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1- INTRODUCTION

The role of financial decision-making has long been a critical area of
interest in financial management, especially in emerging markets. This
study investigates the impact of behavioral irregularities (referred to as
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"bounded rationality") on investment decisions within Iran's capital markets.
Capital markets, particularly in developing countries like Iran, are exposed
to a range of external and internal factors, making the process of optimal
decision-making both complex and vital. Investors in these markets are
often influenced by behavioral biases, such as overconfidence and fear,
which deviate from traditional economic models of rational decision-
making. The study seeks to explore these phenomena and assess how
bounded rationality manifests in Iran's capital market, focusing on the
factors that drive investment behavior and financial decision-making.

2- THEORETICAL FRAMEWORK

The theoretical foundation of this research draws from behavioral
finance and the limitations of rational choice theory, specifically bounded
rationality and the influence of cognitive biases on financial decision-
making. Traditional financial theories assume that investors act rationally,
making decisions based on available information to maximize their returns.
However, behavioral finance challenges this assumption by highlighting that
psychological factors, emotions, and cognitive biases significantly influence
decision-making. Concepts such as overconfidence, loss aversion, and herd
behavior play crucial roles in shaping investor behavior, leading to
deviations from optimal financial strategies. This study applies these
theoretical perspectives to analyze how Iranian investors navigate market
complexities and how bounded rationality affects their investment choices.

3- METHODOLOGY

This study employs a qualitative research methodology based on
grounded theory and statistical data analysis. Data were collected through
in-depth interviews with 10 financial experts and professionals in the
Iranian capital market, conducted in 2023. The grounded theory approach
allows for an inductive analysis of the data to identify patterns and
relationships in the investment decision-making process. Additionally,
secondary data from market reports and financial statements were analyzed
to support the findings. Data coding and analysis were conducted by using
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NVivo software, enabling the identification of key themes such as risk
management, investor psychology, and behavioral irregularities.

4- RESULTS & DISCUSSION

The findings indicate that bounded rationality significantly affects
investment decisions in the Iranian capital market. Behavioral biases, such
as overconfidence and fear, were identified as major factors leading to
suboptimal decision-making. Investors often overestimate their ability to
predict market movements, which leads to excessive risk-taking. On the
other hand, fear of loss causes many investors to pull out of the market
prematurely and missing potential gains. The analysis also revealed that
external factors, such as economic instability and inflation, exacerbate these
behavioral biases. Additionally, the role of institutional investors was
highlighted as both stabilizing and potentially contributing to market
fluctuations, depending on their behavior.

The results obtained from this study indicated that the role of
economic and financial components, market mechanism and executive
functions, functions of institutions and financial and accounting components
and the index of managerial and legal strategies in irregularities in capital
decision making. It was 0.72, 0.55, 0.69 and 0.65 respectively.

5- CONCLUSIONS & SUGGESTIONS

In conclusion, this study underscores the importance of understanding
behavioral irregularities in financial markets, particularly in emerging
economies like Iran. Investors and financial managers should develop
strategies to mitigate the effects of behavioral biases, such as using tools
like financial forecasting and risk management models. Policymakers are
encouraged to enhance market transparency and provide better financial
education to help investors make more informed decisions. Future research
should focus on the long-term effects of bounded rationality in other sectors
and explore the impact of technological innovations on investment behavior
in volatile markets.
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1- INTRODUCTION

Considering that the production, the distribution and the application of
knowledge and information are the main factors of the development in all
economic activities of the knowledge-based economy, it is important to
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examine the financial friction and the financial development on the
indicators of knowledge-based economy of the economic sectors. Therefore,
in this research the effect of shocks due to the financial friction (increase in
legal reserve rate) and the financial development (reduce in bank loans
interest rate) on knowledge economy index (R&D expenditure) of each
economic sector (agriculture, industry and services) was studied by using
Recursive Dynamic Computable General Equilibrium (RDCGE) model.

2- THEORETICAL FRAMEWORK

Any thing that interferes with financial exchanges is considered a
financial friction. The global financial crisis of 2007-2009 showed that
financial frictions can not be ignored in macroeconomic analysis. This idea
that the information asymmetry in the financial markets can affects the
activity of the entire economy in the short term was first proposed by
Bernanke (1983). At the end of the 20th century, knowledge-based
economy was established as one of the components of economic growth.
The concept of knowledge-based economy results from the endogenous
growth model developed by Paul Romer and improved by Helpman and
Grossman. They showed that technological progress can be the most
important determinant of the stable economic growth.

3- METHODOLOGY

In order to meet the research goals the required data was gathered from
Social Accounting Matrix (SAM) of Parliament Research Center of Iran in
the year 2011 and input-output table of central bank of Iran (CBI) in the
year 2016. Dynamic computable general equilibrium models divided in two
categories: interim and recursive. The interim models are based on optimum
growth theorem which assumed that economic agents have the ability of
complete prediction while this doesn't correct many economic
circumstances, especially in developing countries. Hence many economic
experts believe that recursive models are more trustable. Therefore, in this
research, in order to achieve the results from gathered data the recursive
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dynamic computable general equilibrium (RDCGE) model and Impulse
Response Functions (IRF).

4- RESULTS & DISCUSSION

Results indicated that the shock of the financial friction or the
increment in the legal reserve rate has a significant inverse effect on
Knowledge Economy Index or the R&D costs of the agricultural sector until
the fifth period. Also, the shock of the financial friction reduces Knowledge
Economy Index or R&D expenses of the agricultural sector by 0.24 in the
first period and by 0.54 in the second period. The shock of the financial
friction or the increment in the legal reserve rate has a significant inverse
effect on Knowledge Economy Index or the R&D costs of the industry and
mining sector until the fifth period. Also, Knowledge Economy Index or
R&D expenses of the industry and the mining sector decreases by 0.36 units
in the first period and 0.71 units in the second period. The shock of the
financial friction or the increment in the legal reserve rate has a significant
inverse effect on Knowledge Economy Index or the R&D costs of the
service sector until the fifth period. Also, the shock caused by financial
friction reduces Knowledge Economy Index or R&D expenses of the service
sector by 0.22 units in the first period and 0.48 units in the second period.
The shock of the financial development or interest rate reduction has a
significant direct impact on Knowledge Economy Index or the R&D costs
of the agricultural sector until the fifth period. Also, the shock caused by the
financial development increases Knowledge Economy Index or R&D
expenses of the agricultural sector by 0.09 in the first period, by 0.17 in the
second period, and by 0.22 in the third period. The shock of the financial
development or interest rate reduction has a significant direct impact on
Knowledge Economy Index or R&D costs of the industry and the mining
sector until the fifth period. Also, the shock caused by the financial
development increases Knowledge Economy Index or R&D expenses of
industry and the mining sector by 0.12 in the first period, by 0.36 in the
second period, and by 0.45 in the third period. The shock of the financial
development or interest rate reduction has a significant direct effect on
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Knowledge Economy Index or R&D expenses of the service sector until the
fifth period. Also, the shock caused by the financial development increases
Knowledge Economy Index or R&D expenses of the service sector by 0.08
units in the first period and by 0.25 units in the second period. In general, it
can be said that with the increment of the financial friction or the legal
reserve rate, the ability of the commercial banks in granting the facilities to
the actors of agriculture, industry, mining and services sectors is reduced
and therefore the R&D costs of these sectors are also reduced. On the
contrary, with the increment of the financial development or the decrement
of the bank interest rate, the ability of the commercial banks increases in the
granting of facilities to the actors of agriculture, industry, mining and
services sectors and as a result the R&D costs of the aforementioned sectors
increase.

