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Abstract

Considering the significant role of the government in Iran's econ-
omy, this study aims to investigate the impact of government size
on the growth of the value-added of the industry and mining sec-
tors, as well as to examine how sanctions have affected these vital
sectors. To achieve these objectives, the present research has
modeled the growth of Iran's industrial and mining sectors' value-
added from 1980 to 2019, using the Markov switching method. The
research model's estimation results indicate that government size
has a negative effect on both sectors' value-added growth. Fur-
thermore, the findings reveal that sanctions severity has a negative
impact on these two sectors' value-added growth. Therefore, ac-
cording to the results, real privatization and decreasing govern-
ment size in the Iranian economy as well as the efforts for lifting
sanctions to achieve boosting economic growth in the industry
and mining sectors have been suggested.
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1. Introduction

Iran is a country that has undergone sig-
nificant changes in its economic and polit-
ical landscape over the past few decades.
The size and role of the government in the
economy, as well as the relationship be-
tween government size and the growth of
the industrial and mining sectors, which
are important components of Iran's econ-
omy, have been discussed among econo-
mists for decades; some argue that a large
government, through excessive laws and
taxes, has hindered the growth of these
sectors and led to slower economic
growth, while others believe that govern-
ment intervention can provide the neces-
sary infrastructure and support to pro-
mote prosperity in these sectors and
thereby strengthen economic growth.
However, there has been less attention
given to investigating the effect of govern-
ment size on specific sub-sectors of Iran's
economy, particularly industry and min-
ing. The need for more research in this
field is evident as the impact of govern-
ment size on these economic sub-sectors
remains unclear.

2. Objective

Iran is one of the largest producers of min-
erals in the world and has significant re-
serves. Its industrial sector also includes
vital sectors. The government has made
significant interventions in both the in-
dustrial and mining sectors in recent dec-
ades, and this research aims to evaluate
the effects of the government's size on
these two sectors. On the other hand, de-
spite the government's efforts to attract
investment in the industry and mining
sector through measures like tax incen-
tives and reducing bureaucracy,

companies investing in Iran have faced se-
rious problems due to sanctions. Consid-
ering these factors, it is clear that the in-
fluence of the government's role and size
on the industrial and mining sectors is
complex and multifaceted. Political stabil-
ity, sanctions, and economic policies also
play a role in this relationship. Therefore,
the present study has decided to experi-
mentally analyze this relationship in Iran.

3. Data / Methodology

The Markov switching model of growth
has been applied to examine the effect of
government size and sanction intensity on
value-added growth in the industrial and
mineral sectors. It is assumed that the
economic growth of the value-added in in-
dustry and mining has two regimes, in-
cluding high and low growth. In conditions
of economic prosperity, a high growth re-
gime is observed, while in conditions of
economic stagnation, a low growth regime
is observed. The explanatory variables in-
clude the growth of the labor force, the
growth of capital formation, an indicator
of the severity of economic sanctions (ex-
tracted from Iranmanesh et al., 2021), the
size of the government (measured as the
ratio of total government expenditures to
GDP), and finally, the growth of credits re-
ceived by the industry and mining sector.
The statistical population of this research
was Iran's economy, which included data
from 1980 to 2019.

4. Results/Findings

The estimation results reveal that the in-
tercept of the industry sector model in re-
gime 2 (high growth) is higher than the in-
tercept of the model in regime 1. Addition-
ally, there is a difference in the variance or
standard deviation of the growth of the
added value of industry and mining be-
tween the two regimes, indicating
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dispersion. Most of the growth in the
added value of industry and mining occurs
in the high-growth regime compared to
the low-growth regime. The estimation
results for the mining sector model also
indicate that the intercept of the model in
regime 1 (high growth) is greater than that
of regime 2 (low growth), and there is a
greater dispersion of economic growth in
the high growth regime compared to the
low growth regime.

The coefficient for the severity of eco-
nomic sanctions has had a negative impact
on the growth of added value in both re-
gimes for the industry and mining sector.
This can be attributed to limited access to
new resources and technologies due to
economic sanctions against Iran. These
restrictions have resulted in decreased
production, exports, and investment levels
within the industry and mining sector.
Furthermore, economic sanctions have led
to an increase in raw material and indus-
trial equipment prices, thereby reducing
investor returns. Additionally, bank sanc-
tions have reduced liquidity and restricted
activities within the industry and mining
sector.

5. Implications

The estimation results of the Markov
switching model indicate that the size of
the government has a negative effect on
the growth of the value added in the in-
dustry and mining sectors. Therefore, it
seems that government intervention in
Iran's economy is not effective in promot-
ing mobility in these sectors. A clear exam-
ple of this inefficiency can be seen in Iran's

automobile market, which is an important
industry in the country. The negative role
of the government in entrepreneurship
within the automobile industry, as well as
its ineffective management of the market,
serve as clear examples that support the
findings of this article. This issue, along
with the inefficiency of government inter-
vention in the mining sector, has resulted
in unfortunate consequences similar to
those observed in the industry. Therefore,
it is necessary to seriously reconsider the
level of government intervention in Iran's
economy, particularly within the industry
and mining sectors. By effectively imple-
menting Article 44 of the Constitution and
promoting a genuine private sector (rather
than a quasi-governmental sector), a foun-
dation for growth can be provided. Addi-
tionally, considering the negative impact
of economic sanctions on these sectors, it
is crucial to mitigate their effects through
effective interaction with other countries
worldwide.
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