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The objective of this paper is to examine the welfare cost of inflation in
Accepted: the context of Iran's economy, incorporating labor market frictions (search
: theory) within a monetary general equilibrium model. The model also
16/01/2024 features a cash-in-advance constraint. To achieve this goal, through the
utilization of calibration and sensitivity analysis in the steady state, the
Keywords: findings indicate that both employment and production are contingent on
Welfare Cost of Inflation, | the elasticity of labor supply and the elasticity of vacancies in job
General Equilibrium, matches. Depending on these two parameters, they may exhibit an
Unemployment increase in response to an escalation in the inflation rate. Additionally, the
three-month optimal inflation rate in a stable state is determined to be
JEL Classification: 4.66%. The welfare gains, derived from reducing the three-month inflation
D58, J64, E31 rate from its current level of 5.3% to the optimal rate in a steady state, is
calculated to be 0.0031% of total consumption. Therefore, based on the
results, it is suggested that in inflation reduction policies, the effects of
this reduction on welfare are taken into consideration, and special
attention should be paid to the area of business investment by giving tax
incentives, especially tax credits.
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Introduction

One aspect that has been overlooked in our country, despite numerous studies in
economic scientific centers globally, and is notably absent in the literature on
inflation, is the trade-off between inflation and welfare. The issue of inflation
and welfare raises two questions: How much is the welfare cost of inflation ?
And is there an optimal rate of inflation that maximizes the sustainable welfare
of a typical household? Therefore, the purpose of this research is to investigate
the welfare cost of inflation by considering frictional unemployment (search
theory) and by using the approach of the monetary general equilibrium model
with cash in advance constraint, which has been calibrated for the Iranian
economy by using relevant parametric data during the years 1385 to 1398.

Research method and data

The model utilized in this research is founded on the framework developed by B.
Heer. It comprises four distinct components: households, companies,
government, and the monetary authority. The model, inspired by Pissarides
(1990), incorporates labor market frictions. AIll variables are treated as
continuous, simplifying the representation by omitting the time index. Money is
introduced into the model via the cash-in-advance constraint (CIA), and the
parameters of the model have been determined using the calibration method and
based on the available studies..

Analysis and discussion

By employing the calibration method to establish the model's parameters, and
drawing from existing studies, the steady-state values of model variables have
been derived. Subsequently, the model was analyzed through sensitivity
analysis, with a welfare criterion introduced for calculation purposes.

Conclusion

The findings challenge the traditional perspective that inflation leads to a decline
in employment, production, and overall welfare. Instead, the results suggest that
employment and production are contingent on the elasticity of labor supply and
the elasticity of vacancies in job matches. Additionally, the determined optimal
inflation rate for a steady state is 4.66% over a three-month period.
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1. Introduction

Banks are the most important financial institutions, but they face various risks and
seek to earn conventional profits to prevent bankruptcy (Canlas et al, 2022). The
factors that most impact banks' profitability include managing costs, types of loans,
deposit structure, interest rates, operational efficiency, capital changes, debt
repayment ability, and liquidity (Rengasamy, 2014). Financial ratios of liquidity and
debt repayment power are related to profitability in banks, the correlation between
these factors and profitability differs in various studies (Zaidan et al., 2022; Wolf
and Karszes, 2023). There is a debate on the impact of bank liquidity on
profitability; some argue that higher liquidity boosts profitability, while others
contend that holding cash assets hurts bank profitability (Fernandes et al., 2021).
The link between bank profitability and liquidity appears to be nonlinear.
Conflicting findings on the relationship between bank profitability and debt
repayment power exist, possibly stemming from differences in methodology, target
populations, and indicator levels across studies (Khemiri, 2023). This study explores
the nonlinear effects of various financial ratios on bank asset returns (ROA) in Iraq.
Notably, it introduces innovations including distinct bank variables, a specific focus
on the lragi context, the use of non-linear panel smooth transition regression
(PSTR), and an exploration of debt repayment power and liquidity heterogeneity.
By shedding light on these aspects, the study contributes valuable empirical
evidence, offering a reliable foundation for shaping effective financial and monetary
policies in Irag.

