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Sanctions have had a profound impact on inflation, exchange rates, economic
growth, and economic stability in Iran. However, due to the opposing effects of
sanctions—increasing the exchange rate on one hand and the impact of exchange
rates on exports on the other—it is difficult to make a precise judgment regarding
the effects of sanctions on non-oil exports. This study aims to examine the impact of
sanctions on Iran’s exports from 2012 to 2019. The method employed in this research
is the Synthetic Control Method (SCM). Using this method, the counterfactual
trajectory of the target variable (non-oil exports) for Iran, had sanctions not been
imposed, is simulated by constructing a weighted combination of similar units
(countries). The difference between the simulated values and the actual trend is then
attributed to the effect of sanctions. Based on the results, sanctions have increased
the ratio of non-oil exports to gross domestic product (GDP) in every year since
2012. The most negligible positive effect of sanctions on exports occurred in 2014,
with a 2.5% increase, while the largest impact was in 2018, with a 19.1% increase in
exports. Additionally, from 2013 to 2019, sanctions caused an average annual
growth in non-oil exports of approximately 14.10%. The placebo test also indicates
that these results are statistically significant at the 10% significance level. According
to the test results, the probability of any country in the sample achieving an
intervention effect similar to that of Iran is 0.055%, which, considering the small
sample size, represents a low level of significance below the 10% threshold, thereby
allowing confidence in the results at the 90% confidence level. Finally, considering
the positive effects of sanctions on the growth of non-oil exports through the
exchange rate channel, it is recommended that, if sanctions are lifted, policies aimed
at suppressing the exchange rate be avoided. Moreover, if sanctions persist, it is
suggested that a greater share of exported goods be composed of products that have
fewer substitutes for foreign countries, thereby minimizing the detrimental impact of
sanctions.
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Introduction

Identifying the factors influencing export growth is one of the key economic objectives. Since the 1979
Revolution, Iran has faced multiple unilateral and multilateral sanctions that have negatively impacted
macroeconomic variables, including inflation, exchange rates, economic growth, and economic stability.
However, the impact of these sanctions on exports is complex due to their positive effects on the
exchange rate alongside the negative consequences of restrictions on financial transfers and increased
costs of intermediate goods. Therefore, the impact of sanctions on exports can be either positive or
negative, warranting a more detailed investigation.

Farzanegan and Batman Gheliji (2023) demonstrated that the initial impact of sanctions on Iran’s
economy occurred through the exchange rate channel. Ghomi (2022), using the Synthetic Control
Method, found that economic growth decreased by an average of 7.74% following the imposition of
sanctions. Aslan et al. (2020) concluded that U.S. sanctions have influenced various economic, social,
cultural, and political domains in Iran. Flebmer et al. (2019), employing the gravity model, showed that
sanction policies have reduced Iran’s international trade. Although numerous studies have investigated
the impact of sanctions on Iran’s economy, most have employed econometric methods without
quantitatively assessing the effects of these sanctions on the relevant variables. The Synthetic Control
Method offers greater capacity for quantifying the economic effects of sanctions. Accordingly, the
present study aims to analyze the impact of sanctions on Iran’s non-oil exports using the Synthetic
Control Method.

Methodology

The objective of this research is to analyze the effects of sanctions on Iran’s exports and exchange rate
using the Synthetic Control Method. This approach compares the trajectory of target variables with that
of a synthetic control unit. The first step is identifying the target variables, followed by selecting
potential control regions for the analysis. The sample consists of 18 countries—neighboring, Muslim-
majority nations with middle-income levels and less than 10% natural resource rent—that have not faced
severe sanctions, covering the period from 1990 to 2019. Using data from the pre-policy implementation
period, a synthetic control group is constructed to best approximate the characteristics of the treated unit
before the sanctions were implemented. A vector of optimal weights is estimated, assigning different
weights to each unit based on its similarity to the treated unit.

Results and Discussion

The results indicate that economic sanctions against Iran have led to an increase in exports throughout
the study period. From 2013 to 2019, sanctions caused an average annual growth in exports of
approximately 14.10%. Had the sanctions not been imposed, non-oil exports—considering the net effect
of other factors—would have been lower than the current levels. This phenomenon is primarily due to
the explosive rise in the dollar’s price, which has made Iranian goods more attractive to foreign buyers,
and secondly, the low substitutability of Iran’s main exports, namely petrochemical products and metals,
for their importers. The rise in the exchange rate has benefited exports following sanctions, substantially
boosting Iran’s export ratio. Consequently, sanctions have lacked sufficient power to restrict Iran’s
exports effectively.
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