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Extended Abstract

Purpose: The viability and growth of any business depend on securing the required
capital and financial resources. Decisions regarding the optimal capital structure are
crucial, not only for survival, growth, and efficiency but also for navigating the
competitive environment. Managers, in the realm of company financing, aim to
identify the optimal blend of financial resources, known as the capital structure,
involving a combination of debt and equity. So, this research aims to determine the
threshold level of optimal capital structure in two scenarios, namely debt and equity,
and assess their impacts on the financial performance of pharmaceutical and chemical
companies listed on the Iranian stock exchange. Previous research on financial
management decisions regarding the determination of the optimal capital structure
and its impact on company financial performance has presented diverse perspectives
and theories, categorizable into distinct groups. Among them, both agency theory and
trade-off theory can substantiate the existence of positive or negative associations
between capital structure and the financial performance of companies and industries.
Within the first category, studies rooted in agency theory elucidate a direct positive
relationship between capital structure and company financial performance. They posit
that managers lack the motivation to maximize efforts in securing shareholder
interests; instead, they pursue personal interests or the policies aligned with their own
benefits. Consequently, managerial decisions to finance the capital structure through
debt serve as a control mechanism to curb opportunistic behavior and safeguard
shareholder interests, leading to a reduction in the company's free cash flows and the
compultion of managers to avoid negative investments for the benefit of shareholders.
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Conversely, studies in the second category focus on interpreting the negative and
indirect relationship between capital structure and company performance and contend
that, based on the trade-off theory, the potential for incurring bankruptcy costs does
exist. As financing with debt entails tax advantages and costs associated with debt
financing (bankruptcy costs and financial distress costs), an increase in debt leads to
a decrease in net income and an increase in total costs. Excessive debt may also push
the company into a financial crisis or bankruptcy, resulting in a decline in the
company's value and performance. In the light of previous studies and theories, it is
evident that determining the threshold level of capital structure and its impact on
financial performance is a challenging issue that has garnered the attention of
numerous researchers. Using the data for 31 companies in the pharmaceutical and
chemical sector from 2011 to 2022, a non-linear threshold regression approach was
applied to address the core questions ‘What is the relationship between optimal capital
structure and the financial performance of these companies, considering the trade-off
theory and the agency cost theory?’ and ‘Is this relationship linear or non-linear?’

Methodology: This research sought to determine the optimal threshold level of capital
structure in two scenarios, modeling its relationship with the company's financial
performance. We identify this threshold in scenarios of financial leverage and equity.
Building upon prior theories and foundations, we elucidate the threshold levels of
financial leverage and asset return in the first scenario and equity and asset return in
the second scenario using the Panel Smooth Transition Regression (PSTR) model.
The PSTR model, a non-linear threshold regression model in econometrics,
accommodates varying coefficients over time and regimes, addressing the challenge
of heterogeneous estimated parameters. Following the recommendations of Gonzalez
et al. (2017) and Collitaz & Hurlin (2006), we model the potential non-linear
relationship between variables using a transition function and a threshold variable.
The functional form of the PSTR model, incorporating two extreme regimes and a
continuous transition function, is employed.

Findings and discussion: The research findings demonstrate a non-linear threshold
relationship between optimal capital structure and asset return in both scenarios. In
the first scenario, an increase in financial leverage results in a decrease in asset return
within the optimal capital structure. Conversely, in the second scenario, an elevated
equity-to-asset ratio significantly enhances asset return. The impact of asset return
through debt is more pronounced than through equity, suggesting a preference for debt
financing over equity in financial investment decisions within pharmaceutical and
chemical companies.

The results regarding large shareholders' share indicate that these companies have
successfully limited market dominance, fostered non-competitive behaviors and
increased asset returns beyond the threshold level of optimal capital structure. Before
reaching the threshold level in the first scenario, variables such as large shareholders'
stakes, company size, and intensity of entry barriers enhance the asset return. Despite
debt funding during this stage, increased structural variables, representing market
dominance and favorable conditions, contribute to the increase of the asset return.
Even after reaching the threshold, these variables continue to positively influence
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financial performance. The impact of financial leverage exhibits a non-linear
relationship and suggests a decrease in the asset return beyond the threshold (0.44).
Regarding the equity-to-asset ratio, both before and after the threshold level of 0.17,
its increase strengthens the asset return.

Conclusion and policy implication: According to the results of the research, certain
suggestions can be made for future research. Financial planners and stakeholders are
advised to resolve their conflict of interests by determining an appropriate
concentration level for shareholders to enhance the company's asset return. Managers,
in financial decision-making for investment, are also recommended to have a higher
percentage of financing from debt channels compared to equity.

Keywords: Optimal capital structure, Debt leverage, Equity, Large shareholders'
share, Non-linear threshold regression

JEL Classification: G23, L25, D53, D21, B26.
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Extended Abstract

Purpose: Most studies conducted in Iran have used indicators such as air pollution
emissions (CO2 emissions) and ecological footprint (EF) to assess environmental
sustainability. However, these two indicators have limitations and do not show the
different dimensions of the environment. They only focus on the consumption and
demand for resources and neglect the supply of resources. Recently, a new indicator
called ‘carrying capacity’ has been used in environmental economics studies to assess
environmental sustainability. This indicator shows how much load the environment
can bear to meet human needs and economic activities. Therefore, in this study, the
impact of human capital and green energy on carrying capacity for sustainable
development was investigated during the period 1990-2021.

Methodology: In previous studies conducted in Iran to investigate the impact of
human capital and green energy, indicators such as CO and EF were used. Due to the
shortcomings of these indicators, this research makes use of the load capacity index.
Unlike the CO; index which only examines the emissions caused by fossil fuels, as
well as the ecological footprint index which only shows the demand side of resources
and ignores the supply side, this index represents the supply side in addition to the
demand side. In other words, the load capacity factor, compared to the biological
capacity and the ecological footprint, shows an ecological threshold, so it makes a
comprehensive research on environmental sustainability assessment possible. So far,
the impact of human capital and green energy on the load capacity index has not been
checked in Iran.

In this study, the documentary method was used to collect the data. The research was
conducted based on the annual data from the period of 1990 to 2021 in the Iranian
economy. The EViews software was used to estimate the model. It should be noted
that the data on the variables related to the research were extracted from the World
Bank and the global footprint Network. The model was estimated by the GMM time
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series econometric method. This is because the model in this study is dynamic and
meets the conditions of the generalized moment. In fact, GMM serves for time series
models that are linear and satisfy the conditions of generalized moments and
secondary properties. Using this method to estimate models can have many
advantages.

