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Economy

“Oil Free Economy”

If we haven’t followed the path China, Turkey, and
the UAE have taken in recent years, the resulting
imbalance in our economy is the outcome of
government mentality and rent-seeking activities.

the Only Way to Save Iran

W

hat happened in China during
the inauguration of the Daxing international mega airport
has once again drawn the attention of
the public to Iran’s failures in achieving
development; but there is hardly anyone
who could provide answers to these important questions: A response similar to
what Ali Dadpay has given. The prominent Iranian university professor believes
that the government in Iran has confused
the economy with groceries.
Noting that the problems Iran is facing today originate from the mentality of
the government and the society about the
economy, Dadpay said the main cause

6

that Iran has not made progress and the
inability to launch large scale projects is
the endless oil rent.
Associate professor of economics
and finance at St Edwards College, Austin, Texas, US, believes neither wrong
policymaking nor legislative issues are
a major cause of Iran’s backwardness;
the cause is rather oil and its easy-to-use
revenue as a strong incentive to drive the
government out of tax and the society’s
interest to get their share.
Policymaking, adhering to longterm goals and objectives, competing
with regional neighbors and global
IRAN INTERNATIONAL, January 2020, No. 93

and regional competitors, or building
political economy… What is really the
main driving force behind the massive
growth in Iranian counterparts such as
Turkey, India, the United Arab Emirates, China and Malaysia that every
year we are witnessing the Iranian
economy’s stagnation in creating new
infrastructures and on the other side
we witness the inauguration of Starfish
mega airport in China’s Daxing?
I do not see the root cause of these
problems in the weakness of the Iranian
economy, but rather in the weakness of
the government. Ironically, the economic
elements in Iran are very capable, and

in recent years have formulated various
projects and mega projects that have been
fallen into disrepair only because of lack
of support or interest or even direct and
indirect obstructions of the government
and government institutions. If the government accepted the axioms, we would
have a very powerful 80 million-strong
economy with 15 countries sharing land
and sea borders. Thousands of Iranians
are actively involved in these countries
and have shaped Iran’s relations with
these states. A brief look at Iran’s economic map shows that private-sector activists from Dubai to Baku, Tbilisi and
Baghdad have established economic ties

with these countries without government
support.
We have both the capability and the
potential to design and deliver mega projects. Now, if there is no incentive in our
country to succeed in super projects, it
is rooted in the structure of statesmen’s
motivation and the government’s mentality. If we haven’t followed the path
China, Turkey, and the UAE have taken
in recent years, the resulting imbalance in
our economy is the outcome of government mentality and rent-seeking activities. The government’s constant effort to
keep prices down artificially is an attempt
to conceal its performance and focus on
IRAN INTERNATIONAL, January 2020, No. 93

consumption rather than prioritizing economic growth. In practice, governments
in Iran have been more involved in the
economy than in economic expansion.
That is why super-projects are neither a
priority for the state nor a place for statesmen to evaluate the success of the state.
But many believe that given the
propaganda aspects of implementing
these projects, the Iranian government
should be keen to build public and
welfare infrastructures in the country.
How true is this statement?
I don’t agree. There are no major
projects in Iran because the government
7
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does not need to open such projects.
When Imam Khomeini International Airport (IKA) was inaugurated, could the
government make full use of its cargo and
passenger capacity? What is really needed to spend billions of dollars building
huge airport complexes like what we see
in Dubai, Istanbul or Beijing? We have
already deployed the IKA at one-fifth the
capacity and in this context, comparing
the volume of cargo potential at the IKA
and Dubai Airport is more like a joke. In
such circumstances, the government does
not feel the need to move in the same way
as the governments you refer to. If the
private sector wants to take action they
will prevent it. The goal of Iranian governments has always been to control the
economy rather than expand it.

The only way we can
solve many of these
problems is to cut back
on oil revenues and oil
to meet the economic
realities that exist
everywhere in the world.
of large projects after inauguration, so
anyone who implements the project has
no hope of project income after inauguration. This is the cycle that has taken place
in Iran and the result is that the government and the contractor can extend the
project implementation time to the benefit of the project.
Let me give you an example. We
have for many years believed that Iran
tourism has a high potential for revenue
generation and that it is necessary to use
this potential to build a hotel. But you
can only build a hotel when its income
horizon exceeds the hotel’s construction
horizon! In government projects it is often the construction project itself that has
the bread and butter for the contractor
and the beneficiaries so it is not surprising that the process will continue forever.
Many inside the country now say that the
United Arab Emirates and Qatar have es-

In the last four decades, we have
seen relatively few projects that we
have been able to construct fully and in
a timely fashion and incorporate them
into an ultrastructure. Where are the
drawbacks?
We look at a project as bread! For a
long time, the well was drilled in Iran to
earn bread, not water! In Iran, the project budget line is more important than the
project itself. Since the government is not
an active private sector and does not have
the private sector outlook on the economy, it does not care about monetization
8
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tablished international airlines by copying from Iran. They are right!
This is the same strategy of the Iranian aviation industry in the late 40’s and
early 50’s that, using Iran Air and airport
design, were intended to become a transit hub for travelers between Asia and
Europe. Well we couldn’t do it, but they
could. People who constantly criticize
this question do not once ask if we were
able to solve the problem of the foreign
transit passengers’ hijab (Islamic dressing). Well we couldn’t solve this! We
were unable to provide conditions for
those foreign travelers who did not wear
hijab in an enclosed building at the IKA
in order to receive transit income. Then
how do we expect to solve our big issues
or do a mega project?
What is the main policy making
and decision making of governments in
these countries? Is it merely the public
interest that influences policy making
or does the need for new revenues and
the attraction of investment to increase
production drive the design and implementation of mega projects by powerful
government, administration, or actors?
In all of the countries mentioned, the
government in its macro management has
taken into account critical issues such as
expertise and commitment or scientific
and technical capability while also con9
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sidering economic realities. Together,
these countries and governments do not
fall into the trap of self-deception. I personally believe that the Iranian society
is extremely unfair about the reasons for
development in the UAE. Because it ignores the realities of this sector and considers only the petrodollars as a factor in
its development.
In fact they have separated their way
from ours for decades. We and the UAE
have a lot of oil money, but they have invested the money and resources, expanded their trading and transactions, boosted
their private sector with oil resources,
and focused their macro goals on making
their economy bigger and wider. But we
not only did not develop but reduced our
private sector with oil resources. It is a
convincing proposition that since the rise
to power of Mohammad Reza Shah, the
private sector has been steadily shrinking.
Why did that happen? Because the government has introduced its oil money as
a substitute for the private sector, it is expanding its economic role every day. On
the other hand, the government in all the
leading countries mentioned here knows
exactly the meaning of economics.
What changed the perceptions of
Chinese and Turkish rulers that made
their policy making more purposeful in
line with the modern world?
When we read the history of China,
we are shocked by the deaths of 65 million Chinese as a result of government
blunder. From time to time, the Chinese
government realized that it could no longer afford to pay for its mistakes, so it
tended to adopt a model of free economy
to provide its people with food and water. The subtle point here was to cut off
the hope of the extraordinary power of
the state created in the minds of Chinese
statesmen. They realized that the government was neither capable nor had the resources to do all the work.
Therefore, to solve the problem it
focused on the ability of all members of
the society: An incident overlooked in the
analysis of free market economies and
competition theory. In these economies,
one person does not do all the work but
the final goods are the result of the collective efforts of all people and strata
(insiders and outsiders). It is here that it
becomes a public mentality that the game
is defined for all and has room, so that
the individual benefit or economic ben10

As long as we use oil rents
in this social equilibrium
and receive many benefits
without paying for it, we
will not be able to break
the current situation.
efit puts the individual and the firm on
the right track. Something that has been
the opposite in the state economy and the
government wants to do everything on
its own to make a profit, but it can’t. In
today’s Iran, doing an economic activity
is not an everyday occurrence but a concession from the government to someone
close to the government. In this situation
it is natural that because of the interests
of certain people, a large part of society is
not even allowed to do business.
How decisive is the complex
relationship of the political system and
the economic system in experiencing
similar conditions with China in Iran?
Is there a time for a change of course
by the government in Iran?
The only way we can solve many of
these problems is to cut back on oil revenues and oil to meet the economic realities that exist everywhere in the world. I
do not know and do not imagine that this
would be possible in Iran. This is a practical and political issue. As long as our definition of power is focused on controlling
people’s behavior, that jump will never
happen, and the government or political
system will never be honest in bringing
everyone into the game with every vote
IRAN INTERNATIONAL, January 2020, No. 93

and opinion. We are in a situation where
a minority in the community is taking
advantage of the oil rent to consolidate
their position, and issues such as mega
projects or the development of national
ultra-structures are being discredited.
We have been writing articles and stories
about the potentials of the Iranian economy for years, but our potentials remain
as illusionary as ever, never realizing the
color and size of regional competitions.
As long as we use oil rents in this social
equilibrium and receive many benefits
without paying for it, we will not be able
to break the current situation.
And where do you think the
starting point for the new trend is?
Suppose we wanted to get on a road
that Turkey, China and the UAE had
already gone. What changes should our
policy, mentality, and decision-making
take?
It is an all-encompassing task and
requires a wide range of changes. The
first step is to change the fight against
corruption, along with removing the role
of government from projects. When these
two occur then we must move to decentralization and allow each region of the
country to implement its own economic
strategies and, based on its strengths and
potentials, seek to attract investment to
increase employment and productivity.
We need to create the conditions in the
country for individuals and groups to do
their jobs and flourish without the need
for the government. Iran’s economic development needs government support,
but with a monopoly state and this pervasive and interventionist government it
will only reach a dead end.		

Self-Sufficiency
Means More
I

ranian economist Dr. Musa Ghaninejad said, “If the policymakers think
scientifically, the policy and strategy
they adopt will have a well-defined, rational and coherent framework. When there
is no normative thinking, there will be
no coherent strategic policymaking. That
is why we do not have a clear long-term
strategy on major issues in foreign policy,
international economics, and economic
policymaking. Regardless of the political
aspect, we have always been economically entangled because the policymakers
have not had a normative and coherent
economic thinking, they have observed
economic issues expediently all the time.
“We want science for difficult situations,” he said in response to policymakers who blame difficult conditions, sanctions and economic wars to justify wrong

Poverty

economic policies. Under normal conditions, markets operate and the economy
operates by itself. By the way, in times
of hardship such as the time of sanctions,
we must turn to science. If science fails
to solve a complex problem, then what is
higher than science to solve it?
Since the Revolution, due to the political ideology dominating the minds of
the revolutionaries in our country, there
has been no normative policy-making except in very short periods and at specific
times and for specific cases. Contingent
or short-term thinking is the opposite of
long-term, scientific and strategic thinking, and contingent policy-making is opIRAN INTERNATIONAL, January 2020, No. 93

posed to a policy-making based on normative thinking; I mean thinking based
on scientific principles. If the policymaker thinks scientifically, his policy and
strategy will have a well-defined, rational
and coherent framework.
But if policymakers do not have a
normative thinking, they will suffice to
contingent and expedient policies. From
the viewpoint of political philosophy,
this is a well-known issue. Ambiguity of
the basis of dominant political thinking
has been our plight since the beginning
of the Revolution. When there is no
normative thinking, there will be no
coherent strategic policy-making. That
11
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is why we do not have a clear longterm strategy on major issues in foreign
policy, international economics, and
economic policy-making. Regardless
of political aspects, our entanglement
from economic point of view has always
been that since the policymaker has not
had a normative and coherent economic
thinking, they have observed economic
issues expediently all the time.
For example, when faced with
inflation, the policymaker has gone
for price control instead of seeking to
investigate the root causes of inflation and
solve the problem scientifically, because
they have not been basically adhering
to the fundamental idea with which the
inflation problem could be explained.
Decisions have been made on other issues
in the same way on a day-to-day basis and
based on the day’s requirements.
12