2. Research method and data

In this study, the Panel Smooth Transition Regression (PSTR) model is employed to
investigate the nonlinear impacts of various bank indicators on bank asset returns,
utilizing panel data from 15 Iragi banks spanning the period 2011 to 2020. The
PSTR model, characterized by fixed effects and exogenous variables, enables
smooth transitions between different regimes. This nonlinear panel model extends
the PTR model by introducing heterogeneity in the regression coefficients, referred
to as the transition function, which fluctuates between a limited numbers of distinct
regimes.

3. Analysis and discussion

In this study section, a sequence of tests was conducted, including the CD test, non-
linearity test, variable transmission test, and evaluation of the impact of independent
variables on asset return. Results (Tables 1-4) show a significant rejection of the null
hypothesis for all variables in the CD test, indicating the invalidation of the cross-
sectional independence hypothesis. Additionally, the linear model test in Table 2
rejects the null hypothesis of the linear panel model. The analysis of banks' asset
return reveals a non-linear relationship with debt payment and liquidity indices
(Tables 2 and 3), employing two regimes and one threshold value.
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The findings suggest the presence of non-linear effects from various liquidity and
debt payment indices on the asset return of banks in Iraq. Specifically, when the
asset return is below 1.0561, the variables fall into the first regime. In this regime,
all three liquidity indices exhibit a negative and significant impact on the asset
return. However, surpassing the threshold value increases the asset return associated
with higher liquidity. The Financial Leverage index has a positive and significant
impact on asset return in the first regime, turning negative after surpassing the
threshold. Conversely, the Interest Coverage Ratio index shows no significant effect
on asset return.

Table 1. Cross-Sectional Dependency Test

variables pes -statistic p-value
ROA 5.19 0.016
LD 7.07 0.000
LCR 5.96 0.000
LAD 7.26 0.000
LA 8.34 0.000
DR 13.58 0.000

source: Software output

Table 2. Linearity Test

Threshold Wald Test(LMW) Fisher Testes(LMF) LRT Testes (LRT)
Variable
t-statistic p-value t-statistic p-value t-statistic p-value
ROA 143.376 0.000 6243.224 0.000 822.797 0.000

HO: Linear Model H1: PSTR model at least one Threshold Variable (r=1)
source: Software output

Table 3. Tests of no remaining non-linearity

Threshold Wald Test(LMW) Fisher Testes(LMF) LRT Testes (LRT)
Variable

t-statistic p-value t-statistic p-value t-statistic p-value

ROA -0.000 0.001 -0.000 0.001 -0.000 0.001

HO: PSTR r=1, H1: PSTR with at least r=2
Source: Software output

Table 4.Estimation OF PSTR Model

Variable Regime 1 Standard Regime 2 Standard Errors
Errors

LD -4.3225"" (0.1709) 9.0446™ (1.7418)

ICR 0.0106 (0.034) -0.0213 (0.1157)

LAD -0.3971" (0.3716) 0.7942"™ (0.7432)

LA -0.6954™" (0.1888) 1.3908"™" (0.3964)

DR 1.2542" (1.1413) -2.5083™" (2.2437)
Threshold value (c) 1.0586
slope parameter (y) 0.000

*** ** indicate statistical significance at the 1% and 5% level
source: Software output
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4. Conclusion

The findings indicate that banks with asset returns below 1.0586 should focus on
achieving a specific liquidity threshold to observe significant improvements in
profitability. Increasing liquidity hurts profitability until the ROA exceeds 1.0586,
after which the adverse effects diminish rapidly. Regarding the Financial Leverage
index, enhancing debt repayment capacity positively influences asset returns at
lower levels but has a diminishing effect beyond a certain threshold. Increasing
financial leverage beyond this point leads to a decrease in asset returns. The Interest
Coverage Ratio index shows no significant impact on asset returns with changes in
debt levels.
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Abstract

The purpose of this article is to evaluate the effect of industrial
concentration and import of capital goods on the intensity of energy
consumption in lIranian industries. Industrial concentration index has been
calculated using Herfindahl-Hirschman method and relative entropy. In this
research, the panel data method and the fixed effects model were used to
estimate the coefficients of the models. The research findings indicate that
between 2002 and 2018, industrial concentration and import of capital
goods have a positive and statistically significant effect on the intensity of
energy consumption. So that, one percent increase in the share of the
industry in the market, increases the intensity of energy consumption
between 0,089 to 0.203 percent. Also, the price of energy carriers has a
negative effect on the intensity of energy consumption. Considering the
inverse relationship between the price of energy carriers and energy
intensity and the low elasticity of the price, it is necessary that
incrementally raise the energy prices for industries logically causing
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1. Introduction