Findings and discussion: The results show that the estimated model is in good
conditions in terms of statistical indicators. The null hypothesis of the Sargan test
cannot be rejected; therefore, it can be said that the instrumental variables used in the
estimated model are valid. Indeed, the null hypothesis of the Sargan test implies the
validity of the instruments. In view of the linearity of the model, all the estimated
coefficients indicate elasticity. The coefficient of the carrying capacity of the previous
period had a positive and significant impact on the coefficient of carrying capacity of
the present period. In other words, with a 1% increase in carrying capacity in period
t-1, the carrying capacity in period t increases by 0.64%. This result is in line with
research theories and is in good agreement with the results of previous studies. With
an increase of 1% in human capital, the carrying capacity increases by 0.28%.
Considering the p-value corresponding to the T statistic of the human capital
coefficient, human capital has a positive and significant impact on the environmental
carrying capacity in Iran. The consumption of green energy has a positive and
significant impact on the carrying capacity. It is such that an increase of 1% in the
consumption of green energy increases the carrying capacity by 0.13%. Renewable
energies have the least impact on the environment and the ecosystem. Therefore, the
use of these energies reduces the ecological footprint. The economic growth variable
has a negative and significant impact on the carrying capacity. In other words, with
an increase of 1% in economic growth, the carrying capacity decreases by 0.72%. As
the economic growth increases, pressure on the environment increases too, leading to
a decrease in ecological sustainability. The trade variable has a negative impact on the
carrying capacity. So, with an increase of 1% in trade, the carrying capacity decreases
by 0.24%. Theoretically, the impact of trade openness on the environment can have
positive or negative effects.

Conclusions and policy implications: The results of the study showed that the effect
of green energy on the carrying capacity coefficient is positive. In general,
environmental changes and the reduction of its sustainability due to the increase in
greenhouse gas emissions are important factors in the occurrence of climate change,
environmental hazards, natural disasters, and serious damage to the environment. The
expanded use of renewable energy as a clean energy source can play an important role
in reducing environmental pollution and the emission of pollutants. Using green
energy can reduce dependence on fossil fuels and lower the greenhouse gas emissions
from consumption and production sectors. Green energy is reliable and, if developed
correctly, can lead to environmental sustainability and reduce environmental
destruction. Based on the results, human capital has a positive and significant impact
on the carrying capacity coefficient. Training of human capital is one of the ways to
achieve sustainable development and improve the environment. On the other hand,
the use of human capital increases awareness, research, development, and green
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technologies. Incentives for people, the market, and businesses so as to protect the
natural environment and promote green consumption and production affect
environmental quality and lead to a sustainable environment. Therefore, by improving
human capital through the three components of health, skill and education, it is
possible to help improve and sustain the environment. Based on the results of the
study, economic growth has a negative impact on carrying capacity, which is
consistent with other previous studies.

Keywords: Human capital, Green energy consumption, Environmental carrying
capacity, GMM

JEL Classification: J24, Q41, Q57, C22
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Extended Abstract

Purpose: It is commonly known that the exchange rate is one of the most important
macroeconomic variables whose changes strongly influence a country's balance of
payments and international competitiveness. Exchange rate fluctuations affect the
production costs of companies whose products have an import component. The
manufacturing sector is also affected by the foreign exchange market and its
fluctuations, as it interacts with the global economy through the export of products
and the import of means of production. Economic policy makers should know how
changes in the nominal exchange rate will affect prices at the sectoral level. This paper
aims to examine the impact of the exchange rate on manufacturing prices both at the
general level and at the sub-sector level.

Methodology: The methodology used in this study is based on Bayesian vector auto-
regression models. The data are seasonal and cover the period from spring 1996 to
summer 2023. In this study, the BVAR model was used for 22 manufacturing
subsectors at the two-digit ISIC code level and for the entire manufacturing sector,
resulting in a total of 23 models. Before estimations, the data were tested to determine
whether they had a unit root or not. In addition, before estimating the VAR model, the
appropriate humber of axis intercepts should be determined for the model. The
likelihood ratio test was used for this purpose. First, the LR test was used to
sequentially test the null hypothesis that the interval between the equations was not
significant and the counter-hypothesis that at least one of the coefficients was non-
zero. After selecting the variables and estimating the models, the pass-through of the
exchange rates to the different prices was examined by analyzing the shock-response
functions. Given the different effects of the exchange rate pass-through on the chain
of price indices, the question arises as how the increase in the exchange rate affects
the individual price indices as a whole and what percentage share this increase has in
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the individual price indices. They reflect the exchange rate pass-through. To answer
this question, a method introduced by Faroogi (2006) was used. After estimating the
BVAR model, the shock response functions were defined cumulatively. Then, the size
of the cumulative effect caused by the exchange rate change on each price index was
compared with the size of the cumulative effect of the currency shock on the exchange
rate.

Findings and discussion: The results show that the price indices for imported and
exported goods at the level of total manufacturing do not react in the same way as an
exchange rate shock. The price indices of imported goods (76.5 percent) and exported
goods (32.3 percent) show the highest increase in the first year compared to the other
price indices. The effect of the exchange rate shock on the price index of manufactured
goods in the first months is very similar to the effect of the price of imported goods.
It reaches its peak in the first year, but, after that, the effect of the exchange rate on
the prices of manufactured goods gradually disappears by the end of the second year.
This suggests that the impact of the exchange rate on domestic manufacturing prices
is incomplete. The results also show that the "manufacture of coke, refined petroleum
products and nuclear fuel”, "manufacture of medical, precision and optical
instruments and watches”, and "manufacture of radio, television and communication
equipment"” industries react most strongly to the shock. By contrast, the sectors
showing the least reaction to the exchange rate shock are "manufacture of textiles",
"tanning and dressing of leather, luggage, handbags, saddlery, harness and footwear",
"manufacture of wearing apparel, dressing and dyeing of fur", and "manufacture of
tobacco products”.

Conclusions and policy implications: According to the results of the study, it is
recommended that the policy of stabilizing the foreign exchange market be continued.
This is because the increase in the exchange rate leads to an increase in production
costs and affects various industries in the country. Finally, it increases the price of
products. Therefore, the continued stabilization of the foreign exchange market will
reduce the inflation rate.

Keywords: Exchange Rate Pass Through, Bayesian Econometrics, Manufacturing,
Iran.