National security is
a strategic national issue.
In the area of economics,

economic security is
provided when our
economic strategy is to
safeguard the national
interest.
Of course, this expedient thinking
has its strengths and weaknesses.
However, if we look at the root causes, we
see that this is a long-term problem that
is rooted in a fundamental flaw which is
the absence of long-term, normative and
strategic thinking. At times such as the
current situation when we are faced with
IRAN INTERNATIONAL, January 2020, No. 93

sanctions, and economic pressures and
difficulties have been intensified further,
contingent policymaking becomes more
prevalent and more evident. However,
these basic flaws are still in place under
normal circumstances.
How can policymaking based on
the teachings of economics, contrary to
claims, enhance national security?
National security is a strategic national issue. In the area of economics,
economic security is provided when our
economic strategy is to safeguard the national interest. For example, what was
China’s economic strategy in relation to
the powerful and imperialist governments
of the world, such as the United States
and the Soviet Union in the 1970s and
1980s? The Chinese came to the conclusion that as long as they have not turned

into a great economic power, they have
nothing to say internationally in the military or political arena. As a result, they
changed their course. They said we must
solve the problem of poverty and become
an economic power. The solution they
found was to move to a market economy
and use foreign investment.
The old misconception that Marxists
promoted and was accepted in China during the Maoist era was that foreign capital
inflows make the country dependent and
exploited. The Chinese set aside that misconception and turned to scientific thinking. Scientific thinking is that, both parties
benefit from free trade. Foreign investors
benefit greatly from investing in China,
but this is a mutual benefit. The Chinese
benefit, too. As a result, a penniless China
becomes wealthy due to interaction with
the outside world. Is a wealthy China better able to provide more security to China
or a poor China? Through strategic thinking, they concluded that China should
become rich. They did not define their
security in poverty and self-sufficiency.
China no longer sought to oppose
foreign investment and to follow those
stupid Marxist doctrines, but formulated
its economic strategy based on scientific
facts. As a result of this change China has
now become a world economic power
and its national security is by far greater
than that of Mao Zedong’s era. We should
have done the same, but we did the
opposite.
Under the ninth and tenth governments, in conditions that our international
relations were weakening and the tension in our foreign relations was escalating, instead of using the opportunity
of increased oil prices to make more investments in the oil field and to raise oil
exports, they reduced the oil production
capacity and oil exports.
At the time when oil prices were
high, we could increase our oil exports
to five million barrels through heavily
investing in oil and gas fields and using
foreign investors so that they would not
be able to impose sanctions on us.
If we were to export five million barrels of oil, world markets would depend
on our oil and they would not be able to
sanction on our oil, but when we export
only two million barrels they would easily impose sanctions on us. How would
national security be defined at that time?
Unfortunately, since scientific thinking
was not dominant, the path we took and

We need to define
our national security
and national strategy
through expanding
economic relations.
the strategy we adopted, which of course
was more of a slogan against the West, resulted in the reduction of the country’s oil
production potential, and as tensions escalated in foreign relations, sanctions escalated and we could no longer do anything.
The absence of scientific thinking
brings about such catastrophes for the
country. Now our problem is the same. If
we want to strengthen national security,
in economic context, we need to have the
most relationships with foreign countries,
especially our neighbors, and make them
dependent on our economy. When we liberate trade, interdependence is formed, it
is true that we depend on other countries,
but they also depend on us.
We must define national security in
this context. If we sit down and say we
restrict imports and exports and build a
self-sufficient country, we should know
IRAN INTERNATIONAL, January 2020, No. 93

that this self-sufficient country will become the most vulnerable country. This
is a wrong and unscientific path. National
security must be defined in the context
of interdependence, not in the context of
economic self-sufficiency. Which country
has been able to secure its national security economically through economic selfsufficiency? Not even one country can be
mentioned as an example. We are living
at a time when economics and technology
have become global. We can’t even imagine becoming a self-sufficient country in
terms of industry, agriculture, etc.
We need to define our national security and national strategy through expanding economic relations. When we
could do it through using oil, we missed
the opportunity. Now, some are chanting self-sufficiency and non-dependence.
This viewpoint is economically dangerous for our national security and should
be set aside. Self-sufficiency only means
more poverty. If we want to define security by poverty, we will become like
North Korea and Cuba. The reality is that
self-sufficiency leads to poverty, and poverty makes every country more vulnerable and not stronger. So this unscientific
viewpoint must be set aside.
13
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Iran’s Economy
Is Still
Oil Dependent!

W

hen a substance is to be
converted from solid to
liquid or from liquid to
gas, it must reach a certain temperature to allow the molecules
to be separated from each other and create vibration and release the material
from its rigid state. The same applies to
the economy. In order to change from
the oil to the non-oil state a transformation temperature is required: A situation
in which not only the decision-makers
and policymakers but also the people
must accept that economic power does
not depend on having or not having oil,
but on production and productive work
force.
Economist Javad Salehi Esfahani
14
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believes that getting out of the oil mold
requires structural adjustment. A professor of economics at the University
of Virginia Tech believes that sanctions
and the rise in the price of exchange
rates have created an export advantage
for Iranian commodities, but at the same
time blocked export freedom and prevented domestic production technology
from being updated. He insists that in
order to transform the economy, on the
day sanctions are lifted, people should
demand freedom of export and a boom
in production rather than ask for oil revenues and cheap imports.
To what extent can the idea that
we become an economic power by

Sustainable economic
growth is not the result
of rising oil prices. Most
of the Persian Gulf states
have become rich
this way.
cutting off crude oil sales be true?
When we have failed to achieve
growth and development by having
one advantage (oil) how can we make
such accomplishment without it?
I recently wrote that after all oil too
is not a complete advantage; in fact it
has a positive and a negative aspect. Oil
IRAN INTERNATIONAL, January 2020, No. 93

is a source of investment, but because
it comes from outside the country as
foreign exchange, it changes relative
prices in Iran or reduces import costs to
the country. Therefore, it puts pressure
on the manufacturing and export sectors
in Iran, especially the production of
tradable goods.
We have seen this both in the 1970s
and 2000s. These are the two decades
that oil prices were high and led to
appreciation of the Iranian rial and
cheaper imported goods. In fact Iranians
could buy expensive foreign goods at
lower prices and pay more for domestic
goods. On many occasions, the negative
side of things predominate the positive
side, that is, a source of investment.
15
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buy Iranian goods in foreign markets. In
addition, the international export market
is very competitive and the buyer must
be able to trade easily. The buyer should
be able to buy Iranian goods as easily as
buying Turkish or Indian goods. But we
know this is not the case now, and I’m
not sure the export sector is functioning
properly.
Replacing domestic imports is
less problematic, but it also requires
technology upgrades, but cannot easily
access the external market and make
changes to the production process.
Another problem is that companies

I think this was one of the reasons
that employment did not rise during
2006 and 2011. You’ve probably heard
that on average 14,000 jobs were
created in those years, while a year
earlier 800,000 jobs had been created
when the economic situation was not
much different. Therefore, it should be
noted that oil has a significant impact
on domestic production. But it is not
right to abandon oil and automatically
become an economic power. It must
have defaults. Oil has turned the Iranian
economy into a form that requires a
structural adjustment to get out of it.
16

In the economy we call oil economy most of the things we buy are foreign, because they have a higher price
advantage in the oil economy. Even the
production of Iranian goods is dependent on foreign imports. Intermediate
goods account for about 45 percent of
Iran’s total imports. In such circumstances, it is not easy to transform such
an economy into one that can produce
intermediate goods itself. And because
in many cases it doesn’t even have the
economic justification, the private sector doesn’t readily produce them. These
changes will not be made by order of
IRAN INTERNATIONAL, January 2020, No. 93

the government or, if they are it will
have other damages. Of course, there
are big and small producers who use
expensive exchange rates and transform
their production.
In the last year, the expensive foreign currency has created a good incentive for production, and we should
seize the opportunity to shift the production process toward domestic production. For example, a company that
may now import a significant portion
of its raw materials from abroad should
go back to the internal system and the
system it used to have. I remember in

the past there were sugar mills that
used beets produced in domestic agriculture. But cheap foreign currency
made it possible to import raw materials from abroad and convert it into
sugar. To return to that stage is not
easy because the jobs of the farmers
have changed now and the land use has
changed. The return of these farmers to
farmland and sugar beet production is
by no means an easy task.
There is another problem in the
debate about exports and foreign trade.
It is difficult to sell Iranian goods abroad
now. Sanctions have made it difficult to

Replacing domestic
imports is less
problematic, but it also
requires technology
upgrades, but
cannot easily access the
external market and
make changes to the
production process.
need finance and facilities to rethink
production and must borrow from the
banking system. But the banking system
is not doing well.
These are the problems that we will
face in order to exit the oil economy. In
short, the main benefit of lowering oil
revenues for the Iranian economy is the
exchange rate hike that drives some exIRAN INTERNATIONAL, January 2020, No. 93

ports, which also requires access to finance and foreign markets.
Are the oil-rich Persian Gulf
states among economic powers?
Countries that are in good shape
in terms of income or economic growth
are not necessarily economic powers.
Qatar, for example, is not an economic
power, but a country that, thanks
to its oil and gas resources and low
population, is a wealthy country and
it would vanish if gas prices go down.
In contrast we have a country like
Norway, where the standard of living
depends on labor productivity rather
than oil income. Comparing Qatar and
Norway is like comparing a person who
is the sole heir to wealth to an engineer
whose income comes from his human
capital. The engineer provides a level of
prosperity through his work and effort,
and differs greatly from one who has
acquired a great deal of wealth solely
through inheritance. Comparing Iran
and Qatar is not right in this respect, and
not only has no lessons for us, it even
has a bad message.
We can’t tell the engineer to learn
from the person who inherited the property. Sustainable economic growth is
not the result of rising oil prices. Most
of the Persian Gulf states have become rich this way. These countries are
mostly buyers and they buy because the
important thing is for them to buy not
produce. What they produce at home is
largely by foreign workers, which solution is not possible for Iran.
17
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tangible experience in their lives. This
requires a national consensus. It means
that people trust the government and believe that not all government actions are
to confuse them and that there are good
intentions.

Can we say that the Persian Gulf
states have made better use of oil
revenues?
No, their oil reserves are much
higher. Oil production and sales in the
Persian Gulf are far higher than ours.
Our oil per capita is about $500, while
in Saudi Arabia it is about $2,000 and
in Qatar $30,000-40,000. If a country
is an economic power, its wealth will
not be lost by changing world politics.
Not all countries that we think are advanced have their power from oil, even
Norway as one of the largest oil producers. Rather, their power comes from the
productivity and creativity of economic
forces. There are strong economic and
social structures in these countries.
In this regard, instead of the
Persian Gulf states, it is better to look
at Turkey. In the Persian Gulf countries,
all production is mostly done by foreign
workers. The Qataris themselves and
the people in these countries cannot do
the production.
What is the difference between
an oil country like Norway and other
oil rich states?
Before having access to oil, Norway was a developed country with all
the necessary economic, social and political structures. As soon as we decided
to shape the society, oil came and influenced our structures. Norway is not
a captive of oil, it is like a well-paid
engineer who has also inherited some
wealth but he does not rely on his inheritance. Only his level of income increases. The main problem of oil rich
countries is investing in production and
investing in individuals. Now Saudi
Arabia has announced a Vision 2030
plan that I’m not very optimistic about
it because its products have not yet
been in the competitive world market.
Nothing that Saudi Arabia produces
other than petrochemicals is of world
class quality and it is unclear what they
produce that will benefit the world.
For about a year and a half, we have
been trying to launch a new experience
in domestic production. But the sanctions are blocking the way. Sanctions,
on the one hand, have made it difficult
to transform the economy and, on the
18

other hand, have helped to boost exports and created an export advantage
for domestically produced goods by
increasing the foreign exchange rate. If
the situation is not good, it is because
exports are closed. I’m not too optimistic about a change in this status in the
short term.
Is oil the problem of Iran’s
economy?
I do not mean to say that having
oil is a problem in our country. But the
people of those countries first produce
and then consume and therefore are in
a better position. But in Iran we always
consume first. We always sell oil first,
then go shopping with the oil income
and then think of production. We must
IRAN INTERNATIONAL, January 2020, No. 93

reverse this order now. See Turkey; being productive, having a job and consuming come together. In developed
countries, production arises first, then
sales and then consumption. But this is
not the case in Iran, as production has
started with oil, not labor productivity.
Do you believe that the
transformation of the economy from
oil to productivity should start from
the people?
Look, since the foreign exchange
price has grown, domestic producers,
such as footwear and apparel, have been
boosted and their products have grown.
People have to see the economy work
this way. Of course, this insight is not
easy to create because not everyone can

see the positive effect of the exchange
rate jump in their lives. I understand
that the growth of the exchange rate
has put a lot of pressure on people. For
example, the students studying abroad
and earning money from their families
inside Iran have been cut off since the
forex price jump, and many families
have not been able to buy US dollar
at 120,000 rials (for one USD) to send
their children abroad.
But people need to know that rising exchange rates are driving home
production, and their children, for example, have a better chance of getting
employed for the cause of domestic
production rather than getting money
and going abroad to study. This insight
does not come easily; people now see

