#3kx¢] UNIVERSITY
il OF WOLLONGONG
¢ ¥ AUSTRALIA

University of Wollongong - Research Online

Thesis Collection

Title: An analysis of the determinants of investment in developing countries a case study of Iran (1970-93)
Author: Ahmad Ghassemi

Year: 1996

Repository DOI:

Copyright Warning

You may print or download ONE copy of this document for the purpose of your own research or study. The
University does not authorise you to copy, communicate or otherwise make available electronically to any
other person any copyright material contained on this site.

You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright
Act 1968, no part of this work may be reproduced by any process, nor may any other exclusive right be
exercised, without the permission of the author. Copyright owners are entitled to take legal action against
persons who infringe their copyright. A reproduction of material that is protected by copyright may be a
copyright infringement. A court may impose penalties and award damages in relation to offences and
infringements relating to copyright material.

Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving
the conversion of material into digital or electronic form.

Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily
represent the views of the University of Wollongong.

Research Online is the open access repository for the University of Wollongong. For further information
contact the UOW Library: research-pubs@uow.edu.au


https://dx.doi.org/
mailto:research-pubs@uow.edu.au

University of Wollongong

Research Online

University of Wollongong Thesis Collection
1954-2016

University of Wollongong Thesis Collections
1996

An analysis of the determinants of investment in developing countries a
case study of Iran (1970-93)

Ahmad Ghassemi
University of Wollongong

Follow this and additional works at: https://ro.uow.edu.au/theses

University of Wollongong
Copyright Warning
You may print or download ONE copy of this document for the purpose of your own research or study. The University
does not authorise you to copy, communicate or otherwise make available electronically to any other person any
copyright material contained on this site.

You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright Act
1968, no part of this work may be reproduced by any process, nor may any other exclusive right be exercised,
without the permission of the author. Copyright owners are entitled to take legal action against persons who infringe
their copyright. A reproduction of material that is protected by copyright may be a copyright infringement. A court
may impose penalties and award damages in relation to offences and infringements relating to copyright material.
Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving the

conversion of material into digital or electronic form.

Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily

represent the views of the University of Wollongong.

Recommended Citation

Ghassemi, Ahmad, An analysis of the determinants of investment in developing countries a case study of
Iran (1970-93), Doctor of Philosophy thesis, Department of Economics, University of Wollongong, 1996.
https://ro.uow.edu.au/theses/1310

Research Online is the open access institutional repository for the University of Wollongong. For further information
contact the UOW Library: research-pubs@uow.edu.au


https://ro.uow.edu.au/
https://ro.uow.edu.au/theses
https://ro.uow.edu.au/theses
https://ro.uow.edu.au/thesesuow
https://ro.uow.edu.au/theses?utm_source=ro.uow.edu.au%2Ftheses%2F1310&utm_medium=PDF&utm_campaign=PDFCoverPages

University of Wollongong Thesis Collections

University of Wollongong Thesis Collection

University of Wollongong Year 1996

An analysis of the determinants of
investment in developing countries a case

study of Iran (1970-93)

Ahmad Ghassemi
University of Wollongong

Ghassemi, Ahmad, An analysis of the determinants of investment in developing coun-
tries a case study of Iran (1970-93), Doctor of Philosophy thesis, Department of Economics,
University of Wollongong, 1996. http://ro.uow.edu.au/theses/1310

This paper is posted at Research Online.



NOTE

This online version of the thesis may have different page formatting and pagination
from the paper copy held in the University of Wollongong Library.

UNIVERSITY OF WOLLONGONG

COPYRIGHT WARNING

You may print or download ONE copy of this document for the purpose of your own research or
study. The University does not authorise you to copy, communicate or otherwise make available
electronically to any other person any copyright material contained on this site. You are
reminded of the following:

Copyright owners are entitled to take legal action against persons who infringe their copyright. A
reproduction of material that is protected by copyright may be a copyright infringement. A court
may impose penalties and award damages in relation to offences and infringements relating to
copyright material. Higher penalties may apply, and higher damages may be awarded, for
offences and infringements involving the conversion of material into digital or electronic form.




AN ANALYSIS OF THE DETERMINANTS OF
INVESTMENT IN DEVELOPING COUNTRIES
A CASE STUDY OF IRAN (1970-93)

A thesis submitted in fulfilment of the
requirements for the award of the degree

DOCTOR OF PHILOSOPHY
FROM
UNIVERSITY OF WOLLONGONG

UMNIVERSITY OF
WOLLONGONG
LIBRARY

by
AHMAD GHASSEMI
(M. Economics, B. Economics)
University of Tehran, IRAN

DEPARTMENT OF ECONOMICS
1996



Declaration
I hereby certify that this thesis has not been submitted previously as part of the
requirements of another degree and that it is the result of my own independent

research.

