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Economic growth and development are important economic goals for every
country and have been the focus of economic planners for a long time. Therefore,
with the formation and development of growth models in economic literature, the
category of investment and capital provision has been placed in the focus of
researchers and policymakers as one of the basic economic issues. This research
aims to examine the asymmetric effects of foreign direct investment on economic
growth in Iran by applying the nonlinear autoregressive distributed Lag (NARDL)
and existing theories in this field, with seasonal data from 2001 to 2021. The
research results show that the positive shock of foreign direct investment has a
positive effect, and the negative shock of foreign direct investment has a negative
and significant effect on economic growth in the long term. Also, the positive
shock of the degree of trade openness has a positive effect, and the negative shock
of the degree of trade openness has a negative and significant effect on economic
growth in the long run. In addition, the results show that the balance of payments
also has a positive and significant effect on economic growth in the long term.
Finally, the results of the Wald test also show that the effects of foreign direct
investment shocks and trade openness are asymmetric in both the short and long
term.

Cite this article: Samieenasab, M., Zamani, A. R., Jodatvand, A., & Baghbadorani, M. K. (2025). Clustering of Countries in
the World Based on the Legatum Prosperity Index and Determining Iran's Position. Applied Theories of Economic, 11(4), 23-

44.

http//doi.org/ 10.22034/ec0j.2025.63008.3340.

© The Author(s).
AT DOI: 10.22034/ec0j.2025.63008.3340

Publisher: University of Tabriz



https://orcid.org/0009-0001-3543-2079
mailto:ajodatvand@gmail.com
https://doi.org/10.22034/ecoj.2025.63008.3340
https://doi.org/10.22034/ecoj.2025.63008.3340

Examining the Asymmetric Impact of Foreign Direct Investment on Iran's Economic ... 24

Introduction

Economic growth and development are primary objectives for developing countries. Achieving sustainable
growth often requires addressing challenges such as limited financial resources for investment and infrastructure
development. Foreign Direct Investment (FDI) is a critical funding source that can significantly impact
production growth, employment, and technological advancement. The effect of FDI on economic growth varies
across nations and is influenced by economic conditions and financial development. Moreover, studies indicate
that this impact may be asymmetric, meaning increases and decreases in FDI can yield different results. This
study analyzes the asymmetric effects of FDI on Iran's economic growth using the Nonlinear Autoregressive
Distributed Lag (NARDL) model, filling a gap in existing domestic research.

Methodology

This study adopts an applied research approach with a descriptive-analytical methodology. The analysis
examines the asymmetric effects of FDI on Iran's economic growth over the period 2001-2021 using the
NARDL model. This model enables the separate assessment of positive and negative shocks to FDI in the short
and long term. Data sources include macroeconomic variables such as the balance of payments and trade
openness index, which influence economic growth. The study aims to determine whether FDI and trade openness
exhibit asymmetric effects on growth dynamics, utilizing econometric software to process the data.

Results and Discussion

The findings demonstrate that FDI exerts an asymmetric impact on Iran's economic growth. Positive FDI
shocks—indicating increased foreign investment—significantly enhance economic growth in the long term.
Conversely, negative FDI shocks—reflecting a decline in foreign direct investment—adversely affect economic
growth. Trade openness also exhibits asymmetric effects: an increase strengthens economic growth, while a
decrease hampers it. Furthermore, the balance of payments plays a vital role, positively and significantly
influencing economic growth.

The Wald test confirms these short- and long-term effects results, reinforcing the asymmetric relationship
between FDI, trade openness, and economic growth. The study underscores the importance of creating a
conducive environment for attracting FDI and enhancing trade openness, as these factors are crucial for
sustainable economic development.

In conclusion, this study emphasizes the nuanced and asymmetric relationship between Foreign Direct
Investment (FDI) and trade openness on Iran's economic growth. It suggests that while FDI and trade openness
can foster economic growth, their effects are not always uniform or positive across all sectors of the economy.
The asymmetry refers to the fact that these factors can have varying impacts depending on specific economic
conditions, such as infrastructure quality, institutional frameworks, or external global factors. Therefore,
policymakers in Iran need to implement targeted and balanced strategies to ensure that the potential benefits of
FDI and trade openness are fully realized while minimizing any negative consequences, such as dependency on
foreign capital or exposure to global market volatility.

To achieve this, the study recommends a multi-faceted approach. First, fostering economic stability is crucial.
This includes maintaining sound macroeconomic policies, controlling inflation, and ensuring a stable currency.
Stability attracts long-term foreign investment, which is vital for sustainable growth. Second, improving
infrastructure, particularly transportation, energy, and communication, is essential for creating an environment
conducive to trade and investment. Adequate infrastructure makes the country more attractive to foreign
investors and enables more efficient movement of goods and services, enhancing the trade sector's potential.
Lastly, the study underscores the importance of encouraging foreign investment. Policymakers should create an
attractive environment for foreign investors by offering incentives such as tax breaks, reducing bureaucratic
barriers, and ensuring the protection of intellectual property rights. This will help build a more robust and
diversified economy less reliant on a single sector or external factors.

By implementing these strategies, Iran can harness the benefits of FDI and trade openness to drive long-term
economic growth while minimizing risks and ensuring a more resilient economic structure.
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