Before having access
to oil, Norway was
a developed country
with all the necessary
economic, social and
political structures.
the hardship expensive foreign currency
has caused them but the other side of
this hardship is the easiness growth in
production generates. This issue has to
be repeatedly addressed on the podium
by economists and elites. Of course, this
is not just a matter of words, and it must
happen in practice, and people have a
IRAN INTERNATIONAL, January 2020, No. 93

If the sanctions are lifted is the
Iranian economy more likely to move
back to oil or move toward export
development?
Unfortunately we will probably
be moving towards oil. This needs a
change in economic strategy which is a
very difficult task. In oil rich countries,
it is easier to bring oil money into people’s homes and enjoy cheap electricity and gas and water and be satisfied
rather than the economy progresses in
production and employment. This is not
a good solution for communities. Ordinary people may also be reluctant to
lose cheap imported goods in the hope
that they may later employ their sons
or daughters. In fact, they are unaware
of the exchange that if they lose the oil
benefits, they can get a job later. Would
people agree if the government says
there is no foreign product but you can
look for jobs in the market instead?
Under very good conditions, these
changes take a long time. Some of these
are related to the decision-making system in the private sector, and some to
the government sector, and it’s not easy
to change them.
My feeling is that nowadays,
many people think that if we reach
agreement with Europe and America
and enter into negotiations with them,
we can buy from abroad again. In fact,
people do not seek the lifting of the
sanctions could lead to production and
export. Even so many times, people
are encouraging the government to
stop export of some goods, because we
have not been an export country with a
strong lobby in the community, saying
that exports are important. If we have
transaction with the world, we should
be able to expand our exports first. Understanding this issue and its repetition
from the podiums of society or elites
are very important. Without it, in a society demanding consumption, the lifting of sanctions would not change the
economic path.
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n the calendar year 1397 (2018/19),
a number of major shocks hit the Iranian economy: The US withdrawal
from the Iran Nuclear Agreement (formally known as the Joint Comprehensive
Plan of Action) led to new sanctions and
the government’s decision to multiply the
forex rate led to a state of security over
the foreign exchange market; on the other
hand, the contradictory and problematic
circulars and directives also created a
state of confusion in the market and made
economic decision making a difficult
task.
The new conditions led to the empowerment of the brokers and speculators
so that personal interests of certain individuals along with some wrong economic
decisions by the government imposed
heavy costs on the economy. Putting all
this together, it is clear what a crisis and
big problems the Iranian economy wrestled with and the pressure that was put on
the people came out of these factors.
The problem of sanctions has remained in place over the past months, but
significant changes were made in other
influential factors the results of which
are obvious today. After last year’s mis-

Dr. Mehdi Karbasian

takes, the government has managed to fix
the foreign exchange rate at a stable level
with no shocks and security approaches.
On the other hand, contradictory and
problematic guidelines have also been
significantly reduced. Although some decisions still hurt exporters and cause them
problems, in a macro point of view many
of these decisions have been cut and the
stability that the Iranian economy is facing today comes from changes in these
factors.
20

We Need
to Make Up
Our Mind
It should be noted, however, that
despite some problems being resolved,
many indicators still face problems that
require macro planning. Inflation in the
Iranian economy is still at the 40% range
which means commodity prices continue
to put serious pressure on people. To control the foreign currency, the contractionary policy of imports is projected to be
one of the options available during the
sanctions, but perhaps a little change in
this area will help the economy. The gov-

IRAN INTERNATIONAL, January 2020, No. 93

ernment should use the views and capabilities of experts and make the best decision by taking into considerations all the
viewpoints.
On the other hand, for the past 40
years, Iran, for various reasons led by the
sanctions, has been facing severe problems in inflationary recession, and each
time has been trying to find a coherent solution to overcome them. In addition, the
experience of foreign countries that have
faced inflationary stagnation in the past

If we want to think of other economic
capacities instead of oil, we have to make
all the necessary preparations, and if
the sanctions cannot be thwarted
domestically at least there will be no new
problem for producers so that we can pass
through this difficult time.

decades can also help us to find new ways
to cope with the conditions. There is no
doubt that going through the inflationary
recession is a serious matter, but using
the expertise and opinions of academic
circles will help the government.
For example, the foreign exchange
which faced serious problems since
months ago, eventually led to relative
market stability through consultations
made with experts and economic activists.
We must also note that the United States

and others who have sanctioned Iran are
becoming smarter and more assertive, and
any decision we make can be countered
by their decision. Therefore, it would be
best to use specialized committees and
workgroups that work seriously in this
area and provide the best solutions. We
have to admit that employment creation is
important; we need to make the most of
today’s capacity to generate employment.
Although at times of recession one
cannot expect new investment, under the
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status quo measures can be taken to increase employment. Unemployment can
be reduced by supporting existing manufacturing units and providing them with
productive plans. Managing subsidy resources and moving in a direction that the
government subsidies would go to real
needy is also crucial in this juncture of
time. Because on the one hand, the government has less financial resources and
on the other hand, the pressure that has
Continued on Page 29
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It Is the Duty of
the Government
to Support
Foreign Trade!

if it is a coherent and integrated structure and decides quickly, it will certainly
have a positive effect on the management of affairs, but it must also be noted
that foreign trade has two parts one of
which is international relations; that
is, to sell goods at export markets, the
power of foreign currency transfer and
marketing, are very important and this
relates to external relations. Of course,
one should not forget the part that goes
back to the type of production, the finished price, the quality and convenient
packaging, cheap and fast logistics and
ignoring the customs.
Businessmen also know well that
the business environment is important
too, meaning that the more favorable
this space is the more domestic and foreign investment will be attracted, and
transparency and corruption would show
more appropriate indexes. So we see that
our foreign trade is not merely subordinate to structure; that is, foreign trade
could be good or bad both in the discrete
structure and in the integration structure.
So, the growth and prosperity of
foreign trade follows parameters that
are not very much related to the integration or discrete structure, and now
that the Ministry of Industry, Mine and
Trade is to be segregated and no matter
the Guardian Council approves this decision or not, if the segregation provokes
conflict in the agencies it will not be able
to help the foreign trade, so conflicts
should be resolved through the upstream
authorities.
It is important to note that these
conflicts and contradictions have so far
hampered foreign trade and, in particular, the establishment of the Ministry
of Commerce separately or in any way
within the current structure of the ministry cannot have an extremely rapid impact on the foreign trade. In the current
situation, the country’s foreign trade is
being damaged because of other parameters involved in this area, not just the
separation or integration of ministries.
Overall, the frequent change of laws,
foreign currency transfers, the difficulty
of supplying raw materials, and the high
prices of manufactured goods, are damaging the foreign trade itself.
Meanwhile, part of foreign trade
plays a different role for commodities

The biggest problem in governing the country is
that any president or minister who takes office treats
past regulations as if they were made by
the enemies of the nation.

M

ehdi Ghazanfari, former minister of industry, mine and
trade, believes that the country’s foreign trade custodian should be
based in a single place, with a single
agenda and in harmony with all policy
makers to expect foreign trade growth
and prosperity. He says it is time for all
senior government officials, from the
president and first vice president to the
ministers in charge of foreign trade, to
stand firmly behind the Trade Promotion
Organization of Iran.
Foreign trade in the country has
faced many ups and downs in recent
months. On the one hand, international
restrictions on the sale of Iranian goods
and foreign currency transfers are apparent, and on the other hand, domestic
restrictions, some of which are referred
to as domestic sanctions, are suffocating businessmen and economic activists.
However, the issue of reviving the Ministry of Commerce and the formation of
the Ministry of Trade and Commercial
Services has recently been raised. In
such a situation, which agency, in particular, is the main controller of the country’s foreign trade?
22

To answer this question, one has to
look at the issue from a variety of dimensions. In general, if we are to measure
the impact of the revival of the Ministry
of Commerce with sub-divisions transferred from other agencies involved in
foreign trade, including the Ministry of
Agriculture Jihad to the Ministry of Industry, Mine and Trade, we should consider that any method resulting in more
interaction between the agencies that
work together in the field of foreign trade
will definitely benefits the foreign trade,
that is, the closer these decision-makers
work together, the faster the pace of work
will be and businessmen and activists
would not wait for decision-making. But
this issue does have one important point
to make, and that is the quality of the decisions. This is in the context of foreign
trade, which requires more and more
interaction between executive agencies
under the sanctions. Foreign trade in the
export sector is the front line of the trade
war, and in the managed import sector,
it can meet the country’s needs in time.
Thus, in general, the issue of structure is one of the factors influencing the
volume of foreign trade in the country;
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Meeting in Milan!

cies within sectors of the system will
be problematic, which may not well go
back to structure. So the principles of
transcendent governance tell us to respect the experience of the past, to apply
the good works and to learn from the bad
works. This approach leads senior policy
makers not to call themselves the God of
science and respect the good past events
and decisions. The Trade Promotion Organization of Iran has a similar situation.

such as petrochemicals and related exports; that is, they may face problems
under the sanctions and sometimes sell
their goods easily. Therefore, whether the
agency is the Trade Promotion Organization of Iran or not, or whether it is under
the Ministry of Industry, Mine and Trade
or the Ministry of Commerce, it will not
have much impact on their business process because these manufacturers know
their jobs well and have many applicants
in world markets; so whatever the integration or discrete structure is ahead of
them, if the market is favorable and the
rules and regulations do not cause them
worries then their work is going well,
especially as the behavior of the customers is important to them, meaning that if
the customers buy their products without
fear of sanctions, the structure may not
make much difference for them.
The biggest problem in governing
the country is that any president or minister who takes office treats past regulations as if they were made by the enemies
of the nation. This is what happened at
the beginning of the 11th government
when all the useful economic experiences and approvals were annulled by
the incoming government. This is not a
good approach; the wheels should not be
24

The 12th government
was forced to return to
the rules of previous
governments because of
the country’s problems
resulting from
incorrect decisions.
reinvented, but rather the country should
be run on the basis of accumulating experience and storing the gains of the previous governments.
Some governments dismiss the past
experience as an honor and attack past
achievements, even at their own expense. The 11th government ended its
tenure by disrupting past achievements.
The 12th government was forced to
return to the rules of previous governments because of the country’s problems
resulting from incorrect decisions. But
there is not even the audacity to admit
that the economy has gone the wrong
way. These new policies have also affected Trade Promotion Organization of
Iran; so if the Ministry of Commerce is
formed, the issue of rising forex prices,
foreign trade bottlenecks, and inefficien-
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Finally, what to do about this
hanging in the air situation of foreign
trade?
The most important thing the government can do in the current situation to
advance its economic objectives and the
issues related to the growth and development of foreign trade is that senior officials stand behind foreign trade, all from
the president and first vice president to
economic ministers should support the
integration of foreign trade, so that different agencies can even aggregate their
opposing views and eliminate unnecessary regulations. On the other hand,
these senior policymakers should consider a central role for the Trade Promotion Organization of Iran with chambers
of commerce, guilds and cooperatives,
and mining and industry houses continuing to operate. It is here that engagement
with the private sector grows and the
will to run the country gets stronger.
What is causing more concern for
economic activists and businessmen in
the current state of the Iranian economy
is that some government officials and
statesmen are frustrated with reforming
the state of the affairs because they
think they have no power to improve
and change. They not only do not think
about deep reforms but don’t even think
about superficial improvements; in other
words, they have started the countdown
to reach the end of their mission. This
frustrating and hopeless outlook cannot
result in change and coherent meetings
need to be held in order to use the
power of the private sector and internal
system experts; here is the motivation
for the private sector to come back. The
solution, then, is to make policy makers
come out of the passive state and engage
in improving the country’s foreign
trade.