Over the past years, energy has emerged as a crucial production factor, alongside
other factors like labor and capital, playing a pivotal role in the economic landscape
of nations. The industrial sector, as a fundamental pillar of the economy, holds a
distinct significance. Consequently, fostering industrial development becomes
imperative for enhancing the structure of Iran's economy and moving towards an oil-
independent economic framework. The primary objective of this research is to
explore the impact of industrial concentration and the import of capital goods on the
intensity of energy consumption within Iran's industrial landscape.

2. Research method and data

Among all energy consumers, the industrial sector holds the largest share. Given
that the industrial sector serves as a linchpin for achieving economic development
and growth, it is imperative to investigate the intensity of energy consumption
within this sector. The examination of energy consumption intensity in industries
aims to facilitate effective measures to enhance industry performance and reduce
energy consumption intensity. This study focuses on the statistical community
comprising Iranian industries, with industries identified by 2-digit ISIC codes
forming the statistical sample. Data collection was conducted using the Iranian
Statistics Center. The model incorporates the following variables: the price of
energy carriers, industrial concentration calculated through the Herfindahl-
Hirschman method and relative entropy, and the import of capital goods as
independent variables, with energy consumption intensity as the dependent variable.

3. Analysis and discussion

The primary model for the current research is outlined as follows:

Elyy = ao + ByHHI(Eye) + B2IMye + B3Pie + €51

In the aforementioned model, the key components include:

HHI;:(E;;): The firm's share of the total market for industry i at time t, measured by
the Herfindahl-Hirschman index or relative entropy.

IM;;: The import amount of capital goods for industry i at time t.

P;;: The price of energy carriers for industry i at time t

El;; : Energy consumption intensity for industry i at time t

Given the composite nature of the data, the estimation process utilizes the panel data
method and the fixed effects model to calculate the coefficients of the models.
Following the identification of the suitable model through significance tests for the
variables, we proceeded to input these variables into the Eviews program for the
subsequent estimation steps.

The variable of industrial concentration, measured by the Herfindahl-Hirschman
method, demonstrates an effect of 0.089 on the intensity of energy consumption.
This implies that a one percent increase in the industry's market share corresponds to
a 0.089 percent increase in the intensity of energy consumption.
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The variable of industrial concentration, measured by the relative entropy method,
exhibits an effect of 0.203 on the intensity of energy consumption. In simpler terms,
a one percent increase in the industry's market share is associated with a 0.203
percent increase in the intensity of energy consumption.

The import of capital goods, or imported goods in general, has an effect of 0.091 on
the intensity of energy consumption. In practical terms, a one percent increase in the
import of capital goods corresponds to a 0.091 percent increase in the intensity of
energy consumption.

The price of energy carriers exhibits an effect of -0.0885 on the intensity of energy
consumption. This signifies that a one percent increase in the price of energy
carriers results in a 0.0885 percent decrease in the intensity of energy consumption
in industries.

4. Conclusion

One of the crucial economic considerations revolves around energy consumption in
industries, given its substantial share in overall energy usage. Optimizing energy
consumption and enhancing industrial efficiency necessitates the reduction of
energy consumption through the application of suitable tools, technology, and labor
replacement. The research findings indicate that from 2002 to 2018, the intensity of
energy consumption, coupled with the calculated industrial concentration, exhibits a
direct and significant relationship with both mentioned indicators. Furthermore, the
import of capital goods reveals a significant and direct relationship with the intensity
of energy consumption, while the price of energy carriers demonstrates an inverse
relationship with energy consumption intensity. The research suggests that industry
sector officials should create conditions to enhance competitiveness and reduce
concentration, fostering innovation and subsequently lowering energy intensity.
While some Iranian industries may necessitate the import of capital goods based on
their field of activity, it is crucial to note that the importation doesn't inherently
translate to a reduction in energy consumption, and in some cases, the imported
goods themselves may be energy-intensive. Therefore, the research results indicate
that, during the studied period, the import of capital goods did not contribute to a
reduction in the energy intensity of Iran's industries. On the contrary, capital goods
should be utilized in industries that are energy-intensive. Additionally, given the
inverse relationship between the price of energy carriers and energy intensity, and
considering the low elasticity of the price, it is recommended to logically increase
the energy prices for industries causing environmental pollution, aiming to decrease
their energy intensity.
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1. Introduction

