J. Econ. and Financ. Policymaking, 3(3) (2026) 343-356

Economics and Financial Policymaking

Journal Homepage:

W,

www.journalefp.com

ORGINAL RESEARCH PAPER

Mechanisms of the Transmission of Family Breakdown Effects on Economic

Growth in the MENA Region

Mahdi Choghaei' ©'; Ahmad Sarlak '* ©; Gholamali Haji !

1. Department of Economics, Ar.C., Islamic Azad University, Arak, Iran.

; Hadi Ghaffari 2

2. Department of Economics, Arak Branch, University of Payam Noor University, Tehran, Iran.

*Corresponding Author's Email: ah.sarlak@iau.ac.ir

PAPER INFO

ABSTRACT

Paper history:

Received: 05 Jan 2026

Revised: 13 May 2026

Accepted in revised form: 23 Jul 2026
Published: 21 Dec 2026

bias, the results show a
Keywords:

Channels of Influence;
Divorce;

MENA Region;
Family Economics.

How to cite: Choghaei, M., Sarlak, A., Haji,
Gh., & Ghaffari H., (202?). Mechanisms of the
Transmission of Family Breakdown Effects on
Economic Growth in the MENA Region,
Economics and Financial Policymaking, 3(3),
343-356.

dol 1ns://doi.ore/10.22034/efp.2026.2083092.1016

( RESEARCH QUESTION

Does divorce hinder economic
growth in MENA countries?
Through which channel
physical capital or
Iabor productivity?
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This research investigates the mechanisms through which divorce affects economic growth in 22 MENA
countries from 2000-2023, moving beyond static correlational analyses that neglect growth dynamics
and endogeneity. The key question is whether divorce impedes growth primarily by disrupting physical
capital accumulation or through erosion of human capital. Employing the system Generalized Method
of Moments (GMM) estimator and interaction term techniques to address endogeneity and simultaneity

significant negative correlation between divorce and growth. Divorce also exerts

indirect effects via interactive channels (labor and physical capital), though causality is not definitively
proven due to methodological limitations. Notably, the interaction term "divorce x labor" — capturing
the diminishing effect of divorce on returns to human capital —
than the "divorce x capital" term. This indicates that divorce indirectly weakens growth more strongly
through reduced labor productivity than through reduced capital efficiency. Inflation shows a significant
negative effect on growth. Government expenditure also yields a negative coefficient, but this finding is
not generalizable and likely follows a nonlinear pattern varying with development levels. In conclusion,
family institution instability in the MENA region does not merely disrupt savings; it acts as a productivity
shock that degrades human capital quality.
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1. Introduction

Conventional  economic  growth literature  has
predominantly examined the consequences of family
instability through static models, often overlooking the
dynamic nature of growth and the endogeneity of key
variables. The family functions as a primary producer of

human capital, and its disruption can have profound
macroeconomic repercussions. Over the past two decades,
the Middle East and North Africa (MENA) region has
witnessed a notable increase in divorce rates, transforming
what was once perceived as a socio-cultural issue into a
potential economic shock that simultaneously affects
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household savings, and overall

investment efficiency.

labour productivity,

The primary research gap addressed in this study is twofold.
First, prior empirical work has largely relied on static
regression models, which suffer from two major
shortcomings: they neglect the dynamic persistence of
growth, and they fail to adequately control for endogeneity,
particularly  reverse causality between economic
performance and family stability. While divorce acts as a
negative shock to income and wealth, reducing growth,
economic  downturns and rising unemployment
simultaneously increase household financial pressures,
thereby raising the likelihood of divorce. Second, existing
studies have seldom moved beyond confirming a simple
correlation to empirically weighting the relative importance
of different transmission channels. Most regional and
domestic studies have either remained at a descriptive-
sociological level or, if quantitative, have ignored the issue
of multicollinearity and channel weighting.