A

n important delegation comprising directors of textile, leather,
cosmetics, pasta, foodstuff,
petrochemical, mine, coffee,
glass and construction field
and electrical manufacturers
headed by engineer Ahmad
Pourfallah, President of IranItaly Chamber visited Milan
where they met with their
Italian counterparts to develop trade and cooperation at a
business meeting on November 28, 2019.
During the meeting, Mr.
Pourfallah spoke about the
longstanding relations between the two countries, emphasizing that the Iran-Italy
Chamber is the oldest and
largest joint chamber with
a European country in Iran,
which currently has over
5,000 registered members.
He said Iran Chamber with the help of its sister
chamber, Italian Chamber
of Commerce in Rome has
worked for many years to try
to maintain and expand the
level of trade between the
two countries and to work to
resolve the problems of the
economic activists of the two
countries.

He added that the high
records in mutual trade, especially in the years of the sanctions, show the interest of economic activists in maintaining
and expanding economic

exchanges between Iran and
Italy. There is no doubt that
the sanctions have affected the
course of economic activities
and reduced the volume of
trade compared to the not-so-
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distant years when Italy was
our number one trade partner
in Europe.
“We are confident that
these restrictions will be lifted
in the future and that the volume of industrial activities
in both countries and previous records will be restored.
We are here to keep our trade
exchanges alive and secure,
as conditions normalize, and
we assure you that the IranItaly Chamber of Commerce
will do its best in cooperation
with Italy-Iran Chamber and
Iran Chamber to minimize the
problems of the economic activists of the two countries and
leave behind this stage.
“I would like to take this
opportunity to ask you to give
Iranian businessmen and the
Iran-Italy Chamber of Commerce the privilege to be your
host in Tehran early 2020.”
Meanwhile, the secretary-general of the Italy-Iran
Chamber in Rome said that
given the rich historical background and brilliant business
history between Iran and
Italy, the two countries need
to maintain and develop commercial and trade relations.
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A Well That
Has No Water
but Has Bread!
“

Iranian politicians have sent the
country’s expert apparatus to dig
wells that it is unclear when will
reach water. But because they make profits in digging more wells they simply do
not care about water,” said Dr. Seyed
Ahmad Mirmotahhari, former secretary
general of the Tehran Stock Exchange,
on finding the roots of the spread of contingency decision making in the Iranian
economy. He also emphasized that con26

tingency policy making in a recurring
cycle leads to more rent and corruption
and prevents the economy from suffering
periodic crises.
Do you agree that the Iranian
economy is rapidly moving from rules
to expediency and that policy making
in Iran is more contingent than ever?
What you just mentioned has been
one of the biggest policy making probIRAN INTERNATIONAL, January 2020, No. 93

lems in Iran for at least the last four
decades. First of all, the situation is the
result of a long-term political equilibrium, and I think the policymakers’ contingency approach can be analyzed in this
context. That is, the situation we are in
is the result of the decision making and
decision taking of a political structure
that has decades of governance experience, and I think this structure has partially accepted the status quo. You want

to criticize policy making in this structure, with the proposition that decisions
are contingent and short-lived. Yes, the
basis of contingency policy is defined in
accordance with the rapid developments
of the time, and from a theoretical point
of view in this way of decision making,
the goal is to obtain an effective management approach based on the recognition
of the requirements.
But the point is that the status quo
has been accepted and defended by
countless stakeholders in politics and
economics. In the meantime, what is
needed to improve the status quo is the
impossibility of continuing this situation,
intergeneration advances and possibly
external pressures. Since the 1979 Revolution, our politicians have faced many
events and have made contingency decisions for each of them. To my generation
who lived and worked in the war time
(1980-1988), it is somewhat acceptable
that decisions in terms of contingency
were usually far from expert logic, but at
present it is unacceptable for new generations to see decisions are made based on

In recent years,
economists have largely
focused on monetary
policy independence and
ignored the importance
of financial policy
independence.
political and security considerations.
If we look a little optimistically at
this issue, we can say that since most
of our politicians are accustomed to the
crisis, the way they resolve crises is also
contingent and short-termed. Then the
solution that comes to our minds is that if
there is a revolution in the management
of the country and managers take over
who are clear of such characteristics then
many problems will be solved. But that’s
not the case, and the reality gives us another signal. I think our politicians would
rather have a certain level of crisis, and
we should always be at “this critical
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juncture”. It is as if some politicians are
in favor of a crisis. If there is no crisis,
the incompetence in policymaking and
decision taking could not be concealed.
If the crisis escalates, the administration will be hard-pressed, so it is in our
politicians’ interest that there is a degree
of crisis that is reminiscent of the current critical juncture, and that the society
overlook the existing weaknesses.
Would you recommend contingency management in the realm of
economics?
In Iran we have nothing called
policy making. So what should we call
the mechanism in place in our country?
In my opinion, what we have is a division
of resources, not policy making or even
resource allocation. In all these years, the
government has only sought to influence
the economy, not through policy making
but by relying on the distribution of
money. According to one of the Plan and
Budget Organization’s chief, resource
allocation is also based on favors. So we
have no policy at all.
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The next point is that the very mechanism we call policy making has always
been subject to populism. So basically
the same mechanism we have which is
not resource allocation but resource sharing is also destructive. Third, we specialize in digging endless pits. Dozens of
wells have been dumped into the Iranian
economy that devour resources at a very
large level, and it is unclear how much
money will be spent on these wells.
The next issue is the decision-making arrangements in the bureaucratic system that has very strange fluctuations.
Let us also consider how economic decisions are made by economic systems
in the country. What you will notice is
an organization becoming the star in the
sky of economic policies for a temporary
period, that is, even the role and life of
the organizations depend on contingency
decisions. One day the Plan and Budget
Organization (PBO) is the actor, and another day the Central Bank of Iran (CBI)
and the Ministry of Finance and Economic Affairs appear like a comet for a
moment and then disappear. However,
macroeconomic performance arises from
the interaction of a set of internal and external events and variables, subject to the
long-term decisions of the various institutions that influence them.
In this case, sometimes the role of
the PBO is highlighted, but we have seen
that based on a contingent decision an
organization that was in charge of planning in Iranian economy for decades and
had expert experience, was shut down
completely and after a pause it was authorized to resume operation but with a
multitude of difficulties and recourse to
the contingency management the organization is driven to the sideline and its role
is diminished and becomes so quiet as if
it did not exist.
But the forex story at once highlights the role of the CBI, and we see
monetary policies become a priority,
with hasty decisions and insistence on
specific views and contingency decisions
in this area squeeze the national economy
so hard that makes it hard to move based
on regulations. We have to wait and see
if the CBI will follow the same line as
the PBO or not. But what are the consequences of these contingency decisions?
First of all, it seems that this will
weaken the specialized structures and
the next problem is the defective politi28

must be sought in faulty and misguided
policy making. The biggest drawback of
contingency management and decision
making is the severe weakening of expert
structures. When it comes to organizations that rely on expert views, they offer
some form of regularity and timing. But
if they are an impediment to immediate
decision-making, bypassing those views,
insisting on rash decisions and specific
opinions and neglecting legal packages
will be the outcome. For example, if the
inefficiency of anti-inflation and anti-fiscal monetary and fiscal policies is the result of a contingency decision, it can lead
to lower levels of revenues and deepen
recession by reducing investment.

The secret of economic
stability and market
order is in rational,
transparent, and
predictable policy
making.
cal cycles. These two faults are enough
to disrupt and render ineffective macroeconomic programs and reduce the effectiveness of anti-inflation and anti-fiscal
monetary policies.
In the Iranian economy, recourse
to contingency management has long
been a principle. In this type of decision
making, there is no holistic view of all
the problems and predicaments, and every manager in his position just wants to
make his own decisions. Decisions that
are not necessarily consistent with other
developments in other sectors and subdivisions. Like a group of musicians who
are supposed to conduct an orchestra,
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but they don’t have the coordination of a
street music band.
Let me give you an example of
economics; most of you must have been
following the gasoline related news and
developments. You can see the same dissonance in the music band here. The well
dug for fuel price is one of those endless
pits that only swallows resources and has
several negative effects on the economy. Part of the decision-making system
raises the excuse of social consequences
of fuel policy and closes the way for a
sound policy making. The other part puts
forward political excuses.
The government, fearful of implications of new pricing, prefers fuel rationing. In the meantime, the problem of the
economy is not solved and the problems
remain in place. Consider the problems
of the banking system as it grows bigger,
but no one has the will to solve it. Issues
related to water, the environment, recession, negative economic growth, and
dozens of other big and small problems
need policy making but
 nobody cares. As

a result, the small problems in the Iranian
economy grow larger and persist because
of the negligence of policy structure.
In your opinion, how has the diminished role of experts in policy making and ignoring the results of expert
work in decision making exacerbated
this dilemma?
Our structure works in such a way
that healthy and specialized executives
cannot survive. A healthy manager in our
bureaucracy cannot survive. When the
bureaucracy is depleted of healthy people
and professionals, unhealthy people
take responsibility for the political rent
and the result is the catastrophe we see
today. The corrupt political director has
not come to the government to unravel
the problems or formulate policies for
the elevation of the country. He has come
to collect enough wealth before he steps
down.
The output of decisions in such a
structure would certainly generate more
corruption itself. The root of corruption

In your opinion, which area of the

economy is the most dangerous type of
contingency management in the Iranian economy, and where is it more
urgent to stop?
The secret of economic stability and
market order is in rational, transparent,
and predictable policy making. The
expectation of a stable fiscal policy is
that it will continue in the long run. There
is no need to intervene in the pattern of
income and expenditure.
So when the budget base is adjusted
to short-term goals, virtually the basics
of budgeting, such as spending and revenue, are unpredictable. As far as the oil
income is concerned we know that these
revenues are not permanent; the oil price
is fluctuating and is determined in world
markets.
In such circumstances, fiscal policy
plays a decisive role, and if the theorists’
views are to be heeded, the country’s
ability to adhere to the requirements of
fiscal policy is stable, so the area of influence is largely program and budget. In
recent years, economists have largely focused on monetary policy independence
and ignored the importance of financial
policy independence. Budgetary policymaker independence seems to precede
monetary policymaker independence because it is much easier for the politician
to influence the PBO than the CBI. The
origin of many of our problems today, including budget deficits, is inaccurate fiscal policies. To overcome the challenges
of Iran’s economy, we need an independent, expert, and robust PBO to create
financial sustainability.
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Continued from page 21

reduced the purchasing power of different
classes of people has increased. So how
to manage the subsidy resources and allocate them to the target population is a key
issue in managing the current situation in
the country.
In spite of the efforts we have made
in recent years, we have overlooked many
capacities. One of these options is the
capability of Iranians abroad. Today we
have Iranians in many countries around
the world who have great capital and are
passionate about their country. If their
presence in the country were to be met
and their investment capacity and technical know-how were to be utilized, there
could be a great deal of hope to create

For the past 40 years,
Iran, for various reasons
led by the sanctions,
has been facing severe
problems in inflationary
recession, and each time
has been trying to find
a coherent solution to
overcome them.
huge capacity in Iran’s economy. Some
developing countries have pursued such
programs in previous years, and a similar
strategy can be pursued in Iran too.
In recent years, investments have
been made in some sectors to show what
capacity exists in the Iranian economy.
One of these areas was mining. We were
importers of many minerals in the early
2010s, but with the investment made in
this sector today we are exporting many
of these minerals. However, sanctions
and some wrong decisions, especially
in 1397 (2018/19), created problems in
the production and export process that
eventually led to pressure on economic
activists.
We need to make up our mind:
If we want to think of other economic
capacities instead of oil, we have to
make all the necessary preparations,
and if the sanctions cannot be thwarted
domestically at least there will be no new
problem for producers so that we can pass
through this difficult time.		
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Challenging Future of Iranian Economy

