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1- INTRODUCTION

Investigation and identification of factors affecting the amount of
investment in different economic sectors of countries can be of great help to
policy makers to make correct and timely decisions. Large oil reserves in
Iran have made Iran have high relative advantages for investment and
development in this sector.
The oil sector has a dual role in Iran's economy: providing energy and
providing foreign exchange earnings. Therefore, it is very important to pay
attention to the factors affecting investment in this sector. Past data shows
that investment in this sector is affected by monetary and real shocks in
Iran's economy. Therefore, this research tries to investigate the effects of

real and monetary shocks on investment in the oil sector in Iran.

2- THEORETICAL FRAMEWORK

Achieving sustainable economic growth and development requires
identifying the abilities and potentials in different parts of each country.
Based on growth models and macroeconomic theories, investment is one of
the important factors in increasing economic growth and development. In
general, investment increases the country's capacity and ability to produce
goods, increase employment and ultimately increase income. Due to the
existence of huge oil resources, its extraction and export, Iran's economy has
become dependent on foreign exchange earnings from its sale. So that all
economic activities, including the activities of the industry, agriculture and
service sectors, are directly and indirectly related to the export of this
product. The oil industry has a relative advantage compared to different

economic sectors in the country, and due to the impact of the oil industry on



88 Quarterly Monetary & Financial Economics ¢ Vol. 29 ¢ No. 2 ¢« Autumn 2022 & Winter 2023

other economic sectors, the dynamics of this sector has a great importance.
The dynamics and growth of the oil sector is influenced by the amount of
investment in it. The existence of fluctuations and price shocks, which are
mostly exogenous, affects investment in the oil sector and creates an
atmosphere of uncertainty in its investment. Fluctuations in the exchange
rate also affect the investment of this sector by creating an atmosphere of
uncertainty. Also, at the macro level, besides the changes and fluctuations of
the exchange rate and oil price, other variables such as economic growth,
inflation and interest rate affect the amount of investment in the oil sector.

3- METHODOLOGY

In this paper, the impact of economic shocks (real and monetary) on
investment in Iran's oil sector is investigated by using the Bayesian Vector
Autoregression (BVAR) model.
In vector autoregression (VAR) models, there is a fundamental problem
called parameter abundance, and it occurs more frequently in cases where
the number of observations is small and disturbs the model's predictions.
Therefore, one should look for a way that reduces the number of model
parameters and binds the models. Bayesian methods as a way to overcome
this problem have been increasingly noticed by researchers. From the four
previous functions of Minnesota, normal Wishart, Sims-Zha (normal
Wishart) and Sims-Zha (normal plateau) for estimation the model and using
the RMSE index, the best function is selected to calculate the instantaneous

response functions.
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4- RESULTS & DISCUSSION

The results of this survey and research show that the impulses and
shocks related to the gross domestic product without oil, oil price and the
added oil industry have caused an increase in investment in the oil industry.
In other words, these shocks have an expansionary and increasing effect on
the investment of this industry. In the meantime, the shock of the gross
domestic product without oil has the greatest effect on the investment in the
oil industry due to the increase in demand for energy and the raw material of
various industries (oil). Also, due to the dependence of the oil industry on
the import of intermediate goods and capital equipment, the shock of the
exchange rate initially has a contractionary effect on investment, and after

four periods, it causes an increase in the investment of this sector.

5- CONCLUSIONS & SUGGESTIONS

Considering the greater effect of the exchange rate on capital
accumulation and investment in the oil sector, it is suggested to pay more
attention to the stability of the currency market, and also to reduce the
dependence of the oil industry on imported goods and equipment and to rely

more on domestic technology.

Keywords: Monetary shocks, Real shocks, Investment, Oil sector,

Bayesian Vector Auto Regression.
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