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ABSTRACT

Goods smuggling is a multidimensional and pervasive phenomenon that has confronted Iran’s economy with serious challenges.
Owing to Iran’s geographical conditions and extensive borders, this phenomenon continues to provide opportunities for many
individuals to earn illicit profits. Despite the enactment and amendment of laws, the imposition of civil and criminal sanctions,
and revisions to relevant policymaking approaches, goods smuggling continues to expand and persist. This study aims to
examine and analyze the consequences of goods smuggling for Iran’s economy. The research question is: How does goods
smuggling affect Iran’s economy? The findings indicate that smugglers disrupt gross domestic product growth, weaken domestic
manufacturing industries, reduce economic growth, increase inflation and unemployment, contribute to national capital flight and
declining investment, increase government expenditures, expand the underground economy, and raise the costs of formal
imports. These effects occur through the evasion of tariffs and taxes; the depletion of foreign exchange reserves; the inefficient
use of scarce resources; the bankruptcy of manufacturing enterprises; the establishment of parallel and illegal supply and
distribution chains; the transfer of liquidity and capital to underground and concealed markets; money laundering and the
weakening of financial-system transparency; the imposition of human, administrative, and logistical costs; capital outflows and
the weakening of productive investment; the diversion of public financial resources toward the importation of goods; the misuse
of preferential foreign exchange for imports; and the creation of numerous informal-sector jobs lacking insurance coverage and
employment security.
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EXTENDED ABSTRACT
Goods smuggling is a multidimensional and

persistent economic phenomenon that affects
the institutional, fiscal, productive, and
commercial  foundations of  national
economies. In Iran, the expansion of informal
cross-border trade is facilitated by extensive
land and maritime borders, multiple unofficial
transit routes, unequal regional development,
weaknesses in  customs  supervision,
inconsistencies in tariff and foreign-exchange
policies, and the high profitability of
circumventing formal import and export
procedures.  Although  smuggling has
historically existed alongside the development
of customs systems in Iran, its contemporary
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scale has transformed it from an isolated
criminal activity into a structural economic
challenge. Estimates of the monetary value of
smuggled goods differ because illegal
transactions are concealed, unregistered, and
methodologically  difficult to measure;
nevertheless, available evidence indicates that
the volume of illicit trade has reached a level
capable of substantially affecting domestic
production, employment, public revenue,
foreign-exchange reserves, investment, and
macroeconomic policymaking (Yousefi, 2024;
Zara Nejad et al., 2023). Smuggling generally
refers to the unlawful importation,

exportation, transportation, possession, or
exchange of goods in violation of customs,



taxation, licensing, or trade regulations (Jafari
Langaroudi, 2013; Merriam, 2025). From an
economic perspective, it includes activities
and revenues that evade government
regulation, taxation, and administrative
oversight, thereby becoming part of the
shadow economy (Schneider et al., 2010).
Because smuggling transfers commercial
activity from regulated markets to concealed
networks, it weakens transparency, distorts
competition, creates incentives for rent-
seeking and corruption, and limits the state’s
ability to design and implement coherent
economic policies (Mohseni, 2021; Tavakoli,
2020).

The present study was conducted to identify
and analytically explain the consequences of
goods smuggling for Iran’s economy. The
principal research question was: How does
goods smuggling affect the Iranian economy?
The study did not merely seek to enumerate
the economic indicators influenced by
smuggling; rather, it aimed to clarify the
causal and operational mechanisms through
which illegal trade affects gross domestic
product, domestic manufacturing, inflation,
economic growth, unemployment, -capital
formation, public expenditure, the shadow
economy, and the cost of formal imports. This
distinction is important because much of the
previous research has either concentrated on a
single outcome, such as employment or
economic growth, or has discussed economic
consequences only briefly alongside political,
social, cultural, or security dimensions. Earlier
studies have shown that smuggling reduces

employment opportunities, weakens
producers’ incentives, and redirects labor and
capital toward informal activities

(Heydarzadeh, 2017; Tarighi, 2017). Other
investigations have demonstrated that
smuggling negatively affects economic growth
by reducing tax revenues, wasting scarce
resources, and transferring financial flows
from the formal economy to hidden markets

(Jazmi & Nikougadam, 2017; Nikougadam &
Jazmi, 2017). Research has also identified
consequences such as declining national
currency value, inflation, money laundering,
weakened work culture, reduced productive
investment, and institutional corruption
(Ahmadzadeh, 2011; Mohseni, 2021).
Accordingly, the innovative contribution of
this study lies in its exclusive focus on the
economic consequences of goods smuggling
and its integrated explanation of how these
consequences interact and reinforce one
another within the Iranian economic system.

This research employed a descriptive-
analytical design based on documentary and
library research. Goods smuggling was
considered the independent variable, while the
Iranian economy and its major
macroeconomic and institutional indicators
constituted the dependent domain. Data were
collected from books, journal articles, theses,
legal and customs sources, government
reports, statistical publications, and credible
online materials. The analytical procedure
consisted of identifying the principal economic
outcomes associated with  smuggling,
reviewing the mechanisms reported in
previous studies, comparing overlapping
arguments, and organizing the findings into a
coherent explanatory framework. Particular
attention was given to the effects of
unregistered transactions on national
accounting, the relationship between tariff
evasion and industrial competitiveness, the
transmission of foreign-exchange outflows to
inflation, the effects of informal profitability
on productive investment, and the fiscal
burden imposed on the government.
Historical and legal sources were also
reviewed to clarify the conceptual
development of smuggling and the long-
standing relationship between customs
administration and illicit trade in Iran
(Rostami Siahoui, 2021; Yektai, 1976). The
study further drew on economic analyses of
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shadow activities to explain why unrecorded
transactions reduce the accuracy of official
statistics and undermine monetary and fiscal
decision-making (Schneider et al., 2010). To
maintain analytical consistency, the identified
consequences were classified into nine major
categories: disruption of gross domestic
product measurement, weakening of domestic
production, inflation, reduction of economic
growth, unemployment, capital flight and
declining investment, increased government
expenditure, expansion of the underground
economy, and increased costs of formal
imports.