5- CONCLUSIONS & SUGGESTIONS

Results indicated that the shocks of the financial friction have
significant inverse effect and the shocks of the financial development have
significant positive effect on Knowledge Economy Index (R&D
expenditure) of agriculture, industry and services sectors. Because with the
increase of the financial friction or the decrease of financial development,
the ability of commercial banks to grant facilities to economic actors is
reduced, and as a result, economic firms reduce their R&D costs. Also, the
financial friction and the development shocks have the most effect on
Knowledge Economy Index (R&D expenditure) of industry, agriculture and
services sectors, respectively in studied economic sectors. It is suggested
that in order to increase the ability of banks in crediting and to reduce the
inflationary effects of increasing liquidity as a result of implementing
expansionary monetary policy, the monetary policy makers of the country
primarily reduce financial frictions in their agenda.

Keywords: Financial Friction, Financial Development, Knowledge
Economy Index, Economic Sectors, RDCGE Model.
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1- INTRODUCTION

Changes in housing prices can cause booms and Recession in the housing
sector, the consequences of which affect the economy. Undoubtedly, todays,
the access of economic actors to bank facilities is one of the effective factors
in investment and production changes. The impact of the financing system
and granted credits on the housing sector is important from two aspects. On
the one hand, based on the existing literature and theories of housing
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economics, the housing financing system and its wide consequences on the
growth of the added value of the housing sector and related activities have
an undeniable role that strengthens the growth of production and
employment. On the other hand, the housing financing system plays a
significant role in housing price developments and the emergence of
periodic shocks. In fact, it can be said that granting payment facilities to the
housing sector, in addition to causing improvement and prosperity in this
sector, by injecting liquidity and intensifying inflation by reducing the
purchasing power of people in the society, reduces the amount of people's
demand for housing and can lead to stagnate. Therefore, there is no clear
view on how financial facilities affect the housing and construction sector.
Considering the increase in bank facilities and services in recent years,
investigating the effect of the banking system on housing prices has become
very important.

Considering the importance of this issue, identifying the factors affecting
housing prices can help policy makers and planners in formulating relevant
policies. Focusing on this goal, this research has examined a significant
number of variables that are likely to affect the fluctuations of housing
prices in the country.

2- THEORETICAL FRAMEWORK

In order to examine the price of housing, which is obtained from the
equality of housing supply and demand, it is necessary to discuss the
concepts of supply and demand and the factors affecting them. Some
characteristics of housing have made it different from other consumer goods
and services; Because housing is an immovable commodity and therefore its
use depends on the change of the consumer's location. In the research,
housing can be considered both as a homogeneous product and a
heterogeneous product. In this research, housing, like other common goods,
is assumed as a homogeneous good and based on the theory of consumer
behavior, which tries to maximize its utility at any given level of income, it
is estimated as a function of housing demand.



Quarterly Monetary & Financial Economics 57

Housing prices are not necessarily determined by demand-side variables,
but are also affected by supply-side variables. Changes in housing prices
depend on how builders react to changes in the demand for residential units.
Housing supply is defined as the market value of building new houses and
repairing and improving existing houses. Housing production function is a
function of primary inputs of labor, capital and in some cases technology. In
these models, the final investment cost is considered zero. According to
Lucas supply theory, the production function is a function of two factors,
capital and labor.

3- METHODOLOGY

This research is a practical study. The most important part of it will be
the identification of numerous and diverse factors affecting housing prices
based on theoretical issues. In the methodology section, the results and
models specified for internal and external studies are used. The selection of
the most important variables from among the many variables will be done
with the TVP-DMA technique. Investigating the effect of selected variables
over time will be investigated by using TVP-FAVAR.

4- RESULTS & DISCUSSION

Based on theoretical and experimental bases, 24 variables affecting
supply and demand of the housing market were identified. The identified
variables were entered into the dynamic averaging model and finally, using
the model approach, the most important variables affecting housing prices
were determined. Based on the results, the most important variables
affecting housing prices in Iran's economy are inflation variables, exchange
rate, liquidity, Economic Growth, Bank payment facilities for housing,
overdue claims and increase in bank debt, the amount of fixed assets of
banks, land price index in Tehran, sanctions index, population, housing tax,
urbanization coefficient and price index of construction materials. Based on
the results of inflation variables, exchange rate, liquidity, bank payment
facilities for housing, the amount of fixed assets of banks, land price index
in Tehran, sanctions index, population, urbanization coefficient and price
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index of construction materials have a positive effect and economic growth
variables. Overdue claims and increase in bank debt and housing tax have a
negative effect on housing prices. Based on the results of inflation, they
have the highest percentage of variance decomposition and changes on the
housing price variable. Also, based on the results of the TVP-VAR model, it
was observed that the shock effect of selected effective variables on housing
prices has increased in the last decade.

5- CONCLUSIONS & SUGGESTIONS

According to the results, the improvement of some variables affecting
housing prices requires structural reforms, political and economic conditions
at the macro level of the country, such as improving international relations
in order to adjust the effects of sanctions, such as the growth of the
exchange rate, and careful consideration in the formulation and
implementation of monetary policies. These structural reforms are
necessary: in order to control inflation as an important factor affecting
housing price fluctuations. On the other hand, some other variables affecting
housing prices are variables that can be improved in a shorter time horizon
and with separate planning, so that they are not considered a factor in
escalating housing price fluctuations.

Keywords: Housing Bubble, Dynamic Averaging, Time Variable
Parameter.
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1- INTRODUCTION

Nowadays, with the extensive growth of information technology and e-
commerce, the use of electronic banking tools in various businesses has
increased significantly. At the same time, considering the current problems
of the country, such as inflation, unemployment, government budget deficit,
etc., banks feel the need for banking business models in order to finance
themselves. Therefore, in our country, due to the problems related to the
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investments of companies in order to completely exit the economy from
recession, banking business models are needed more than ever. In such a way,
it is necessary for the country to adopt a type of banking that, in addition to
focusing on profit, places the financing of productive and reliable but
neglected production companies at the top of its agenda and promotes their
investment. In such a way that by choosing a development approach and by
creating value and transformation for their customers, banks will be able to
induce a competitive atmosphere in the society with a significant impact on
the growth and development of the economy of their country and achieve the
highest level of productivity in it.

2- THEORETICAL FRAMEWORK

In the banking sector, a holistic perspective is used to understand the
strategy discussed in the business model. In this case, choices and value
creation are manifested in multiple management areas through coordination
and use of resources used in providing services to customers. Therefore, the
business model of banks is a planning tool to create value through the optimal
use of available resources for the credit of banks. Subsequently, the business
model is a valuable mechanism for identifying the business mix, business
strategy and competitive position of the bank. Also, capital allocation in
various fields of activity, combination of debts and income flow,
identification of customers and beneficiaries, etc. are all included in the
composition of banking business models.