T

he second sequence of the Iranian
economy was displayed at the
“Seminar on Prospects of Markets
in the Second Half of the Year”. Experts
participating in the seminar reviewed real
economic indicators and predicted that
this year the recession will be deeper than
the previous year.
Economists have mentioned two important points in identifying the type of
the current recession and its difference
with the experience of previous sanctions. The first difference is the negative
growth of services (as the largest part of
the Iranian economy) in the current recession, while such a decrease in growth
had not happened in the previous period.
The second point concerns the decline in
household consumption. Possible scenarios on the inflation trend were another
indicator that the second sequence of the
Iranian economy displayed.
Experts blamed the future trajectory
of inflation after the discharge of foreign
currency depreciation shock on the behavior of the Central Bank of Iran (CBI)
and the government in covering the budget deficit, so that inflation would be on
the downward path if appropriate policies
32

What is seen in the current situation of
the Iranian economy is that the real sector
and the trend of asset market’s movement
are not relevant. But what is the relationship between developments of the real
sector and those of the asset market? Can
these two sectors continue to move in on
completely different paths? And if they
are related, do they have a direct relationship or not?
Sarzaeem said although there is not
a one-to-one relationship between them, it
cannot be said that they have nothing to do
with each other. In fact, one cannot imagine the asset markets move in a positive
and steep slope, while on the other hand,
firms in the real sector are struggling and
facing problems or household incomes are
reducing and real demand is dropping.
were adopted, otherwise it would resume
an upward trend. At the seminar, held by
the media group of Donyaye Eqtesad ,
the situation of the asset markets in the
second half of the Persian year was also
analyzed.
Ali Sarzaeem, a faculty member at
Allameh Tabataba’i University, analyzed
the general situation and prospects of the
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Iranian economy. At first, he examined
the relationship between Iranian asset
markets and the real economy. The real
economy is actually focused on the market for products as well as production
of goods and services, while the asset
market includes gold, currency, stocks,
bonds, banks and housing (due to the
similarity of features to asset markets).

Historical Memory of Iranian
Economy
In analyzing the real sector of the
Iranian economy, at first the historical
memory of the performance of the
Iranian economy during the past decades
and the recession and boom cycles were
examined. Sarzaeem’s surveys in this
regard show that in the 2000s, the Iranian

The current sanction
has severely affected the
Iranian economy. But this
experience was gained
less than a decade ago
and cannot be regarded
as something unfamiliar
to the Iranian economy.
economy experienced an average growth
of 4.5%, and with the onset of sanctions
in the 2010s, the Iranian economy entered
a period of turbulence. In 1391 (March
21, 2012- March 20, 2013), the Iranian
economy contracted by 7% and in 1392
(2013-2014) there was no growth in
the economy. After the imposition of
sanctions, entry to the market of US shale
oil and the decline in global oil prices
caused the Iranian economy to experience
negative growth in 1394 (2015-2016),
taking away the opportunity to revive the
Iranian economy.
However, in 1395 (2016-2017) the
Iranian economy recovered by taking
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back the oil markets and registering a
12.5 percent growth, and in 1396 (20172018), the Iranian economy’s performance was symmetrical with a moderate
performance, registering a 3.7 percent
growth. Sarzaeem sees 1396 as the last
year of a round in the Iranian economy.
According to the former deputy
minister of labor, regardless of whether
the sanctions were to begin or not, we
should have been ready to enter a new
era in this year, and it was expected that
we would witness slight growth from
1397 (2018-2019). However, in his view,
the 4.9% growth achieved in this year
was higher than normal. Explaining the
present condition of the Iranian economy,
he described it as a “stagflation” caused
by the foreign currency shock and the
sanctions in the supply sector. Stagflation
is defined as the coincidence of recession
(negative economic growth) and inflation.
From the viewpoint of Sarzaeem, it is
wrong to think that the recession was
caused solely by a decline in government’s
foreign exchange earnings and a decline
in government demand.
The economist believes that falling
demand due to lower oil revenues has
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deepened the recession and at the same
time reduced the intensity of inflation.
In fact, he attributes part of the inflation
stability in recent months to the fact that
household purchasing power and demand
have declined.
Difference between Impacts of
Current & Previous Sanctions
The current sanction has severely
affected the Iranian economy. But this
experience was gained less than a decade
ago and cannot be regarded as something
unfamiliar to the Iranian economy. It was
therefore expected that some necessary
predictions on reaction to the sanctions
would be taken into account inside the
country. Nevertheless, did the impact of
the previous sanctions and the new one
on economic indicators differ? This question was another topic discussed at the
World of Economics Seminar.
Sarzaeem’s surveys show that two
distinct differences can be identified between the economic indicators of the
current sanctions and those of the previous one. The first difference was in the
growth of the services sector. The largest
share in the Iranian economy belongs to
the services sector. In a sense, the services sector can indicate the state of the
Iranian economy, because half of the
economy will be shocked when the services sector experiences negative growth.
According to him, although the industry
group faced a sharp decline in the previous sanctions, the services sector did not
record a negative growth in none of the
34

In the current sanction,
however, the services
sector plunged into
recession in the third
quarter of last year,
registering a negative
growth of 1.8%.
years of the sanctions and the numerical
growth rate was always above zero. In the
current sanction, however, the services
sector plunged into recession in the third
quarter of last year, registering a negative
growth of 1.8%.
Negative growth in services sector
also intensified in the fourth quarter of
the year. In fact, unlike previous sanctions that half of Iran’s economy was immune from them, in the current sanctions
the service sector has been affected too.
The second difference between the previous and the new sanctions is attributed
to having impact on the private sector,
which outlines the difference in the type
of recession of these two experiences. A
look at the demand sector of the Iranian
economy shows that about 58% of products and services are spent on households.
A quick look at the consumption data
in the first round of sanctions shows that,
while economic performance, government expenditures and investment rates
declined sharply, household consumption
and private final consumption expendiIRAN INTERNATIONAL, January 2020, No. 93

ture were positive in 1391. It was in 1392
that private sector consumption entered
a negative phase. In fact, the sanctions
affected household consumption with
delay, and that is the point of difference
with the current sanctions. Because, in
1397 sanctions, household consumption
experienced a 2% decline in the very first
year of sanctions. “The current sanction
has severely and instantly affected to the
level of households, influencing incomes
and diminishing purchasing power,” Sarzaeem said.
Growth Engine Is Off
Another indicator that can illustrate
the future of the Iranian economy is
the investment rate. A review of the
investment process in the Iranian economy
shows that investment is in a downward
trend. The volume of investment shows
what the future of an economy will look
like, so if we see a downward trend in
investment, we may not probably be
able to experience a high growth in
the future. Given that all government
funding is spent on current budgets and
development budget is almost closed
down, business climate is inappropriate
and private sector investment is scarce,
investment in the Iranian economy has
been damaged, Sarzaeem noted.
He believes when investment in
a decade registers such a situation, it
should be said that there has been a lost
decade. Unfortunately the 2010s has had
such a characteristic and is regarded as a
lost decade for the Iranian economy. Ac-

cording to the economist, the first thing
that happens under the current situation
is the depreciation of the existing capital.
That is, we are in a situation where not
only we are not making new investments,
but also we are unable to handle the depreciation of existing assets. He believes
that in these circumstances, we are not
able to see the short-term and mediumterm horizons of the economy as positive
and with high growth.
In fact, the analyst envisaged that
Iran’s economy would not even be able
to reproduce its average growth (3.2%)
(even with the lifting of sanctions) in the
coming years unless something new happened in investment. He predicted that
Iran’s economy would move within the
growth range of 1.5% to 2.5%.
Future of the Economy
At last year’s World of Economics Seminar, two scenarios were envisaged for economic growth of this year.
Those scenarios were based on both optimistic and pessimistic assumptions. It
was assumed in the optimistic scenario
that oil exports would amount to about
one million barrels per day and that the
budget deficit and banking system problems would be tackled. The pessimistic
assumption was that oil exports would
reach about 500,000 bpd.
Last year experts predicted that in a
pessimistic situation there would be a 3%
negative growth for 1397 (2018-2019)
and 9% negative growth for 1398 (20192020). The current data show there was
about 5% negative year-on-year growth
for 1397. However, Sarzaeem believes
that for 1398, the previously predicted
figure can be relied upon.
He said, “My prediction is that a negative growth of 8% to negative 9% will
occur this year. I spoke to various economists and I thought there were two viewpoints. One view is that our economy has
adapted to new conditions and absorbed
negative shocks. As a result, the decline
should not be as severe. I do not agree
with this view. It seems to me that an atmosphere of excitement and frustration
prevailed at the time of the foreign currency jump, but now that the forex market
is controlled, some are even predicting
zero and positive economic growth while
I am against this prediction.”

But how would negative growth affect businesses if it occurs? The university professor believes that even with
the lifting of sanctions, Iran’s economy
would move on in a downward path. In
this case, all sectors that wanted the government to be the employer and they be
the contractors would face problem. Also,
because of the decline in investment, the
businesses involved in production would
be struggling, too.
In the short term, businesses that
deal with household consumption are
less likely to be affected. However, as
the depth of the recession has reached the
households level they would be affected
too. Ultimately, the analyst said businesses would have a future that have a
glance at outside and at the neighboring
countries. He considers survival of businesses in finding and stabilizing markets
for themselves abroad. Prediction of inflation: With monthly inflation declining
in recent months, some have concluded
that inflation is slowing sharply this year.
But the idea was opposed to at the seminar. Studies show that forex shocks take
about six seasons to be absorbed by the
Iranian economy. In this case, the forex
shock which began last year was expected to be discharged by September.
Sarzaeem believes that our problem
has not just been that of forex shock but
also the enigma of budget deficit has been
of great importance. According to him,
IRAN INTERNATIONAL, January 2020, No. 93

the budget deficit is significant and close
to 30% of the government budget. However, the mechanism according to which
the budget deficit is financed will be crucial for the future path of inflation. If the
government comes under severe political
pressure and gives up and chooses the
easiest way, the CBI printing house will
start operation and under this condition
the liquidity will rise and there will be
high monthly inflation again. Another solution is to use the forex sources of foreign exchange reserve fund, which are
injected into the economy by converting
dollars to rials. This route too will suffer
the same fate as the first one.
He predicted that in case this path
is taken, the average inflation this year
will be around 40% to 50% and around
35% next year, because in the following
year only the effect of budget deficit remains and the effect of the forex shock
disappears. But if the government and the
CBI act more smartly, that is, control the
spending first and stand up to pressures,
and then cover the budget by releasing securities in conjunction with open
market operations, inflation will maintain a downward trend this year. In this
case, Sarzaeem predicted, inflation will
be around 32% and will reach 20% next
year. It depends on how the government
and the CBI behave to offset the budget
deficit that will put severe pressure on the
government in the coming months.
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udget deficits, foreign exchange
reserve imbalances and extra liquidity have been affecting Iran’s
financial stability over the years. The
Budget deficit has always forced Government to encroach on bank resources
– along with its liquidity, inflation and
income inequality consequences. New
US sanctions, and subsequent macroeconomic shock and austerity process in Iran
(devaluation, inflation, income contraction, consumption and social welfare issues, etc.) have added to this. Given that
weak productivity and inappropriate investments have adversely affected Iran’s
economic growth, and external financing
is not possible due to sanctions, along
with local banking system challenges that
are endemic – and with little oil sales revenue due to sanctions – the Government
has announced it will adjust its ways and
undertake a reform and restructuring process for the national 1399 Budget.
About time, of course! Budget management reform is necessary and has already taken to long to happen. However,
with the current weak economic growth,
unemployment, inequality and poverty
situation the timing of budget reforms
may be quite risky, as budget reform in
Iran’s case may also mean an austerity

Mohammad Ali Farzin 1
Development Economist

process for some entities – through more
taxes and changes in expenditure. We
have to see. The Government is proposing a two year “performance based budget”: which could actually be effective
if both the efficiency-based dimension
is undertaken appropriately and if it retains the necessary development orienta36

(and that employment had actually risen
in most sectors); but that the economy
will remain in stagflation, although it is
expected to return to recovery by mid2020 or 2021. The IMF has projected a
more significant decline for 2019 (minus
9%), however. Recent Majlis Research
Centre reports indicate that possibly up
to 40% of the population are now socioeconomically vulnerable (in 2019). With
real wages remaining low, and interest
rates high, there is obviously no hope for
wage-led growth either. Further indications of concern include the recent problems of the many fold petrol price rise
– all revenues of which are subsequently
transferred to targeted households (7 bottom income deciles).
The initial Government response to
the new 2018 US sanctions had been the

Consumption,
investment, supply and
demand would have been
stimulated in tandem
– to resolve conjointly
the income capacity
problem and the income
distribution problem.

