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study variables from 2001 to 2022 were investigated seasonally. Based on the weights
obtained for the financial stress index, the monetary and financial sector has the greatest
effect on creating financial stress. After that, the foreign exchange sector and the stock
market have the next effects. Among the variables, the free exchange rate, oil income to
GDP, total stock market index, and real interest rate have the most influence on the
financial stress in Iran's economy. Based on the results of the financial stress index
calculation, Iran's economic stress capacity is high. The highest level of stress in Iran's
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1. Introduction

Today, with the development of
communication infrastructures and the
connection of different financial markets,
the importance of discussing the macro
stability of the financial system has
increased. This issue is very important in
monitoring and controlling different
financial markets, avoiding instability and
crises in the financial system, and
preventing the destructive effects of
financial crises on the real sector of the
economy. For this purpose, in recent
years, researchers have designed a
comprehensive index by combining
indicators related to financial markets in
different ways to show the state of the
entire financial system in relation to the
level of risk, instability, and resilience of
the financial system. The noteworthy
point is the lack of design of such an index
in accordance with the conditions of Iran's
financial system, which indicates the state
of stress in it and the degree of realization
of economic policies to achieve financial
stability. Studying the effect of financial
stress is necessary and important to
analyze and understand the effects of
shocks on monetary policy uncertainty,
including interest rates, liquidity volume,
and inflation, both theoretically and
empirically. Economic principles and
theory suggest that financial stress leads
to changes in investment and
consumption behaviors of the private
sector. The high risk of financial markets
increases uncertainty, leading to inflation
and economic stagnation (Roncagliolo et
al., 2022). Shocks cause financial stress and
make the financial structure vulnerable.
Therefore, the more the financial fragility
(weakness in the financial conditions and
structure) increases, not only by itself but

also by the impact of shocks entering the
market and multiplying and strengthening
it through increasing financial losses and
risk and wuncertainty in the market
increases stress and by increasing the cost
of credit and creating uncertainty among
investors, it causes a downward trend in
the economy.

2. Method

In most studies, the relationships between
the variables are considered linearly, while
assuming a linear relationship between the
variables, the possibility of structural
failure and the change of the causal
relationship of the variables over time is
ignored. In fact, when there is a structural
break in the time series, the possibility of
changing the model parameters during the
examined period is very likely. According
to these issues, the purpose of the present
study is the investigation of the financial
stress test and the uncertainty of the
monetary policy in Iran in recession and
boom regimes, which is analyzed in detail
seasonally by wusing the rotational
approach and Markov switching (MS)
regime change from 2001 to 2022. For this
purpose, using the principal component
analysis (PCA) model in the first part, the
financial stress index was calculated, and
in the second part, the effect of the study
variables was investigated by using the
rotational model and Markov switching
(MS) regime change.

2. Results and Discussion

Based on the weights obtained for the
financial stress index, the monetary and
financial sector has the greatest effect on
creating financial stress. After that, the
foreign exchange sector and the stock
market have the next effects. Among the
variables, the free exchange rate, oil
income to GDP, total stock market index,
and real interest rate has the most
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influence on the financial stress in Iran's
economy. Based on the financial stress
index calculation results, Iran's economic
stress capacity is high. The highest stress
level in Iran's economy is related to the
first quarter of 2018, the first, third, and
fourth quarters of 2017, the first quarter of
2012, and the second quarter of 2013. The
lowest financial stress is in the first season
of 2015, the second and third seasons of
2019, the first season of 2011, and the third
season of 2013. Also, based on the results
for one unit increase in financial stress and
oil price, respectively, monetary policy
uncertainty increases by 53 and 54 units.
Moreover, the trade volume during the
boom period leads to a 13-point decrease
in monetary policy uncertainty.

3. Conclusion

During the last few decades, as soon as the
financial and currency stress in Iran's
economy with Western countries and oil
embargoes increased, the volume of trade
suffered a double deficit, and due to the
inability of the central bank (due to the
analysis of foreign exchange resources) to
stabilize the country's foreign exchange
sector, the stress of the economy is
strengthened through the exchange rate,
and at the same time, due to the
dependence of Iran's import and
production sectors on the import sector,
stress and instability enter the economy,
especially the production sector, and
stress the entire economic body of Iran,
which ultimately increases the uncertainty
of monetary policy. Also, the decrease in
oil revenues due to the dependence on
Iran's economy, especially the
government's dependence on oil, will
cause stress in the government's financial
sector and budget deficit, and this issue
will reduce the government's ability to

play its stabilizing role in the economy,
which will ultimately strengthen domestic
instability and eventually decrease oil
revenues. Therefore, simply from the two
paths of currency stress and financial
stress of the public sector, the
strengthening of economic stress will
increase the uncertainty of monetary
policy in Iran's economy. Due to the
increase in the budget deficit (caused by
the reduction of the government's oil
revenues), the government's ability to
fulfill its obligations decreases. Therefore,
the government has to compensate its
budget deficit practically by printing
money and increasing liquidity. Therefore,
the growth rate of liquidity in Iran's
economy has always been high, and as a
result, the uncertainty of monetary policy
in Iran's economy increases inflation.
Therefore, the final path of long-term
improvement is to emphasize the growth
of production, which is largely dependent
on the control of the monetary instability
of Iran's economy.
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