3- METHODOLOGY

The aim of the upcoming article is to develop a business model for the
TOSE'E TA'AVON Bank in line with its digital banking. For that we
interviewed fifteen managers and experts familiar with the Bank and digital

banking. We then analyzed the thematic interviews, to extract the dimensions
of the banking business model of the TOSE'E TA'AVON Bank.
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4- RESULTS & DISCUSSION

For the dimensions of the business model, 216 final codes were
obtained through open coding, and 34 concepts were obtained by examination
of the identified codes and intra-case and inter-case analysis. These concepts
expressed the 6 main dimensions of the bank's business model in line with
digital transformation which they include customer interaction, product-
service, digital distribution, revenue and cost, value proposition and key
players

5- CONCLUSIONS & SUGGESTIONS

Considering the conditions of the TOSE'E TA'AVON Bank, it should
be pointed out that the expansion of fintech and startups in the bank's
ecosystem has many benefits for various unions and cooperatives in the
society. Therefore, after expanding the monitoring infrastructure of these new
technologies, supervisory institutions should provide the context for the
response of these new financial intermediaries to the financial needs of
customers that have not been provided by banks and traditional
intermediaries. Also, the development process of banking services can be
outsourced to startup and fintech companies. These companies help the bank
to take steps to upgrade and develop its banking infrastructure. Finally, if the
leadership team of the TOSE'E TA'AVON Bank wants to realize the digital
transformation, the first thing to do is to melt the ice of the middle class. This
means creating a culture of digital transformation that the organization is on
its way to and also checking whether people are on board. This does not mean
simply presenting digital transformation, but monitoring and pushing for

digital transformation to a frozen middle that resists it.

Keywords: Banking Business Model, Digital Banking, Business Model
Dimensions, Theme Analysis, TOSE'E TA'AVON Bank.
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1- INTRODUCTION

Given the continuous budget deficit of government mainly coming from
the lack of alternative financial resources for oil revenues, unstoppable
upward trend of consumer price index, two-digit rates of unemployment,
and as well as a non-independent Central Bank., money, Central Bank, and
its monetary policies have always been a challenging issue in the Iranian
economy. Hence, this study assesses the cause of preferring discretionary
monetary policy to rule-based monetary policy in Iran’s inflationary
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environment of economy. In addition, we are supposed to find out whether
or not the insistence on discretionary monetary policies can realize Iran’s
government’s interests. Ultimately, according to the results, policy
implications are presented to adopt monetary policies so that the
government, Central Bank, and the private sector reach better outcomes.

2- THEORETICAL FRAMEWORK

The question is whether policymakers can make a credible commitment
to the private sector concerning the future monetary policy, so that they can
set their price expectations based on monetary authority’s commitment? In
response to this question, two types of discretionary and rule-based
monetary policies have been formed. Discretionary monetary policy was
first discussed by Simons due to considerable uncertainty arising from the
1930s deep economic recession (Glasner, 2017). In addition, the duality of
discretionary monetary policy versus rule-based monetary policy was
brought into discussion after the 1970s inflationary conditions (Dellas and
Tavlas, 2022). In this regard, Simons considers predictability of monetary
policy as a necessity for achieving stability and reducing uncertainty in an
economy. Friedman also recommends rule-based policies to reduce
uncertainty (Tryoshin, 2023).

More prominently, this duality has always been a subject of debate after
the studies of Kydland and Prescott (1977) as well as Barro and Gordon
(1983), which was brought into discussion the time inconsistency issue of
discretionary monetary policy. The rule-based or discretionary monetary
policies can influence the private sector's price expectations, which affect
the central bank's objectives of maintaining price stability and surging
economic growth. Therefore, as pointed out by Jia (2023), it finds much
important for the private sector to suitably predict monetary policy
objectives to set their price expectations. Hence, the Central Bank's rule-
based or discretionary policies can impact the adjustment of the private
sector’s price expectations in line with the declared policies. Some believe
that the Central Bank can not bind itself to a fixed monetary rule over an
extended period of time. This is why new conditions may arise in the future,
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requiring the adoption of a new monetary policy to address those conditions.
Hence, committing monetary authority to a fixed rule does not align with
the realities (Snowdon and Howard, 2013), i.e., monetary policies are
adjusted according to the economic conditions of that period of time
(Laureys and Meeks, 2018; De Paoli and Paustian, 2017).

3- METHODOLOGY

According to the theoretical foundations, and Kydland and Prescott
(1977) as well as Barro and Gordon (7983), under the framework of
microeconomics bases, Nash equilibrium, and mixed strategic games, and as
well as taking into account the two players of Central Bank and private
sector, the cause of preferring discretionary monetary policy to rule-based
monetary policy is examined. In this concern, given some realities related to
the Iranian economy, we consider some assumptions. First, there is
considerable amount of uncertainty. Therefore, both players, the private
sector and Central Bank, have no enough confidence in the strategies chosen
by the opponent. Second, the private sector places more importance on
purchasing power of wages. Considering the passivity of real wages of
labors and following their purchasing power to the inflation volatility,
originating from the rigidity of nominal wages on labor contracts, more
weight is given to the inflation rate compared to the unemployment rate by
the private sector.

4- RESULTS & DISCUSSION

The results show that the Central Bank’s dependence and its being
passive against the fiscal policies of government, an untrusting atmosphere
between the Central Bank and privet sector, stagnation situation and a low
economic growth, nominal wages rigidity on job contracts, nominal interest
rates repression, and continuous budget deficit have made the Central Bank
and government intended to improve the employment and budget deficit
situations by an unpredicted inflation resulting from discretionary monetary
policy. The earnings indicate that the private sector is in knowledge of this
reality, and thus the Central Bank is no more able to take advantage of
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discretionary policies to deceive the private sector for achieving the
objectives pointed out above. More explicitly, an equilibrium is formed in
which both players distrust each other, and they take this distrust into their
making decisions.

5- CONCLUSIONS & SUGGESTIONS

Not only the government, but also the private sector will not reach
maximum earnings, and they both meet minimum earnings if the Central
Bank keeps insisting on discretionary policies. Whereas they can both reach
medium earnings, which is an optimal case, if the rule-based policies are
followed. In this regard, the repression of nominal interest rates as well as
the rigidity of nominal wages on job contracts have significantly motivated
the Iranian government and Central bank to follow discretionary monetary
policies. Because, all the government’s short-term benefits, resulting from
discretionary policies, come from an unforeseen inflation that is not fully
incorporated by the private sector’s price expectations. Iran’s government is
aware of this economic reality, the rigidity of nominal wages on labor
contracts, which can promote the employment growth by lowering the cost
of real wages paid in the labor market. On the other hand, considering the
repression of nominal interest rates that are not proportionally adjusted to
the inflation rates, the real interest rates experience more decrease after a
rise in inflation. Therefore, the cost of repaying the principal and interest
rates of government’s issued bonds decreases, which improves the
government's budget deficit. Thus, to change monetary policies from
discretionary to rule-based policy, it is necessary to be moderated the factors
motivating the government and Central Bank to pursue discretionary
policies, including the rigidity of nominal wages on job contracts and the
repression of nominal interest rates.