The 1399 Budget
Reform Process
tion to alleviate real problems. To what
extent Government will actually undertake the second dimension, and retain
required expenditure (as fiscal stimulus)
will make a difference to the outcome in
today’s context.
With a population of 83 million,
the United Nations considers Iran to
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be a “high-level human development
index (HDI) and high-level middle
income country: the HDI circa 0.79
and GDP/capita circa $11,500 (2015
adjusted for purchasing power parity)”.
That indicates a lot of potential for
development if planned, budgeted and
managed right. Economically, a potential

GDP growth rate of at least 5% or 6% per
annum naturally and regularly; socially,
Iran can have minimal poverty, full
employment, and complete health and
education access for all.
Of course, this is not the case and
there are contradictions, Iran suffering
conjointly from general low annual GDP
growth (long term average is 3.5%), significant income and wealth inequality
(high GINI), high unemployment and
low employment generation, chronic inflation, and much vulnerability for half
the population – including the inappropriate investment processes and distorted
budgeting systems that contribute to such
adverse development outcomes.
Overall Economic Situation
Following the shock of 2018, Government announced GDP had contracted
by 4%, and inflation remained at 40%; although President Rouhani recently indicated unemployment had fallen to 10.5%

1398 (2019/20) Budget. Initially with a
huge nominal 38% increase from the
previous year to a total 17,000 Trillion
Rials (TR) for both the Central Government (CG) budget and State Operating
Enterprise (SOE) budget; intended to
stimulate the economy; based on circa
$30 billion oil revenue projections; but
with significant deficit and funding issues (see this authors Iran International
article of June 2019). The Budget was
very ambitious indeed. Large expenditure increases were foreseen for both the
socio-economic (consumption) and investment components: i) for employment
generation, poverty reduction and redistribution programmes (including inclusive employment and cash transfers),
and other current expenditure (wages,
salaries, insurance, pensions and human
capital initiatives) - at circa 70% share
of the current CG budget, indicating the
strong consumption (wage) stimulus;
and ii) the huge rise foreseen in SOE inIRAN INTERNATIONAL, January 2020, No. 93

vestment expenditures for the profit-side
business stimulus.
Consumption, investment, supply
and demand would have been stimulated
in tandem – to resolve conjointly the income capacity problem and the income
distribution problem.
However, the significant fall in oil
sales this year to possibly circa $10 billion, and with limited financing possibilities, led Government to respond to reduce
CG expenditure levels from 4,500 TR to
3,800 TR by mid-year 1398 (i.e. back to
nearly the 1397 level); and controlling
for inflation. This ensemble also led IMF
in revising its prediction and indicating
this would lead to a possible 9% fall in
GDP in 1398. The Government has, as
mentioned above, recently announced
an optimistic outcome, due to: its stated
own direct and SOE new project activity growth in the second quarter of 1398:
95,000 new projects since mid-2018;
recently 400,000 new housing starts
initiated; the new monetary/fiscal injections (18% of all new bank credits were
allocated to manufacturing sector); apparently creating 800,000 new jobs; and
470,000 new employment opportunities
being ahead.
Government seems content with
improvements in banking and forex
dimensions started in early 1398:
adjusting the forex market towards supply
and demand balance and reduction of
speculative demand (with Rial stability
in mid 2019) through integrating the
multi-tier forward NIMA and the new
spot cash markets; stabilizing forex at
circa 110,000 Rials per $ (since April);
and strengthening the Central Bank of
Iran (CBI) to closely monitor the banking
system and realign its significant rentbased profits, to reduce variation in long
term savings accounts, to improve interbank activity and rates, and to reform
credit institutions performance. The
need to control monetary base expansion
(which was usually high at circa 25% per
annum) is apparent.
The 1398 Budget had also tried to
push for more tax based financing (aiming
at 50% of revenues) and more assets
sales (bonds, oil and privatization), to
compensate for oil income revenue falls,
and to contain high fiscal deficit (circa
5% of GDP). It was suggested that only
20% of Iran’s CG budget be dependent on
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oil. To finance CG expenditure of 4,500
TR, about 2,100 TR were foreseen from
taxation and other tariffs/incomes (¾
from taxation); and 2,000 TR from sales
of various assets (1,480 TR from oil/gas,
rents and real assets and 510 TR through
bonds sales and financial instruments).
Raising wealth related taxes was also
being considered.
If the above couldn’t fully happen,
then either budget restructuring or monetary base expansion remained. Now,
with the new circumstances and calculations, the budget discourse has changed
to reform: including the further raising of
taxes (including on wealth); financial asset sales in the capital market; more SOE
revenue/expenditure control; restructuring of CG expenditure; etc.
Performance Based Budgeting
Before reviewing the newly published 1399 Budget Guidelines, based
on “performance-based budgeting”, the
logic of such a method should be clarified. A Budget is an instrument for both:
i) financial efficiency and transparency
in the revenue and expenditure side,
through financing (taxes, assets sales,
borrowing, money supply, reserves, etc.)
and expenditures (investment or consumption expenditure); and also ii) for
development purposes, making a crucial
difference in the outcome of the whole
development process due to the programming undertaken in the proportions (%)
of revenues and expenditures involved
and the scale in which they have been
set at. It is, therefore, also a development
programming instrument.
A Budget document provides significant information on Government
and people interaction; preferences and
priorities; money, resources and activity. Hence, the transparency of the
budget process is crucial – the rules,
mechanism’s and operating procedures
available and which are to be used appropriately. These latter require institutional
processes and legislation to change, and
mainstreaming of good governance to be
ingrained culturally.
A national Budget, then, is in principle an instrument for achieving national
development objectives and outcomes,
with limited available resources; an integrated framework for action to ensure
systematic approach to performance38

based outcomes, and preventing unnecessary, ad-hoc and disparate activities
from dominating resource allocation decisions. In many countries, however, the
annual budget is not used appropriately
and is like a cash grabbing exercise for
those lobbying better, for patronage purposes, with subsequent ineffective, rentier, cronyism, ad-hoc and non-sustainable
resource allocation outcomes.
A good Budget should, of course,
not be considered just in terms of finance
(money and finance/expenditure) but as a
programme instrument to affect real development outcomes. This requires conjoint improvements in national efficiency,
equity and sustainability outcomes. That
is: i) equity – minimum social protection,
income distribution (Gini) and deprivation status; ii) efficiency – general productivity (value added), employment at

A Budget document
provides significant
information on
Government and people
interaction; preferences
and priorities; money,
resources and activity.
national and local levels and enterprise
possibilities; and iii) sustainability – better usage of primary (capital, natural and
human) resources and their reduced depletion rates, as well as improved available
ecological services (e.g. carbon emissions
rates) and their carrying capacity.
If a performance-based budget
approach is to take place, the 1399
Budget should allude to this approach.
For example, it would not be only about
identifying “unit cost” and undertaking
those expenditures with less unit cost
– as that would be merely financial and
efficiency oriented.
From a development economics
outcome perspective, the Budget should
directly affect the indicators of investment and consumption, human capital
and productivity growth, welfare and equity of various population groupings and
other key development functions including eco-systems services. It should also
focus on all levels, structures and interIRAN INTERNATIONAL, January 2020, No. 93

actions: i) micro-level (project) investments quality, local markets, community
based development and money circulation; ii) meso-level (programme) expenditure for the bottom 40% (vulnerable)
population, for essential social services
(education, health and social welfare),
employment generation and productivity/
income growth; and ii) macro-level fiscal
stimulus effects for capacity growth (investment), capacity use (more output and
employment), savings generation, forex
generation, monetary base, deficit financing, and their sustainability dimensions.
To make the change towards a performance-based budget, not only financial but also developmental, institutional
and legislative processes should also be
involved. Will such budget reform process actually be able to take shape in
current difficult circumstances? Will the
1399 Budget restructuring, taking place
in stag-flationary conditions, have expansionary or contractionary effects? Will it
be able to achieve crucial development
outcomes – and be income distribution
useful? Will it ensure appropriate investment (both public and private)? Will it be
fully aligned with the Resilient Economy
policy approach, or will it revert back to
sole economic approaches?
Further, the Majlis (Parliament)
elections are set for February 2020 and
incoming MP’s will be taking office
about three months afterwards. Obviously, current MP’s would not have a full
opportunity to approve budget reform
sections requiring legislation. There may
also be little time for joint executive and
legislative branches work on budget reform processes – given the Presidential
elections in 2021.
1399 Budget Guidelines
In October 2019 (mid-year 1398)
Government published the 1399 Budget Guidelines, signed off by President
Rouhani himself - indicating next year’s
Budget criteria and focus areas.
The document reports that Government is currently in process of trying to
keep the Budget from going into further
deficit and of the need to reduce expenditure on unnecessary items. Government will continue maintaining strategic
minimum health and food expenditures,
sustaining welfare cash transfers to
households and pensioners, improv-

ing poverty reduction and welfare programmes, strengthening production and
employment activities, ensuring bond
maturity payments, and keeping the National Development Fund reserves intact.
The Government reports it is also seriously attempting to not fund the Budget
from new banking and monetary sources.
The Guidelines document reports
that despite sanctions and adverse macro-economic effects, the overall threat to
development processes have been identified and will be converted into opportunities. The chronic budgetary deficits,
low public revenue, accumulated Government debt and sole oil sales reliance;
the weak competitive base and continued
local monopoly conditions, unemployment, poverty and wealth inequality; the
banking sector focus on asset financing,
and instability of Pension Funds systems;
all the existing threats that are now forcing adjustment and reform in the structure of the Budget (and banking system),
and initially foreseen as the Resilient
Economy structural reforms.
The initial focus will be more on
income generation financing through increased taxation coverage, and making
more efficient existing assets and bond
sales – and towards a balanced budget.
Iran’s Planning and Budget Organization
(PBO) is responsible for undertaking the
reform and reducing dependence on oil
revenues.
The 1399 Budget (2020/2021 Persian calendar year beginning in March
2020) will, seemingly, no longer be oil
revenue based (N.B. at the time of this
writing, however, the Budget has not yet
been presented to Majlis, and the actual
numbers are unknown to the author).
Government can no longer rely on crude
oil as main source of revenue and will
probably consider using oil income
only to either cover budgetary deficit
items or add to reserves for development
purposes. The PBO indicates only circa
$10 billion will be used for budget
calculations and utilised from oil sales
next year - compared to $30 billion from
annual sales in previous years. The leastdependent budget on oil in Iran’s recent
history is ahead.
Next year’s 1399 Budget will, probably, be circa 4,800 TR for CG and circa
13,000 TR for SOE (of which a quarter
should be for capital expenditure). A

