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Objective: This study aims to examine the short-run and long-run effects of economic freedom
indicators on Iran’s economic growth during the period 1969-2025 using a dynamic econometric
framework.

Methodology: The study adopts an applied quantitative design based on a descriptive—analytical
approach. Annual time-series data for Iran covering 1969-2025 were employed. Real gross
domestic product served as the dependent variable, while explanatory variables included size of
government, legal system and property rights security, sound money access, freedom of
international trade, regulation, and population. Economic freedom indicators were obtained from
the Fraser Institute database, and macroeconomic data were collected from the World Development
Indicators of the World Bank. The Autoregressive Distributed Lag (ARDL) model was applied to
estimate both short-run and long-run relationships. Stationarity of variables was examined through
unit root testing, followed by cointegration analysis. An Error Correction Model (ECM) was
estimated to capture adjustment dynamics toward long-run equilibrium, and structural stability was
evaluated through diagnostic stability tests.

Findings: Empirical results indicate that all economic freedom components except government
size exert statistically significant effects on economic growth in both the short and long run. Legal
structure and property rights protection, access to sound money, and regulatory quality positively
influence economic growth, whereas international trade freedom shows a significant negative
impact. Among the examined variables, the regulation index demonstrates the largest elasticity with
respect to economic growth. The statistically significant negative error correction coefficient
confirms a rapid adjustment toward long-run equilibrium.

Conclusion: The findings suggest that sustainable economic growth in Iran depends primarily on
institutional quality, monetary stability, and regulatory reform rather than expansion of government
size. Policy strategies should therefore prioritize institutional strengthening, regulatory efficiency,
and enhancement of property rights protection to foster long-term economic performance.

Keywords: Economic Growth, Economic Freedom, Institutional Economics, ARDL Model,
Regulatory Reform, Iran
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EXTENDED ABSTRACT
Introduction

Economic growth has long been regarded as one of the most fundamental indicators of
macroeconomic performance and national development. Beyond increases in output or income levels,
sustained economic growth reflects improvements in productivity, institutional efficiency, technological
advancement, and social welfare. Classical and neoclassical growth theories primarily emphasized factor
accumulation—capital, labor, and technological progress—as the main drivers of growth. However,
contemporary economic literature increasingly highlights the central role of institutions and economic
policy environments in shaping long-run development trajectories (Acemoglu & Robinson, 2008).

Within this institutional perspective, economic freedom has emerged as a key analytical
framework for understanding differences in economic performance across countries. Economic freedom
refers to the extent to which individuals and firms can make economic decisions within a predictable legal
environment characterized by secure property rights, limited government intervention, stable monetary
conditions, open trade regimes, and efficient regulation. Empirical reports on global economic freedom
demonstrate that economies with higher levels of institutional openness and market flexibility tend to
achieve stronger economic performance and higher living standards (Gwartney et al., 2010).

Despite widespread theoretical support for economic freedom as a growth-enhancing mechanism,
empirical evidence remains mixed. Some studies argue that economic freedom directly stimulates
investment, innovation, and productivity growth, while others suggest that its effects depend heavily on
structural and institutional contexts (Dimitrova Hristova & Hartley, 2012). In developing and resource-
dependent economies, policy liberalization without complementary institutional reforms may produce
uneven or even adverse outcomes. Therefore, examining individual components of economic freedom
rather than aggregate indices becomes essential for understanding country-specific growth dynamics.

International empirical studies emphasize the importance of trade openness and globalization
channels in facilitating economic growth through technology diffusion and competitive pressures (Leitao,
2012). Nevertheless, the effectiveness of trade liberalization depends on institutional quality and domestic
production capacity. Research on developing economies indicates that liberalization policies yield positive
results only when supported by sound institutional frameworks and financial development (Mehrara &
Rezaei, 2010). Financial development itself has been recognized as a major contributor to growth by
improving capital allocation and enhancing investment efficiency (Taghavi et al., 2011).

