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Abstract
Determining the driving forces of economic growth has a paramount
importance in economic studies. Early studies suggested physical capital
accumulation as the main driving force of growth. However, the recent
studies try to resolve the flaws of neo classical school on growth by
expanding the concept of capital equipment and machinery to a wider range
of human knowledge, on one hand, and institutions, rules and regulations as
social capital, on the other. In fact, this strain of economics has become more
prevailed recently. The present study, using Hausman, Pritchett and Rodrik
(2005) methodology, aims to investigate the impact of rules and regulation
reforms of developmental plans on the acceleration of Iran economic growth
over 1338-1386 (1960-2008) period. The results of three econometric
methods including Gombit, Logit and Probit models show that economic
reforms of the developmental plans in Iran's economy has had a significant
positive impact on growth.
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Introduction
Examining the different aspects of economic growth has two important
outcomes; 1) increases the knowledge of policy makers in policy choice and
adoption, and 2) makes prediction of economic growth by using models
based on theoretical framework.
In economic literature a considerable number of studies paid attention to
investigation of the driving factors of economic growth. Accelerating
sustainable economic growth is one of the main policy concerns in
economics. For many years, economists have been trying to find out why
some countries grow faster than the others using various econometric
approaches. The policy prescriptions derived from Barro and Salai-Martin
(1995), and Hall et al. (2001) can be summarized under three general
principles: open economy, healthy money systems and appropriate property
rights.
Even though, majority of the empirical studies have consensus on the
definition and how to measure the dependent variable, i.e. economic growth,
but they deal differently with the definition, selection and measurement of the
explanatory variables, especially institutional factors, which are believed to
affect economic performance. Some of the studies put more emphasis on
democracy, social capital and political stability and rights, especially in
developing countries as main driving forces of economic growth (e.g. Helli,
1994). Some others examined the role of bureaucratic efficiency and
corruption (Mauro, 1995) or unofficial institutions like intrapersonal trusts
and civil organizations.
In this study, we focus mostly on a group of various factors such as
economic environment policies, and political situations. We identify the role
of rules and regulations on accelerating economic growth, in Iran using
Hausman et al. (2005) methodology.
In this context, the following hypothesis will be tested:
• Development plans�rules and regulation reforms have positive and
significant impact on accelerating economic growth. These plans also
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have significant effects alongside other factors including trade
relation, economic openness, real exchange rate, investment and
inflation.
The organization of this paper is as follows. First, the theoretical
background of the study will be presented. In section two, the experimental
strategies of the economic growth and domestic policies will be discussed.
Then an overview of the development plans before and after Iran revolution
will be provided. Section four reviews the empirical studies. First a review of
the trend of accelerated growth will be presented in section five, and then the
economic growth model will be estimated using Probit, Logit and Gombit
models. Final section presents the results of the study and its policy
recommendations.

1. Theoretical Framework
In economic literature, the investigation of the economic growth driving
forces has attracted significant attentions from the economists. The
emergence of technical economic growth models has been very important.
The earliest growth model emerged was the model of �Harr
od-Dommar�
(HD) which originated from Keynes economic thoughts and was designed for
the developed economies who faced with lack of enough aggregate demand
at that time. This model tries to answer the question that what are the
requirements for sustainable growth with full employment (Mir, 1994). This
model has been recognized for years as the only model for long-term growth.
Another well-known model is the Dozenbery�
s growth model. Under this
model, sustainable growth is attainable and in a given time, exogenous
factors like population, government expenditures and taxes, and financial
institutions can impact on the endogenous variables of the model. In addition,
structural change, and income fluctuations are determined by capital stock
adjustment process. This model just like HD model originated from the
Keynes economic school (Tafazoli, 1996). However, the economic growth
theories advanced more significantly by the studies of Solow and Swan.
The Neoclassical model of Solow (1956) shows that in equilibrium,
output growth should be equal to the growth rate of two exogenous variables,
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population and technological progress. Under this model, the government
policies can affect growth temporarily and in transition from one equilibrium
position to another. This model is also on the premise that if capital has free
mobility, then over time a convergence trend happens between countries in
such a way that rich countries grow slower than the poor countries, known as
(Bergostrom, 1998).
�c
atch-up�heory
t
More recently, �e
ndogenous growth models�inspired by growth models
of Ramsey, New-classics and new-Keynesians have emerged under which
macroeconomic is built on the microeconomic basis. These models tend to be
based on Arrow (1962) study. Since Schumpeter emphasized on temporary
monopoly power as innovation driving force, these models sometimes are
known as Neo-Schumpeterian growth models (Cheng and Dinopoubs, 1992).
These models from Jones�view are classified into two groups, AK 1 and
R&D. As mentioned before, the early theoretical studies mainly emphasized
on the role of physical capital as factor of growth, while in new growth
models, introduced by economists like Paul Romer in late 1990s, more
attention is paid to the research and development as one main factor of
economic growth.
In these models, the role of institutional factors in economic growth has
attracted more attention. The proponents of these models believe that Neoclassical growth models ignore the role of institutions in economic growth
and predict that in the long-term, equilibrium growth among countries will be
equal; however, it will be different only due to labor force participation.
Endogenous growth models are based on the premise that institutional factors
and government policies can affect economic growth systematically.
The views of institutional economists in explaining the causes of
economic growth differs among countries and can be explained by the
following production function:

1.The AK production function model is a special case of a Cobb˚ Douglas production function
with constant returns to scale:
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in which Y represents the level of output, I represent institutions, K and L are
physical capital and labor force and h is the know-how of working with the
new capital by the labor force. As it is clear from this simple model, even
economies with equal K, L and h might have different economic growth due
to different economic institutions. Under these growth models, the economic
infrastructures including government and its rules and regulations, and the
institutions can be the success factors of long-term economic growth, through
preparing favorable environment for the business to work.
Theoretically, the conventional exogenous and endogenous economic
growth models in exploring the relationship between growth and
macroeconomic variables need to explain the change in location of the
growth trend (see diagram 1). In Neo-classical growth model, growth
accelerates in time T, but ultimately converges to the growth rate of the
previous period (unless as Jones noted that technology as a gift from the
heaven exogenously advances). Therefore, in these models in order to
identify the affecting variables, it needs to track the changes occurred in time
T or before. In other words, identifying the turning point in growth and
addressing this question that what factors led to that growth, would be
quite useful. In this context, if the data and information are investigated
without paying attention to those turning points, the whole analysis would
be inaccurate.
Usually, regression models of economic growth are linearly presented,
however, it is possible that due to changes in rules and regulations, these
models be non-linear, in which they would not present an accurate
understanding of the reality. The early studies in this regard are those from
Pritchet (2000) and David and Papell (1998) which used statistical methods
in identifying the changes, as well as studies by Jones and Olken (2005), and
Jerzmanowski (2005).
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Diagram1: The Effect of Economic Improvement on Growth under
Neoclassical and Endogenous Growth Model Frameworks
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In this study, an empirical method is used in a general equilibrium
framework of identifying production and its dynamics. In order to overcome
the difficulties of the conventional estimation models of growth, following
the study by Hausman, Pritchet and Rodrick (2005) an identifying filter of
accelerated growth of economy of Iran will be introduced. Then, the main
characteristics of accelerated growth and the factors that are correlated with it
will be discussed.

2. Experimental Strategies of Economic Growth and Iran’s
Domestic Policies
The growth performance of the economy of Iran for the last half a century is
disappointing. Gross Domestic Product (GDP) of Iran in 1959-1976 period
witnessed an increasing pattern, but decreasing after that until 1981. Then for
a short period of time, it experienced an increase but again in year 1986
dropped. This decreasing pattern continued until 1988. In post-war era, GDP
started to increase significantly up to 1992. After this year, the increasing
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trend continued but slowed down until 1380. After 1380, the trend increased
steeply. In year 2008, the growth rate sharply fell to 2.3 percent.
GDP per capita, increased significantly during 1966-1976. After that until
1988, it slowed down to reach its minimum in 1988. After 1988 the growth
rate got momentum and with some fluctuations increased until 2008. In fact,
GDP per capita in 2008 was well below its level in 1976. The variations of
Iran economic growth has been presented in graph 2. As it can be seen from
the graph, it has had noticeable fluctuations during 1960-2006. This shows
that economic growth significantly depends on price of oil and oil revenue.
Diagram 2: Iran Economic Growth Trend (Percent)

In the above graph after adding a trend line, it can be seen that the trend
line has a negative slope from the mid of 70s decade to early 90s. Based on
this observation, the fluctuation periods can be grouped into the followings:
pre-oil shock era (1959-1970), first oil shock era (1970-1976), revolutionwar-sanction era (1976-1988), economic reforms era (1989-2005), and
second oil shock era (2006-2009). The growth rate of per capita GDP during
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first era, i.e. 1959-1970 was about 6.8 percent, followed by 8.8 percent for
1970-1976 and 4.4 percent during 1976-1988.
The growth rate during the post-war Development Plans periods, i.e.
during 1989-2005, was 3.7 percent, on average. As it can be seen the
economic performance during the early half of 1970s, when the oil price was
high, was significant, while during first half of the 1980s, when the price of
oil dropped, was very low.
Lower growth rate during the post-war development plan period
compared to 1360s and 1370s is interesting and requires more detailed
analyses. After 1989, even though the growth rate was increasing, was not
significant. In general, the economic growth performance of Iran in post-war
development plan era was disappointing (Jahangard, 2007).
From another view, the investigation of the policies and the economic
environment at macro level can reveal interesting points about the overall
environment in which the economic growth happened. The period that Iran
has had development plans can be classified into seven periods.
Period one: during this period, 1963-1972, there is serious tendency
towards industrialization. The main steps taken in this period are, land
reforms, establishing modern institutions towards industrial development
such as organization for industrial management, organization for expansion
and renovation of industries, industrial expansion financing bank, Tehran
Stock Exchange Organization, Chamber of Commerce and Mining and
Industry (Nili et al. 2003).
Period two:

import substitution strategy (1973-1977). During this

period, along with higher oil prices in 1974, the strategy for import
substitution has been intensified by the government. One of the main
outcomes of this strategy was formation of dependent capitalism based on oil
revenue and imported technology from developed countries. One interesting
point about this period is that despite pursuance of the import substitution
strategy, not only the importation of capital, intermediate and consumption
goods did not decrease, but their import balance increased over time (Zonouz,
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2000). During this period, due to higher oil prices, both investment and
output growth was higher than period one and big industries with imported
technology were created and established in Iran.
Period three: First Self-sufficiency strategy (1978-1988): this period
starts with the Iran revolution in 1978 and ended with the ceasefire between
Iran-Iraq in 1988. During this period, due to aggravation of political conflicts
with the west, huge capital outflows, reluctance of the multinational
companies for investment in Iran and huge control of the economy by the
government, the import substitution strategy

was abound on and

self-

sufficiency strategy was pursued. Lack of importing technology for building
capital equipments coupled with scarcity of foreign exchange damaged some
industries capacity due to war which impacted adversely on capital
accumulation in manufacturing sector. Agriculture sector was placed at the
center of self-sufficiency strategy. During this period, industrial efficiency
compared to the pre-revolution Fifth Development Plan dropped sharply,
such that in 1988 it stood at 40% (Zonouz, 2000).
Period four: second import substitution strategy (1989-1995): at the
beginning of this period, a manufacturing sector was inherited with obsolete
technology, bankruptcy of significant number of firms, very low income per
capita, and highly monopolized market structure. Economic liberalization and
adjustment of relative prices provided the environment for economic growth.
Over-utilization of foreign funds, political conflicts with the west and
therefore high risk evaluation, high inflation due to over-drawing of bank
funds by the government and implementation of the expansionary policies to
support the activities in the economy are the main features of this period (Nili
et al. 1382). During this period, utilization rate of the industrial capacity
increased. The government policy reforms gave incentives to private and
public sectors for investment and as a result the capital accumulation rate
started to increase.
Period five: second Self-sufficiency strategy (1996-1998): high inflation
rate coupled with increasing foreign debts led to abandonment of
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liberalization policy prescribed by IMF and self-sufficiency strategy adopted
again by the policy makers. Constrained imports due to balance of payments
deterioration and low level of working capital once again resulted in underutilization of the capacities and therefore the level of investment decreased.
In addition, stabilization of exchange rate by the government decreased the
level of exports (Nili et al., 2003).
Period six: economic reforms (1999-2004): during this period, the lack of
developmental institution and required mechanisms in previous plans for
achieving economic growth were identified and some reforms were taken
place including: preparation for national economy immunization to the oil
market shocks through establishing exchange reserve account, gradual
replacement of non-tariff barriers with tariffs and preparing the ground for
gradual decrement of the tariffs to the level that prepare the ground and meet
the requirements for engaging in WTO negotiations, establishing private
banks in free economic zones and reinforcing the stock market (launching
regional and commodity stock markets) and establishing non-banking
financial system in order to de-monopolize the banking network and building
more favorable ground for investment, establishing private insurance
companies in various lines of businesses, adoption and implementation of the
law supervising the foreign investments, new tax laws, abolition of collateral
for commodity exports, decentralized policy implementations, and adoption
of comprehensive social security system (Jahangard, 2006).
Period seven: high oil revenues (1384-1388): during this period, and
despite the existence of 20 years Outlook Document ,covering 1384-1404,
and fourth Development Plan, the type of the government approach in
implementation of these documents has been completely different due to
unprecedented fluctuations in oil prices in global markets. Over-withdrawal
of exchange reserve account by the government, sharp increase in
government expenditures and high dependency of government revenues on
oil and gas export, sharp increase in liquidity, stabilization of the price of the
some groups of oil derivatives, and rationing some of the oil derivatives,
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increase in house prices, stabilization of exchange rate and high inflation,
drop in stock trading in stock exchange market, and deterioration of business
environment are the main characteristics of economic performance in this
period.
In sum, from the trend and analyzing the recent experiences it can be
observed that economy of Iran is highly dependent on exchange revenues
from oil exports, which, in turn, can be interpreted as lack of having a
specific strategy or not implementing (mis-implementing) the existing
strategies. Observing high economic growth fluctuations in various periods is
a witness to this fact.