Keywords: Budget Deficit, Discretionary Policy, Inflation, Inflation
Expectations, Rule-Based Policy.
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1- INTRODUCTION

Any kind of progress and development in various sectors of the
society's economy is owed to the planning of government operations in the
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various sectors of society's economy can also be attributed to budget
deficiencies and deficiencies. The budgeting system, as an important and
sensitive tool for planning government operations and activities, has gone
through different stages in parallel with the growth and development of the
government and has become a financial and technical system. In iran,
during the last few decades, we observe that the traditional relations
between the city and the country side are collapsing and the problem of
focusing on big cities is emerging. Also, the spatial and spatial distribution
of the population, facilities, infrastructural facilities and investments in the
country has been inappropriate, which has aggravated the problem of
eoncentration. To solve the problem of concentration and unbalanced spatial
distribution in the country, various measures have been taken, one of which
is the provincial distribution of credit and budget. Therefore, it is very
important to know this tool correctly and to use it properly. Considering the
importance of budgeting, in this research, a model has been presented to
optimize the budgeting system. In this regard, first, the important and
effective factors on the budget allocation in a province were extracted with
the delphi technique, and then the fuzzy AHP decision-making methods and
the fuzzy vicor method were used to weight and determine the priority of
indicators and provinces for budgeting. After weighting and ranking, based
on the determined weights and priorities, a mathematical model with fuzzy
parameters is presented and solved for optimal budget allocation.

2- THEORETICAL FRAMEWORK

A budget is a financial plan. In this plan, the monetary requirements of
the government are fully determined for a limited period ahead of time,
income items are predicted against the expenditure requirements. The so-
called general budget is a financial plan for a limited period of time, and the
government budget consists of estimating expenses and forecasting income
for a future period, which also includes the income and expenses of the past
and current year. Englund and Garden in their research, they investigated the
role of operational budgeting in literature and political issues. In other
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words, with this review, they paved the way for future reviews about the
role of operational budgeting in governments.

3- METHODOLOGY

The current research is applied in terms of purpose and descriptive
and quantitative in terms of method. The statistical population includes all
documents related to budget allocation in the budgeting system. Fuzzy AHP
method has been used to weight the factors affecting budgeting. For
pairwise comparisons, the prepared questionnaire was given to 10 experts
and after collecting the data, the fuzzy equivalent of experts' opinions was
calculated. After preparing the single matrix (average of experts' opinions),
the inconsistency rate was calculated for the collected data. Fuzzy AHP
method is used to calculate the inconsistency rate. In the following, the
presented mathematical model was solved by the whale algorithm and
NSGA-II non-dominant ranking genetic algorithm, and the results of the
two algorithms were compared.

4- RESULTS & DISCUSSION

The purpose of this research is to present an efficient model of
government budget allocation to the eountry's provinces with a combined
approach in a way that guarantees the realization of macroeconomic goals
for the country's provinces. AHP and fuzzy vicor methods have been used
for prioritizing provinces for budget allocation. Finally, a multi-objective
fuzzy mathematical model has been presented, solved by the whale
algorithm and the results of the multi-objective whale algorithm based on
the Pareto archive have been compared with the NSGA-II algorithm.
Factors affecting budget allocation were weighted by using the fuzzy AHP
method, and the results of this approach showed that economic factors
ranked first, factors related to energy security ranked second, cultural factors
ranked third, and social factors ranked fourth. After weighting the factors,
the fuzzy approach was used to weight the provinces of the country, and the
results indicate that Tehran province is in the first place and Qom province
is in the last place in terms of importance for budget allocation. After
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weighting the factors and provinces by using fuzzy AHP and fuzzy vicor
techniques, the fuzzy multi-objective model of budget allocation for the year
2021 data was solved by using the proposed whale algorithms and NSGA-
I, and the results of the two algorithms and the corresponding values of the
documents and the provincial budgeting documents were compared in the
program and budget organization, and the results showed that for budget
allocation in 2020, the current research model has responded to the demand
with a lower budget.

5- CONCLUSIONS & SUGGESTIONS

Therefore, it is recommended for economic policymakers to pay more
attention to the prioritization of budget allocation in the country's provinces
for stability in the macro economy, because compliance with budget
allocation leads to the progress of each province. It is also recommended to
researchers to conduct related research in relation to budget allocation and
identifying the effective factors in budget allocation.

Keywords: Budget Allocation, AHP Method, Whale Algorithm,
NSGA-II Algorithm.
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1- INTRODUCTION

Harry Markowitz’s portfolio selection theory is the pioneer of new
theories. Markowitz’s mean-variance analysis is the most common method
to solve the asset selection problem. In this method, the variance of asset
returns is the only criterion for risk assessment. Unfavorable risks and their
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measurement are considered in the new financial theories about risk. Value
at risk (VaR) is one of the most commonly used indicators in this field. For
the first time, Bamol proposed the concept of VaR as a new model for risk
assessment. But since the early 1990s, it has been widely used as a tool to
assess risk. Hanifi, in his first research on the model of VaR in Iran,
calculated and compared VaR of different companies in Iran and several
foreign countries. In the conducted studies, the portfolio risk of joint-stock
companies was calculated by the VaR approach and using different models.
The research results were compared with the variance criterion in some of
these studies (i.e. research by Karimi).

Financial markets are among the most important and influential
markets of any country. Stock market is considered as one of the important
components of financial markets. On the other hand, stock asset is one of
the important components of people's asset portfolio; its price usually
changes due to the economic fluctuations. It is believed that the demand for
maintaining other assets will be influenced by changing the return in one of
the components of the asset portfolio. Therefore, the people's asset portfolio
composition will be changed. In this study, the effect of changes in the stock
market returns on the people’s asset portfolio composition was condsidered
by using the VaR criterion and the mean-VaR model in different periods of
the stock market.

2- THEORETICAL FRAMEWORK

In general, two theories are considered more in the literature of
financial economics and topics on optimal portfolio determination; Modern
portfolio theory and ultra-modern portfolio theory. Optimal asset allocation
and optimal portfolio recognition are done according to the optimization
based on the mean and variance of asset returns in modern portfolio theory,
which was first introduced by Markowitz. Markowitz's mean-variance
model, based on a specific level of return rates, obtains optimal values of
risk based on minimizing the variance of the total assets in the portfolio.

In another theory, optimal asset allocation and optimal portfolio
recognition are done based on the relationship between return and
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unfavorable risk criteria. Ultra-modern portfolio theories explain the
behavior of investors and portfolio selection based on the relationship
between return and unfavorable risk. In this theory, unfavorable risk
(fluctuations lower than the investor's target rate of return) is defined as a
risk measurement index. From the viewpoint of the theory, risk as an
emotional status is more representative of the fear of an unfavorable event
such as loss or less performance than expectations or lack of access to the
desired goal. So, unfavorable risk measures can explain it mathematically in
a better way. Value at risk (VaR) is one of these measures. The risk of assets
is calculated by using VaR approach in the Mean-VaR model and it is used
in the model.

3- METHODOLOGY

The study’s population was consisted of the price of assets, such as
land, housing, gold coins, currency, stocks, bonds and bank deposits. These
assets’ prices were extracted from the website of Central Bank of Iran and
Statistics Center from 1991 to 2021. Then, the return and standard deviation
of return on assets were calculated and used in the study. Dickey-Fuller test
was used to review the stationarity of time series. Most macroeconomic
variables are correlated of the first degree (integrated of 1). It is expected
that data to be fixed after one time differentiation. Since the data used in this
study is in the form of growth rate, it is expected that the data to be fixed.
The results indicated that all the data are fixed as expectations. In order to
conduct the research, after calculating the return, expected return and
correlation coefficients of return on assets by Markowitz model, the asset
risk with the 95% confidence level and the short-term (one-year), medium-
term (10-year) and long-term (30-year) time horizons. year) were estimated
by using the VaR model (parametric method). Statistical calculations were
performed and the results were extracted by using mean-VaR model.
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4- RESULTS & DISCUSSION

In order to select the optimal portfolio, the results of the statistical
analysis indicated that the asset portfolio composition is changed due to the
change in the ratio of return to risk during the entire period with respect to
different time horizons. People's asset portfolio mostly includes stocks and
housing during the period when stock returns are positive. Although there is
a very high risk for investing in stocks, but it has a high share in people's
investment portfolio due to the higher risk-return ratio in this period. At the
same time as the stock returns become negative, a most change is occured in
asset portfolio composition. So that stocks are completely removed from
people's portfolios and are replaced by bonds and bank deposits. Under this
condition, the entire asset portfolio almost consistes of the bonds and bank
deposits in the short-term period.

