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Introduction

Portfolio hedging is one of the crucial topics in the portfolio managementwhich
becomes severely important during financial crisis or market turmoils.
Cryptocurrencies have recently gained attention of hedge fund managers due to
their unique characteristics. In an emerging market like Iranian capital market the
attention is more due to market inefficiencies and lack of financial instruments to
hedge. Although the attention is high in the market and among portfolio managers,
there are few studies in this area. In this research, we assess the use of
cryptocurrencies for risk hedging of common investments in Iran.

Literature Review

With its rapid growth, cryptocurrencies have taken a distinct position in financial
markets around the world, reaching a market value of $783 billion by November
2021 (Jeris et al., 2022 and Sarkodie et al., 2022), while this amount has reached
to $1680 billion in 2023. The digital currency payment system allows everyone to
monitor all financial transactions of other participants. Peer-to-peer cryptographic
network, unlimited potential for transaction, borderless, low operation cost,
decentralization, ease of use, confidentiality and high transaction speed are some
of the common advantages of cryptocurrencies (Bunjaku et al., 2017).

Despite the advantages and the growth of using cryptocurrencies, government
officials and central banks in many countries have expressed their opposition to
the legalization of digital currencies in the financial markets. Accordingly, the
European Banking Organization has introduced more than 70 risks of using virtual
currencies for market participants (Jeris et al., 2022). Considerable volatility, mid-
term and long-term investment risks, financial integrity risk, money laundering,
illegal financing, cyber risks and other illegal activities are some of the significant
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disadvantages of digital currencies that prevent cryptocurrencies from becoming
an official and legal instrument (Bunjaku et al., 2017).

Historically, Iran’s market property investment is considered as a popular
investments option (Mousavi and Doroodian, 2016 and Asgari and Almasi, 2011).
In addition to real estate, there are other investment options are investing in bonds,
stocks, gold and foreign currency. The researchers showed that in the long term
the return on real estate is higher than other investments and it is considered as a
safe haven investment with low risk but illiquid. Bahar Azadi gold coin is another
popular investment in the Iranian market and compared to other assets, it has a
higher liquidity. This feature has attracted the attention of many investors
(Delavare and Rahmati, 2011). Several factors can affect gold price fluctuations.
Researchers showed that oil price, bank interest rate and exchange rate have an
inverse effect on gold price. While the global price of gold as well as inflation has
a direct effect on the gold price in Iran. The Iranian stock market has experienced
many fluctuations in recent years due to various factors including global sanctions,
the stagnation of various global markets and internal and external political factors.
Investing in the stock market is also susceptible to economic fluctuations and can
have a high risk for shareholders. Researchers have shown that the Iranian stock
market is not correlated to other stock markets in the world (Abounoori and Tour,
2019). The socalled research has shown that digital currencies have little or
negative correlation with traditional assets such as stocks and bonds. This can
make digital currencies an attractive option for portfolio diversification and
protection against market risks (Bouri et al., 2017). Bouri et al. (2017) showed
that Bitcoin has the ability to hedge the risk of fluctuations in the US stock market.
Also, some evidence has shown that the price of cryptocurrencies has a direct
relationship with changes in the price of gold and US dollar (Abolhasani and
Samadi, 2021). On the other hand, it has been observed that Bitcoin is not affected
by economic and financial factors that affect traditional assets. In addition,
researchers showed that investing in Bitcoin is a suitable way to hedge inflation
(Al-Yahyaee et al., 2019). There are few studies which investigated hedging of
Iranian financial market with cryptocurrencies among them we can refer to the
research of Najafi et al. (2019) that examined hedging between three assets: gold,
Stock and bitcoin and showed that bitcoin hedges the stock risk in normal stock
market conditions, but cannot be considered as a safe haven against it, on the other
hand Stocks can hedge bitcoin risk; But for bitcoin and gold, no risk hedging and
safe haven relationship was founded.

Research Methodology

This research is practical in terms of research purpose and by combining the
literature review and polling of experts, the effective factors on risk hedging using
cryptocurrencies have been identified. Based on this, the opinion of 9 academic
experts regarding the identified factors and the relationship between the studied
factors were determined and based on the interpretive structural modeling
approach, the conceptual model of the research was presented.
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Results

Findings from the literature review showed that investing in gold coins, stock
market, real estate, US dollar and cryptocurrencies are preferred investment
methods in Iran. It was also determined that the factors affecting investment risk
coverage in Iran using cryptocurrencies include 4 levels of variables, which are:
Level 1: demand for cryptocurrencies in the market, cyber factors, lack of laws
for cryptocurrencies, skill in the field of cryptocurrencies, Level 2: Inflation, land
price, exchange rates, stock demand, gold coin demand, government policies,
Level 3: World prices of gold and oil and Level 4: International policy conditions.

Discussion and Conclusion

It was found that the hedge risk using cryptocurrencies for Iranian investment has
four levels. The parameter of international political factors at the last level (fourth
level) is known as the most effective factor. After that, the price of gold and oil
are placed at the third level, which also has a great impact on other identified
factors. In the second level of the exchange rate, demand for stocks, the demand
for gold coins, inflation, land price and government policies are located. At the
same time, this category of variables has the property of influencing and being
influenced by other levels. In the first level, there are factors related to
cryptocurrencies, including the demand for cryptocurrencies, cyber risks, the level
of skill of users in trading cryptocurrencies and also the lack of regulations in the
field of cryptocurrencies. The factors present in the first level have the least
influence and the most effectiveness of other research variables. The variables of
the first level including cryptocurrency demand, cyber factors, the level of skill in
the field of cryptocurrency and the lack of regulations in the field of
cryptocurrencies in the country are the most dependent among the identified
factors, while the variables located in the third and fourth levels include
international political factors and oil and gold prices have low dependence and
high influence. It is also clear that the variables in the second level, which are
mainly directly related to investment methods in Iran, have high influence and
dependence in relation to other factors simultaneously. This shows that the typical
Iranian investment methods have a dual nature, on the one hand, it is influenced
by international factors such as international political factors and global oil and
gold prices and on the other hand, it has the potential to influence other countries.
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Table (11) Parameters leveling - Third iteration
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Table (12) Parameters leveling - Fourth iteration
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Figure (1) Model of effective parameters on Iranian investment risk hedging using cryptocurrency
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