3. Analyses of the Objectives and Policies of Developmental
Plans in Iran
The first thought on planning in Iran goes back to the establishing of
�Econom
ic Council�in 1937. The first meeting of this council was held in
1937 and the 10th and the last meeting held in the same year. After 6 years, in
year 1944 government established �Econom
ic Supreme Council�.In 1945, a
commission was formed to provide a general planning scheme in Melli Bank
of Iran. In 1946, the Board of Ministers adopted forming a �boa
rd for
providing development map of Iran�in order to prepare a multi-year plan.
This board handed in its first report known as �f
irst draft of first 7-year
development plan�to the Prime Minister in that year. In 1948, �Pl
anning
Bureau Division�was established to prepare a detailed 7-year plan for the
government. This office later on was renamed as �T
emporary Planning
Organization�.Finally, in 1948, �t
he official bill of implementing the 7-year
plan�with the amount of 21 billion Rials has been adopted by the �Nat
ional
Council Parliament�.Due to nationalization of oil in 1951 and stoppage of
the oil exports revenues, major part of the plan�
s funds was spent by the
government. After Coup D�
etat in 1953, and following resuming oil exports,
there was a need to implement a new development plan. As a result, in 1955,
this plan was implemented.
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The second development plan (1955-1962) adopted by �Nat
ional Council
Parliament�in 1955. The available budget for this plan amounted to 84
billion Rials. In 1960 and after adopting the banking and monetary law, the
Central Bank was established and the monetary policy of the country was
separated from the commercial banking of Melli Bank Iran. This plan, like
the first one, did not have any quantitative objectives. However, the third
development plan was prepared integrally and comprehensively. Its duration
decreased from 7 to 5 years and its budget amounted to 222.4 billion Rials. In
this plan, the actual growth rate of GDP was 8.8 percent compared to 6
percent as set in the plan. By taking into account the population growth, the
rate was 6 percent.
Along with the implementation of the third plan, the land reforms were
put in place in year 1963 that prepared the ground for industrial development
of the economy. The fourth development plan (1968-1972) was a 5-year plan
with a budget amounted to 568 billion Rials. During this plan, the actual
growth rate of GDP stood at 13.1 percent compared to 9.4 percent target in
the plan. Both third and fourth development plans implemented during the
years when there was determined intention for industrialization.
The fifth development plan was a five-year plan spanning 1973-1977
period with a budget of 3369 billion Rials. In the first three years of the plan,
the GDP growth rate remained high at 16.6, 16.7 and 18.6 percent,
respectively; however, they remained well below the plan�
s target of 25%.
After the revolution, the growth rate of GDP of the fifth development
plan on average was 15% excluding oil sector and was 8.3% including oil
sector. The fifth development plan was concurrent to the first �i
mport
substitution strategy�.Overall, the period after revolution can be divided into
two distinguished periods: 978-1988 and post-1988. In the first decade after
the revolution, the GDP growth rate was negative at -1.95 percent, mainly
driven by reduction in output and exports of oil, and the inflation rate stood at
18.9%. Also, due to high population growth rate of 3.9%, the GDP per capita
growth rate dropped significantly. . During this period which also the first
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�s
elf-sufficiency strategy�adopted, two major laws have been adopted on
banking industry including nationalization of banks in year 1979 and
implementation of the Islamic banking in year 1983.
For post-1988 (post-war) period, the first comprehensive cultural, social
and economic development plan was adopted by the �I
slamic Consultation
Parliament�in 1989 spanning 5-year period of 1989-1993, which was later
extended one more year to 1994. Developmental budget of the plan was 8189
billion Rials, its current budget was 20776.5 billion Rials, and the budget for
government incorporations and entities was 5666.8 billion Rials. Overall,
during this plan, GDP at 1988 constant prices grew 7.3% annually on average
which was lower than the target rate of 8.1%. The major policies
implemented during this period were: privatization of the government
companies, importation of some �ba
sic need items�without transferring
foreign exchange, gradual abolition of tariff and non-tariff barriers in
importing most of the capital goods, increasing the list of the allowed
imported items vis-à-vis exported items, establishing exchange support fund
for non-oil exports, and abolition and decreasing the exchange certificate of
deposits. This period was concurrent to the fourth economic policy making of
the second �i
mport substitution strategy�.In last year of the plan, i.e. 1993,
along with the continuation of economic adjustment and structural changes
towards

market-based

economy,

the

single-rate

policy

for

dollar

implemented. In addition, in 1990, the Labor law has been adopted.
The second cultural, social and economic development plan started in
1995 and ended at 1989. The current and development budget amounted to
114483 and 75837 billion Rials, respectively. The projected growth rate was
5.1%, while the actual figure was 3.8%. During this plan, some efforts have
been made towards improvement of tax system performance such as
expanding the tax base and preparing the draft of the Value added tax (VAT).
In 1994 and early 1995, stabilization and control of foreign exchange and
commercial policies replaced the adjustment policies prescribed by the World
Bank and IMF. From 1995 the control policies and double-rate policy for
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dollar including export exchange rate alongside with float exchange rate
have been implemented. This plan was almost concurrent to the second
�s
elf-sufficiency strategy�.
The third development plan was adopted in 1990 by the �I
slamic
Consultation Parliament�.At first, the economic reforms were started. The
average GDP rate was about 5.4% which was 0.6% lower than target rate.
Reforming the direct tax laws, establishing the Tax Affairs Organization,
preparation