5- CONCLUSIONS & SUGGESTIONS

These two assets, in addition to low risk, have consistent returns for
investors. The results represented that the change in stock returns lead to
changing the asset portfolio composition in different periods. Since there is
not a study to investigate and determine the people’s asset portfolio
composition in different conditions of the stock market, it is not possible to
compare this study’s results with other studies.

Keywords: Return, Expected Return, Risk, Optimal Portfolio, Mean-
Var Model.
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1- INTRODUCTION

In the recent years of the Tehran Stock Exchange, we have seen long-
term periods in which most of the stocks were positive or negative together,
and it was even seen that some stocks of a certain industry were positive or
negative regardless of the market situation. The occurrence of these
fluctuations in the market indicates the existence of a kind of behavioral bias
called mass behavior in the market. Mass behavior is a term used to describe
how people in a group act in a consistent manner without prior planning.
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This research identifies and measures this important bias and examines the
behavior of the masses in the Tehran Stock Exchange. In many cases, it has
been observed that prices fluctuate in the stock market without specific and
reliable information about them being published in the market. Considering
the key role of investment behavior in the capital market, it is very
necessary to investigate the behavior of investors in the Tehran Stock
Exchange regarding them imitating the actions of others, or in other words,
the formation of mass behavior. Investigate the effect of the mass behavior

of investors on stock price fluctuations and industry index.

2- THEORETICAL FRAMEWORK

The masses are a group of people, under certain conditions, the
conscious characteristics of the individual are lost, feelings and thoughts are
realized in the masses, and a common spirit is created in the individuals. No
matter how intelligent and educated a person is, among a large number of
people, he loses some of his independence and is subjected to group
pressure and majority rule. In other words, some individual's rational
reasoning becomes weaker in the crowd and their indoctrination becomes
stronger. Such behaviors are caused by the correlation of investors'
information, which means that managers and decision-makers consider
similar criteria for decision-making. The emotional decisions of investors
cause the deviation of the stock price from the real price and the incorrect
pricing of the stock. Adjusting the emotional decisions of investors and
recognization emotions on the one hand push the market towards rationality
and on the other hand as a basis for designing investment strategies for
managers evaluates the efficiency of listed companies. Based on the
presented studies and results, it can be stated that the willingness of
investors is an important factor in capital market activities. Financial
markets, in a real sense, have a psychological dimension and are claimed to
have the character of thoughts, beliefs, moods, and sometimes emotions .
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3- METHODOLOGY

The present research is descriptive-correlational and it is considered as
one of the post-event research that was conducted from 2015 to 2021. The
statistical population of this research includes all the active and accepted
companies in the Tehran Stock Exchange, whose shares were traded in the
Tehran Stock Exchange from 2015 to 2021. In this research, for the
statistical sample to be a suitable representative of the desired statistical
population, the systematic elimination method has been used. The study of
the changing trend of financial indicators for the period of 2015 to 2021, 7
years, has been used and analyzed in this study. At the level of inferential
statistics, corresponding to the level of data measurement and statistical
assumptions, Pearson's correlation coefficient test, linear regression test, and
descriptive analysis of variance test have been used. To analyze the data, the
combined data regression method (panel data) has been used through
EViews 13 and Stata software.

4- RESULTS & DISCUSSION

The issue of behavioral finance is one of the new issues raised by
some financial thinkers in the last two decades and has quickly attracted the
attention of experts and students in this field all over the world. One of the
reasons that the behaviors and judgments of people in a society are similar
to each other is that they are all exposed to the same and similar
information, and another is the social influence that plays a big role in
directing people's judgments.Therefore, the purpose of this research is to
investigate the effect of mass behavior of investors on stock price
fluctuations and industries index. The results showed that the mass behavior
of investors has a significant effect on stock price fluctuations and industrial
indices. This shows that if the behavior of investors in the market is not
rational, the market will be faced with little certainty, and in this case, the
mass behavior of investors, especially big capitalists, can easily overshadow
the market. Finally this behavior creates a strong buying or selling wave in
the market and causes a lot of fluctuations in stock prices and industrial
indexes
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5- CONCLUSIONS & SUGGESTIONS

According to the results, the mass behavior of investors affects stock
price fluctuations and industries index. This result can be interpreted in such
a way that this is mainly due to the lack of appropriate expert analysis, lack
of information and transaction transparency, information asymmetry, lack of
sufficient laws and regulations, lack of information disclosure requirements,
and convincing investors of this. It is a passerby that ultimately leads to
price fluctuations and the inefficiency of the capital market. Since the
evidence of mass destruction was seen in the Tehran Stock Exchange,
therefore, thinking of measures to reduce market tension, guiding investors,
and providing appropriate information in this situation can reduce the
emotional and sometimes irrational behavior of investors. Also, as it is not
possible to analyze the market and examine all aspects of the market by the
investor, it is suggested that by supporting the expansion of analysis of
capital market transactions, all investors can have access to detailed
analyses so that by providing the prerequisites fundamental analysis to
minimize the possibility of behavioral disturbances. Failure to fulfill this
basic need of the market leads people to follow collective decisions in
response to market changes and being left out of it due to the lack of
suitable resources for market analysis.

Keywords: Mass Investor Behavior, Stock Price, Industry Index,
Market Index, Price and index fluctuations.
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1- INTRODUCTION

The description of ‘blockchain banking’, the determination of ‘the sub-
processes’ of ‘blockchain banking” as a ‘business process’, and the
assessment of ‘maturity level” in Parsian Bank
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2- THEORETICAL FRAMEWORK

This article aims is playing a role as a practical guide in order to
expound and implement blockchain banking via the CMMI as business
process management (BPM). In this regard, the main purpose of the research
is that how is Parsian Bank’s ‘organizational maturity’ in order to provide
blockchain banking service for customers through a newly established
Financial Technology company (i.e., FinTech startup) as a business process
(an organizational process)? In line with the research, firstly, the relevant sub-
processes were identified and finally, so as to provide blockchain banking
service based on FinTech, Parsian Bank’s ‘organizational maturity’ was
investigated through the CMMI Version 1.3.

To summarize, two main questions along with a secondary one were
perused:

e The main question 1: What are the sub-processes for providing
blockchain banking service based on FinTech as a business process?

e The main question 2: How is Parsian Bank’s organizational maturity
in order to provide blockchain banking service based on FinTech?

¢ The secondary question: What are Parsian Bank’s weaknesses in order
to provide blockchain banking service based on FinTech?