Domestic empirical literature similarly underscores the multidimensional nature of economic
growth. Studies examining Iran and comparable economies highlight the roles of export diversification,
financial liberalization, and structural reforms as important growth determinants (Azarbayjani et al., 2013).
Research on OPEC member countries shows that growth performance is influenced not only by traditional
production factors but also by institutional and policy variables (Abounoori et al., 2013). Additional studies
confirm that trade liberalization and financial development can promote growth under appropriate
economic conditions (Jafari Samimi et al., 2009).

Institutional analyses further demonstrate that governance structures and legal frameworks
significantly affect economic outcomes across countries (Nadiri & Mohammadi, 2011). Comparative studies
also reveal that determinants of economic growth vary among country groups, implying that policy



prescriptions must be tailored to national economic structures rather than universally applied (Jalalabadi &
Bahrami, 2010). Institutional economists emphasize that inefficient regulations and weak property rights
may divert economic resources toward rent-seeking activities instead of productive investment (Razmi et
al., 2009).

Policy reviews of global economic freedom indices suggest that economies characterized by
excessive regulatory barriers, unstable monetary conditions, and limited competition tend to experience
weaker growth performance (Islamic Parliament Research, 2011). These insights are particularly relevant for
Iran, whose economy has undergone significant structural transformations, oil-price shocks, policy shifts,
and external constraints over recent decades.

From a methodological perspective, investigating long-run relationships between macroeconomic
variables requires appropriate econometric modeling. Time-series econometrics emphasizes the
importance of stationarity testing and cointegration analysis to avoid spurious regression results (Fallahi
& Khalilian, 2009). Dynamic models such as the Autoregressive Distributed Lag (ARDL) framework
enable simultaneous estimation of short-run and long-run effects among economic variables (Tashkini,
2005). Applications of econometric software and diagnostic testing further enhance model reliability and
empirical validity (Kiani & Sabzi, 2005; Shirinbakhsh & Hasan Khonsari, 2005; Souri, 2012).

Although previous research has examined selected institutional or macroeconomic determinants
of growth in Iran, comprehensive long-term analyses incorporating multiple dimensions of economic
freedom remain limited. Accordingly, this study investigates the effects of economic freedom indicators—
including government size, legal structure and property rights, access to sound money, international trade
freedom, regulation, and population—on Iran’s economic growth during the period 1969-2025.

Methods and Materials

This study adopts an applied quantitative research design grounded in a descriptive—analytical
approach. Annual time-series data covering the period 1969-2025 were employed to analyze the
relationship between economic freedom indicators and economic growth in Iran. Real gross domestic
product (GDP) was used as the proxy for economic growth, while explanatory variables included the size
of government, legal system and property rights protection, access to sound money, freedom of
international trade, regulatory quality, and population dynamics.

Economic freedom indicators were compiled from internationally recognized databases, and
macroeconomic variables were obtained from global development statistical sources. All variables were
transformed into logarithmic form to interpret estimated coefficients as elasticities and to stabilize
variance across the sample period.

Prior to model estimation, stationarity of variables was examined using unit root testing
procedures. Because variables exhibited mixed integration orders, the Autoregressive Distributed Lag
(ARDL) modeling approach was selected due to its flexibility in handling both 1(0) and 1(1) variables.
Optimal lag structure was determined using information criteria appropriate for relatively small samples.

The empirical analysis proceeded in three stages. First, a dynamic short-run model was estimated
to capture immediate responses of economic growth to changes in economic freedom components.
Second, a bounds testing procedure was conducted to determine the existence of a long-run equilibrium
relationship among variables. Third, an Error Correction Model (ECM) was estimated to evaluate
adjustment dynamics toward long-run equilibrium following short-run deviations.
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Diagnostic tests, including serial correlation, goodness of fit, and stability tests, were conducted to
ensure model adequacy and robustness. Structural stability of coefficients was examined through
cumulative sum and cumulative sum of squares tests to confirm parameter constancy over time.