Foreign direct investment is one of the important sources of financing at the
international level. In addition to compensating for the lack of capital and closing
the investment savings gap, the entry of foreign direct investment causes the transfer
of technology, the entry of expert human capital, new management techniques, and
technical knowledge. Therefore, to achieve continuous and stable economic growth
and development, it is necessary. Therefore, each country tries to identify ways of
attracting foreign direct investment and solve its obstacles and problems according
to its economic, social, cultural, and political situation.

Today, most countries, facing a lack of financial resources and long-term financing,
use foreign capital as the main tool to achieve rapid economic growth. With this
interpretation, the attraction of foreign investment can affect smoothing domestic
investments and expanding and strengthening capacities and productive forces. On
the other hand, investors are more concerned about political instability, inflexible
laws, and development indicators among the countries they intend to invest in. The
condition of Iran's economy is such that, in addition to directing liquidity towards
non-productive activities, it does not have enough domestic capital for economic
mobility and prosperity, and to compensate for this deficiency, attracting foreign
investment seems to be one of the useful and effective ways.

The sanctions imposed by Western countries after the Islamic Revolution in 1979,
on the one hand, and the economic conditions of the country, on the other hand,
have affected Iran's position, causing many changes in terms of the foreign capital
attraction index, both at the global level and at the regional level. According to the
global report of the United Nations Development and Trade, foreign direct
investment in Iran has been much less than the existing capacities and potential
facilities over the past many years. Due to the importance of the subject of the
present research, it seeks to analyze and investigate the extent and manner of the
economic sanctions against Iran on the attraction of foreign direct investment in the
post-Islamic Revolution era and with a fuzzy approach.

2. Research method and data

Exploring empirical studies shows that the factors affecting the attraction of foreign
direct investment are divided into two general categories: 1- Factors affecting the
profitability of investment, such as GDP (or economic growth), inflation rate,
exchange rate, interest rate, degree of openness of the economy, tax rates, etc. 2-
Factors affecting capital security. Placement is like the quality of governance. Some
of these factors have profound effect and have roots in the country's culture or
political structure. Others affect the economic approach of governments, cross-
border factors such as international tensions, sanctions, and the performance of
economic agents.

In this research, it has tried to measure the impact of a set of the above factors on the
attraction of foreign direct investment in Iran, using the fuzzy logic method, which
has a great ability to measure invisible, non-transparent, and ambiguous variables.
The present study focuses on factors such as intermittent foreign direct investment,
gross domestic product, governance quality index, the effective tax rate on corporate
profits, degree of economic openness, inflation rate, exchange rate, budget deficit,
and domestic interest rate with an emphasis on the effect of economic sanctions.
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3. Analysis and discussion

The research findings revealed that severe and moderate economic sanctions,
characterized by high and robust fuzzy coefficients, exerted a significantly negative
impact on foreign direct investment in Iran. Furthermore, factors such as budget
deficit, inflation, weak economic sanctions, exchange rate, and the effective tax rate
on company profits demonstrated the most pronounced negative effects on the
attraction of foreign direct investment in Iran, particularly following severe
economic sanctions. The fuzzy coefficients assigned to variables like gross domestic
product, degree of economic openness, domestic interest rate, and the initial
interruption of foreign direct investment indicated a positive influence on foreign
direct investment in Iran.

In the case of the severe sanctions variable (SSAN), the obtained coefficient
unambiguously confirms the potent and negative effect of severe economic
sanctions on the attraction of foreign direct investments in Iran. The absence of
ambiguity in the coefficient is attributed to si (the width of the coefficient) being
exactly equal to zero. Severe sanctions not only contribute to a bleak economic
outlook but also create formidable barriers and high walls for capital movement,
acting as significant deterrents for investors seeking enhanced profitability and a
secure and accessible environment. Additionally, the presence of international
sanctions has heightened the risk associated with the country's foreign trade.