Budget total of possibly nearly 18,000
TR. At current official exchange rate of
circa 42,000 Rials per dollar, that comes
to about $430 billion. In an economy
with circa $500 billion GDP, that is quite
some proportion.
The 1399 Budget will be a two-year
cycle, “performance based” budgeting
model based on the PBO set criteria
of a) sustainable income, b) effective
expenditure, c) stability in the economy,
d) development and equity, and e)
fundamental reforms in budgeting. It
will be focused on four pillars: i) short
term stability, ii) long term growth, iii)
balanced and inclusive progress, and iv)
reforms in Government structure.
The Guidelines specifically empha-

partnerships approach;
Linking the taxation system to the
social protection system;
Improving on the multi-layer
social security system;
Reforming the pension system;
Improving the household information system;
Making taxation effective through:
improved tax rates on income
groupings;
ensuring taxes on upper
income earnings through rise in
taxes on goods and services, in
asset and capital gains and removal from the subsidies list; and
reduction in taxes on firms and
businesses;

sise the need to appropriately consider
the macro-economic context and Resilient
Economy policy, to not include any unnecessary activities and expenditure items, ensuring productive activities, disregard for
any activities that may reduce economic
growth, focus on those that improve business, and with due regard to raising public
revenues, and also ensure equity for all as
well as public goods service provision in
terms of good governance.
The PBO has already prepared a
package of ten component programmes
aligned with the structural reforms and
Resilient Economy policy, which entails
the following:
Improving the productivity of
Government assets;
Enabling a new public-private

Improving Government contributions to funds and pension fund
systems;
Ensuring that Provincial Governorate level PBO manages provincial
investment allocations through own
surpluses and also through allocations for more efficient operations;
The relative differences between
provinces (through appropriate
indicators) will be used as criteria
for national resource allocations to
provinces.
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The above criteria, principles and
components – set by PBO – are to guide
the resource allocation process for 1399.
We have to wait and see how the 1399
Budget actually does that.
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There is much room for improvement in the system, of course, and especially the need for developing integrated
(or so-called “3One” type) systems in coordination, planning and m&e systems:
Coordination. Inter-sector coordination mechanisms that would be
able to ensure more integration in the
planning, budgeting, finance and audit system – through enhanced practices (and results based performance
planning and budgeting). This would
be necessary for achieving outcome
and impact
Programming. Integrated programming systems and approaches are
required. This would mean taking a
development approach (rather than a
financial approach per se to resource
allocation). Financial issues are increasingly competing with real outcome issues.  
Resource Allocations. Generally
resource allocations are sub-optimal.
Sector resource allocations need to be
complemented by more inter-sector
type solutions in allocation - if the
current diminishing returns on effectiveness in sector productivity (and
falling multiplier) is to be overcome.
Along this line of argument, then,
an opportunity would also arise for improving on development outcomes due to
Budget reform:
Economic Growth. Resetting
policy and programmes towards
more inclusive growth processes and
outcomes (more employment and less
inequality).
Public Finance. Continued and proactive counter-cyclical monetary and
fiscal policies: maximal use of “fiscal
space” to orientate fiscal and monetary policy towards national development goals, especially through local
level mechanisms. This would need
to improve the budgetary process towards performance based outcomes;
the public financial management process; increase planning, monetary
and financial coordination; and establishing the required advanced legal
and infrastructure set up to improve
on what exists.
Socio-Economic Development.
The need to consolidate and target
better socio-economic development
40

and social support programmes (such
as employment, skills, education,
health, pensions, social security
etc,) – and which is in tandem with
the public financial management
process. Examples provided below.
An improved “3Ones” approach can
be very beneficial for social sector
institutions (and SOE) receiving
central budgets, as well as for macro/
strategic institutions in understanding
the real needs of socio-economic
development (rather than on giving
weight only to economics and finance
– and going just for sole growth type
approaches)2.
To what extent these are integrated

and compatible with each other in space
and time is another issue – which requires
the actual analysis of the Budget document itself (which should be presented to
Majlis by mid December 2019).
1399 Budget Issues Needing Resolution
As mentioned, there are four components to the new 1399 Budget programming: institutionalization of a
performance based budget; increasing
efficiency of spending; maintaining
revenue generation; and stabilizing and
sustaining economic growth in both the
short and medium term. The following
issues are at the fore of such a reform.
The new Budget is confronted with
many financial challenges, if the 4,800
TR for CG and central allocations to
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SOE investments are to happen. The revenue side challenges include: tax revenue
in Iran is low compared with other countries (about 5% to 7% of GDP as compared with the global average of 19%);
tariffs and bond sales don’t provide too
much; oil sales is down significantly; use
of reserves is legally problematic; money
supply increases have limits. Possibly
only 3,000 TR in total CG revenue is
what is relatively easily possible; while
SOE bulk finances are through own incomes, and they get their financing from
the banking system (of course, by Government directives). The expenditure
challenges (for 4,800 TR CG expenditure) include: how to ensure inefficiency
reduction; how to get the proportion and

scale right for consumption and investment items so as to ensure appropriate
real development outcomes; who is to
be designated what proportion of investing (Government; SOE; cooperatives; or
private sector); and what investment development approaches should be taken.
A conundrum indeed – in a semi-centralized economy as Iran’s.
A budget deficit is, therefore, possible in 1399: possibly between 1,000
TR to 2,000 TR. The budget deficit will
be due to: i) insufficient income; ii) the
size of government and SOE sector
(making up two thirds of the economy)
and their large expenditure requirements;
and iii) continued inflexibility in historical expenditures (partly due to rentier,
power distribution and patronage) and
iv) the continuous generation of new

programmes and projects just to ensure
keeping the system growing.
To alleviate and improve, the PBO
intends to transform the Budget document into a more governance type instrument - by improving SOE performance
criteria and also bringing under its coverage all the para-statal organizations (e.g.
various “bonyads”). There is the real
need to reduce non-transparency for oil
income assessments (predictions, valuing
and usage in Budget), for SOE dynamics, for subsidies use, for salary income
position of SOE’s and for the National
Development Fund process. The need to
clarify predicted and actual expenditures
– and the need to write balanced budgets
for allocation purposes (so as the prevent
monopoly positions of those actually disbursing the resources). The two-year performance based budgeting approach also
requires a significant information base
system infrastructure and an integrated
indicator based approach to programming. Applying new tax laws, reforming
subsidies and selling Government assets are planned to increase financial resources: the restructuring requires that all
funds flow into the Treasury – rather than
through other mechanisms (or bank accounts). And taxation: indirect income tax
(e.g. VAT); direct income tax; sales based
taxation; SOE taxation and accounting;
tax evasion; tax exemptions; etc.
Other issues include the Forex Preference system for imports of Basic Needs
Goods (with a $10 billion allocation) that
needs to be restructured – as it is both inefficient and inequitable (see Majlis Research Centre papers) and with a reform
towards SMART targeting, conditionality and NIMA forex rate it will ensure
more resources and better targeting of the
vulnerable groups. The petrol price issue
(both an efficiency and equity concern).
Measures that might boost revenues next
year include improving on the privatization process, reforming SOE budgets,
eliminating the non-sustainable subsidies
of Government and increasing general
productivity (through right investment
which ensure growth with jobs – and
not job less growth). The high liquidity growth, abnormal bank interest rates,
costly business activity, capital flight and
smuggling of goods also need reform
through the Budget process (rather than
through other channels).

The PBO also proposes to transform
the National Development Fund (which
receives circa 20% to 30% of oil revenue)
into a stabilization fund. Does this mean
it intends to undertake counter-cyclical
therapy through it? If so, this means that
current NDF functions will change from
long-term investment funding support
for the private sector, towards countercyclical (which ideally should be from
tax or bond sales financing) and then it
becomes questionable.
Attaining all these reforms quickly
remain unlikely. The performance-based
approach has constraints and challenges
in terms of institutional infrastructure
and working culture. The new approach
would need to be S.M.A.R.T. and well
defined for both aspects if they are to
outperform Budget approaches implemented previously.

A good Budget should,
of course, not be
considered just in terms
of finance (money and
finance/expenditure)
but as a programme
instrument to affect real
development outcomes.
Financing Improvements and Tax
Reform
With regard to financing, as mentioned, tax revenue in Iran is low compared with other countries (about 5% to
7% of GDP as compared with the global
average of 19%). Tax revenue made up,
on average, 30% to 35% of all Government revenue (60% direct business sales
taxes and 40% indirect taxes, VAT and
tariffs). Taxes recently were circa 1,000
TR: there is, therefore, ample potential
for doubling Government income from
taxation – to 2,000 TR (which the Government aimed for in its current Budget
and will do so in next years). The wealth
tax component of direct taxes is low
(circa 10%). Such a high potential level
of development in Iran (as mentioned
above) means that Iran could be paying
at least 15% of its GDP in taxes into the
Government Treasury, or about 3,000 TR.
Currently, the main real burden of
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taxation is on private sector business
sales and registered employee income
taxes. A proportion is on tariffs and VAT
contributors; hardly any direct income
tax proceeds from business or households; and small burden on capital gains
(asset; property; shares) contributors.
There are significant tax exemptions for
some lines of activity, and especially for
para-statals. Of course, also much abuse
of both income and sales taxation (due to
non-transparency issues): annual tax evasion is estimated to cost the government
well over 1,000 TR.
The development of a sustainable tax
base (beyond just immediate revenue) requires a mechanism for regulation-setting
and transparency in the economy – such
as direct income taxes and reduction of
non-transparent parallel markets. Iranian
law addresses taxes differently for corporations, independent contractors and individuals: for the first two, a non-systematic collection system has resulted in non
transparent balance sheets. Information
on all registered employees is transparent
and readily available, however, so their
tax is calculated and deducted before
they are paid each month: although perhaps the real tax burden on employees is
probably largely realized by those under
direct supervision of Government (circa 5
million persons) - government employees
pay 10% in taxes. Tax evasion remains
prevalent among the wealthy - who probably only pay a similar amount tax as
employees do. Taxes on some capital (unused capital capacity, empty homes and
capital gains in the housing market) are
rarely considered.
The special (exemption and exceptional) tax position of SOE should also
be clarified in the Budget Reform – given
both their immense potential for development purposes and their threat to a competitive economy - through the National
Audit Court process; also, clarification as
to how much of SOE funds flows go into
the Treasury and how much into banking
accounts (especially on employees incomes, hence reducing the tax base).
In the current economic depression,
the advice is that Government should not
yet increase taxes on Iranian businesses
sales proceeds. Indeed, lowering such
taxes and restructuring to something else
would also be helpful for SME investments. Unfortunately, economic stagfla41
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tion is not expected to improve anytime
soon – despite Government hopes. Furthermore, eliminating tax exemptions,
broadening the taxation base and levying
capital gains taxes – as PBO suggests –
requires new legislation. With the Majlis
elections coming soon, the adoption of
such laws will not be likely soon.
SOE Reform
Will the cutting and reforming of
State Operating Enterprise SOE budgets
be a priority in the reform? Lack of transparency and absence of strong monitoring and evaluation mechanisms for SOE
means that liquidity, profitability and
productivity remain unknown. The considerable burden of SOE and para-statals
on budget resources and economic efficiency every year (the SOE budget was
circa 12,000 TR in 1398 – although 85%
from own income generation) would need
much reprogramming of protocols and
standard operating procedures. To improve the poor competitive business environment, and SOE investment outcome
effects, the sustainability and efficiency
of SOE budgets must be examined, and
to also help balance the Budget revenueexpenditure gap.
There are many, many SOE’s in Iran
and nearly 400 major ones. However, apparently only a few show positive profit
results. Nearly 90% of total net profit of
SOE’s are due to a few SOE, for example
including: the Central Bank of Iran, the
National Iranian Oil Company, and the
National Iranian Gas Company. These
also have the main share of tax burden.
The majority of SOE’s are illiquid and
probably also operate below break-even
points (being kept by subsidies and new
debt financing). According to the Supreme Audit Court (1396), over 160 SOE
were economically unviable - a significant difference from what had been indicated in that years Budget. Also, as usual,
75% of SOE revenues are spent on current expenditures and only 25% invested.
Altogether, SOE probably pay about 170
TR in taxes and dividends. Government
SOE revenue is mainly from oil, banking, insurance and electricity business.
SOE also have raised the total volume of debt in the financial system: borrowing about 1,200 TR in domestic and
foreign credit facilities. Substantially increasing demand for loans on the money
42

market. They need to repay possibly
1,100 TR in servicing their debts.
How SOE will be able to cover their
obligations with poor balance sheets remains unclear. It remains crucial, therefore, to assess the impact and role of
SOE in the forthcoming 1399 Budget
restructuring process. Corporate governance of SOE may be rigorously revised
to allow Government financial resources
to be more freely channeled to competitive companies. Preparing the ground for
the Government to divest from unproductive SOE and focus on empowering
the real private sector (and a competitive,
SME business economy) is the key answer to improving an unfavorable business and economic climate in Iran.

