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The unstable, insecure and high-risk environment reduces the willingness of
investors to invest in that society. When talking about a stable environment, all
economic, social, financial, etc. aspects are taken into consideration, which have
not been given the attention of researchers in its comprehensive sense. In the
current research, using the econometric methods of PCA, ARCH-GARCH, ARDL
and statistics from 1991 to 2022, using a set of variables in the economic, social
and financial sectors; A general index for instability and risk has been created and
along with key variables such as bank facilities and credits, military budget
(political security) and total production, their effect on private sector investment
has been estimated. Therefore, economic instability has the least impact compared
to other instabilities, and it becomes necessary to pay attention only to instability in
economic variables cannot reduce uncertainty to the desired level; Rather, the
society should be considered from all aspects in curbing instability.
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Extended Abstract

Introduction

Lack of safe, stable, secure and low-risk environment; It reduces the desire of both domestic and foreign investors to
invest in that society. When talking about a safe environment, all economic, social, cultural, financial, etc. aspects
are considered. Anomaly and instability in society, high volatility and risk in financial markets, lack of political
security and similar cases; All of them cause uncertainty in society, especially economic indicators. Therefore, by
raising the issue that risk and instability should be considered comprehensively and all its aspects, the current
research aims to find the effect of risk and instability in its broad sense, including economic aspects. social and
financial instability; Investigate the private sector.

Method

In this research, from several econometric methods; Principal Component Analysis (PCA), Auto Regressive
Distributed Lag (ARDL) and ARCH-GARCH are used. Since the number of variables in creating some of the
required indices is large and a composite index is required in each section, it is necessary to use the PCA method. On
the other hand, in order to investigate the factors affecting asset prices and estimate the factors affecting private
investment, since all the variables are not at a stable level, the Auto Regressive Distributed Lag (ARDL) has been
chosen to estimate them.

In detail, using the combination of multiple indices and using the PCA econometric method, the total volatility
and risk index has been constructed. In other words, firstly by combining the prices of assets and estimating the
factors affecting them, the speculation index is created and then along with other variables including exchange rate,
inflation rate, coin price, budget deficit, the index of economic instability is created. In order to create the financial
instability index, using the Arch-Garch econometric method, stock market fluctuations as risk in the capital market
and exchange rate fluctuations as risk in the foreign exchange market were produced, which were combined with the
risk in the banking market and the volatility index Finance has been created. In order to create an index of social
instability from the index of social harms including unemployment, poverty, addiction and divorce; Also, the index
of social insecurity including murders, suicides, discovered drugs and psychotropic substances (distribution of drugs)
and arrests of all kinds of thefts has been used. Finally, the total instability and risk index along with key variables
such as bank facilities and credits, military budget (political security) and total production, their effect on private
sector investment has been estimated.

In short, the equations used in the research are introduced as follows.
The function of the effective factors of the asset price, to obtain the speculation index, which is used in the
construction of the economic instability index:

14 q1 qz qs3 qa
LAPI, = Z @LAPI,_; + Z By LLIQ,_; + Z B2;LGDP,_; + Z Bs;INF,_; + Z B4;LSOP,_; + v,
Jj=0 Jj=0 j=0 j=0

=1

The function of factors affecting private sector investment:

p q1 qz a3 qa
LPI, = Z aLPl,_; + Z By ;LFGB,_; + Z B2;USRI,_; + Z Ba;LTP,_; + Z Bs;LBDF,_; + v,
j=1 Jj=0 Jj=0 j=0 j=0

Results

Before presenting the factors affecting private investment, as mentioned in the model description section, many
indicators have been created using econometric methods in this research, the most important of which are listed
below.

E Economic instability index :USI =0.325295 * SCOP +0.526739 * SEXN + 0.413512 * SINF +0.511144* SNIR +
0.119796 * SRSI
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Index of social damages :SOHI=(0.650206*CAA)+(0.423712*SHI1)+(0.454694*DIV)+(0.436982*UNE)
Social insecurity index: SOUS=(0.215175*KIP)+(0.570271*SUP)+(0.568599*CARP)+(0.552436*JUP)
Financial risk index: FR =0.539415 * DBB +0.000671 * CM1 + 0.584287 * LUSTI +0.606332* LGAEXN
Risk and volatility index: USRI =0.546157* LEUSI +0.566312* LUSSI +0.617255* LFR

In the current research, the total index of instability and risk along with key variables such as bank facilities and
credits, military budget (political security) and total production, their effect on private sector investment has been
estimated (table 1). As a result, the variables related to the instability and risk index, as well as the facilities granted
by banks and non-bank credit institutions, have become significant at the 99% confidence level. According to the
results of the research, with an increase of one unit in the risk and instability index, the investment of the private
sector decreases by more than 0.28 percent. Also, a one percent increase in facilities and paid credit increases the
capital of the private sector by 0.41. Therefore, the two mentioned variables are the main determinants of private
sector investment in Iran. But the effect of the variable related to the military budget on investment does not have an
acceptable significance and the total production also has a low significance in the research estimate. This means that
allocating more funds to the military sector, which is considered as an indicator of political security in this research,
does not have much effect on the investment of the private sector.

Table 1. Factors affecting Iran's private investment

Variable Coefficient Std. Error t-Statistic Prob.
LFGB 0.413270 0.155510 2.657520 0.0147
USRI -0.281277 0.064325 -4.372761 0.0003

LTP 0.358849 0.462782 0.775416 0.4467
LBDF 0.035372 0.088133 0.401354 0.6922
TREND -0.063539 0.038899 -1.633408 0.1173

Conclusion:

In Iran, as expected, investment is faced with uncertainties consisting of instability in the economic environment,
anomalies and instability in the social sphere, and risk in the financial markets, which significantly affect the
investment process of the private sector. and have caused a decrease in it. Therefore, with a more comprehensive
look at the problem of instability and the analysis of the effect of systemic thinking, it becomes necessary to pay
attention to investment and the effect of instability on it, only in economic variables, it cannot reduce uncertainty to
the desired level; Rather, the society should be considered from all aspects in curbing instability. Therefore, the
managers of the country in different sectors, especially economic and social, should implement policies that reduce
instability in these sectors in order to create a safe and reliable environment for economic activities, especially
investment.
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