Findings

The empirical results indicate the existence of a statistically significant long-run relationship
between economic freedom indicators and economic growth in Iran. The lagged dependent variable
exhibits a positive and significant coefficient, confirming growth persistence and dynamic adjustment
within the economy.

Government size displays a negative but statistically insignificant effect on economic growth in
both short-run and long-run estimations. This suggests that variations in government scale alone do not
substantially explain growth performance.

The legal structure and property rights index shows a positive and statistically significant impact
on economic growth. Improvements in legal certainty and institutional protection appear to enhance
economic performance by encouraging productive investment and economic participation.

Access to sound money demonstrates a strong positive effect on economic growth. Monetary
stability and reduced inflation volatility contribute to improved planning horizons and increased
investment efficiency.

In contrast, freedom of international trade exhibits a negative and statistically significant
relationship with economic growth. This finding implies that increased trade openness, within the context
of Iran’s economic structure, has not translated into higher growth outcomes during the study period.

Regulatory quality emerges as the most influential variable, displaying the largest elasticity with
respect to economic growth. Reduced regulatory barriers and improved business environments
significantly enhance economic performance.

Population growth exerts a positive and significant influence, indicating that demographic
expansion, when accompanied by productive labor participation, contributes to economic growth.

The error correction coefficient is negative and highly significant, confirming rapid adjustment
toward long-run equilibrium. Approximately eighty-six percent of short-run disequilibrium is corrected
within each period, indicating strong convergence dynamics. Stability tests confirm that estimated
coefficients remain structurally stable throughout the sample period.

Discussion and Conclusion

The findings highlight the central importance of institutional quality and policy environment in
shaping Iran’s long-term economic growth trajectory. Rather than government size itself, the effectiveness
of institutions—particularly legal frameworks, monetary stability, and regulatory efficiency—appears to
determine growth outcomes.

The positive effect of property rights protection emphasizes the role of institutional credibility in
fostering investment confidence. Secure legal environments reduce uncertainty, encourage
entrepreneurship, and facilitate efficient resource allocation. Similarly, the strong influence of sound
money underscores the macroeconomic significance of price stability and predictable monetary policy in
supporting sustainable growth.

The dominant role of regulatory quality suggests that economic performance is highly sensitive to
the structure of administrative and market regulations. Excessive bureaucracy, entry barriers, and



inefficient regulatory procedures may constrain productivity and innovation, whereas streamlined
regulatory frameworks promote competitiveness and private sector expansion.

The negative effect of trade freedom provides an important policy insight. Trade liberalization
does not automatically generate growth benefits; its success depends on complementary domestic
conditions such as industrial competitiveness, technological capacity, and institutional preparedness. In
economies heavily reliant on resource exports or facing external constraints, trade openness may expose
structural weaknesses rather than stimulate diversification.

Short-run dynamics further confirm that economic freedom variables exert persistent effects that
guide the economy toward long-run equilibrium. The relatively rapid speed of adjustment indicates that
institutional reforms can produce measurable macroeconomic outcomes within a reasonable time horizon.

Overall, the study demonstrates that sustainable economic growth in Iran is fundamentally an
institutional phenomenon. Strengthening legal systems, maintaining monetary stability, and implementing
effective regulatory reforms appear more crucial than merely altering the scale of government
intervention. Economic freedom contributes to growth not as an abstract ideological principle but as a
practical framework that enhances incentives, efficiency, and productivity within the economy.

In conclusion, long-term economic prosperity requires coordinated institutional reforms that
improve governance quality, enhance regulatory efficiency, stabilize macroeconomic conditions, and
gradually integrate the economy into global markets while reinforcing domestic productive capacity. Such
an integrated policy approach can provide the foundation for resilient and sustained economic growth in
the Iranian economy.
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