and

compiling

of

VAT,

preparation,

adaptation

and

implementation of government service fees pooling law, reforming
commercial system, establishing exchange reserve fund, and implementing
the single-exchange rate for dollar were the main activities undertaken by the
government during this plan.
The fourth cultural, social and economic development plan was compiled
for 2005-2009. This period corresponds to the high oil prices in international
markets. One of the main features of this plan was embedding this plan in the
�20years long-term outlook document�framework. The document for this
plan was compiled with the main objectives as: development of the base
knowledge, equality-based, and interactive with the world, providing the
national security, keeping the Iran-Islamic culture and identity, effective
governance and establishing elite government. Generally speaking, the highaimed objectives of this plan is obvious; comparing the target rate of growth
with the actual rate shows that the average annual GDP growth rate in the
first three-year of the plan, i.e. 2005-2007, was about 6.3% which is much
lower than the target rate of 7.4%.
To summarize, it can be seen that, increasing dependency to fluctuated oil
revenues is a common feature of all the development plans in Iran, and
therefore, achieving the targets of the plans depend strongly on oil revenues.
Due to oil price fluctuations all the developmental plans have not succeeded
in achieving the sustainable economic growth.
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4. Literature Review
During recent years, considerable changes have happened among the views
of economists in regard to the main driving forces of the economic growth,
with special reference to the studies that focused on roles of institutions
including rules and regulations and their components on economic growth.
This concentration led to renaissance of institutional schools and laid the
ground for new institutional economics. In this regard, study done by North
and Thomas (1994) can be considered as the pioneer study in which
institutions are the necessary conditions for economic growth. However,
there is huge body of literature in this field. For instance, some seminal
studies on the effects of factors such as rules and regulations and economic
policies are Acemoglu et al. (2001, 2002), Rodrik (2004), and Hausman,
Pritchett and Rodrick (2005). In these studies, the focus is on institutions and
distinction is made between institutions and policies. In these studies
institutions are mainly defined as property rights, rules and regulations, interpersonal trusts and social arrangements. Hall and Jones (1999) and Acemoglu
(2001) concluded in their studies that institutions are very critical factors for
long-term growth and wealth of nations; countries with better political and
economic institutions in the past are today�
s rich countries.
Hausman, Pritchett and Rodrick (2005) in their study claim that if the
researchers are interested in identifying the key factors influencing growth,
they need to find the factors affecting the time of the accelerated growth. In
other words, they need to identify the turning point in growth. Using this
methodology and PENN World data, they examined one accelerated growth
during 1957-1997. After identifying accelerated growth, they categorized the
explanatory variables into three groups: external shocks, political change and
economic reforms. Using statistical analyses, they examine the relationship
between accelerated growth and potential determining factors. They
concluded that accelerated growths are mainly due to non-conventional
factors. Then, after using Probit and Tobit probability models, in which a
dummy variable was defined as another explanatory variable to take one in
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time of accelerated growth and zero otherwise, they observed that majority of
the accelerated growths have not been associated with major changes in
economic policies, institutional arrangements, political situations or external
shocks. Even though, the conventional factors affect the time of the growth,
but generally speaking these factors are not good predictors for starting time
of growth. Djankov et al. (2006) in their study titled as �r
egulations and
growth�try to answer this critical question that �whysome countries grow
faster than the others�
. They examined the effects of rules and regulation
governing the business activities on economic growth in 135 countries and
concluded that countries with better and more favorable rules and regulations
experienced faster growth. They also concluded that improving the business
rules and regulations from the worst to the best case will lead to 2.3 percent
increase in annual growth rate.
Jalilian et al. (2000) in their study titled as �T
he effect of rules and
regulations on growth in developing countries� investigate the role of
supervision and governing regimes on economic growth and development by
examining the role of quality and capacity of governing institutions. Using
two distinct econometric modeling, they found significant positive
relationship between supervision quality and economic performance.
A review of the empirical studies on economic growth in Iran shows that
the majority of the studies in the past mainly dealt with conventional factors
of economic growth, i.e. physical capital, and labor; however, in more recent
years, institutional factors such as government and social capital have been
included in the models. In this regard, studies at different levels and with
various indicators have been conducted and also various methodologies have
been used to examine the role of social capital on economic growth. Some
examples are Rahmani et al. (2006, 2007), Safdari et al. (2008), and Rannani
et al. (2008) which each used distinct measures of social capital. As
mentioned before, social capital concept covers various components such as
trust, norms, etc. and in order to examine the role of social capital more
accurately, one needs to investigate the roles of each components separately.
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For instance, Rahmani et al. (2007) investigates the effect of trust on
economic growth.
In Rahmani et al. (2007) study, a short review on the concept of trust and
its impact on economic growth in a generalized model framework were
conducted. Then, using survey data from national Scheme of Ministry of
Islamic Culture and Guidance, Statistical Center of Iran and Central Bank,
the effect of trust on economic growth in 28 provinces of Iran was examined.
For estimating the models for 28 provinces over 2000-2003 the spatial
econometrics in Matlab was used. The result of this study shows that
including the variable of bounced1 cheques as an indicator for fall in trust, the
explanatory power of the model increases by 4 percent. It is concluded that
this variable has significant negative impact on economic growth; put it
another way, trust has positive impact on economic growth.
In another study, Amiri and Rahmani (2006) examine the effect of inter
and intra-group social capital on economic growth in Iran�
s provinces during
2000-2003. They claim that intra-group social capital by increasing
interactions will increase trust, and decrease transaction costs and
rent-seeking which in turn affect economic growth positively. In a similar
vein, inter-group interactions and within families and friends who means less
time for inter-group interactions and interactions with outsiders of the family
and friends circle will reduce the economic growth. Examining this model for
the provinces reveals that the results of the model are �s
ensitive�to social
capital measure choice for inter- and intra-groups. To explain, if the intragroup interactions are measured by the average number of subscribed people
in associations and groups in the capital of provinces, it has positive impact
on economic growth, and inter-group social capital has negative impact. But
if the number of organization and associations per capita are considered as
measure of intra-group interactions, then intra- and inter-group social capitals
both have positive impacts on economic growth.

