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Abstract

This study aims to design a novel institutional model to formalize and strengthen private sector participation in Iran’s economic

governance. Adopting a qualitative and exploratory design, the study employs institutional analysis, comparative analysis of international

experiences, and conceptual modeling; data were collected from policy documents, academic studies, official reports, and semi-structured

interviews with experts and economic actors, and analyzed using qualitative content and comparative techniques. The findings indicate

that weaknesses in Iran’s economic governance stem from ineffective consultative institutions, limited transparency, and the dominance

of unaccountable parallel structures; the proposed model of a “Private Sector Economic Cabinet” or a future “Ministry of Private Sector

Economic Affairs” offers an institutional mechanism to enhance policymaking quality, reduce decision-making instability, and promote

fair competition. The study concludes that moving from symbolic consultation toward institutionalized co-governance through the

establishment of a future-oriented ministerial body can significantly narrow the state—private sector divide and contribute to sustainable

improvements in Iran’s economic governance.
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Extended Abstract

Introduction

Economic governance has increasingly been recognized as a decisive determinant of sustainable development,
institutional stability, and productive capacity in both developed and developing economies. A central insight
of contemporary governance literature is that the effectiveness of economic policy does not depend solely on
macroeconomic instruments, but rather on the quality of institutional arrangements that structure interactions
between the state, markets, and societal actors. In this context, the role of the private sector has gradually
shifted from that of a passive policy recipient toward that of a strategic stakeholder whose participation can
enhance policy realism, implementation capacity, and long-term legitimacy. However, in many developing
and transitional economies, including Iran, private sector participation in economic governance remains
fragmented, informal, and largely consultative, lacking durable institutionalization (Jahantigh et al., 2019;
Panabhi et al., 2021).

From an institutional economics perspective, weak and poorly designed institutions distort incentives, raise
transaction costs, and encourage rent-seeking behavior rather than productive entrepreneurship (North, 1990).
Empirical studies on Iran’s privatization experience demonstrate that without a coherent institutional
framework and credible participation mechanisms, privatization policies tend to reproduce quasi-state
monopolies instead of fostering competitive private markets (Eskandari et al., 2019; Karimi Patanlar, 2004).
This pattern aligns with broader political economy analyses that highlight how parallel and opaque structures
emerge when formal governance institutions fail to perform their coordinating and regulatory roles effectively
(Ban & Gabor, 2016).

Comparative international evidence reinforces this argument. Research on Japan’s railway privatization shows
that efficiency gains were not merely the outcome of ownership transfer but depended critically on
complementary institutional reforms and stakeholder accountability mechanisms (Goto, 2022). Similar
conclusions emerge from studies of India and Bangladesh, where privatization contributed to entrepreneurship
and economic development only when embedded within institutional reforms that reduced corruption and
strengthened participatory oversight (Kim & Panchanatham, 2021; Uddin & Ahmed, 2021). In China, despite
the dominant role of the state, structured interactions between government and private firms have played a key
role in sustaining economic dynamism (Guo et al., 2014).

Recent Iranian studies based on stakeholder experiences further reveal that economic actors perceive
policymaking processes as opaque, unstable, and weakly responsive to private sector expertise, reinforcing

distrust and short-term economic behavior (Rastgari et al., 2024). Institutional analyses similarly indicate that



existing advisory bodies lack the authority, analytical capacity, and accountability mechanisms necessary to
meaningfully influence economic policy outcomes (Aliloo et al., 2024; Ghasemi et al., 2024). At the same
time, emerging challenges such as digital transformation in banking and private organizations underscore the
urgency of improving governance frameworks, as institutional incoherence has been identified as a major
barrier to effective transformation (Taghavi et al., 2025).

Taken together, the literature suggests that incremental reforms within existing advisory structures are
insufficient to overcome deep-rooted governance failures. Instead, there is a growing need for an institutional
leap toward structured co-governance models that formally embed private sector participation within the
architecture of economic policymaking. This study responds to this gap by conceptualizing a future-oriented
institutional model—referred to as the Private Sector Economic Cabinet or a Ministry of Private Sector
Economic Affairs—designed to transform private sector participation from symbolic consultation into
institutionalized economic governance.