JEL Classification: E31, F31, E17
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Extended Abstract

Purpose: Iran's economy has been struggling with double-digit inflation for years.
According to the published report of the central bank, Iran's economy experienced
single-digit inflation for only four years in the past 44 years and double-digit inflation
for the rest of the years. Even during five consecutive years leading to 2024, the
inflation rate in Iran's economy has been above 40% and has had the longest duration
in this period. The continuation of this situation is considered a serious warning for
Iran's economy. This is because, in inflationary conditions, uncertainty about the
future increases and, accordingly, the motivation for new investments and the trend
of productive activities decreases. Besides, the level of inflation is not the same in all
parts of the country. In this regard, there is a significant difference between the
provinces of the country. Although the use of macroeconomic tools can reduce the
inflation rate in the whole country, according to the characteristics of each province,
the amount of inflation rate reduction or increase due to macroeconomic policies will
be different. Therefore, in addition to identifying the major factors affecting inflation
in the entire country, it is very important to identify the factors affecting inflation in
each province according to the characteristics of that province. The higher inflation
rate in Lorestan Province compared to the other provinces is due to various factors,
the identification of which requires deep research. By identifying the effective factors
in the higher inflation rate in Lorestan compared to the other provinces, practical
solutions can be found to control inflation. Therefore, considering the importance of
this issue in that province, the present research addresses the factors affecting the
inflation rate there.

Methodology: In this research, the factors affecting inflation in Lorestan Province
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were investigated. For this purpose, the research model included the inflation rate in
the province as a dependent variable, and the per capita production of the province,
the ratio of industrial units of the province to the country, the amount of loans from
the province to the country, the ratio of the collected taxes of the province to the gross
domestic product of the province, and unemployment rate in the province,
construction budget of the province, exchange rate, liquidity growth rate, and
government budget deficit were determined as the independent variables. The
research model was estimated using the fuzzy regression method for the time period
of 2000-2022. The results showed that the factors causing inflation in Lorestan
Province can be divided into national and provincial ones. The factors that cause
inflation at the national level are the exchange rate, liquidity growth rate and
government budget deficit, all of which have positive and significant effects on
inflation. The results also showed that, among the provincial factors, the per capita
production of the province, the construction budget of the province and the ratio of
bank facilities had negative effects on the inflation rate. In other words, these factors
caused a decrease in the inflation rate in the province. Among them, the share of the
construction budget and the ratio of bank facilities in reducing the inflation rate has
been higher than the per capita production of the province.

Findings and discussion: The results indicate that the variables of the ratio of taxes
to the per capita production of the province, the unemployment rate of the province
and the ratio of industrial units of the province to the country have had positive effects
on the inflation rate in the province. In other words, the rise of these factors has been
accompanied by the increase of inflation in the province. Among these factors, the
unemployment rate of the province has had the greatest impact on the inflation rate,
which indicates the existence of inflationary stagnation in the province. Next to the
unemployment rate, the ratio of industrial units of the province to the country has
played the biggest role in the inflation of the province. According to the results, one
of the main reasons for the high inflation rate in the province compared to the average
inflation in the country is the lack of supply or production in the province. This finding
is confirmed by the existence of a positive correlation between inflation and
unemployment, which indicates the stagnation of inflation in the province.

Conclusions and policy implications: To reduce the provincial inflation rate, it is
suggested that the conditions of production in the province be facilitated and moves
be made to eliminate production obstacles. Also, giving more credit and bank facilities
to productive activities at the provincial level can serve to reduce the inflation rate in
Lorestan Province in medium and long terms. In this context, to achieve a better result,
there should be a careful monitoring of the allocation of bank credits. It is especially
emphasized to direct bank credits towards semi-stagnant or closed enterprises that are
located in industrial towns. According to the results, another important factor causing
inflation is the low ratio of the production units of the province to the country, which
has aggravated the inflation of the province. The lower the number of the production
units in the province, the more goods is purchased from other provinces. Moreover,
due to the cost of transportation, the price of goods in the province increases and
shows higher inflation compared to the whole country. Therefore, it is suggested to
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identify the most imported goods from distant provinces to Lorestan Province through
detailed assessments and direct bank credits to the production of these goods and
creation of infrastructures.

Keywords: inflation rate, Lorestan province, economic factors, fuzzy logic.
JEL Classification: E31, C32
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Extended Abstract

Purpose: The flow of investment in various industries is affected by macro-economic
and political conditions. By analyzing these factors and the internal factors of the stock
market, investors buy and sell stocks. In such conditions, fluctuations are transferred
to other markets. Following the increased volatility in an industry, it becomes difficult
for investors to understand and analyze that industry. It increases the expectation of
speculation, and, in such a situation, trust in a particular industry is lost. In the best
case, capital outflow from the stock market does not occur. The continuous growing
trend of extreme fluctuations in financial assets attracts the attention of many financial
investors, policy makers and academic researchers. The transfer of returns and
volatility between financial markets has been significantly strengthened and
complicated due to globalization, technological development and financialization of
commodity markets. It is widely accepted that the integration and financialization of
the global market not only leads to increased liquidity and ease of trading in financial
markets but also strengthens speculation and thus increases market volatility, which
may act as a channel for temporal changes. There have been overflows of asymmetric
fluctuations in financial markets as well as other markets over time. The small and
large fluctuations there create different performance in the markets. The
financialization of global commodities significantly contributes to stronger net
contagion effects among financial markets and highlights the central role of financial
markets in the transmission of volatility. Based on this, the occurrence of fluctuations
in a financial industry can be transferred to other financial industries. Of course, the
causality and intensity of transfer and receipt of fluctuations can be different over time
and in different decimals of financial market returns, which is very important in the
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risk management of the investment portfolio. A review of the literature and the studies
conducted in Iran's economy and financial markets show that, with the economic
shocks brought to the country especially the recent sanctions, the capital market can
play an important role to attract astray liquidity and finance the government. This can
be done through the sale of shares of state-owned companies as well as the issuance
of debt securities, which can show the importance of investigating the time-frequency
relationship between the fluctuations of different stock market industries. Based on
this, the current research deals with transmission, receipt, and the causal relationship
between the fluctuations of the banking, insurance and investment industries during
different years and in short-term, medium-term and long-term periods. This can be
very important for investors as well as policy makers.

Methodology: The purpose of this study is to investigate the frequency-time dynamic
relationship using the vector autoregression model with time-varying coefficients for
insurance, bank, and investment companies in Iran's economy. In order to analyze the
results, the TVP-VAR-BK pattern method was used in the period of 2011-2023 based
on the frequency of the daily data. The variables used in this study included the index
of banking, insurance and investment companies present in the stock exchange.