1. Dishonored
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Samadi (2008) examines the effect of protecting property rights (as an
important economic institution) on Iran�
s economic growth. He utilized an
endogenous growth model consistent with Iran�
s economy. He estimated the
model using Two-Stage Least Squares (TSLS) over 1059-2002 period. The
results of the Garigori-Honson co nintegration test shows that there is causal
long-term relationship between the variables (with and without the variable
representing the protection of property rights), which in turn shows that
protecting the property rights and other variables in the model have long-term
effect on real output in Iran. The results of the estimation excluding the
property right protection variable shows that the stock of capital and foreign
exchange oil and gas revenues have positive impacts on economic growth,
while number of employees and human capital do not have significant
impact. The results including property rights protection variables, however,
show that protecting property rights has positive and significant impact on
economic growth. Inclusion of these variables improved the significance of
the other variables in the model as well. The implication is that improving the
quality of institutions such as protecting property rights has meaningful
impact on economic growth. The author recommends that institutional
analyses need to be considered as a complement in analyzing Iran economy.
In this regard, one recommendation is to define individual property rights
more clearly and adequate efforts need to be made to protect individual
property rights. This has a compound effect on the economic variables.
A review of the empirical studies on economic growth reveals that there
is huge spectrum of studies over various periods of time and distinct
econometric methodologies. Generally, there is no consensus among the
researchers on the factors affecting economic growth directly. The effects of
savings, private sector investment, human capital, taxes, non-oil exports,
financial development, monetary, fiscal and commercial polices, inflation,
income distribution, and education on economic growth are mixed. However,
there are some consensuses on the positive impact of foreign direct
investment (FDI), export diversifications, imports, R&D expenditures,
information and communication technologies (ICT), and energy, and
negative impact of foreign exchange rate and exchange rate policies, unstable
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export revenues, population growth and finally �i
nstitutional constraints�on
economic growth.
Another notable point is that some of the researchers have questioned the
applicability of endogenous growth models in Iran�
s economy, while the
majority of conducted studies have used this methodology. The main point
coming out of all the studies is that institutions are vital part of economic
analyses. Without building the needed institutional infrastructures, physical
capitals are not capable of guaranteeing a considerable rate of growth.

5. Model Estimation and Interpretation of the Results
In this section first using Hausman, Pritchett and Rodrick (2005)
methodology, the time of the accelerated growth in economy of Iran over
1959-2007 period is extracted. Then using regression analyses, those
variables correlated with growth during transitional periods will be
determined. Next, the effects of external shocks, political changes and
economic reforms in developmental plans on economic growth will be
examined. At the end, using Probit, Logit and Gombit probability models, we
examine that how good are the explanatory variables in predicting the time of
incident of accelerated growth.

5.1. Calculation and Estimation of the Periods of Accelerated
Growth in Iran’s Economy
As mentioned before, following Hausman, Pritchett and Rodrick (2005)
methodology, a filter is used to identify the accelerated growth in Iran
economy. This filter has the three following features, in which
represents growth rate in time t for time horizon of n,

represents change

in growth rate in time horizon of n, and y represents gross domestic product
per capita:
1.
2.

percent per year
percent per year
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However, this measure is arbitrary. And the average of growth rate in
next period should be higher than highest growth of output in previous
period:
3.