Ahmad Ghassemi



ACKNOWLEDGMENTS

I would like to especially thank my supervisor Dr Charles Harvie, Associate Professor
in the Department of Economics at the University of Wollongong for his contributions
to this work. I am grateful for his sincere supervision, intellectual guidance,
enthusiastic support and continuous academic assistance. This study has also benefited
from the econometric advice received from my co-supervisor Dr Khorshed Chowdhury
Senior Lecturer of Economics at University of Wollongong. I received invaluable
suggestions and comments from Associate Professor Robert G. Castle, the Head of
the Economics Department and academic support from Professor Don Lewis the
Acting Head of the Economics Department of the Wollongong University. I am
grateful for their academic understanding and for the opportunity that this thesis be
considered by them. I wish to express my thanks for all of the academic facilities
provided to me during my period of study.

I received valuable books, articles and suggestions from Dr Abbas Arabmazar
Associate Professor of the University of Shahid Beheshti and Dr. Akbar Komidjani
Senior Lecturer of Economics at the University of Tehran. Mr Wolfgang Brodesser
provided me with computer assistance. Ms Sophie Abercrombie and Ms Julie Chin
helped me with administrative needs. I would like to thank all of them.

I wish to express my gratitude to the Ministry of Industries and the Ministry of
Culture and Higher Education of the Islamic Republic of Iran for their directions,
encouragement and sponsorship of my study. In particular, I am grateful to his
excellency M. R. Nematzadeh the Minister of Industries of the Islamic Republic of Iran
for his generous support. This study opportunity could not have been achieved without
his genuine administrative support. I also would like to gratefully acknowledge the
support of Eng. A. N. Khamoushi Member of the Parliament in the Islamic Consultative
Assembly and the Chairman of the Iran Chamber of Commerce, Industries and Mines
for the periodicals and other useful information.

I owe a very large debt of gratitude to my wife, who provided the supportive
environment for carrying out the work on this thesis. I would like to especially thank
Mr H. Mirzazadeh for his endless help and support back at home in the last three
years. Contributions of my colleagues and friends had a major role in completing this
research. I am grateful to all of them. I would also like to thank the Iranian students
at the University of Wollongong for their assistance in carrying out the work on this
thesis. This study is dedicated to my beloved country Iran.

Ahmad Ghassemi

il



ABSTRACT

This study attempts to identify the major determinants of private investment , along with the
effects of such investments on other macroeconomic factors, in developing countries, using
Iran as a case study. In this regard we identify a number of macroeconomic variables which
played a major role in enhancing private investment in developing countries, and lran in
particular, between 1970 and 1993. An empirical investment model, a simultaneous investment
model by industry and a macroeconomic model are applied to study the investment behaviour
in this country. Lack of economic data, differences in economic structure, and different
economic concepts between developed and developing countries, were the major issues that
made this study more complicated .

The adopted empirical investment model is based on the Blejer and Khan (1984) and the
Greene and Villanueva (1990) approach, which are related to investment behaviour in
developing countries. The model enables us to show the effects of public current and capital
expenditure, funded by oil export revenue, on private investment and other macroeconomic
factors. The simultaneous investment function for major economic activities, indicates that
domestic investment was affected by output, capital stock, bank financing, oil exports and
public investment rather than the official {fixed) or real exchange rate in the parallel market
and/or interest rate. The Harvie and Kearney {1995) macroeconomic model is amended to
study the crowding out, or crowding in, effects of public current and capital expenditure on
private investment in developing countries, focusing upon Iran as a case study. This model
also examines the effects of the interest rate, real exchange rate and world income on the
behaviour of major macroeconomic variables in the product, money and asset markets, and
especially private investment.

The estimation results indicate that private investment was negatively affected by an increase
in the interest rate, but positively by the major components of aggregate demand such as
private consumption and public current and capital expenditure. These results also suggest that
both public current and capital expenditure crowd in private investment.

The simulation results suggest a number of alternative government policies for achieving
economic development goals and enhancing private investment. The policies presented are: 1.
A two tier interest rate policy should be administered by the government, a lower interest rate
for investment purposes, accompanied with a higher interest rate for savings, term deposits and
bank credits. 2. Allocation of a higher proportion of oil export revenues for public investment
only in infrastructure fields and/or financing private investment. 3. Pursuing a unified floating
exchange rate policy.

The experience of billions of petro-dollars investment in various public enterprises in the
1970s, and nationalisation of hundreds of large scale private industries after the revolution,
centralised the economy, aimed at pursuing the strategic goal of economic development.
Eventually, however, the government also realised that the contribution of private investment
was a prerequisite for sustainable economic development. This experience implied the need for
a number of microeconomic reforms. Liberalisation of the economy including that of trade,
privatisation of nationalised industries, reform of public enterprises, floating the exchange rate
and the attraction of foreign direct investment are a concise summary of these essential
microeconomic reforms.
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