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Abstract

Economists believe that efficient financial markets, and especially stock
markets, play a key role in the development and economic growth of countries; of
course, this efficiency is a function of very important factors that bring both
investors and countries closer to their goals. Today, the concept of economic
development is tied to the development of financial markets and international free
trade. This article presents a static game between the country and investors, and
models the game between players with respect to possible strategies of political
risk (for the country) and return (for the investor) in three different cases. Investor
behavioral strategies include investing in risk-free stocks (RF) with fixed returns in
both domestic and foreign markets, investing in risky stocks in both domestic and
foreign markets, and a combination of the two (investing in risk-free stocks with
fixed returns and risky stocks in both domestic and foreign markets). Also, the
three strategies of countries include reducing risk or creating more interaction in
international relations (interaction), existing risk (existing rules in financial markets
in line with interaction in domestic and international financial markets), and
increasing risk or creating and approving new strict financial rules (non-
interaction). Finally, the Nash equilibrium and the mutual effects of these strategies
are analyzed. The results showed that Nash equilibrium will occur where investors
make their investments in a mixed manner, both inside and outside the country, and
the country, by reducing risk and interacting as much as possible with other
countries (international peace), will attract domestic capital and also facilitate the
attraction of capital from abroad.
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