Findings and discussion: Based on the results, the banking and insurance industries
were the receivers of returns, and the investment companies industry were the
transmitters of returns in the short-term period. This shows that investment companies
have been the main operators of the country's stock market financial network in the
short term and have followed the movement and changes in the efficiency of the
banking and insurance industries. Also, the average amount of communication
between these industries was 17.53%. Investment companies were net contributors,
and banks were net contributors. In the long-term period, insurance companies have
received returns from other industries exactly equal to the returns that they have
transferred. Accordingly, they have had a neutral role in the investigated network in
this period of time. An important point is that investment companies have been net
contributors, and the banking industry has been a net contributor in all the three time
periods. This shows that any shock to investment companies' efficiency can cause a
change in the efficiency of the banking and insurance industries. In general, the
banking and insurance industries have been more passive in this network. This issue
has been the case more in the short than the long term. Also, as the time period has
passed on, the degree of connection between these three important industries of the
capital market has decreased.

Conclusions and policy implications: The results of the research network analysis
showed that, in general, the yield spillover from investment companies was
transferred with a high intensity to the insurance companies and with a lower intensity
to the banking industry. Also, the yield spillover was weakly transferred from the
industry. The insurance has been transferred to the bank. In the short-term period, the
yield overflow has been strongly transferred from investment to the bank and less
intensively from investment to the insurance industry. In the medium-term period,
there has been an overflow of returns from investments to insurance and weakly from
banks to investments. Also, during this period, there has been a transfer of profits from
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the insurance industry to the bank. In the long-term period, the return has been
strongly transferred from investment to insurance and more strongly from insurance
to bank. According to the results of the research, the following suggestions can be
considered by investors and policy makers. In the short-term period, if the investment
companies that determine the network grow, the efficiency may be transferred to the
banking and insurance industries, which is important to be considered by investors.

Keywords: Return spillover, Financial markets, Banking system, Insurance, TVP-
VAR-BK model
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Extended Abstract

Purpose: Investors seek solutions in order to manage risks and create security in the
market so as to have more control over the value of investment during market
fluctuations. For this purpose, various derivatives have been designed. One of them is
option. In option markets, those who want to have a lower risk can transfer their risk
to those who seek more risk. These markets will provide risk distribution among
investors, and no investment has to bear an unfavorable level of risk. Gaining profit
with higher returns is one of the attractions of option trading. Investors can often have
investment opportunities with the aim of playing the stock market or staying safe from
risk by simultaneously buying and selling option contracts. In general, different
combinations of option trade strategies provide investors with a suitable basis to earn
profit. Recently, Heril rail stock has started to use options in the OTC. Due to the
newness of these derivative instruments in the rail sector, no research has been done
in this regard. So far, studies have been conducted on the use of trading strategies
abroad, but domestic studies are very limited, which is mostly due to asymmetric
strategies. No study is yet done on symmetric trading strategies. So, the present study
can claim novelty.

Methodology: This study focuses on over-the-counter (OTC) railway transportation
companies. The OTC shares of railway transportation are for Toka, Hasa, Heparsa,
Haseer, Hegardesh, Heril and Heafarin companies. The data of the stock exchange
companies of railway transport from 2021 to 2023 were taken from the TseClient 2.0
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software, and the stock price information was collected as a daily time series. To
calculate the price fluctuations from Excel and to draw a chart related to stock options,
the DerivaGem calculation software, which is related to option pricing, and the Python
software were used in addition to reviewing the appropriate strategy for risk
management and opportunity analysis. This study analyzes the binomial tree pricing
model and the strategies adopted on the option to buy rail shares. Among the trading
strategies, symmetric straddle and asymmetric Bear Call Spread strategies have been
chosen. For analysis, one of the railway companies is selected as an example. This
analysis is the same for the other rail stocks, but the outputs are different.

Findings and discussion: For the purpose of Binomial option pricing, the exercise
price for Heparsa shares is considered to be 77951 Rials. This is based on the maturity
of four months and according to Monte Carlo simulation. The annual volatility of
Heparsa shares at the chosen time is found to be 39% based on volatility calculation
formulas. Also, according to the straddle formulas and the prices resulting from the
valuation of the option through the binomial model at the maturity of four months,
Long Call Option return of Heparsa stock, Long Put Option return of Heparsa stock,
and the total output of the Call option strategy were calculated. The results of the
Straddle strategy calculations show that from 64000 to 91300 Rials in the price range
of Heparsa shares, there is a negative return on investment. The Call option of Heparsa
shares has a positive return at purchase prices lower than 64,000 Rials and at prices
higher than 91300 Rials. Recession in the Iranian stock market and the use of Bear
Call Spread asymmetric strategy can reconcile investors with this market. According
to the Bear Call Spread asymmetric strategy, the Call option of shares of Heparsa with
a maturity of four months at the exercise price of 77951 Rials (X2) and the Call option
of the same share with a maturity of four months at the exercise price of 64544 Rials
(X1) are sold to another investor at less than the price of the previous actions.
According to the binomial put option pricing model, the selling price of this Call
option is 4.15378 Rials. The closing price of this company's stock at the maturity of
four months is estimated by the binomial tree model and found to be 115989, 92708,
74100, 59227 and 47339 Rials. Finally, according to the calculations related to the
Bear Call Spread asymmetric strategy, the distance between the exercise prices of
77951 and 64544 rials is a downward trend of returns. The Call option of Heparsa
shares will have a positive and constant return of 8126 Rials at the agreed purchase
price of less than 64544 Rials, and at a price higher than 77951 Rials will have a
negative and constant return of -5281 Rials.

Conclusions and policy implications: In this study, profit models resulting from the
adoption of symmetric and asymmetric strategies were analyzed. In the last few years,
Iran’s stock market has experienced severe fluctuations, and its trend cannot be
predicted by any technical or fundamental analysis. For this reason, among options
trading strategies, symmetric strategies, straddle model, asymmetric strategies, and
Bear Call Spread strategy for risk management in the current market conditions have
been selected for investigation. The Bear Call Spread strategy is used when there is
an expectation of a decrease in the stock price, which is more appropriate in the current
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situation when the stock market is in recession, and the return of the Bear Call Spread
strategy can be positive and profitable for the investor. The symmetric straddle
strategy can be profitable for the investor both in increasing the stock price and in
decreasing the stock price. An increase in stock prices can be predicted for the time
when an agreement is reached for the country, which will have positive effects on the
capital market. In general, it is not possible to find a strategy that works successfully
for all conditions and reasons such as risk aversion and risk tolerance of the investor.
Also, stock price fluctuations can be influential in choosing the type of strategy.