Methods and Materials

This study adopts a qualitative and exploratory research design aimed at institutional model development rather
than hypothesis testing. The methodological approach integrates three complementary components. First, an
institutional analysis was conducted to examine the structural characteristics, functional limitations, and
coordination failures of existing economic governance and advisory institutions related to the private sector.
Second, a comparative analytical approach was used to extract generalizable principles from international
experiences of privatization, participatory governance, and institutional reform. Third, conceptual modeling
was employed to synthesize analytical findings into a coherent institutional design.

Data sources consisted primarily of secondary materials, including academic literature, policy reports, legal
documents, and strategic frameworks related to economic governance, privatization, and institutional reform.
In addition, qualitative insights were drawn from semi-structured expert consultations and stakeholder
perspectives documented in prior empirical studies. Data analysis relied on qualitative content analysis and
comparative logic to identify recurring patterns, structural bottlenecks, and design principles relevant to
institutional participation mechanisms. The outcome of this process was the formulation of a conceptual
institutional model tailored to the Iranian context while informed by international experience.

Findings

The findings indicate that the central dysfunction in Iran’s economic governance lies in the absence of a
formally empowered, analytically capable, and accountable institutional interface between the state and the
private sector. Existing mechanisms of participation are largely consultative, fragmented, and dependent on
informal influence rather than structured authority. This institutional weakness has contributed to policy
instability, inconsistent implementation, and the marginalization of productive private actors.

The analysis further reveals that weak formal institutions create a structural vacuum that is often filled by

parallel and opaque economic actors, resulting in distorted resource allocation and uneven competitive




conditions. As a consequence, private firms face heightened uncertainty, limited policy predictability, and
incentives to engage in short-term or rent-seeking strategies rather than long-term productive investment.
The proposed institutional model addresses these deficiencies by establishing a formalized structure through
which the private sector participates in economic governance. The model envisions a cabinet-like or ministerial
body composed of specialized units responsible for policy analysis, regulatory review, and continuous
evaluation of government economic decisions. Representation mechanisms are designed to ensure structured
participation by organized private sector entities rather than individual lobbying interests. Importantly, the
model emphasizes analytical capacity, transparency, and accountability rather than executive control,
positioning the institution as a governance partner rather than a competing authority.

Overall, the findings suggest that institutionalizing private sector participation at this level can enhance policy
coherence, reduce governance fragmentation, and create a stable framework for long-term economic decision-
making.

Discussion and Conclusion

The results of this study underscore the structural nature of economic governance challenges in Iran and
demonstrate that effective reform requires more than policy adjustments or expanded consultation. The
proposed institutional model represents a shift from ad hoc participation toward rule-based co-governance,
where private sector involvement is embedded within the formal architecture of policymaking. By redefining
participation as an institutional function rather than an external input, the model aims to realign incentives,
improve information flows, and enhance policy credibility.

From a governance perspective, the model addresses the core problem of institutional asymmetry between
state power and private sector expertise. It does so not by transferring executive authority, but by strengthening
analytical oversight, structured feedback, and accountability mechanisms. This approach reduces the
likelihood of capture by narrow interests while preserving the state’s ultimate decision-making role. Moreover,
the emphasis on transparency and continuous evaluation directly targets the institutional roots of uncertainty
and rent-seeking behavior.

The findings also suggest that such an institutional reform could generate spillover benefits beyond
macroeconomic governance. By stabilizing policy expectations and improving regulatory coherence, the
model may support innovation, digital transformation, and organizational performance across the private
sector. These effects are particularly relevant in economies facing rapid technological change and external
shocks.

In conclusion, this study argues that sustainable improvement in Iran’s economic governance requires a
paradigmatic shift from symbolic consultation to institutionalized participation. The proposed Private Sector
Economic Cabinet offers a conceptually grounded and context-sensitive framework for achieving this shift.

While its successful implementation depends on political will and gradual institutional learning, the model



provides a viable pathway for transforming private sector participation into a central pillar of modern,

transparent, and resilient economic governance.
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