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Executive Summary

According to economic theories, capital is necessary for economic growth and development
and it is one of the independent variables in the growth models. The government affects total
investment through its budget, particularly by acquisition of non-financial assets or
development expenditures. Therefore, one of the ways the government can affect capital is
through financial policies put into place within the budget.

From this perspective, data analysis reveals that development expenditures in Iran’s
government budgets have been uneven, marked by fluctuations. Comparison between approved
and performance in budgets on development expenditures indicates that approved ratio of
development expenditures to the government’s revenues is always more than the performance
ratio.

The other way that government affects total investment is through capital formation. We can
analysis this way by breaking down capital formation in two categories: capital formation by
the public sector and capital formation by the private sector. Also, we can break down capital
formation by sectors means capital formation in the machinery and capital formation in the
construction.

The data shows that capital formation in Iran is more influenced by the private sector capital
formation in machinery, so changes in total capital formation have a visible alignment with
private sector capital formation in machinery. It means that when public sector capital
formation has increased, we see a similar change in the private sector capital formation. The
capital formation of the private and public sector in the construction moves in opposite
direction. That means when public sector capital formation has increased, private sector capital
formation has decreased.

On the other hand, fixed capital formation has been falling and depreciation of capital has been
rising. This can be a warning for the production. Therefore, it is necessary to pay attention to
the obstacles of private sector investment and take action to solve them. Some of the obstacles
are internal obstacles, reduction of working capital, lack of government support, and foreign

sanctions. Based on issues, the recommendations are:

1. The government plays a complementary role for the private sector in the field of
investment in the machinery and encourage the increase of capital formation in this
field.

2. In approving the budget, realistic development expenditures should be considered, and
in the implementation, the obstacles of not researching the approved amounts should
be identified and solved.

3. Pay attention to the obstacles to private sector investment and take action to solve them.
Some of these obstacles are the reduction of working capital and the challenges of the
private sector's access to banking resources, lack of government support, and foreign
sanctions.
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