The central research question is whether divorce primarily
impedes growth by disrupting physical capital accumulation
through reduced savings or lower investment efficiency, or
whether it exerts a more potent effect through the erosion of
human capital quality, specifically labour productivity and
psychological well-being. This study contributes to the
literature in three distinct ways. First, it employs a dynamic
System Generalized Method of Moments approach to
explicitly account for growth inertia and resolve
endogeneity bias. Second, it introduces interaction terms—
(Divorce x Investment) and (Divorce x Labour Force)—to
statistically isolate and compare the intensity of the two
transmission channels. Third, unlike previous research that
has often ignored the broader macroeconomic environment,
this study incorporates two critical control variables—
inflation and government expenditure—to isolate the net
effect of family instability after purging the impact of price
volatility and fiscal crowding-out pressures. By doing so,
the research seeks to answer a fundamental question: in the
presence of high inflationary pressures and large
government sectors in the MENA region, through which
channel—physical or human—does divorce ultimately
deliver its most damaging blow to economic growth?

2. Methodology

This study employs an unbalanced panel dataset of 22
MENA countries, including Iran, Turkey, Saudi Arabia,
Egypt, Iraq, Algeria, Morocco, Tunisia, UAE, Qatar,
Kuwait, Oman, Bahrain, Jordan, Lebanon, Libya, Yemen,
Syria, Djibouti, Palestine, Sudan, and Mauritania, over the
period 2000-2023. Economic data are sourced from the
World Bank's World Development Indicators, while divorce
rate data are compiled from national statistical yearbooks
and United Nations reports. The divorce rate is defined as
the number of divorces per total population in percentage,
chosen over the divorce-to-marriage ratio due to better data
availability and reduced volatility across the sample.

To test the four formulated hypotheses, a dynamic log-linear
growth model was estimated using the System GMM
developed by Blundell and Bond. This method is
specifically designed for panels with a moderate time
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dimension and effectively addresses endogeneity arising
from the inclusion of the lagged dependent variable and
potential reverse causality. The model incorporates
interaction terms—(Div x Inv) and (Div x L)—to assess
how divorce moderates the marginal efficiency of physical
capital investment and labour productivity, respectively.
The labour force participation rate, while typically a
quantity measure, is interpreted here as a proxy for human
capital quality due to the unavailability of annual quality
indicators across all MENA countries; consequently, its
interaction with divorce captures efficiency losses, stress-
induced absenteeism, and reduced cognitive focus rather
than merely a quantitative decline.

Prior to estimation, the Im-Pesaran-Shin panel unit root test
was conducted, which rejected the null of a unit root for all
variables at the 5% significance level, confirming
stationarity. A critical methodological consideration was the
treatment of outliers, such as Libya's extreme GDP growth
fluctuations (-62.1% in 2011 due to civil war and +104.5%
in 2012 following the resumption of oil exports). Since these
reflect structural realities of volatile oil-dependent
economies rather than measurement errors, they were
retained. The System GMM estimator, with its robust
internal instrumentation, effectively mitigates the influence
of such extreme values without discarding valuable
information. To avoid the problem of instrument
proliferation and overfitting, the number of instruments was
strictly kept below the number of cross-sections—20
instruments for 22 countries—following standard practice.
Additionally, to partially account for unobserved global
shocks, dummy variables for the 2008 financial crisis and
the 2014-2015 oil price collapse were included as
exogenous controls. Diagnostic validation included the
Arellano-Bond test for first- and second-order serial
correlation and the Hansen J-test for over-identifying
restrictions.

3. Results and Discussion

The estimation results robustly confirm that divorce is a
significant economic deterrent in the MENA region. The
diagnostic tests validate the model specification: the AR(1)
test yielded a p-value of 0.004, confirming the expected
first-order serial correlation in a dynamic model, while the
AR(2) test gave a p-value of 0.41, confirming the absence
of second-order serial correlation in the error terms. The
Hansen J-test produced a p-value of 0.28, failing to reject
the validity of the instruments, and the number of
instruments remained safely below the number of countries.

