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An Analysis of The Relationship between Interest-Free Banking and Economic Growth in Iran
Siamak ShokouhiFard!, Ali Salmanpour?, Hatef Hazeri Niri?

Abstract

This study has been investigated the relationship between the interest free banking and economic growth in Iran.
In order to assess the actual effect of Performance of interest-free banking law on investment and growth, was
used the econometric tools and macroeconomic models. Therefore two function introduced; investment and
economic growth. These models were estimated in the form of the simultaneous equation system, by using the
two-stage least squares, (2SLS) estimation approach. The results of the estimation of the models showed that
Performance non-interest banking in 1985 had not a favorable impact on banking system in Iran. Although the
implementation of this law has a significant positive effect on private sector investment, but had no significant
effect on economic growth. According to research results, there is a positive and mutual relationship between
private sector investment and and economic growth. on the other hand the facilities granted by banks had a
positive effect on these macroeconomic variables, and interest rates has a significant negative effect on private
sector investment. Oil revenues and government spending also increased investment in the country, and eventually
cause economic growth in the country. Also was confirmed that the employment has positive and significant
effect on economic growth.

Keywords: Banking, Usury, Economic Growth, Investment, Simultaneous Equation System.
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