3- METHODOLOGY

To conduct the research, theoretical sources on money,
cryptocurrencies, banking, blockchain banking, startup, FinTech, digital
wallet (e-wallet), business process management, organizational maturity, and
CMMI were perused. This is mixed research (qualitative and quantitative). In
fact, this research contains (1) the extraction of the sub-processes of
blockchain banking service and their sequence and (2) the designation of a
number 1 through 5 to every single sub-process according to the CMMI V1.3
(1. Initial 2. Managed 3. Defined 4. Quantitatively Managed 5. Optimizing).
To put it in a nutshell, on the one hand, owing to the fact that the sub-
processes relating to blockchain banking have been determined, it is
qualitative (exploratory) research. And on the other hand, due to specifying
the organizational maturity levels (i.e., the numbers have been assigned to the
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sub-processes as the levels of organizational maturity), it is quantitative
research as well.

The models as displayed on the fig. 1, fig 2. and the fig. 4 used by
‘Bitwala’ FinTech (currently called ‘Nuri’) in collaboration with German
‘Solarisbank’ for the provision of blockchain banking were applied in this
study. Plus, the fig. 2 outlines the essence of blockchain banking.
Furthermore, in order to evaluate Parsian Bank’s organizational maturity,
Carnegie Mellon University’s ‘Capability Maturity Model Integration’
(CMMI) version 1.3 was employed.

The statistical population of the research was Parsian Bank’s fourteen
experts who were opted from a ‘non-probabilistic sampling” method using the
‘snowball sampling technique’. The research data were collected through
three questionnaires by the ‘Delphi technique’ and ‘analytic hierarchy
process’ (AHP) in 2021 January, February, and March. The validity of the
questionnaires was confirmed by the ‘content method’ through Parsian
Bank’s experts’ opinions. For the reliability of the questionnaires,
‘Cronbach's alpha coefficient’ was applied. In the first round of the Delphi
questionnaire, blockchain banking sub-processes based on FinTech were
identified by the specialists. The second round of the Delphi questionnaire, in
addition to reaching a consensus on the sub-processes, their sequence was
determined by using the ‘AHP’. Parsian Bank’s organizational maturity to
implement the sub-processes was determined through the third-round
questionnaire. In this study, ‘descriptive statistics’ were used to analyze the
data. Moreover, the ‘AHP’ and ‘Friedman test’ were employed.

4- RESULTS & DISCUSSION

Blockchain  banking’” combines traditional banking  with
cryptocurrencies, which can be provided by merging ‘hybrid e-wallet” with
‘bank account’ and ‘bank card’ — all together as ‘crypto bank account’. Plus,
‘hybrid e-wallet’ is a form of mobile e-wallet on blockchain that supports
both cryptocurrencies and traditional currencies in the same platform by
which the purchase and sale of cryptocurrencies are possible. Besides,
‘Blockchain banking service’ can also be offered within the framework of
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‘open banking’ aligned with ‘open innovation’ through a FinTech (or a beta
bank) in collaboration with a licensed bank via ‘open API’, which is called
‘blockchain banking based on FinTech’. At last, the eight sub-processes of
‘blockchain banking’ were determined and Parsian Bank’s ‘maturity level’
was specified.

5- CONCLUSIONS & SUGGESTIONS
This is the very first practical guide to ‘blockchain banking service’.

The study emphasizes the integration of traditional banking with modern
FinTech solutions, particularly through the use of blockchain technology. The
research identifies eight key sub-processes necessary for implementing
blockchain banking services, which were derived from expert input using the
Delphi method. Furthermore, the study employs the Capability Maturity
Model Integration (CMMI) framework to assess the maturity levels of these
processes, revealing that Parsian Bank’s overall maturity level is crucial for
successfully offering blockchain banking services. The findings suggest that
a hybrid e-wallet can effectively bridge cryptocurrencies and traditional
banking, allowing for seamless transactions and enhanced customer
experiences. Moreover, the research highlights the importance of
collaboration between licensed banks and FinTech companies through open
APIs to foster innovation in financial services. The authors advocate for a
structured approach to improve organizational maturity in adopting
blockchain technologies, proposing that this will enable Parsian Bank to
remain competitive in an evolving financial landscape. In summary, the study
presents a practical guide for implementing blockchain banking, underlining
its potential to revolutionize financial services while addressing existing
weaknesses within Parsian Bank’s operational framework. This study serves
as a foundational resource for banks looking to navigate the complexities of
integrating blockchain into their service offerings.

Keywords: Neobank, Blockchain, Cryptocurrency, Hybrid E-Wallet,
Business Process Management.
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2 Wirex www.wirexapp.com

3 Real-time

4 EMI (Electronic Money Institution)
3 FCA (Financial Conduct Authority)
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! Debit Card, Prepaid Card & Credit Card, connected to bank accounts
2 Nexo: Banking on Crypto www.nexo.io
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! Kuknos Foundation: www.kuknos.org
2 NEO www.neo.org
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examines the influence of central bank independence on the performance of
the stock exchange in two groups of selected countries: developed and
developing. These countries are classified into developed! and developing?
categories based on FTSE Russel classification and the market capitalization
of each country's stocks. The research model estimation covers the period
from 2000 to 2017, utilizing annual data and employing the Generalized
Method of Moments (GMM) technique.

2- THEORETICAL FRAMEWORK

In the past three decades, central bank independence has become a
crucial topic in the field of banking and banking reforms in transitioning
economies. Concurrent with governments' efforts to reform the banking
system and central banks, researchers and policymakers have focused on the
benefits of improving the independence of these banks. Extensive agreement
has emerged regarding the preservation of price stability and financial
stability as the two main responsibilities of central banks. In line with this,
and considering the studies of Barro and Gordon (1983), many researchers
have not only designed and introduced various indicators to measure central
bank independence but also delved into empirical studies on the
independence of central banks and its connection to financial markets. They
have provided significant evidence of the fundamental role of central bank
independence in the performance of financial markets (Garcia-Herrero and
Del Rio, 2003) and (Clomp and de Haan, 2009). One vital component of
financial markets is the stock exchange, where any fluctuation is
accompanied by considerable changes in variables, policies, and economic
decisions. These changes can be influenced reciprocally by policymakers
and major decision-making institutions, such as central banks (Papademos,

1. Canada, United State, France, Germany, Belgium, Netherlands, England, Australia, New Zealand,
Japan, South Korea, Singapore, Ireland, Austria.

2 . Argentina, Turky, Qatar, Thailand, Mexico, Brazil, Costa Rica, Iran, Chile, Malaysia, Columbia,
India, South Africa
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2017). The impact of these policies on the stock market is transmitted
through the following channels:

Changes in Money Supply

The effect of the money supply on the stock price index is carried out
through channels such as real residual effects, changes in interest rates,
changes in discount rates, expected future cash flow changes, and systematic
risk.

Macroeconomic Policies

Central Bank Policies Towards Commercial Banks

3- METHODOLOGY

To investigate the impact of central bank independence on the
performance of stock markets in selected countries, model (1) is estimated
during the period from 2000 to 2017 by using the GMM method:

FMI;; = B,INF;; + B,GDPG; + B3CBli + ByRir + BsER; + Uyt
(D)

1 represents the country and t represents time.

FMLI: is the stock market performance index.

CBI: it is the central bank independence index of the selected
countries.

INF: inflation rate

GDPD: economic growth rate

R: real interest rate

ER: real exchange rate

Data and statistics for modeling in this research are collected from the
Global Investment Database, World Bank, and the Romelli (2022) study.

