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Abstract

In the years of holding elections, with the increase in the political uncertainty of the creditors,
the level of information asymmetry in the company increases, and as a result, the companies
request more loans from the banks to compensate the debts of the creditors. Due to the
importance of the topic, this research has investigated the effect of political uncertainty on
the choice of debt sources, emphasizing the role of financial constraints (testing the theory
of political economy) in the Tehran Stock Exchange during the period from 2016 to 2022,
using the information of 115 selected companies. The results of the research showed that
there is a positive and significant relationship between political uncertainty and the choice of
debt sources (borrowing from the banking system), which confirms the theory of political
economy. In other words, the results show the fact that in the years of holding elections in
Iran, high political uncertainty aggravates the problem of information asymmetry and as a
result, creditors are less willing to lend due to their political uncertainty during these years.
They have investments in companies and even in some cases, they may cancel their
investments in some companies, which will eventually make the company face a lack of
liquidity and financial constraints, and the company to provide its required liquidity, it
receives more facilities from banks, and this relationship is intensified in companies that have
more financial restrictions. In addition to these companies with more financial restrictions,
they increase the maintenance of their cash balances in response to the increase in the
fluctuations of cash flows.

Keywords: political uncertainty, choice of debt sources, financial constraint, political
economy theory.
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