm that asset price bubbles
exert regressive effects on welfare by redistributing wealth from non-asset-owning populations to investors and speculators.
Similarly, (Caraiani & Cantemir Calin, 2020) and (André et al., 2022) demonstrated that monetary shocks significantly
influence bubble dynamics, especially in emerging markets where institutional capacities to absorb financial volatility are
limited. In this regard, monetary policy acts both as a trigger and as a potential stabilizer of bubble-induced fluctuations.

In the case of Iran, persistent inflation, exchange rate volatility, and credit mismanagement have made the economy
particularly sensitive to speculative cycles. Studies by (Pezeshki et al., 2025) and (Saeedi et al., 2025) indicate that monetary
policy uncertainty directly undermines financial stability and the efficiency of resource allocation. In addition, (Mohammad
Mohidul, 2024) found that incoherent monetary-fiscal coordination amplifies the effects of price and currency shocks, leading

to deteriorations in welfare outcomes. Complementary evidence from (Sotoudehnia Karani & Shafi'zad Abkenar, 2025)
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suggests that macroeconomic uncertainty and weak monetary credibility contribute to cyclical instability and undermine
welfare in developing economies.

At a broader level, (Shapoval, 2024) introduces the notion of “green monetary policy,” proposing that modern central
banks should integrate welfare and sustainability targets alongside traditional macroeconomic objectives. This concept
resonates with the argument by (Nagaitsev et al., 2024) that civil society institutions and fiscal transparency mechanisms can
act as stabilizers, mitigating the adverse impacts of monetary and financial shocks. Accordingly, in the context of Iran’s
economic framework, exploring the triadic relationship among asset price bubbles, monetary policy, and welfare indicators
is both empirically and strategically essential.

Therefore, the present study aims to investigate the effect of asset price bubbles on economic welfare indicators in Iran,
emphasizing the mediating role of monetary policy. The study provides empirical insights into how inflation expectations,
speculative behavior, and liquidity management influence welfare dynamics in an emerging economy.

Methods and Materials

The study employed a mixed-methods sequential exploratory design combining qualitative and quantitative approaches.
In the qualitative phase, semi-structured interviews were conducted with academic economists and financial experts to
identify the most influential variables related to asset bubbles, monetary policies, and welfare indicators. Using grounded
theory methodology, data were coded in three stages—open, axial, and selective coding—to extract conceptual categories
and develop the research hypotheses.

The quantitative phase involved a survey distributed among 385 institutional and individual investors in Iran’s selected
markets. The questionnaire, developed based on qualitative findings, measured constructs such as asset price bubbles,
monetary policies, and welfare indicators using Likert scales. Data were analyzed using SPSS 20 and LISREL 8.8 software.
Structural Equation Modeling (SEM) was applied to test hypothesized relationships, and model fit indices such as RMSEA, CFl,
and x?/df were used to assess validity.

Findings

The results of hypothesis testing revealed significant and systematic relationships among the studied variables.
Specifically, asset price bubbles exerted a strong negative effect on economic welfare indicators (B = -0.62, t = -12.28),
demonstrating that speculative asset inflation directly undermines welfare through rising inequality, declining purchasing
power, and increased financial instability.

Furthermore, asset price bubbles showed a significant negative influence on monetary policies (B = -0.42, t = -7.17),
indicating that rapid asset inflation complicates policy transmission and constrains the effectiveness of monetary
interventions. Conversely, monetary policies had a positive and significant impact on welfare indicators (B = 0.50, t = 9.11),
confirming that sound monetary management enhances welfare by stabilizing prices, promoting investment, and mitigating
inflationary expectations.

The Sobel mediation test verified the mediating role of monetary policies between asset bubbles and welfare, suggesting
that the effectiveness of monetary tools determines how severely asset inflation translates into welfare fluctuations. Model
fit indices demonstrated excellent adequacy (x%/df = 2.77; RMSEA = 0.062; CFl = 0.97; NFI = 0.96), validating the robustness

of the estimated structural model.
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From the coding results, “income distribution” and “poverty line” emerged as the most critical welfare indicators with the
highest factor weights, whereas “inflation expectations” and “liquidity” were identified as key determinants of asset bubbles
and monetary conditions. The data further indicated that “government policy packages” and “central bank actions” are the
most influential components of monetary policy affecting welfare outcomes.

Discussion and Conclusion

The findings of this research confirm that asset price bubbles are among the main sources of macroeconomic instability
and welfare deterioration in emerging economies such as Iran. The results are consistent with (Narayan et al., 2016), who
established that asset bubbles distort wealth distribution and create persistent welfare losses. Similarly, (Graczyk & Toan,
2018) emphasized the regressive nature of housing bubbles, which disproportionately harm low-income households while
temporarily benefiting speculative investors. The current study supports these conclusions by demonstrating that speculative
expansion in Iranian asset markets has aggravated income inequality and reduced social welfare.

The mediating effect of monetary policies highlights the critical role of central banks in managing the welfare
consequences of asset inflation. This aligns with (André et al., 2022) and (Caraiani & Cantemir Calin, 2020), who demonstrated
that well-calibrated monetary instruments—such as interest rate adjustments and liquidity controls—can mitigate the
welfare losses caused by speculative price surges. Conversely, (Jacopo, 2020) warned that uncoordinated monetary policy,
especially under zero-lower-bound conditions, can accelerate bubble growth and magnify welfare risks. The lIranian
experience reflects this pattern, where inconsistent monetary signals have alternately inflated and collapsed asset markets,
creating cycles of instability.

Furthermore, the strong positive link between effective monetary policy and welfare corroborates (Hashem Beigi et al.,
2024), who found that coordinated monetary and fiscal policies enhance social welfare by stabilizing consumption and
reducing poverty. In contrast, (Mohammad Mohidul, 2024) observed that policy misalignment between monetary and fiscal
authorities generates price instability and welfare erosion—an issue also evident in Iran’s fragmented economic governance.

From a policy standpoint, these findings support the proposition that monetary authorities should move from a reactive
to a preventive stance. Rather than attempting to suppress bubbles after their formation, central banks must proactively
identify speculative trends using predictive indicators and financial stability metrics (Pezeshki et al., 2025; Saeedi et al., 2025).
This anticipatory framework resonates with (Shapoval, 2024), who advocates for “greening” monetary policy by incorporating
welfare sustainability into macroeconomic decision-making. Similarly, (Nagaitsev et al., 2024) highlights the necessity of
transparent fiscal governance and active civil society engagement to reinforce macroeconomic resilience.

Overall, the empirical evidence underscores that asset price bubbles, if left unchecked, can undermine both economic and
social welfare. However, well-structured and consistent monetary policies can function as a stabilizing force by mitigating the
amplitude of speculative cycles and preserving the real economy.

The study concludes that welfare degradation in Iran’s economy is largely a product of bubble-induced financial volatility
compounded by weak monetary coordination. Effective monetary management, transparency in liquidity operations, and the
synchronization of monetary-fiscal frameworks are essential for restoring financial equilibrium and promoting welfare.
Strengthening institutional capacity, enhancing market transparency, and improving public expectations management are

also critical in preventing the recurrence of destabilizing asset bubbles.
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In summary, asset price bubbles are not merely market anomalies but reflections of broader policy inefficiencies. Their
control requires not only monetary prudence but also structural reforms that integrate financial stability, equitable income

distribution, and sustainable welfare development into the national economic strategy.
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