4- RESULTS & DISCUSSION

The results obtained from the impact of central bank independence,
inflation rate, economic growth rate, real interest rate, and exchange rate on
stock market performance by using GMM estimation in two selected groups
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of developed and developing countries reveal that central bank
independence has a positive and significant impact on stock market
performance in both groups of developed and developing countries. The
impact of economic growth rate on stock market development in both
groups of countries is positive, although statistically insignificant. The
results also show that the impact of the inflation rate on the stock market
development index differs between the two groups of countries. In
developed countries, the coefficient is negative and statistically
insignificant, while in developing countries, it is positive and significant.

Regarding the real interest rate variable, the results show a negative
relationship with the stock market index in both groups of countries, but this
coefficient is not statistically significant in developing countries. The impact
of the real exchange rate on stock market performance is positive and
significant in both developed and developing countries.

5- CONCLUSIONS & SUGGESTIONS

In this study, the effects of central bank independence, inflation rate,
economic growth rate, real interest rate and exchange rate on the financial
market performance index (with an emphasis on the stock exchange) in two
groups of developed and developing countries during the period 2000 to
2017 were investigated by using annual data and employing the Generalized
Method of Moments (GMM) technique. The results of the GMM estimator
indicate that:

- The central bank independence index has a positive and significant
impact on the stock market development variable in both developed and
developing countries.

- The impact of the economic growth on stock market development is
positive in both groups of developed and developing countries but is not
statistically significant.

- The coefficient of the inflation rate is negative and statistically
insignificant in developed countries, while in developing countries, it is
positive and significant.
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- The impact of the real exchange rate on stock market performance is
positive and significant in both groups.

- The real interest rate has a negative relationship with the stock
market index in both groups of countries, although this relationship is not
statistically significant in developing countries.

Based on the results of this study, which show the positive impact of
central bank independence on the stock market performance of the countries
under consideration, it is recommended to adopt policies that lead to an
increase in central bank independence. Stability in monetary and banking
laws should also receive increased attention to reduce stock market
fluctuations, attract more savings, and increase investments, ultimately leade
to economic growth. Additionally, considering the effects of economic
variables on stock markets, policymakers, decision-makers, and investors
need to be aware of the potential impacts of changes in variables such as
inflation and exchange rates to avoid market recessions.

Keywords: Central Bank Independence, Capital Market, Stock
Exchange, Generalized Method of Moments (GMM), Developed Country,
Developing Country.
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1- INTRODUCTION

Based on the theory of market timing, companies determine the
release time based on the stock price in the market. When the ratio of the
market value to the book value of the company's shares is high, the
management releases the shares, because the managers consider the release
of shares when their value in the market is more than the actual value to the
benefit of the company (Qaysari et al., 2021).
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Companies active in the country's electricity industry and power
plants because their capital structure is based on debt and bank financing
and due to the non-transparent and inappropriate pricing of electricity prices
based on bargaining between stakeholders and different groups.

2- THEORETICAL FRAMEWORK

One of the theories that has recently been expressed in explaining the
capital structure decisions of companies using the problem of asymmetric
information is the market timing theory proposed by Baker Regler (2002).

Bickler and Wergler explained the scheduling theory in a simple way
as follows:

The capital structure is formed as a result of the accumulated results of
the past efforts for the timing of the real estate market. The theory of market
timing has been widely used in financial texts. For example, Lucas and
MacDonald (1990) have presented a model of stock issuance timing based
on information asymmetry between management and investors. In this
model, it is assumed that companies will issue shares after experiencing an
abnormal increase in the price of shares. Also, managers try to time the
stock markets on the basis of private information related to the future value
of the company and debt markets on the basis of public information. If
managers do not have more public information than investors when timing
the debt market, the timing strategy can not create value (Kashanipour and
Momeni, 2015).

3- METHODOLOGY

The purpose of this study is to investigate the effect of stock market
timing theory on the capital structure of electricity and power plant
companies listed in the Tehran Stock Exchange, which is in the field of
economic and financial issues. In this research, to collect financial
information from the information and figures available in the Tehran Stock
Exchange, and to collect information related to theoretical foundations and
research literature, the library study method will be used. The required
financial information is collected from the financial reports published by the



Quarterly Monetary & Financial Economics 329

companies, the official website of the Tehran Stock Exchange, and also
from the software of the new Rahvard database.

After collecting the data, Excel and Eviews software were used to
classify and categorize them. In order to check the normality of the
distribution of the variables from the Jarko-Bera statistic, the unit root test
was used to test the mean values of the variables. In the inferential analysis
to test research hypotheses based on econometric models, the panel
regression model has been used, taking into account all the assumptions of
classical regression as appropriate. In order to choose the appropriate model
for fitting regression models according to the research hypotheses, Chow's
test was used to choose a panel model with effects versus a pooled model
without effects, and Hausman's test was used to select a model with fixed
effects versus a model with random effects.

All the companies in the electricity industry and power plants are
accepted in the Tehran Stock Exchange.

The time domain of this research is the seven-year period from 2013
to 2021.

In this study; The company's capital structure (equity ratio) and capital
structure changes (equity ratio changes) are dependent variables and the
company's past market value (the ratio of market value to book value of the
previous year) is an independent variable. Variables of company size,
profitability and ratio of fixed assets are as control variables.

4- RESULTS & DISCUSSION

As the results of this study show, since the significance level of the
variables of the past values of the company's market, profitability and
company size is less than 0.05; Therefore, these variables have a significant
effect on the release of shares. According to the coefficient of variables; The
effect of the company's past market values and profitability on stock
issuance is inverse and significant, and the effect of company size on stock
issuance is direct and significant. The negativity of the variable coefficient
of the past values of the company's market indicates the inverse effect of the
past values of the company's market on the release of the company's shares;
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So that with an increase of 1 unit in the book value of the company's market
value, the ratio of equity to total assets decreases by 0.28 units. Also, the
effect of profitability variables and company size is -0.52 and 0.43,
respectively. Finally, the coefficient of determination of the model showed
the explanatory power of 64%. The F statistic indicates the significance of
the fitted regression.

5- CONCLUSIONS & SUGGESTIONS

Based on the results obtained, it is recommended to the companies,
since the ratio of market value to book value and profitability of the
company has a negative effect on the issuance of shares. Companies can
improve and improve their performance and increase the profitability and
market value of the company from the company's dependence on foreign
countries and financing from expensive sources prevent the release of shares
and the reduction in the company's management power. In addition,
considering that the size of the company has had a positive effect on the
release of company shares, it is recommended that by handing over part of
the company's shares to the company's managers and improving managerial
ownership, it will lead to an increase in supervision and participation of
more people in the company's activity and profitability.

Keywords: Company Market Timing Theory, Capital Structure, Stock
Market, Market Value to Book Value, Panel Data

JEL Classification: 033, N22, L10, K44
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1- INTRODUCTION

The role of the financial system on economic development has
attracted and received increased attention from both academia and policy
makers, with resulting divergent views emerging. Over the past decades,
focus on this area has increased, with mixed findings which remains a
theoretical and empirical controversy. Financial development has played a
leading role in many developing economies. There is a widespread believe
among policy makers that financial development enhances productivity
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which promotes growth. There are a few key findings from the analysis of
how financial development affects economic growth. The first is through the
savings rate that leads to investment and capital accumulation, and the
second is through channel allocation, in which financial development can
increase efficient investment allocations thereby increasing productivity.