The findings indicate that goods smuggling
disrupts the calculation and interpretation of
gross domestic product because illicit
transactions are excluded from formal
national accounts. This omission causes the
actual scale of economic activity to be
understated and reduces the reliability of
indicators used by policymakers, central
banks, and fiscal authorities (Zara Nejad et al.,
2023). Smuggling also weakens domestic
manufacturing because smugglers avoid
customs duties, taxation, licensing costs,
quality controls, and other regulatory
expenses, allowing illegally imported goods to
be sold at prices with which domestic
producers cannot fairly compete. This unequal
competition reduces profitability, interrupts
production planning, distorts the balance
between supply and demand, delays
technological renewal, lowers productivity,
and may ultimately lead to the bankruptcy and
closure of manufacturing enterprises
(Maddah, 2008; Seif, 2008; Vatanpour, 2008).
Inflation is intensified through several
channels: reduced customs and tax revenues
increase fiscal pressure, production decline
creates supply shortages, and foreign-
exchange outflows weaken the national
currency and raise the domestic prices of
imported goods. Smuggling further reduces
economic growth by transferring capital,

liquidity, and labor from productive and
regulated activities to concealed and illegal
markets, while tariff and tax evasion limit the
government’s capacity to provide
infrastructure and public goods that support
private-sector productivity (Mashiri & Sebele-
Mpofu, 2018; Nikougadam & Jazmi, 2017).
Employment is negatively affected because
declining production and profitability compel
enterprises to suspend expansion, reduce
recruitment, dismiss workers, or abandon
manufacturing in favor of informal importing
(Tarighi, 2017). These mechanisms
demonstrate that smuggling is not an isolated
trade violation but a cumulative process that
undermines the principal foundations of
sustainable economic performance.

The results further show that smuggling
contributes to national capital flight and a
long-term decline in productive investment.
Export smugglers may transfer goods abroad
without fulfilling foreign-exchange obligations
and may retain the resulting revenues outside
the formal banking system, while import
smugglers use domestic foreign-exchange
resources to purchase goods abroad without
returning equivalent productive value to the
economy. Even when these financial resources
re-enter Iran, they often circulate through
concealed markets and remain outside
transparent fiscal and banking supervision.
Because smuggling can generate faster and
higher returns than manufacturing, investors
may redirect capital away from production,
technological modernization, employment
creation, and long-term enterprise
development (Heydarzadeh, 2017; Taheri,
2017). The government simultaneously incurs
extensive direct and indirect costs, including
border control, surveillance, customs
inspections, warehousing, laboratory
evaluation, administrative processing, judicial
proceedings, enforcement, and compensation
for human and institutional losses associated
with anti-smuggling operations (Momeni,



2017; Seif, 2008). Smuggling also expands the
underground economy by creating parallel
supply and distribution chains, unregistered
transportation and storage activities, informal
employment without insurance or job security,
money-laundering channels, and relationships
between illegal capital and the formal banking

system. These developments weaken
regulatory institutions, normalize tax evasion,
intensify  bribery and  administrative

corruption, and encourage legal enterprises to
abandon formal activity in order to survive.
Finally, smuggling increases the cost of formal
imports because it reduces official demand,
diminishes state customs revenue, damages
domestic production, and ultimately forces the
government to allocate additional foreign-
exchange and financial resources to legally
import goods that could otherwise have been
produced domestically (Rahimi et al., 2020).

Goods smuggling constitutes a systemic
economic threat whose consequences extend
far beyond the immediate loss of customs
revenue. It undermines the accuracy of
national economic statistics, weakens
domestic manufacturing, reduces
competitiveness, increases unemployment,
contributes to inflation, slows economic
growth, encourages capital flight, discourages
productive  investment, expands the
underground economy, increases public
expenditure, and raises the cost of formal
imports. These outcomes are mutually
reinforcing: declining production reduces
employment and tax revenues; lower revenues
increase fiscal pressure; fiscal instability and
currency depreciation contribute to inflation;
inflation and uncertainty weaken investment;
and reduced investment further contracts
productive  capacity. Consequently, an
effective anti-smuggling strategy cannot rely
exclusively on criminal penalties, border
enforcement, or the physical seizure of illegal
goods. Sustainable control requires an
integrated economic and institutional

approach that improves employment and
livelihoods in border regions, simplifies legal
trade procedures, reforms tariff and foreign-
exchange policies, reduces incentives created
by multiple exchange rates, strengthens
customs transparency, improves interagency
coordination, modernizes tracking and
inventory systems, supports competitive
domestic production, and provides financial
incentives for transparent economic activity.
Gradual reform of energy subsidies, stronger
oversight of free-trade and special economic
zones, real-time monitoring of warehouses
and supply chains, and the development of
advanced technological systems for identifying
and tracing goods are also necessary. The
central policy implication is that smuggling
will decline only when participation in the
formal economy becomes more profitable,
predictable, and institutionally secure than
engagement in illegal trade.
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