Keywords: Bear Call Spread strategies, Binomial tree model, Monte Carlo
simulation, Straddle strategy

JEL Classification: G10, G17, G19
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Extended Abstract

Purpose: One of the consequences of financial intermediation activities in banks is
credit risk, which is the oldest, largest and, at the same time, the most important
banking risk. As the society is growing and developing, the amount of facilities and
liquidity circulation in it increases, and the importance of credit health becomes more
necessary. Therefore, evaluating and managing credit risk is a vital thing for banks
and is also an important solution for implementing banking policies and business
strategies. In addition, the existence of an evolving credit risk management framework
indicates the financial prosperity of the banking system in general. It is also an
important indicator for the stability and financial stability of each bank in particular.

Methodology: In this research, the modeling and identification of causal relationships
between the main factors of credit risk is done in order to predict the default repayment
of customers by referring to credit experts and using the DEMATEL method.
Structuring complex factors in the form of cause and effect groups is an important
function of DEMATEL method in problem solving processes. Therefore, 22 variables
describing credit risk are divided into the two categories of cause and effect.

Findings and discussion: The results show that the job status of the applicant has
the most influence in the model. The variables of applicant's annual income,
workplace ownership and marital status respectively have the next degrees of
influence. The number of collaterals has the least influence in the model. The monthly
repayment burden has the highest level of influence compared to other variables. Also,
the variables of annual income and job status have the most interactions with the other
studied variables.
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Conclusions and policy implications: Demographic and socio-economic indicators,
along with financial and credit indicators, should be given more attention in credit
bureau models, and different and comprehensive systems to measure credit should be
linked to each other more quickly if they are to be used by banks and credit bureau
institutions. Therefore, our findings allow providing an effective decision support
system for banks in order to detect and reduce the rate of bad borrowers, thus reducing
credit risks.

Keywords: Bank, DEMATEL technique, Credit risk, Causal relationships, Credit
modeling.
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Extended Abstract

Purpose: In recent years, most of the currency fluctuations in Iran have occurred after
the spread of influential domestic and foreign political-economic news. Despite this
significant effect, the impact of the news content is not considered, and its results are
used in the form of numerical data in modeling. However, numerical indirect results
are available after the impact of the news on the market and are practically useless in
forecasting. Therefore, there needs to be a model that includes the news directly in
forecasting the exchange rate. Another important phenomenon about the exchange
rates and news is the framing effect. This effect is a linguistic-cognitive phenomenon
resulting in people with two different attitudes, positive and negative, making
different choices regarding the same item or reality. While this action is done
explicitly or implicitly in policymakers' announcements, criticisms, and statements,
there needs to be a systematic way to analyze and predict its effect on the exchange
rate. This paper presents a comprehensive model based on machine learning to predict
exchange rate moves by receiving all kinds of textual, numerical, and categorical data.
Also, using this model, it is possible to analyze the effect of framing on exchange rate
changes systematically.

Methodology: A processing method has been designed to predict the exchange rate
from receiving data to producing the final model. In this method, various types of
input data, including time series data, batch data, and political-economic news, are
received and preprocessed from essential and relevant sources. In numerical data
preprocessing, noises and outliers are removed, and values are normalized. Text data
are also the texts normalized and converted into tokens. In the next step, custom
embedding is provided based on Pars-BERT embedding and the collected news data.
Using this embedding, the textual data are converted into numerical vectors, and all
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the data are given to the model. Here are three supervised models. The first and third
models use textual and numerical data to predict the exchange rate, and the second
model only uses numerical data. The core of all the models is a Bi-GRU, a deep neural
network. Dropout and batch normalization and regularization techniques have been
used in these models to avoid overfit and bias.

Findings and discussion: The tests performed to evaluate the models' efficiency are
divided into two parts. The first part evaluates all the three developed models and their
results. The second part is dedicated to assessing and analyzing the issue of news
framing and the model's performance in this field. Based on the accuracy metric, the
first to third models perform properly at the rate of 96.5, 87.2 and 97.07, respectively.
The difference between the results of the second model and the first and third ones
shows the effect of news on increasing the model's accuracy. In the second part, a
dataset of the news affecting the exchange rate with different framings is prepared to
evaluate the effect of framing. This set includes 74 main pieces of news and 435
secondary ones. In approximately 32% of the cases, where the news was announced
to reduce the rate, the behavior of the market matched the purpose of the report.
Meanwhile, in 68% of the other cases, the news that was expected to have a downward
effect on the exchange rate did not match the market behavior. This can indicate their
incorrect framing. On the other hand, the news that is expected to have a negative
(increasing) effect on the exchange rate has worked about 78% of the time and has led
to an increase in the rate. This observation also confirms the imbalance effect of
positive and negative news on the currency market. Interestingly, the first and third
models correctly identified 98.8% and 99.05% of the samples, including negative and
positive news of internal and external origins, respectively. This indicates that the
models resist different framings of a news story and have made correct predictions.

Conclusions and policy implications: In this article, using machine learning models,
an operational method was presented to investigate the effect of framing on the
exchange rate in Iran. The proposed architecture includes the five stages of
preprocessing textual, numerical and categorical data, data vector representation,
feature engineering, model training, and final evaluation and analysis. In the stage of
textual data representation, customized embedding is used for economic data. In this
regard, there are three models presented, including a model based on numerical data
and two models based on numerical and textual data with a data fusion structure. All
the three models are recurrent neural networks trained with deep learning techniques.
The results of the experiments show that the models with combined data perform very
well in forecasting the exchange rate. In addition to predicting the exchange rate, the
produced models have been used to analyze the effect of the framing of the published
news on the currency market. The research results show that negative news still has a
far more significant impact on the currency market, and no positive framing can
reduce its impact. Also, the mainly domestic report published to reduce the exchange
rate has been successful in about 32% of the cases. Another significant achievement
is the excellent performance of the presented models in framed samples. In other
words, these models have correctly predicted market behavior by considering
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ey

different aspects of a news story, news history, market history, and information,
regardless of the type of the news framing.

Keywords: Framing effect, Exchange rate prediction, Machine learning, Artificial
intelligence, News.

JEL Classification: C45, C51, C53, C55, G17.
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Extended Abstract

Purpose: Economic development is closely related to the consumption of natural
resources. In particular, fossil energy is a vital resource for urbanization and
industrialization and the main driving force for the development of a modern society.
What is the way to decouple economy from energy or at least coordinate between the
two? Globalization is like a modern evolution. By removing barriers among countries
and expanding business and investment and sharing technology, it causes economic
growth and accelerates it. In this regard, the aim of this research is to test the
hypothesis that globalization (economic, social and political) improves the decoupling
of economic growth from energy consumption and pollution.

