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Extended Abstract

Purpose: Economic uncertainty is a situation in which the future economic
environment is difficult to predict, and there is a high degree of risk or unknown issues
involved. This can be caused by a variety of factors, such as political instability,
financial market volatility, or natural disasters. Economic uncertainty can have a
significant impact on macroeconomic variables, such as GDP growth, investment, and
consumption.

Economic uncertainty can have a number of negative consequences for the economy.
It can lead to a decrease in investment, consumption, and economic growth. It can
also lead to an increase in inflation and financial market volatility. If there is a political
crisis, businesses may become more cautious about making investment decisions, as
they are not sure what the future holds. This can lead to a decrease in investment,
which can dampen economic growth. Similarly, if there is a financial crisis,
consumers may become more cautious about spending money, as they are not sure
whether they will lose their jobs or their investments will lose value. This can lead to
a decrease in consumption, which can also dampen economic growth.

Methodology: As a basis for analysis, the stochastic dynamic general equilibrium
(DSGE) model was used in this study. It is a type of economic model that combines
elements of both microeconomics and macroeconomics. They are used to simulate the
effects of economic shocks on macroeconomic variables. The DSGE model used in
this study was based on Iran’s data from 1989 to 2022. The model was then used to
simulate the effects of economic uncertainty shocks on a variety of macroeconomic
variables, including GDP growth, investment, consumption, the exchange rate, the
interest rate, and inflation.
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Since the central bank in Iran is not independent, it is not possible to model the
government and the central bank as two separate parts, but these two should be
considered in the same framework. The government tries to balance its expenses in
the form of current and construction expenses through the revenues from receiving a
lump sum tax from the household, the sale of partnership bonds and the income from
the sale of oil. In fact, it is assumed that most of the banks are owned by the
government.

Results and discussion: The purpose of this study was to investigate the effects of
economic uncertainty shocks on macroeconomic variables. The results indicate that
the real variables of the economy such as investment, production, consumption,
government spending, and taxes decreased in response to the shock of economic
uncertainty. However, nominal variables such as the exchange rate, interest rate, and
inflation rate increased in response to that shock. The results of the study suggest that
economic uncertainty shocks can lead to instability in the economy. This is because
economic uncertainty induces a decrease in economic activity, as businesses and
consumers become more cautious about making investment and spending decisions.
This can lead to a decrease in GDP growth, employment, and income. In addition,
economic uncertainty can increase the inflation by making the demand for goods and
services exceed the supply.

Conclusions and Policy Implications: The findings of this study suggest that
economic uncertainty shocks can have a significant impact on macroeconomic
variables. Policymakers should be aware of the potential negative consequences of
economic uncertainty shocks and take measures to mitigate their impacts. This could
include policies that promote economic stability, such as fiscal stimulus and monetary
policy. By understanding the causes and consequences of economic uncertainty,
policymakers and businesses can take steps to mitigate its negative impacts and
promote economic stability.

Keywords: Economic uncertainty, Exchange rate, Production, inflation, Dynamic
stochastic general equilibrium model (DSDE)
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1. Impulse Response Function (IRF)
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