{ }

Following Hausman, Pritchett and Rodrick (2005) methodology, and
arbitrarily for Iran, the time horizon 5 years is considered, that means n is 4.
The main reason behind considering 5 year is that most of the Iran�
s
developmental plans were 5-year plans. In this regard, the economy can have
more than one period of accelerated growth provided that the distance
between them is more than 5 years. If the period for accelerated growth
is numerous that means that accelerated growth occurred following
small changes.
Based on the three conditions it can be seen that for 5-year period two
accelerated growth can be observed, and if the time horizon reduces to 3year, the number of accelerated growth jump up to 4 and if the time horizon
increases to 8-year, only one period of accelerated growth can be observed. 1
Based on n=4, Iran witnessed accelerated growth in 1967 and 2003, i.e. preand post-revolution third development plans. In pre-revolution third
development plan, the main changes that occurred were:

integration of

planning organization to government, and becoming the main body
responsible for management of economic affairs in the economy. 2 As
1. If time horizon of 3-year is chosen, then the starting of accelerated growth are associated
with 1965, 1969, 1993 and 1382, i.e. pre-revolution second and third development plans
and post-revolution first and third development plans. However, If time horizon of 8-year is
chosen, then Iran only had accelerated growth in 1973.
2. The main objectives of this plan were: 1) establishing and development of industries capable
of generating more income, 2) prepare the ground for building iron industries,
petrochemical, machinery, aluminum industries, tractor-building plants and pipe industries,
3) development of infrastructure, and education and training and health services. This plan
has been prepared in three levels, macro, sectoral and projects with the target rate of 6
percent growth per year. Its secondary objectives were job-creation, more equitable
distribution of income, and providing the opportunities for individual capabilities. The land
reforms started in 1962 which was not part of this plan. These reforms prepared the
necessary grounds for economic activities in manufacturing and therefore industrial
development of Iran�s ec
onomy (Toufigh, 2006, pp. 55-56, and Beheshti, p. 197)
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mentioned before, the third post-revolution development plan aimed at
economic reforms in the areas of commercial and business systems, foreign
exchange market, money market, taxes, and labor market.
Hausman et al. (2005) for stability or instability of growth considered two
thresholds. However, in our study, considering the convergence of growth
models, Iran as a developing country, and the average growth rate of the
economy over half a century, we chose 2.5 as threshold. Based on this
measure, the two-period of accelerated growth, 14, 2 and zero percent growth
cases can be considered as high, normal and negative growth, respectively. In
this context, the occurred accelerated growth in year 1967, Iran experienced
high growth rate, and this growth continued in the following years. However,
for the second period of accelerated growth in 2003, Iran economy started
with a normal growth, and then high growth occurred. This shows that the
patterns of the starting of the accelerated growth are different.
Before detail investigation and usage of regression analyses, one critical
question remains to answer; what factors are associated with accelerated
growth. In this regard, reviewing the average value of some of the variables
during two transitional periods, namely t-1,t, t+1, i.e. value of variables in the
time of accelerated growth and comparing the values of the same variable in
4 previous and future years can be helpful. Another approach can be
identifying the variables with high correlation with growth during one
transitional period (4-years here) and compared it with 4-years ago.
The results of both of these two approaches are presented in table below.
For this, we examined the relationship between starting of accelerated growth
using both methodologies with investment, exports, and imports, openness
degree of the economy, inflation, exchange rate, and trade relation.
According to the table 1, under first approach, accelerated growth is
associated with imports at 96 percent; i.e. accelerated growth has positive and
significant relationship with imports. However, no significant relationship
with the other variables is observed. This shows that accelerated economic
growth in Iran has happened during the time of solving macroeconomic crises
in the economy.

Table 1: Correlation of Variables with Accelerated Growth
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Another approach in which instead of the time of starting accelerated
growth, we compare the variables for a five-year accelerated growth with the
starting time of accelerated growth. Under this approach, all variables except
inflation and trade relation have positive and significant relationship with
accelerated growth. Exports, openness of the economy, investment, and real
exchange rate have positive and significant relationship; however, trade
relation and inflation have positive but insignificant impact on the timing of
accelerated growth.
These results do not necessarily present the causal relationship between
these variables and accelerated growth. However, the finding that accelerated
growth requires investment, exports, and competitive exchange rate is of
great importance. Therefore, it can be claimed that accelerated growth not
only depends on total factor productivity (TFP) improvements and increases
in import capacity, but also on increasing in exports and investments and
competitive exchange rate.