Methodology: The main goal of this research is to investigate the effect of economic,
social and political globalization on the decoupling of economic growth from energy
consumption and carbon dioxide emissions in 94 selected countries based on the
maximum available data during the period of 2000-2021. For this purpose, based on
the literature in the field, a model was chosen and specified in the form of Equations
1 to 6. In these equations, the production coefficients (ol and B1) are estimates of
Tapio's decoupling index. The independent variables in the equations include
economic globalization (models 1 and 2), social globalization (models 3 and 4),
political globalization (models 5 and 6), economic structure (industry share), energy
price, technology, and urbanization. They were entered multiplicatively with
production in Equations 1 to 6 in order to estimate their effects on decoupling and
identify the change of the decoupling interval:

logE;y = aylogE;;_1 + aylogY; + a, logV, . logIND;, +
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aszlogY; .logKOFECGI; + a,logV;, .logPE; + aslogY;..log URB; +
aglogY;. .log TEC; + €;¢ 1)

log CO, ;¢ = BylogCO, ;,_, + B1logY; + B, logY;. . logIND;, +
BslogY;: .logKOFECGI;; + B, logY;; .logPE;; + BslogY;, .log URB;; +
BelogY .log TEC; + uy 2

log Ej; = aglogE;_1 + oy logY;; + a, logY;; . logIND;; +
o log Y. .logKOFSOGI;; + a4 log Y, . logPE;; + a5 logYj .log URB;; +
[0 #3 lOg Yit . 10g TECit + Eit (3)

log €O, i = BologCO, ;,_, + P1logYy + By logY . logIND;, +
BslogY;, .logKOFSOGI; + f,logY;. . logPE;; + f5logY;..log URB;; +
BelogY,.log TEC; + uy 4

logE;y = apglogE;;_1 + a1 logY; + aylogV, . logIND;, +
aszlogY; .logKOFPOGI; + a,logY;, .logPE;; + aslogY;..log URB;; +
aglogY;: .log TEC; + €;; (5)

log CO, ¢ = BologCO, ;,_, + B1logYy + By logY . logIND;, +
BslogY; .logKOFPOGI; + f,logY;. . logPE;; + f51logY;:.log URB;; +
BelogY, .log TEC; + uy (6)

In these equations, E;; is energy consumption, €O, ,, is carbon dioxide emission, Y;;
is economic growth, IND;, is economic structure, KOFECGI;, is economic
globalization index, KOFSOGI;; is social globalization index, KOFPOGI;, is
political globalization index, PE;; is energy price, URB;, is urbanization share, and
TEC;, is technology. They are all for country i in year t. These equations were
calculated using the generalized method of moments (GMM). In addition to its
dynamics and ability to solve the problems of autocorrelation and heteroscedasticity,
this method poses no problem of endogeneity of explanatory variables.

Findings and discussion: According to the results, the decoupling of economic
growth from energy consumption was placed in the first region of the Tapio
coordinates, and its value shows a weak decoupling. Specifically, the logY;;
coefficients of the selected models (1, 3 and 5) were found to be 0.339911, 0.309906
and 0.312093, respectively. The positive effect of economic growth on energy
consumption was expected because every economic activity and its development
requires energy. The coefficients of the multiplicative variables of economic, social
and political dimensions of globalization were -0.06765, -0.003012 and -0.00991939,
respectively. Based on these results, if economic growth is accompanied by the three
dimensions of globalization, the decoupling of economic growth from energy
consumption will be improved. The findings showed that, with these variables, there
was no significant change in the decoupling interval. Also, according to the results,
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despite the worsening effect of economic structure (industry share) on the decoupling
of economic growth from energy consumption, the decoupling interval would not
change substantially. Of course, this finding was expected because the increase in the
share of industry increases both economic growth and energy consumption. The
results of this research further showed that the price of energy has worsened the
decoupling. On the other hand, technology has expectedly improved the decoupling.
Finally, it was shown that urbanization improves the decoupling. Despite these results,
the individual and simultaneous effects of these variables do not change the
decoupling interval.

Regarding the decoupling of economic growth from pollution (carbon dioxide), the
log Y;, coefficients of the selected models (2, 4 and 6) were 0.318560, 0.109514 and
0.213233, respectively, which indicate a weak decoupling. The coefficients of the
multiplicative variables of economic globalization and political globalization were -
0.046588 and -0.022803, respectively. Based on these estimates, economic and
political dimensions of globalization have improved the decoupling of economic
growth from pollution. On the other hand, the coefficient of the multiplicative variable
of social globalization was 0.003401, based on which, social globalization has led to
the worsening of the decoupling of economic growth from pollution. Also, the
coefficients of the multiplicative variable of economic structure (industry share) in the
selected models showed that industrialization has worsened the decoupling.
Moreover, the multiplicative variable coefficients of energy price in the selected
models showed that the increase in the energy price has worsened the decoupling. The
coefficients of the multiplicative variable of technology in the selected models,
however, suggested that technology improves the decoupling of economic growth
from pollution. Finally, according to the results, urbanization has worsened the
decoupling of economic growth from pollution. In general, the individual and
simultaneous effects of the variables have not caused a serious change in the final
interval of decoupling of economic growth from pollution. Wald test was used to
check whether the coefficients of the globalization dimensions were significantly
different. The results of this test indicated a statistical difference between the
coefficients of globalization dimensions and the effect of globalization dimensions on
decoupling.

Conclusions and policy implications: The results of the present research show that
the economic, social and political dimensions of globalization improve the decoupling
of economic growth from energy consumption. According to the results, economic
globalization has a greater impact than the other two components of globalization.
This can be due to the greater importance of economic fundamentals than social and
political variables. Moreover, the economic and political dimensions of globalization
improve the decoupling of economic growth from carbon dioxide emissions, but
social globalization worsens this decoupling. It is shown that, compared to political
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globalization, economic globalization has a greater impact on the decoupling of
economic growth and pollution, which is due to the dominance of the economic
process in globalization. As another finding, technology improves the decoupling of
economic growth from energy consumption and pollution. Also, urbanization
improves the decoupling of economic growth from energy consumption, but it
worsens the decoupling of economic growth from pollution. The main
recommendation of the current research is that countries should pay attention to both
internal border issues and international interactions in order to control energy
consumption, preserve the environment, and reduce pollution.

Keywords: Decoupling, Growth, Energy and Pollution, Globalization, Selected
countries, Generalized Method of Moments.

