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Abstract

Globalization is a cross-border mobility of goods, services, people, capital,
and knowledge. The world economy has become much more integrated,
interdependent, and intertwined in the last half-century. As a result,
globalization and liberalization have become an inevitable and irreversible
process. Regional trade arrangements, removing restrictions on the flow of
trade and investment, and rapid technological change have led to deepening
economic integration and increased globalization. The current research aims
to investigate globalization's impact on industrialization in Iran from 1979 to
2020 using a vector auto-regression model with time-varying parameters
(TVP-VAR). The industrialization and economic globalization indexes have
been used to achieve the research purpose. On the other hand, foreign direct
investment, government size, and gross domestic product per capita have been
used as control variables.This research illustrates that economic globalization
has a very positive effect on industrialization in Iran. As a result, it is
suggested to the policymakers to reduce international tensions between Iran
and other countries to augment globalization, increase the import of new
technologies and amplify industrialization. On the other hand, foreign direct
investment has a very positive effect on industrialization in Iran. Moreover,
GDP per capita has a positive but less intense effect on the industrialization
index. Finally, the size of the government has a very negative impact on
industrialization in Iran. As a result, policymakers are suggested to consider
globalization as a critical and vital factor in increasing industrialization in Iran.
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The specified model for this research was used from the studies of Hussain
and Zhou (2022), Dorninger et al. (2021), and Jaworski and Keay (2020).
INDUST, = ay + a;KOF, + a,GDP, + a3GS; + a,FDI, + ¢,

Where; INDUST; is industrialization (value added (% of GDP)), KOF; is
economic globalization index, GDP, is gross domestic product per capita
(2015US8$), GS; is government size (General government final consumption
expenditure (% of GDP)) and FDI, is the foreign direct investment (% GDP).
All data are extracted from WDI and KOF. This paper used the TVP-VAR
method. The TVP-VAR, unlike the vector auto-regression model, provides the
possibility of calculating variable coefficients over time. Due to changing
conditions, structural failure and cyclical changes are observed in time series
in macroeconomics. As a result, the TVP-VAR enables us to capture the
nature of the temporal evolution of the economic structure robustly and
accurately (Del Negro & Otrok, 2008; Korobilis, 2013). In the TVP-VAR
model, with stochastic fluctuations proposed by Primiceri (2005), the model
can be estimated using Markov Chain Monte Carlo (MCMC) in the Bayesian
inference space. To introduce the TVP-VAR model, first, a structural VAR
model is considered as follows:

Ay = Quyeg + -+ Qpyep tu, T=P +1....T

From 1979 to 1996, the shock of industrialization on industrialization was
almost zero, one of the reasons for which can be considered the occurrence of
the revolution, the war, and then the adverse effect of the war until the years
after its end. From 1996 to 2005, due to the policies of economic expansion,
from 1385 to 1390 due to the increase in oil revenues, and from 2012 to 2016
due to the nuclear agreement, the industrialization index shock acted
positively but weakly. Is. From 2011 to 2017 and 2020, the shock of this index
was negative due to the increase in sanctions. Economic globalization from
1979 to 1992 had a very negative shock on the industrialization index due to
the conditions of war and the low level of globalization. From 1993 to 2005,
due to the improvement of the globalization index, the shock effect of this
index on the industrialization index has become somewhat positive and, in
some cases, close to zero. From 2006 to 2011, due to the increase in crude oil
sales and the relative improvement in the globalization index, the impact of
the shock of this index on industrialization appeared optimistic. Still, this
positive effect decreased from 2012 to 2014 due to the escalation of sanctions.
From 2014 onwards, and with the nuclear agreement and increasing
globalization of Iran's economy, the effect of this index on industrialization
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has increased positively and powerfully. The foreign direct investment shock
was negative from 1979 to 2005 and nearly zero in some years. From 2006 to
2020, the shock of foreign direct investment on the industrialization index in
Iran appeared positively and very strongly, indicating the positive effect of
foreign direct investment on industrialization.

From 1979 to 1997, the shock caused by the government size index on
industrialization in Iran was positive, and in some years, it was close to zero.
One of the reasons for the positive shock caused by the government size index
can be seen in the market’s inability due to the conditions of revolution and
war and the necessity of government intervention. On the other hand, from
1997 to 2020, the impact of the shock of the government size index on the
industrialization index in Iran has been very strongly negative; Therefore, it
can be concluded that the high level of government involvement in the
economy has a negative and destructive effect on industrialization.

From 1979 to 2000, the impact of the GDP shock was positive, and from 2001
to 2020, the effect of this shock was either negative or close to zero. The gross
domestic product in Iran has always followed a sinusoidal trend due to
sanctions and oil revenues, and the main reason for the positive and negative
shocks in some years can be this reason.

Industrialization is one of the most important goals in all economies.
Increasing industrialization can increase employment, reduce poverty,
improve welfare, boost economic growth, and, as a result, increase economic
development. One of the tools that can be used to speed up industrialization is
globalization. Globalization can increase the speed of industrialization by
increasing the import of new and new technologies into the country. The
primary purpose of the current research is to investigate economic
globalization's effect on Iran's industrialization from 1979 to 2020 using a
vector auto-regression model with time-varying parameters (TVP-VAR). This
research showed that economic globalization has a very positive effect on
industrialization in Iran. On the other hand, foreign direct investment has a
positive and robust impact, and GDP per capita has a positive and weak effect
on industrialization in Iran. The government size index also strongly and
negatively affects industrialization in Iran.
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