4. Conclusion

Based on the findings of the current research, it recommende that government
officials and the diplomatic system of the country take proactive measures to
eliminate or diminish economic sanctions. Efforts should direct towards reducing
tensions in international relations and preventing the formation of a global
consensus against Iran. Additionally, economic agents advise to formulate and
implement effective policies to manage inflation (including monetary base
components) and stabilize the currency market. These measures not only signify
Iran's economic stability but also contribute to the reduction of investment risks,
fostering a more favorable environment for potential investors.
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The purpose of this research is to investigate the effect of exchange rate
Accepted: jump on the outflow of migration using the Synthetic Control Group

09/01/2024 approach during the period of 1980-2015 in Iran. For this purpose, based on
this approach, the countries with real exchange rate stability were selected
and among them, the weighted composition of the countries that had the
most similarity in the situation before the real exchange rate jump of Iran
was estimated. Therefore, two groups were formed, including the group of
selected countries named artificial Iran and the other, real Iran. Finally, the
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Control Group results of the estimates of these two groups were compared and analyzed.

The results indicate a 15% difference in the immigration process of
JEL Classification: artificial Iran and real Iran. The analysis of the results showed that the
B22, B26, C69 impact of the jump in the real exchange rate on the migration flow in Iran

was positive. Based on the results, it is suggested that policymakers pay
attention to the destructive effect of real exchange rate jumps on the flow of
migration from the country and adopt appropriate economic policies to
stabilize the real exchange rate.
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1. Introduction

Migration, a phenomenon ingrained in human history, has been driven by diverse
factors such as economic opportunities, improved living conditions, and
reunification with family members in different regions. This multifaceted concept
extends beyond the boundaries of migration from developing to developed
countries. Over the past four decades, one of the profound risks impacting economic
variables has been the volatility in exchange rates. Recent years have witnessed
significant fluctuations and jumps in the exchange rate of the Iranian economy,
driven by political disparities, sanctions, and subsequent shifts in oil revenues. This
instability has exerted undeniable effects on key economic indicators, including
economic growth, inflation, exports, and immigration. This research specifically
delves into the impact of real exchange rate jumps on migration outflows.
Employing a comparative control method, the study aims to isolate the influence of
the real exchange rate on the migration process, thereby controlling external factors
affecting trade flows. Acknowledging the crucial role of exchange rate fluctuations
in both influencing the intention to migrate and escalating migration costs, this
research provides insights into the net effects of currency fluctuations on
immigration over a two-year period in the last decade. The results contribute to a
more nuanced understanding, empowering economic policymakers to make
informed decisions and formulate effective immigration-related policies based on
the scientific findings of this research.

2. Research method and data

The general analysis of existing studies reveals that many have assessed the
influence of exchange rates on migration flows through econometric methods.
However, these methods may lack the necessary precision to quantify the effects of
specific events or policies accurately. In light of advancements in quasi-laboratory
methods, recent studies can provide more precise quantification of the impact of
policies or events on economic variables. Notably, over the last two decades,
exchange rate fluctuations have significantly impacted Iran's economy.
Nevertheless, some domestic and foreign studies have explored the correlation
between exchange rates and migration in Iran. This article aims to address gaps in
the existing literature by analyzing the effects of currency rate jJumps on migration
using a mixed control method.

This research specifically investigates the impact of exchange rate jumps on
outbound migration in Iran through the artificial control method. The methodology
involves comparing the movement process of target variables with an artificially
created control unit. The initial step is to identify the target variables, for which the
artificial control method will be applied. In this context, the research focuses on
outbound migration from Iran subsequent to currency exchange rate fluctuations.

3. Analysis and discussion

In this study, the intervention year for examining the exchange rate jump is the first
year of the jump, namely 1993. From a pool of over 100 countries, those without
currency jumps during the study period were considered. Ultimately, a Pool group
of 20 countries was selected to simulate Iran. The optimal weight composition of the
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control group countries, simulated to mirror Iran's immigration process without the
currency jump, identified Sudan and Thailand as the most similar to Iran before the
1993 exchange rate jump, with weights of 75.8% and 20.7%, respectively.