JEL Classification: 013, Q43, F02, F63
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Extended Abstract

Purpose: The main purpose of this study is to identify the various aspects of the
Justice and Progress Fund and delineate its directions in the future. In fact, the
important goals of this study are to evaluate the strengths and criticisms of the Omid
Entrepreneurship Fund, to identify ways getting out of the bottlenecks of the Omid
Entrepreneurship Fund, to present competing alternatives to the Justice and Progress
Fund, to present the advantages and bottlenecks and limitations of the Justice and
Progress Fund, and to identify solutions for the implementation of the Justice and
Progress Fund.

Methodology: The methods used in this research are descriptive, evaluation, content
analysis and comparative studies. From the point of view of aim, the research is an
applied and developmental type. The tools of this study were a researcher-made
questionnaire, interviews and library and documentary studies. The data were
collected as a library work by using the theses, scientific and research papers as well
as conference articles on the sites of Magiran, academic jihad database and scientific
and research magazines of the ministers. Latin references were also used for their
scientific and research articles cited on the google scholar site. To collect the research
data, after making the necessary arrangements with the managers, experts and elites
in the field, the research questions were provided to them in the form of a
questionnaire. In total, 55 experts were selected using the snowball sampling method.

Findings and discussion: The results of the investigations show that the low cost of
creating the fund (the structure, facilities and hardware of the Omid Entrepreneurship
Fund), the alignment and sometimes overlapping of the goals of the Justice and
Progress Fund with the goals of the Omid Entrepreneurship Fund, the possibility of
holding provincial officials accountable for the optimal and efficient use of resources
allocated, and the possibility of proposing and applying new financing models and
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leveraging them have been the most important strengths and opportunities of the
Justice and Progress Fund. On the other hand, the lack of transparency in grants in
paragraph (a) of note (18) have caused weaknesses such as the application of taste,
lack of giving and receiving reports, replacing relationships and connections instead
of regulations, eliminating economic justification in activities, and creating rent and
corruption in the country.

Conclusions and policy implications: One of the most important results of the
current research was determining the tasks and clarifying the direction of the Justice
and Progress Fund in the future. Therefore, in a process of identifying dualities of
orientation, an attempt has been made to prepare the basis for developing a conceptual
model to form the Justice and Progress Fund.

Based on the summation of the opinions of managers and elites in this field, the
research groups of the Development and Foresight Research Center, the Management
and Planning Organization of the provinces of the country, and the expert opinion of
the researcher based on the different parts of the article, and the opinions of all the
interviewed people, the two options of continuing the Omid Entrepreneurship Fund
and creating the Iran Justice and Progress Fund were taken into consideration.
Although the Justice and Progress Fund has been examined in detail as the main idea
of this research and placed in the center of attention of the study, the continuation of
the Omid Entrepreneurship Fund is proposed as another option based on the opinions
of experts in this field. The disadvantages of the Omid Entrepreneurship Fund have
been evaluated to be far more than its merits. In general, based on the evaluations of
growth and development funds and the views and opinions of experts and managers,
it is possible to realize the Justice and Progress Fund. The key orientations in the
design of the Justice and Progress Fund include emphasis on providing financial
resources for non-governmental and second-optimal projects with specific criteria and
conditions, creating financial leverage to use private sector resources, supporting
businesses with high added value, supporting bases of investment and provision of
facilities, financing small and medium-sized projects, emphasis on the method of
providing domestic financial resources, allocation of facilities to projects based on
prioritizing economic growth (realization of 8 percent growth) based on the national
spatial development document, focusing on limited and specific goals, decentralizing
and increasing the authorities of the Provincial Planning and Development Council,
strengthening the local government, and the management and planning of the
organization as a custodian institution.

The coordinates of the Progress and Justice Fund are proposed in this section in the
areas of activity limits, realization and monitoring, how to provide financial resources,
how to allocate facilities to plans and projects and management structures (powers
and infrastructure) among them some are mentioned:

Completing and developing the production infrastructure in the provinces, developing
transparent and program-oriented mechanisms for the allocation of financial resources
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of the Fund, emphasizing the provision of financial resources for non-governmental
and second-optimum projects with specific criteria and conditions (allocating a
maximum of 10 percent of the Fund's resources to governmental projects with high
physical progress), creating a separate account in the province to inform the governors
of the amount of resources and expenses in the fund, decentralization and increasing
the authorities of the Provincial Planning and Development Council (allocating the
fund resources to the provinces), further opening the path to the formation of the local
government and the proposed trustee body for the Justice and Progress Fund, planning
and budget organization of the country and at the provincial level, and altering the
management and planning organization of the provinces into a provincial planning
and development council (because the chairmanship of the council is the governor’s
task; while enjoying the cooperation and support of the governors, the development
priorities of the province will also be taken into account).

Keywords: Justice and progress fund, Omid entrepreneurship, Orientation, Growth,
Microcredits

JEL Classification: G23, L26, 047, H81.
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Extended Abstract

Purpose: This research paper aims to examine how changes in Iran's industrial
exports, specifically the Untapped Export Potential (UEP), affect the employment
level. We analyzed the data from 120 industrial activities in Iran spanning the years
2002 to 2020 and then categorized them according to the four-digit ISIC Rev. and four
codes. Previous studies mentioned in the existing literature have primarily focused on
the impact of the realized exports on employment. However, this article adopts a
different approach by introducing the concept of Untapped Export Potential and
exploring its influence on the employment-trade relationship. The UEP concept refers
to the potential volume of exports between Iran and its trading partners.

Methodology: To account for the autoregressive nature of employment over
consecutive years, we employ a dynamic labor demand regression model. In this
model, the main control determinants of the outcome of interest are production,
wages, research and development (R&D) costs, imports and, particularly, the
Untapped Export Potential (UEP). We anticipate that employment will be positively
influenced by the lagged employment level, value added of activities, R&D costs, and
imports. On the other hand, we expect employment to be negatively affected by wages
and the UEP.

Findings and discussion: First, we conducted an Im-Pesaran-Shin (IPS) test to check
for the presence of unit roots in the panel time series. Once the presence of unit roots
was proved, we proceeded to estimate dynamic panel regressions. The estimated
parameters exhibited statistical significance, and their signs aligned with the expected
theoretical outcomes. The expansion of imports was found to have a positive impact
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on industrial employment; there was a 0.025% increase observed. Additionally, a one
percent increase in value added by industrial activities would lead to a 0.37% increase
in employment. Although the effect was smaller, an increase in R&D costs still had a
significant impact on industrial employment, with a 0.037% increase observed. On
the other hand, an increase in paid wages had a negative effect on labor demand.
Specifically, a one-unit increase in wages would result in a 0.15% decrease in
employment. Regarding the UEP, the results demonstrated its inverse effects on Iran's
industrial employment. On average, each unit increase in the use of UEP corresponded
to a 0.004% decrease in industrial employment. However, it is to be noted that the
effect on employment was not evenly distributed among industries.

