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Considering the fundamental role of privatization policies in the
economic structure of countries, this study aims to provide new
empirical evidence on the nonlinear effects of privatization on
innovation in Iran. To this end, the Smooth Transition Regression (STR)
approach is employed using annual data covering the period 1991-2021.
This methodology allows for capturing gradual regime shifts and
identifying asymmetric effects of privatization on innovation across
different innovation regimes. The empirical results reveal a nonlinear
relationship between privatization and innovation. At low levels of
innovation, privatization exerts an inhibiting effect, as newly privatized
firms may face resource constraints and structural inefficiencies.
However, once the innovation threshold is exceeded, privatization turns
into a stimulating factor, enhancing innovative activities and
encouraging investment in research and development. This finding
highlights that the effectiveness of privatization critically depends on the
prevailing innovation environment. Moreover, the results indicate that
urbanization has a positive and significant impact on innovation in the
first regime, while its positive effect diminishes after crossing the
threshold level. Economic globalization exhibits a negative effect on
innovation in the low-innovation regime but becomes positive and
significant in the high-innovation regime. In contrast, good governance
consistently shows a positive and significant impact on innovation
across both regimes, underscoring the crucial role of institutional
quality, transparency, and accountability in fostering innovation. Thus,
the findings emphasize the importance of implementing gradual and
targeted privatization policies along with institutional strengthening and
innovation-supportive  infrastructures to promote  sustainable
innovation-driven economic development in Iran.
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