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Abstract

The One of the effective factors in the economic development of any country
is the performance of its capital market. The stock exchange is highly
influenced by various factors, which include political and economic variables.
On the other hand, terrorism is one of the most basic political variables that
affect the stock market. Therefore, it is necessary to determine how it affects
the stock market. Terrorism is one of the emerging issues of international
security in the 21st century, which has been noticed not only by the military
but also by civilians. Such attacks can affect both the national economy and
the regional and global economies. Terrorist actions cause uncertainty, reduce
trust, increase risk perception and risk insurance premiums, and lead to a
decrease in investment rates, trade, and economic growth. In recent years, in
the financial literature, increasing attention has been paid to the impact of
political and social events on the behavior of the stock market. In general, it
has been observed that important events such as internal political disputes and
terrorism have influenced the capital market and asset prices. Terrorist
activities in Yemen, bombings in Madrid, Indonesia, and London, and attacks
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on the World Trade Center and the Pentagon in the United States have
disrupted economic activity in the attacked country and neighboring countries,
and the profits of companies in many countries have decreased. has been
negatively affected. In addition, due to the interconnectedness of global
financial markets and the mutual influence of regional markets, it is not
surprising that the effects of terrorism are felt in every corner of the world. In
terms of affecting the stock markets, terrorist activities create turbulence and
uncertainty among investors and force them to exit the stock market quickly
and ultimately reduce the stock market returns. The stock market plays a vital
role in the formation of capital and the aggregation of small and wandering
capitals and directing them towards the desired paths in the country's
economic system. To face today's turbulent world, company managers should
choose the right position and make the correct decision while examining and
being aware of these factors affecting stock prices. Only in this way can we
expect the success of the company. Since these factors either directly or
indirectly affect the performance of an economic enterprise and the value of
the shares of that enterprise also depends on its performance to some extent,
therefore, identifying the factors affecting the behavior and performance of
shareholders and Investors is of special importance from the point of view of
economic, political and security factors. Therefore, one of the important
political factors influencing the process of reducing stock market returns is
related activities in the field of terrorism. Therefore, the existence of terrorism
and the activities resulting from its performance in countries active in the stock
market can directly spread political and economic instability in countries by
providing internal and regional tensions. As well as the areas adjacent to the
involved countries, the creation of non-productive activities, the reduction of
the gross domestic product, and consequently, the reduction of the economic
growth caused a decrease in the return of the stock market and a drop in the
value of the shares in the target country, and as a result, it led to a decrease in
investment in the stock market of the countries. He gets involved in terrorist
attacks. Therefore, the current research aims to investigate the impact of
terrorism on the stock market return index in the high-risk region of the
Middle East from 2008 to 2019 with the approach of generalized moments
(GMM). According to the results of the research, the terrorism index shows
the negative and destructive effects on the stock market performance of the
Middle East countries. The effects of terrorist activities increase the costs of
creating a business through spending a lot of money to ensure security and
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insurance of economic activity, the cost of preventive measures, economic-
political instability, and increasing corruption, Therefore, the above factors
are the main concerns of investors and shareholders. Therefore, the increase
in terrorist attacks leads to a decrease in stock market returns. According to
other research results, the variables of oil price and exchange rate respectively
have the most negative and significant impact on stock market returns. While
the economic growth rate variable has a positive and significant effect on stock
market returns. Because financial and commercial market crises can have
negative effects on stock market returns in case of terrorist activities, the
countries involved in terrorist activities should ensure economic and political
stability. to improve so that the level of economic vulnerability from terrorist
attacks is reduced and to increase trust and confidence in domestic and foreign
investors and shareholders. Because according to the research literature, part
of the effects of terrorist activities through different channels such as
economic and political instability, incompetence of institutions, rentier
governments, and unproductive and fruitless activities on the stock market. is
transferred, it is suggested that the countries based in the Middle East tense
region, reduce and deal with the activities and widespread terrorist attacks,
and increase political stability in the international arena with the neighboring
countries to moderate and control the negative consequences. Terrorist
activities, peaceful and democracy-oriented cooperation with terrorist groups
to reduce the destructive effects of terrorist activities, increasing the
effectiveness of the property rights index to create security and stability in the
stock market, improve conditions, and market prosperity, and increase the
efficiency of the stock market, giving priority to the rule of law and adherence
to regulations, reducing the entrepreneurial role of government institutions in
the Middle East countries to develop the economic performance, financial
markets and increasing the efficiency of the stock market.
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