But the situation in developing countries is different. Some studies
argue that the financial sector stimulates economic growth, while others
argue the opposite. On the other extreme, Adusei provides evidence that
financial development undermines growth in an economy. There are also
few studies that state that financial development has no effect on economic
growth. These studies provide evidence in support of this. They provide the
concept that financial development and economic growth are not related and
are two separate phenomena that are independent from each other.

All these different views are sufficient reasons to examine the effect of
financial development indicators on economic growth in Iran.

2- THEORETICAL FRAMEWORK

Some studies have indicated that financial development can affect
economic growth by performing the function of financial intermediaries so
that the distribution of financial resources can be absorbed by the productive
sector. Other studies provide evidence that financial development has a
negative influence and has not been able to play a role in economic growth.

There are a number of studies that provide evidence in support of the
fact that financial development has a negative impact on economic growth.
A close view of the major results shows developing countries are more
likely to report a negative impact of financial development on economic
growth. This can be due to country specific characteristics, institutional
framework and governance related issues.

Empirical evidence over time has not been conclusive on this
relationship with three prominent outcomes from these studies; positive,
negative and no impact.
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Therefore, the impact of financial development on economic growth
depends on the choice of time frame, the sample of countries, the list of
variables, the choice of different indicators and even econometric methods.

3- METHODOLOGY

The time series variables of this study cover a period from 1983-2021
for the Iranian economy. In order to investigate the long-term and short-term
effects of financial efficiency and financial depth on economic growth, this
research will make use the ARDL technique by Pesaran et al.

The analysis of the ARDL method is based on the interp retation of
three equations: dynamic equation, long-term equation and error correction.
Before estimating the model, default tests of unit root, homogeneity and
determination of optimal interval should be performed.

4- RESULTS & DISCUSSION

Analysis of the ARDL technique, it was found that there is a positive
short-term relationship between liquidity volume and economic growth and
a similar negative short-term relationship between banking system deposits
and economic growth. But in the long run, the banking system's deposits
have a positive and significant effect on economic growth. While the effect
of liquidity on economic growth in the long run is negative. Also, private
sector credit as an indicator of financial efficiency, both in the long run and
in the short run, has no significant effect on economic growth.

5- CONCLUSIONS & SUGGESTIONS

The impact of financial development on economic growth is one of
the most important challenges in economic matters, which has attracted
many debates and controversies, but the results of research related to the
impact of financial development indicators on economic growth are
theoretically and empirically different from each other.

All these different views are sufficient reasons to examine the effect of
financial development indicators (financial efficiency and financial depth)
on economic growth in Iran.
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Therefore, in this study, the long-term and short-term effects of
financial efficiency indicators and financial depth on economic growth in
Iran's economy during the period from 1983 to 2021 were investigated in a
time series.

According to the results obtained from the research, it can be stated
that:

The volume of liquidity can lead to economic growth if it can provide
a suitable basis for the optimal allocation of resources and increase capital
efficiency.

Savings can be important as one of the sources of economic growth in
the long term, but it can not be considered as the cause of economic growth
in Iran in the short term.

Simply granting facilities to the private sector can not guarantee
financial efficiency, but the way these resources are used and spent is in the
direction of economic growth and development, which will show financial
development.

Keywords: Financial Depth, Financial Efficiency, Economic Growth.
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1- INTRODUCTION

Monetary policies are one of the most important policy tools for
improving economic variables, including inflation and production.
Monetary policy is currently a dynamic and challenging field of economic
sciences, theoretically and empirically. The views on the effect of monetary
policy on production vary from the ineffectiveness and neutrality of money
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in the short and long term to the effectiveness of monetary policy and its
effect on production in the long term and even in the short term.

2- THEORETICAL FRAMEWORK

Institutional aspects and their effect on economic variables and the
economic performance of different societies have been attracted by experts
in the field since the 1980s and led to the development and expansion of its
literature in the 1990s. Moreover, the valuable works of North and Coase, as
well as, winning the Nobel Prize in economics for their efforts to introduce
institutional analyses put forward institutionalism as one of the leading
economic theories. According to this literature, it can be stated that the same
impulses and policies can be followed by different reactions due to temporal
and spatial differences in the institutional environment in which they
happened.

The effect of governance on the effectiveness of policies explains as
follows:

The new economic literature emphasizes the importance of
institutions and governance conditions in the economic development
process and the performance of economic policies. Governance has a long
history and has been defined in different ways. It literally means
domination, ruling, and strategic government, but it means the activity of
country management and control of a company or organization in the
Oxford english dictionary.

3- METHODOLOGY

This research investigated the effect of variables on the effectiveness
of monetary policy by using the model introduced by De Mendonga and
Nascimento (2018), which is presented as Relation (1).

(1) hit=p1+ B2 GGIit + 3 Xit + it

where hit is the index obtained for the effectiveness of the monetary
policy in the i th country in the t th year, GGI is the index of good
governance, and X is other economic variables affecting the effectiveness of
the monetary policy, such as the degree of openness of the economy, the
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development of financial markets, and virtual variable of the existence of
the inflation targeting policy in the relevant country. In the years with the
inflation targeting policy, the value was set to 1, but it was 0 in other years.
In addition, the GDP variable was included in the model to include other
variables affecting the effectiveness of monetary policy.

4- RESULTS & DISCUSSION

The effectiveness index of monetary policy was calculated for the
sample countries before estimation of the coefficients by using the proposed
approach. This research calculated the effectiveness of monetary policy by
using the approach introduced by Krause and Rioja (2006). In this approach,
oy %, om 2, and oym were calculated for the selected countries in each year.
The inflation deviation was measured by the deviation of the consumer price
index. Analysis of the descriptive statistics for the research variables
demonstrated that this index average for the countries in the period under
study was 2980.43 and the median equaled 1.48. It should be noted that the
lower the value of the index, the more effective the policy would be in the
reduction of inflation and production fluctuations. The highest and lowest
index value was 873575.4 and -107.91, respectively. Jarque- Bera statistic
and its significance level also showed that the distribution of the variable is
not normal.

5- CONCLUSIONS & SUGGESTIONS

As shown by the results of earlier studies and the present research, the
process of selection, decision-making, and performance of individuals and
societies takes place within the framework of institutions. Thus, their
reaction to various phenomena, including economic and monetary policies,
depends on institutions. One of the major institutions is the governance that
affects economic variables with monetary and financial policies. Therefore,
the primary objective of this research was to determine the effect of
governance quality on the effectiveness of monetary policy. According to
the results, improving the quality of governance significantly reduced
production and inflation fluctuations and enhanced the effectiveness of
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monetary policy. Hence, it could be concluded that in societies with
favorable governance indicators, better and more complete implementation
of laws and regulations could be expected and formal and informal obstacles
to implement economic policies are reduced. The results obtained from the
estimation of coefficients indicated a significant relationship between the
inflation targeting policy and the increased effectiveness of monetary policy.
The existence of inflation-targeting policy and its obligation make the
central bank focus more on the main goals of monetary policy, which is to
maintain the value of the national currency and increase economic stability.
Under such circumstances, the policy-maker can have more authority in
controlling inflation and production fluctuations rather than other secondary
goals, resulting in more success in controlling inflation and production
fluctuations.

Keywords: Good Governance, Institutional Quality, Monetary Policy.
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