Across key variables such as health index, education, wages, unemployment, and
inflation, the real averages for Iran before the currency jump closely align with the
simulated sample. This close resemblance indicates a substantial similarity in the
variables influencing the migration process for Iran before the currency jump
compared to the actual Iran. Consequently, the results hold considerable reliability
for the period after the currency jump.

4. Conclusion

The variable representing outbound migration volume in simulated Iran closely
aligns with real lIran before 1994, suggesting the effective performance of the
simulated variable. However, since 1994, concurrent with the intensified currency
jump in 1993, these two variables have diverged within the Iranian economy.
Consequently, the results indicate a positive impact of the exchange rate on
outbound immigration in all years from 1994 to 2015, with the currency jump
contributing to more than a 15% increase in immigration. Notably, this effect has
amplified in the years post-2010, coinciding with significant jumps in the exchange
rate and heightened emigration intensity.

Despite the 1993 exchange rate jump, a substantial increase in immigration occurred
approximately 2 years later, a pattern that aligns with the decision-making processes
of individuals and households in the migration context. Post-1993, the trajectory of
the target variable follows a distinct and more specific path. Consequently, the
distinct behavior of artificial Iran in the years following the exchange rate jump,
coupled with the non-conformity of its movement trend to other samples, enhances
the reliability of the results during this period.
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1. Introduction

The separation of ownership from management in joint-stock companies establishes
an agency relationship wherein conflicts of interest between managers and
shareholders often arise, giving rise to the agency problem. Earnings management
emerges as a measure some managers adopt to shape the economic enterprise's
performance by manipulating financial period profits, reflecting the conflict of
interests between managers and shareholders. According to agency theory,
shareholders continually seek methods to control and counter managers'
opportunistic behaviors. Elevating the cost of capital for common stock is one
approach shareholders can employ to penalize managers and impede their financing.
Additionally, shareholders utilize independent auditors to ensure managerial
performance; high-quality audits serve to deter managers from engaging in
opportunistic behaviors.

Game theory, a branch of applied mathematics, enables the modeling of strategic
situations, particularly those characterized by conflicts of interest. This research
aims to construct a manager-shareholder game within an interactive-conflict
environment to address the question of whether strategies such as deceptive earnings
management coupled with high capital costs, and deceptive earnings management
paired with high-quality audit services, within a weak internal control environment,
as well as strategies like informative earnings management linked with low capital
costs, and informative earnings management aligned with low-quality audit services,
within a strong internal control environment, represent equilibrium points or not.

2. Research Method and Data
In this article, signaling games have employed to model the relations between
managers and shareholders, constituting two players: the sender (manager) and the
receiver (shareholder). The timing of the signaling game unfolds as follows:
1. The environment determines the type (state) of ¢; for the sending player
(manager).
T = {(t1): Weak internal control, (t,): Strong internal control}

2. The sender (manager) sees ¢; and then selects the message m; from the set of

possible messages M = {m,,...,m;}.

M = {(m,): Deceptive earning management, (m,): Informative earning management}

3. The recipient (shareholder) observes mj and not t; and then chooses the

move c; or a; from the set of possible moves ¢ = {c,, ...,c,} or A = {a, ..., a,}.
C = {(cy): High capital cost, (c;): Low capital cost}
A = {(ay): High — quality of audit, (a,): Low — quality of audit}
4. Utility of manager and shareholder are determined

by Us(ti, m;, ck), Uy, (ti, m;, ck), U (ti, m;, ak), Uy (t, my,a,}.

To find the perfect Bayesian equilibrium in signaling games, it is necessary to apply
three conditions for establishing Nash-Bayesian equilibrium in these games.
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3. Analysis and Discussion

In this research, based on theoretical and logical foundations, the expected relations
between the utility functions of the manager and the shareholder at various levels of
internal controls derived. Subsequently, by aligning these relations with the three
conditions for establishing Nash-Bayesian equilibrium, the existence of equilibrium
points was examined(t,, my, ¢;), (tz, My, ¢3), (t1, My, @1), (tz, My, ay).

4. Conclusion

The theoretical results of the research indicate that if the logical relationships
established between the utility functions of the manager and the shareholder are
valid, the three conditions of the Nash-Bayesian equilibrium will be met, thereby
establishing equilibrium at the points (t,,m,, c,), (tz, my, ¢3), (t1,my, a1), (t2, My, ay).
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