Conclusions and policy implications: In light of the declining trend in Iran's exports,
it is crucial for policymakers to facilitate international trade, particularly exports.
Considering that the use of UEP and an increase in imports have positive effects on
the country's industrial employment, expanding foreign trade will not a threat to
industrial employment in Iran; rather, it contributes to its improvement. Furthermore,
to enhance Iran's position in the global arena, significant political decisions must be
made regarding the country's international relations. The calculation of potential
export volumes based on the current state of Iran's manufacturing industries does not
indicate a favorable situation. Many of these industries heavily rely on oil production
and contribute significantly to carbon pollution, which not only worsens the country's
climate but also has potential international consequences in the future. Moreover, the
continued production of such products with low-quality technology can lead to a
decline in the country's overall production capacity. To address these challenges, it is
essential for Iran to focus on increasing its industrial production capacity with medium
and high technologies. This requires creating conditions to attract foreign direct
investment, technology transfer, efficient utilization of skilled labor and new tools, all
of which depend on establishing internal peace and security and correcting
perceptions of stability among the local population, immigrants, and foreigners.

Keywords: Dynamic data panel, Industrial policy, Trade policy, ISIC codes,
Sanction, UEP

JEL Classification: F10, F16, JO1.
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Extended Abstract

Purpose: Today, the issue of employment and unemployment is highly problematic
and crisis-prone economically, socially, and politically. The lack of adequate
employment in a society can challenge social trust in the government and,
consequently, its political legitimacy. Terrorism has a negative impact on the
economic performance of countries, but the impact varies from country to country.
The negative impact of terrorism is very low in high-income countries, but very high
in low-income countries. The reason is that rich countries can use their resources to
fight terrorism, but low-income countries are poor and do not have institutions that
can respond to the negative impact of terrorism.

The Middle East is a region of great ethnic and religious diversity. The high share of
energy supply, the concentration of regional and extra-regional powers in recent years
accounts for a high share of terrorist attacks in the Middle East, which, in addition to
human losses, have large and negative impacts on investment, tourism, and economic
growth in the Middle Eastern countries. On the other hand, factors such as political
risk, socio-political unrest, high levels of corruption, political instability, political
uncertainty, oil price, and lack of transparency have led to an increase in terrorist
attacks and the effects of sustained terrorist attacks in these countries.

Methodology: Spatial econometrics adds spatial effects to the power of periodic or
mixed (panel) regression models. Thus, in spatial econometrics, sample information
has a spatial component. When the data have a spatial component, two issues can be
discussed, including spatial dependence and spatial heterogeneity.

!, PhD student, Department of Economics, Shiraz Branch, Islamic Azad University, Shiraz, Iran. Email:
kf_mojtaba@yahoo.com

2, Corresponding Author. Associate Professor, Department of Economics, Shiraz Branch, Islamic Azad
University, Shiraz, Iran. Email: ebrahimi@iaushiraz.ac.ir

3. Assistant Professor, Department of Economics, Shiraz Branch, Islamic Azad University, Shiraz, Iran.
Email: hashem.zare@Gmail.com



The Journal of Economic Pol.‘c»,

Biguarterly Journal of Economic Research

Original Research Article/ Vol. 17, No. 33, Spring and Summer 2025, P: 359-397

In spatial econometric models, it is necessary to choose the numerical value of spatial
directions in order to model spatial responses. For this purpose, we have two sources
of assumptions. The first is concerned with the position in the coordinate plane, which
is expressed by latitude and longitude and such that the distance of each point in the
place or the distance of each observation located at each point can be calculated
relative to fixed or central points or observations. The second assumption is that the
source of spatial information is neighborhood and proximity, which expresses the
relative location in space of a seen peripheral unit compared to other such scales. The
degree of proximity and contiguity will be available based on the data obtained from
the model of the community under study. According to these data, it can be determined
which areas are adjacent to each other. In this case, the scales (areas) that have a
neighborhood relationship have a higher degree of connectedness than the units that
do not have neighbors. The adjacency matrix contains the elements 0 and 1, where the
components on the main diameter are equal to zero and the components outside the
main diameter are equal to one if two countries are adjacent to each other, and zero
otherwise. Therefore, the objective of the current study is to examine the impact of
shocks caused by terrorist activities on employment in the selected countries of the
Middle East region during the period 2000-2021 using the spatial econometric model.

Findings and discussion: The results of the research showed that terrorist activities
have a negative and significant impact on the level of employment in the affected
countries and lead to a decrease in the level of employment and economic activities
there in both direct and indirect ways. The result shows that one of the goals of
terrorism is to divert the business environment from normal to critical conditions.
Based on other research results, the variable of GDP per capita, inflow of foreign
direct investment and trade have positive and significant effect on the level of
employment in the selected countries of the Middle East, while the variable of
inflation rate has negative effect on the employment there.

Conclusions and policy implications: According to the results of the research, in
order to control the effectiveness of terrorist activities in the selected countries of the
Middle East, the institutional quality, political and economic stability, and the
structure of democracy should be enhanced. Therefore, if these conditions are
accompanied by the instability of internal politics and low institutional quality, it
creates a double effect for increasing terrorist activities. Of course, political instability
and the existence of corruption and lack of transparency can contribute to the
financing of terrorism too. Therefore, it is recommended that the laws and policies of
governments in these countries be more stable and transparent in order to counter the
creation of terrorist groups. Moreover, since terrorist shocks impose many economic
costs on these countries, the cost of securing the region can be considered as an
investment in improving the productive environment. Therefore, increasing the
budget to deal with terrorist attacks and their complications, as well as funding
regional cooperation to deal with terrorism, can bring significant economic benefits
to these countries. Another important policy that is recommended is to provide more
guarantees in these countries to protect the interests of investors against terrorist
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attacks. To this end, government guarantees and legal and economic protections for
foreign investments to ensure the stability of their operations can reduce investment
uncertainty to some extent. In this regard, even the insurance system of the countries
can be activated and support foreign investors against terrorist risks. These joint
activities can create common interests in unity and cooperation to fight terrorism.
Finally, planning to keep economic and investment areas away from terrorist targets
and ensuring the security of foreign investment areas and targets can also reduce
foreign investment uncertainty to some extent.

Keywords: Terrorism, Employment, Middle East, Spatial econometrics.
JEL Classification: R12, N45, J21, F52
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