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1 .Literature Review

This research analyzes the destabilizing impact of economic variables on Iran's
economy, with economic sanctions exerting a significant negative influence on
economic growth. The unemployment rate, exchange rate, inflation rate, and
government budget deficit (expenditure) shape Iran's economic conditions and impose
substantial negative effects, as supported by various studies and theories. The study
integrates United Nations sanctions and other destabilizing variables into a model based
on recent findings. It presents an introduction, a review of the literature and research
background, an explanation of the analytical model, and a discussion of the model's
estimation results. The study concludes with a summary of findings and their
implications.

2 .Methodology

This study uses annual data spanning 44 years, from 1357 to 1400 (1978-2021).
Economic growth serves as the dependent variable, while the explanatory variables
include the sanctions index, government spending (measured by annual budget
performance), investment, inflation rate, exchange rate, and unemployment rate. The
data come from the online portals of the Statistical Center of Iran and the Central Bank
of Iran. The analysis applies the vector autoregression (VAR) econometric method
using EViews version 12 software. This method effectively estimates long-term
relationships among variables.

3 .Analysis and Discussion

The model estimation using the vector autoregression method and normalized co-
integration analysis confirms the presence of long-term effects. The long-term model
shows that investment positively impacts economic growth, aligning with theoretical
expectations. The exchange rate also demonstrates a positive effect on growth. In
contrast, government expenditures impose the most significant negative impact, while
sanctions and unemployment further contribute to negative effects. Inflation shows only
a minor negative influence on economic growth.

To clarify the role of sanctions, the analysis re-estimates the model using the co-
integration method without the sanctions variable. Table 6 illustrates that, in this revised
model, government spending loses its significance, while inflation's impact increases
substantially. These findings underscore economic sanctions' profound and significant
role in shaping Iran's economy, emphasizing their centrality to understanding the
country's economic challenges.

4 .Results

The findings confirm that sanctions have significantly reduced Iran's economic growth,
cutting it by 500% over the long term. Sanctions also disrupt key economic variables,
including trade, unemployment, exchange rates, inflation, oil sales, and taxes,
amplifying their overall negative impact. Additionally, government spending,
unemployment, and inflation adversely affect growth, though inflation’s impact is
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relatively minor. In contrast, investment and exchange rate increases contribute
positively to long-term economic growth. Specifically, a 1% increase in government
spending reduces growth by 0.073%, while a 1% rise in the exchange rate boosts growth
by 0.045%, and a 1% increase in investment raises growth by 0.25%.

To address these challenges, removing sanctions must be a priority to unlock economic
potential. Government spending reforms are essential, as inefficient expenditures harm
growth by crowding out private sector activity. Policies should prioritize reducing
expenses over raising taxes to address budget deficits. Additionally, contractionary
monetary policies targeting inflation should balance production needs to avoid
suppressing growth. Enhancing investment is crucial; expanding production-focused
bank facilities and attracting foreign capital can reverse declining investment trends.
With these measures, Iran can mitigate the economic damage caused by sanctions and
foster long-term growth.
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