Regarding the core findings, the coefficient on the lagged
growth variable is positive (0.194) and highly significant at
the 1% level, confirming the dynamic persistence of growth
and the appropriateness of the GMM framework. The direct
effect of the divorce rate on GDP growth was found to be
negative and statistically significant at the 1% level, with a
coefficient of -0.131. This implies that, with other factors
held constant, a one-unit increase in the divorce rate is
associated with a reduction in economic growth by
approximately 0.13 units. In economic terms, given the
standard deviation of the divorce rate (6.86%), a one-
standard-deviation increase in divorce is associated with a
nearly 0.9 percentage-point decline in the growth rate.
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For the transmission channels, the interaction term for
physical capital (Div x Inv) yielded a negative and
significant coefficient at the 5% level (-0.028), confirming
that higher divorce rates reduce the marginal efficiency of
physical capital investment—Ilikely through increased
transaction costs, legal uncertainties, and the fragmentation
of productive assets. More strikingly, the interaction term
for the human capital channel (Div x L) was negative and
highly significant at the 1% level (-0.082), indicating that
divorce strongly diminishes labour productivity and
efficiency through psychological distress, reduced morale,
and increased absenteeism. A formal Wald test for the
equality of these two coefficients confirmed that the
absolute value of the labour channel coefficient (0.082) is
approximately 2.9 times larger than that of the physical
capital channel (0.028), a difference that is statistically
significant at conventional levels. Among the control
variables, both inflation (-0.071, p = 0.015) and government
expenditure (-0.095, p = 0.022) exhibited negative and
significant effects on growth, supporting the theoretical
expectations regarding macroeconomic instability and the
crowding-out effect of large, inefficient public sectors that
divert resources from productive private investment.

4. Conclusions

This study provides compelling empirical evidence that
family breakdown, as measured by divorce, significantly
hampers economic growth in the MENA region. The most
critical insight is the asymmetrical and dominant role of the
human capital channel. While both physical and human
capital channels are statistically significant, the results
unequivocally demonstrate that divorce predominantly
damages growth through the impairment of labour force
quality—specifically, the erosion of motivation, cognitive
focus, and psychological well-being—rather than through
the disruption of physical capital accumulation. This finding
underscores the critical role of the family as a non-formal,
socio-institutional support system that fundamentally
underpins economic performance. In the socio-cultural
context of the MENA region, where family ties act as
primary safety nets and behavioural regulators, the
detrimental impact of family dissolution on workforce
efficiency far outweighs its financial repercussions.

The practical implications for policymakers are clear and
actionable. First, monetary authorities should treat inflation
control not merely as a macroeconomic stabilization
objective but as a preventive social policy. Reducing
inflationary pressures alleviates household cost-of-living
tensions, indirectly mitigating divorce triggers and fostering
a stable environment for growth. Second, governments
should reorient public spending from passive cash transfers
toward Active Labour Market Policies, including vocational
training and job-rehabilitation programmes specifically
designed for divorced individuals, to preserve and restore
labour productivity. Third, private firms and public
enterprises should be encouraged or mandated to implement
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Employee  Assistance  Programmes that provide
psychological counselling, legal advice, and flexible
working arrangements for employees navigating divorce,
thereby curbing the immediate productivity losses. Fourth,
legal reforms in the division of marital assets should be
adopted to prevent the forced liquidation of productive
capital, utilizing alternative financial instruments such as
deferred payment schedules based on future earnings rather
than immediate asset sell-offs.

This research is subject to notable limitations. The primary
constraint is the lack of disaggregated divorce data by
income deciles, educational attainment, or gender across
MENA countries, which prevented more granular micro-
level analyses. Furthermore, data for conflict-affected
countries in certain years involved estimation, potentially
introducing measurement error. Additionally, while the
System GMM approach controls for endogeneity, it does
not establish definitive causality. Future research should
pursue stronger causal identification through quasi-
experimental designs, such as difference-in-differences or
instrumental variable strategies exploiting sudden,
exogenous legal changes in divorce legislation.
Investigating the heterogeneity of effects across sub-
groups—particularly distinguishing between oil-exporting
and oil-importing nations, as well as high-income versus
low-income countries—remains a crucial and promising
avenue for subsequent studies. Despite these limitations,
this study makes a significant contribution to the literature
by empirically disentangling, quantifying, and weighting
the transmission channels, thereby offering a nuanced and
evidence-based framework for understanding the economic
costs of family instability in the MENA region.
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