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Austrian School of Economics, Comparison and 
Study of the Labor Market in Iran

Abs‌tract
One of the important tasks that is defined for every government in all countries is to facilitate job creation 
conditions and improve employment and improve and upgrade the level and position of employment 
and work and wages. Carrying out any economic activity in the society requires the active presence of 
the labor force, and the unemployment of a part of the labor force means a reduction in production and 
moving away from full employment. In this research, the Austrian school of economics is first examined, 
and then, by examining the market literature and specifying the model, the time series analysis of the 
labor supply and demand function for the country is examined. To investigate the labor market in Iran, the 
Autoregressive Distributed Lag and also the annual data of the time period 1947-2019 have been used. In 
this research, while looking at the theories and approaches of the Austrian school of economics, the labor 
market is compared with the concepts, and the results of the analysis and comparison show that the labor 
market of Iran conforms to the basic concepts of the Austrian school of economics.
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1. Introduction
In examining the philosophical principles and foundations of any science, it 
is important to consider its “evolutionary-historical” course. Economics is no 
exception to this rule. By examining its evolutionary-historical process, a deeper 
understanding of its foundations, principles, and methods can be gained. The 
concepts of the Austrian School of Economics, with its individualistic approach 
and belief in the ability of individuals in society to play a role in the economy, can 
be a good starting point for critiquing the performance of the economy in closed, 
state-centered systems such as Iran and for trying to improve this situation. This 
research seeks to answer the question of how much the labor market structure in 
the Iranian economy is consistent with what has been proposed in the Austrian 
school of economics. This issue is important because if it is determined that the 
Austrian economic framework is compatible with the labor market in Iran, labor 
market strategies and those related to adjusting the unemployment rate will be 
better articulated and implemented.

2. Theoretical framework
Austrian school emphasizes the spontaneous order of the market, an order in which 
no one has complete knowledge of all the conditions on which to base economic 
action. The element of uncertainty or lack of complete information implies that 
economic agents are unaware of the impact of many events in their economic 
environment. Therefore, they are not sure about their success in the market. They 
focus only on the information they have. (High, 1998). The Austrian school does 
not deny the necessity of the state, but rather emphasizes the concept of the gradual 
evolution of the economic system. However, they essentially want the work and 
essence of the market to be examined and evaluated in an abstract manner and 
independently of the overall economic system. They do not deal with the historical 
process and the way the economic system is formed. The Austrian school focuses 
on markets, meaning that according to the Austrian school, the market mechanism 
causes the allocation of resources. In other words, the Austrian school emphasizes 
involuntary decision-making. (Miller, 1989).

3. Methodology
3.1. Labor supply
The model in question has been examined to examine labor supply in Iran between 
1974 – 2019:

Ht=αt+β1 Wt+β2 Mt+β3Scht+β4 Kt+β5DUM1t+ ut

H is the number of hours worked during the year, W is the wage rate, M is net 
earnings, Sch is the years of education as a variable affecting labor supply, K is the 
capital stock, DUM1 is a dummy variable to examine the effect of the war years on 
labor supply.
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3.2. Labor demand
To examine labor demand in this study, the following model is examined for the 
years 1974 – 2019: 

Lt=αt+β1 Wt+β2 Kt+β3 GDPt+β4 Scht+ β5DUM1t+ut

L labor demand, W labor wage rate, K capital stock, GDP gross domestic product, 
Sch years of education as a variable affecting labor demand, DUM1 dummy variable 
to examine the effect of war years on labor demand.

4. Findings
The analysis of the ARDL method is based on the interpretation of three dynamic, 
long-run and error correction equations, the results of which are an equation in 
which the dependent variable appears with an interval on the right. To select the 
optimal interval, the Akaike, Schwartz, Hannan-Quinn criteria and the adjusted 
coefficient of determination can be used, in which the Schwartz-Bayesian criterion 
is used in this section to prevent the reduction of the degree of freedom.

Table 1. Results from long-term regression estimation using the ARDL method
prob Variables Coefficients T-statistic

0/0138 LW 0/2317 2/6008
0/0235 LK -1/1889 -2/3754
0/7102 LGDP -0/1033 -0/3748
0/286 Lsch 0/4885 2/2895
0/0003 C 33/0494 4/0965

(Source: Research findings)

Based on the long-term results, the variables wage rate and years of education 
have a positive and significant effect on labor demand, and capital stock has a 
negative and significant effect, and GDP has a negative and meaningless effect on 
labor demand in the long run.

Table 2. Results from long-term regression estimation using the ARDL method
Variables Coefficients T-statistic prob

LW 0/3177 1/5973 0/1259
LM 0/4441 3/0318 0/0066
LK -0/7514 -3/0318 0/0066
sch -0/3136 -1/3963 0/1779

0/0003 C 33/0494 4/0965
(Source: Research findings)

Based on the long-term results in Table 2, it is observed that the wage rate has 
a positive and meaningless relationship with labor supply, and net earnings have a 
positive and significant relationship with labor supply, and years of education also 
have a negative and meaningless effect on labor supply in the long run.
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5. Conclusion
In this study, capital stock and GDP had a negative effect on labor demand. Also, 
years of education had a negative effect on labor supply. These cases indicate the 
fact that Iran’s oil economy is not in line with production and employment, and 
on the other hand, the state economy in Iran, which has experienced large budget 
deficits, has caused unemployment to increase in the country in recent years. The 
results obtained regarding labor supply are that in the short run, labor wages have 
a positive effect, while net income, capital stock, years of education, and a dummy 
variable indicating years of war have a negative effect on labor supply. Also, 
considering the coefficient of the wage index in labor demand and the acceptance 
of wage stickiness in the Iranian labor market on the one hand, and the high share 
of the government in creating employment in Iran on the other, it can be concluded 
that there is a correspondence between the basic principles of the Austrian school 
of economics and the labor market in Iran.
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