5.2. Estimation of the Roles of Explanatory Variables on
Accelerated Economic Growth in Iran
In economic literatures, exploring the factors driving economic growth is
highly important; historically it started from physical capital and labor and
extended to R&D expenditures, human capital, technology and institutions
and rules and regulations, and social capital. Now, we ask this question that
to what extent explanatory variables can explain the growth? The explanatory
variables included are external shocks, domestic economic reforms and
political situation.
a) External shocks (DTOT): trade relation represents external shocks and
defined as a dummy variable taking one for year t, i.e. from the start time of
the accelerated growth to t+4, and zero otherwise. Inflow and outflow of
capital is an alternative that can be used as a proxy for external shocks.
However, since this variable is endogenous and needs more caution in model
specification, we decided not to use this variable.
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b) Political changes (DENDWAR): a dummy variable represents the
revolution and Iran-Iraq ceasefire, in which it takes one for revolution and
ceasefire occurrence years and zero otherwise.
c) Economic reforms (ECONLIB): in defining this variable, we follow
the movements toward economic liberalization and more open economy. A
dummy variable is defined, taking one for the years the economy moved
toward more open economy and zero for the remaining years.
These variables can project transitional growth partly. The results using
OLS have been presented in table 2 below. According to the results, there is
no significant relationship between economic growth and trade relation.
However, the results show that there is significant and positive relationship
between political situation and economic reforms with economic accelerated
growth.
Table 2: Model Results for Iran Economic Growth During
1959-2007
Variable
External shocks
Political changes
Economic reforms
R-squared

coefficient

t-statistics

0.291141

0.165667

7.975184

2.817275

4.191141

2.107946

0.442307

5.3. Probability Models’ Estimation and Interpretation
Now, in order to conduct more detailed statistical analyses and also
determine the power of prediction of the variables we use Probit, Logit and
Gombit models. Under these models, a dummy variable appears on the lefthand side which is known as Quantitative dependent Variable Model
(QDVM). It has been used in economic growth empirical models in recent
years. As mentioned in theoretical section, according to the Hausman et al.
(2005) study, theoretically the conventional endogenous and exogenous
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economic growth models need to be capable of identifying the relationship
between growth and macroeconomic variables (diagram 1).
Our dependent dummy variable takes the value of 1 in times close to the
occurrence of accelerated growth and zero otherwise. Explanatory variables
are three groups as before. In estimating the coefficients, the methodology of
probability models are used. The simplest method under these models is
Linear Probability Model (LPM) which has some drawbacks including
heteroskedastcity of error terms which can be treated using FGLS technique.
Another drawback of the LPM method is that there is no guaranty that the
coefficients lie in 0-1 domain. To avoid these flaws, we use Probit and
Logit under which the distribution functions are normal and Logistic
distributions, respectively.
In table 3, the results of all three probability models including Logit,
Probit and Gombit are presented. In order to choose among the models, we
can consider the maximum value for LL function, and also Schwarz-Bayesian
and Akaike criteria. The values for all these three criteria show the
superiority of Logit over the others.
Table 3: Estimation Results of Accelerated Economic Growth for
Probability Models
Title
Intercept
External shocks
Economic reforms
Number of observations
LL statistics
SBC statistics
AIC statistics
Marginal effect

Logit

Probit

Gompit

-6.39

-3.83

-3.35

(-2.35)

(-2.60)

(-2.17))

-7.93

-4.71

-4.56

(-2.35)

(-2.60)

(-2.17)

9.48

5.7

5.6

(-2.133)

(-2.24)

(-2.01)

49

49

49

-15.161

-14.8841

-14.4836

-20.99

-20.77

-

-18.16

-17.88

-

0.6953

0.1326

-
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The results of the all models, especially Logit model, show that in Iran
economy external shocks have negative significant impact on occurrence of
accelerated economic growth. Economic reforms through development plans
in pre- and post-revolution third development plans have led to occurrence of
accelerated economic growth. Its effects are significant at 95% confidence
interval.

6. Conclusion
In this study we examined the effects of rules and regulations on accelerated
economic growth. Following Hausman et al. (2005), a filter for identifying
the accelerated growth was introduced. The results deriving from the filter
identified two accelerated economic growth considering two five-year
periods; 1967, the third pre-revolution development plan, and 2003, the third
post-revolution cultural-social-economic development plan.
By examining the correlation between the starting time of growth and its
past 4-year period and investment, export, import, economic openness,
inflation, exchange rate, and trade relation, we concluded that growth
acceleration has positive and significant relationship with imports, but
insignificant for the other variables. That means that growth acceleration has
been experienced during the periods with exceptionally low macroeconomic
imbalances in Iran.
Under the second approach, in which instead of the starting time of
growth acceleration, the variables for a period of 5-year compared with the
starting time of growth acceleration, except for trade relation and inflation, all
other variables had significantly affected growth acceleration positively. In
addition, the correlation coefficient between export, economic openness,
investment and real exchange rate and growth acceleration was positive and
significant, but it is insignificant for the trade relation variable. However, the
model estimation shows positive and significant for trade relation variable.
With regard to inflation, the estimated coefficient is positive but insignificant.
Overall, based on these results it can be claimed that accelerated growth not
only depends on total factor productivity (TFP) improvements and increases
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in import capacity, but also on increasing in exports, investments and more
competitive exchange rate.
At the end, Logit, Probit and Gombit models have been used. The results
of all of these three models show that in Iran economy, growth acceleration is
affected adversely by the external shocks, through the channel of high
dependency of the economy to the revenues gained from crude oil exports. In
addition, the results show that economic reforms embedded in development
plans, specifically in the third pre- and post-revolution development plans,
have led to growth acceleration.
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