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Uncertainty is an important driver of investment decisions. In the real world,
uncertainties associated with economic factors are inherent in the economy
which give rise to uncertainty in decision environment thereby affecting the
investor's behavior. The main purpose of this study is to investigate the effect
of macroeconomic uncertainty on private sector investment decisions in the
Iran economy. Therefore, macroeconomic uncertainty variables for four
macroeconomic indicators including exchange rate, inflation, government
consumption expenditures and oil revenues have been estimated using the
GARCH model. The effect of each of the macroeconomic uncertainty variables
on investment during was examined using the GMM mode. during the years
1378-1399. The results show that economic uncertainties have had a
statistically significant negative impact on investment in Iran during the period.
At the same time, inflationary uncertainty has had a greater effect on reducing
investment than other variables.

Citation: Yusufzadeh, M., Emami Meybodi, A., Khalili, F. (2023). Determinants of Private Sector
Investment Under Economic Uncertainties and International Sanctions Against Iran. Geography
(Regional Planning), 13(51), 573-598

DOI: 10.22034/jge0q.2023.317794.3446

* Corresponding author: Ali Emami Meybodi, Email: ali meibodi@yahoo.com
Copyright © 2024 The Authors. Published by Qeshm Institute. This is an open access article under the
CC BY license (https://creativecommons.org/licenses/by/4.0/).



Geography (Regional Planning), Vol 13, Issue 51, Summer 2023 574

Extended Abstract

Introduction

Investment is one of the main factors
determining the level of production in the long
term. Along with the expansion of various
theories related to economic growth, new
variables were proposed as drivers of economic
growth. Meanwhile, the role of capital and
investment in growth and development patterns
is significant. In theoretical discussions, capital
accumulation is considered one of the basic
prerequisites of the economic growth process.
For this reason, stability in investment in a
country is one of the prerequisites for achieving
sustainable growth and economic development.
Therefore, one of the most important factors
affecting investment is macroeconomic
stability, the absence of which causes economic
activists to be uncertain about future
developments, and as a result, they cannot draw
a clear vision of the future. In new investment
theories, uncertainty has also been included in
the investment function. Economic uncertainty
can be defined as the average cost of
unforeseen events during the investment
period. If there is no clear expectation of return
and profit, an investor will not enter the market.
The more unsuitable the business environment
is for investment, the more investors prefer to
invest in a place with less risk, which leads to
the outflow of capital from the country or their
rush to quick-yielding and unproductive
projects. In economic theory; Uncertainty has
different reasons, such as: "inflationary
uncertainty, oil uncertainty, exchange rate
uncertainty, and financial policy uncertainty".
Therefore, uncertainty in the economy causes
disruption of financial decisions within
companies and  increases  information
differences in financial markets and decreases
the level of investment efficiency and as a
result decreases the country's economic growth.
This research aims to answer the basic question
that whether macroeconomic uncertainty in
Iran has an inverse and significant relationship
with private sector investment?

Methodology

This research aims to analyze the impact of
macroeconomic instabilities on private sector
investment in Iran, in the first step, the
macroeconomic uncertainty vector for 4
indicators "inflation, exchange rate,

government consumption expenditure and oil
revenues" using the generalized conditional
heterogeneous variance model ( GARCH) has
been extracted and in the second step, the
effects of the separately extracted vectors on
investment have been investigated according to
the generalized moments model (GMM) with
seasonal data during the years 1378-1399.
Finally, the research model in 3 parts: "I.
Uncertainty estimation of model variables 2.
Cointegration test 3. Estimation of private
sector investment function" has been estimated.

Results and Conclusion

Economic instability is one of the important
factors that, in the absence of efficient
government policies, provides the basis for
intensifying unproductive activities. In a
situation where the economy is affected by
political risks and experiences instability and
severe price fluctuations, the value of people's
money and liquidity decreases, and as a result,
economic factors move towards activities with
high returns to maintain the value of their
money and assets. Based on the experience of
Iran's economy in recent years in the conditions
of economic instability; Activities with high
efficiency are among the non-productive
activities, especially in the assets market, and
the transfer of people's liquidity to these
markets is the basis for the intensification and
continuation of instabilities. In this way, the
volume of production activities and their
efficiency have significant fluctuations, which
have always had a negative impact on the
decision-making of economic agents, including
private investors.

The results of the research show that the more
inflationary uncertainties increase, the more
volatile the private sector investment will be. in
conditions of high and continuous inflation;
The value of money has been greatly reduced
and economic agents seek to convert their
assets into assets with high profitability and
more attractive than productive businesses.
High inflation is a manifestation of the power
of arbitrary pricing and the imbalance between
the sectors and the effects of shock treatments
and instabilities and the reflection of the large
volume of businessmen's activity in the
economy, which strengthens the unproductive
sector and reduces the level of investment.
According to the estimation results of the
model; The effect of exchange rate on private
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investment is negative; Investing in the
production of goods requires capital goods that
are mostly imported, and the price of these
goods increases with the increase in the
exchange rate. Therefore, it is necessary to
prevent the devaluation of the national
currency. According to the estimation results of
the model, the increase in government
expenditure compared to its income provides
the budget deficit, which has been the most
important channel for increasing liquidity and
borrowing from the central bank in the country
in recent decades. Therefore, the lack of
financial discipline of the government and the
emergence of a budget deficit will reduce the
investment of the private sector. Based on this,
the main research hypothesis that economic
uncertainties have a negative effect on private
investment is confirmed.

A safe economic environment is a key factor
for private activities, so that the improvement
of national and economic security makes
people optimistic. According to the results of
the research, it is suggested as a policy
recommendation that statesmen achieve
economic stability and increase investment by
applying political stability. Also, considering
the inevitability of oil income fluctuations and
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