Expenditures
It seems likely that the 1399 Budget
will undertake required parallel expenditures on consumption and investment
– so as to raise economic activity and
growth. Its four pillars indicate this: i)
short term stability, ii) long term growth,
iii) balanced and inclusive progress, and
iv) reforms in Government structure.
The short term stability requirement indicates allocations for consumption, and for human capital, welfare and
equity of various population groupings
– that itself has knock on effects for income generation, with a high multiplier.
Expenditure for the bottom 40% (vulnerable) population, and for essential social
services (education, health and social
welfare) will be included. These allocations in 1399 will probably come to: 400
TR for the Targeted Subsidies Law programme (Iran’s equivalent to Universal
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Basic Income); 230 TR for new petrolbased cash transfers; 1,000 TR Preferential Forex basic needs goods, and the 30
TR Government poverty reduction budget; plus 270 TR in credits for employment generation. A sum of nearly 2,000
TR. Add to this the general Government
current expenditure of probably about
2,000 TR and the 30% programme budgets of social ministries MoHME, MoCLSW and MoEd of circa 340 TR and
we have a total of 4,300 TR. Quite a general consumption-based injection into the
economy – if fully financed.
The long term growth condition
indicates allocations in 1399 for investments and productivity growth (private
sector and SOE and mainly through

banking system credits) – prompting
micro-level (project) investments quality, employment generation and productivity/income growth. These will come
to circa 600 TR for direct Government
investment (recently announced); a possible 2,000 TR in new investment by
SOE; and possibly 200 TR by the private
sector (if lucky). A possible total amount
of 2,800 TR in investment. The multiplier effect of this would be significant, of
course – but only if the banking system
and circumstances enable.
The combined fiscal stimulus effect
and new money circulation of the two
approaches, at 7,100 TR (4,300 TR and
2,800 TR) – if made actual – will have
effects for income, new capacity growth,
existing capacity use, savings generation
and deficit financing. It could certainly
prove inflationary – given such a large
scale stimulus – and add to existing in-

equality. It could, however, provide a
possibility enable improved income distribution and stronger synergy only if the
short term component is undertaken appropriately and in tandem with the long
term component. If the two approaches
are combined, then the multiplier effects
are much more (naturally – as more endogenous inter-dependence and combination is created); the example on conditional cash transfers below is indicative
of the how this may be done. Otherwise,
inflation and inequality increase will
dominate.
Once we discount and adjust significantly for the new income generation: due to the many inefficiencies and
inequalities (e.g. low capacity usage;
high unemployment; low absorption;
mal-distribution; capital intensity; excess
speculative funds; etc) and also for circa
30% inflation – and also assume that the
multiplier has now fallen significantly
over the years due to stag-flation (that is,
looking at the worst case scenario), then
the total injection of 7,100 TR would still
have at least an equivalent nominal income effect – and so current GDP of circa 20,000 TR (in 1398 - taking IMF and
CBI accounts at face value) would grow
nominally by 7,100 TR. That is, once
above mentioned adjustments are made,
a possible GDP real growth rate of circa
3% for 2020. The inflationary, inequality
and speculative side of all this – given
scale – still remains of concern however.
Even if we do not include more general current expenditure of Government
in the calculation, and short term consumption expenditure effect is calculated
as 2,000 TR, we still have a total of 4,000
TR. That would provide (given same
conditions) a lower growth rate of circa
2% for 2020.
The possible employment generation for the above (in a low income-toemployment elasticity, job-less growth
technique context as Iran) is, therefore,
between 1% to 1.5% - that is, on a 25
million effective employment level, we
could possibly have 250,000 to 375,000
direct new jobs. Unless the Budget also
manages to ensure that new projects financed are pro-employment (more labour intensive technology in the project
selection credit assessment process) –
and hence more socio-economic in nature – in which case the multiplier would

be higher (for both growth rates and
employment generated) and the direct
employment figure may rise to at least
600,000.
Money Issues and Deficit Financing
How is all this expenditure to be financed? The expected fiscal deficit may
probably be large, if the expenditure targets are to be kept to.
In all, given other things, and the
constraints involved, above expenditures
will not easily be possible – unless reserves are used up (e.g. NDF does stabilization work instead), or money supply increase by more than average 25%,
or bond sales are absorbed by the large
capital market in Iran. Also, taxes will
have to rise from current circa 1,000 TR
to at least 1,500 TR if the Government
pushes for it (Government desires 2,000
TR). However, if tax and real/financial
asset sales face a problem, and reserves
remain unusable, then eventually monetary expansion remains. Further quantitative easing perhaps. Given historical
circa 25% annual growth rates in all the
three dimensions of inflation, budgetary

The new Budget is
confronted with many
financial challenges,
if the 4,800 TR for CG
and central allocations
to SOE investments are
to happen.
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growth and money supply growth, and
their correlation (and co-integration in
this particular economic context) a Budget document that is not restructured according to performance principles will
just be continuation along these same
lines: and, hence, money base expansion
(same old story).
The CBI last year announced monetary expansion of circa 22% in the
previous year: base money volume was
circa 1,900 trillion Rials (growing at over
19%); total liquidity close to 16,000 trillion Rials (up by 22%); and total banking sector liabilities about 21,000 trillion
Rials (of which around 50% are private
sector deposits). These monetary aspects indicate both possibilities and real
red lines for the 1399 Budget packages
deficit financing channel. Unless wisely
programmed and implemented, significant money (liquidity) expansion will
probably happen by end of 1399: at a
conservative 25% growth rate, while
further inflation levels of above 40% are
then possible. Further, financial capital
and debt burden will even more increasingly constrain the workings of the real
economy – especially with the high level
of interest rates prevailing.
1) The views in this op-ed / article are the sole
opinion of the author and unrelated to the institution that the author is employed with.
2) e.g. see this authors “Complementary Programmes to Sole Growth Approaches…..”
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Banking
try. It was a good ground for advancing
American goals and creating bad social
conditions, he noted.

Strengthening
the Value of the
National Currency

C

entral Bank of Iran (CBI) Governor Dr. Abdolnaser Hemmati
addressing the ‘International
Conference on Global Economy and
Sanctions’ said understanding the hardship yet success in countering the sanctions in the fields of monetary and foreign
exchange policies is possible when there
is a reasonable analysis of the US goals
behind the sanctions. “It is crystal clear
that in general the application of any kind
of sanctions, whether by international institutions or by a particular government,
is aimed at putting pressure on the specific country to change its course of action,
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and this is not done for fun.”
Hemmati said the enemy by sanctioning Iran pursues investment cut,
slowing the economic growth, organizing unrests, waging widespread media
war, slashing Iran’s oil sales and raising
the costs of trade with the outside world.
According to him, all of these actions
were aimed at fomenting inflationary expectations on the one hand and inflicting
a severe negative shock on the Iranian
economy on the other. In the opinion of
Hemmati the US sought to create speculative attacks on the asset markets particularly the foreign exchange and then the
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prices of goods and services and cause
extreme instability and prompt public
discontent; secondly, by reducing actual
output, creating recession and unemployment, thus using up the real potential of
the economy and again spread public discontent, even providing the grounds for
famine and social unrests.
“For many analysts, if the trend continued last summer, it would mean that
the economy and inflation would not be
contained, and there were even talks of
hyperinflation and triple-digit and fourdigit inflation and high exchange rates in
the market. At the same time, some said

any efforts were useless and believed
the price of the US dollar would reach
400,000 rials,” he noted.
“At the beginning of 1397 (March
2018 – March 2019), with the intensification of the pressure on the exchange rate
and the formation of a widespread speculative attack on markets, and in particular
the foreign exchange market, policymakers were faced with conditions that any
policy mistakes would cause harmful implications to the economy,” the CBI governor stressed.
He said at that time three types of
solutions were proposed by the authorities the implementation of each of which
would create new problems for the economy. They were: Increase in the banking
interest rates; strict foreign trade regulation and foreign currency rationing and
exchange rate control at much lower levels than it is today; and major surgery in
the banking system such as restructuring
banks, restricting deposits and especially
large deposits, controlling bank lending
and kind of assignment of banking facilities.
He commented on the first proposal: “Some friends suggested an increase
in banking interest rates based on inflationary expectations while inflationary
expectations were not due to demand
shocks but because of supply shocks and
that shock would not allow us to make
such a decision. At the same time, there
was a bad banking system imbalance

In the view of the CBI
chief, a fair judgment
concludes that, given the
monetary and exchange
policy constraints, there
was no better solution
than has been adopted.
which would be exacerbated by that decision and the foreign currency market
could not be controlled. “
“The second group emphasized the
CBI’s intervention and strong pressure
to keep the exchange rate at low prices
and apply specific restrictions on foreign
trade, which was not practical because
protecting the CBI reserves was important
and we could not allow the national assets be destroyed. Upon my appointment
as the CBI governor I had announced that
the large supply of foreign currency at a
low rate was a trap by the architects of
the sanctions and we should not fall into
this trap. So we went out immediately and
designed our program,” he said.
According to the CBI chief, the third
group referred to surgery and restrictions in the banking system, believing
that removing deposits and such restrictions could solve the problem, while the
extreme decision to reform the banking
system was problematic for the counIRAN INTERNATIONAL, January 2020, No. 93

Selected Strategies
Among the suggested courses, Hemmati outlined the CBI’s strategy of countering the sanctions in four categories:
boosting the control over the national currency (rial) and its transactions and preventing capital outflows, paying attention
to the fundamental factors that shape the
exchange rate in the market, and avoiding
disregard for market forces, making exporters benefit from the profits from their
foreign exchange earnings, and avoiding
export rents to non-exporting economic
agents, permanent and targeted presence
of the CBI in the foreign exchange market as a market builder and ensuring currency supply to meet the needs of importers of raw materials.
He said the first principle in securing
a calm situation is to prevent the outflow
of capital, adding: “We used to be indifferent to capital outflow in the past and it
didn’t matter at all, but now we are seriously stopping it. We started discussing
capital outflows and regulating the rial
turnover, which is not yet complete and
part of our money laundering is happening in the rial sector.”
He pointed to the fundamental factors that shape the exchange rate and the
disregard for market forces, saying, “We
cannot consider the exchange rate without regard to market forces and fundamental factors. Of course, we do not set
rates at the CBI, but we regulate supply
and demand, because demand for the
market needs to be at the level of supply.”
On remarks by some people to the
effect that the CBI has suppressed demand, Hemmati said: “We have suppressed speculative demand and capital
outflows, and real demand has been met
so that in the first six months of the current Persian year, $19 billion in foreign
currency was allocated to imports of intermediate goods, raw materials and basic
commodities.”
In the view of the CBI chief, a fair
judgment concludes that, given the monetary and exchange policy constraints,
there was no better solution than has
been adopted. He claims that the CBI
has gained control of the exchange rate
and stability of its market without losing
foreign exchange reserves. “Under the
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circumstances, we were able to control
the market and achieve relative stability, and the Islamic Republic remained
firm and resolute,” he said. “Even Trump
has told one of the foreign state leaders
that we thought Iran would fall if oil and
banking were sanctioned but I’ve come
to the conclusion that the Islamic Republic would not be overthrown in this way
and that you should help us get back to
the Joint Comprehensive Plan of Action
(JCPOA).”
Coming Out of Inflationary
Recession
The CBI governor has described
three goals of the bank under the current
conditions: Strengthening the value of
national currency; stability; and national
production. Of course, it is not clear what
Hemmati means by boosting the value of
the national currency: pressure to reduce
the exchange rate or cut inflation. “To
achieve these three goals, there are four
issues, including negative supply shocks,
negative demand shocks, banking system
imbalance, and credit crunch. The negative shock of supply and inflation means
inflationary recession, he said.”
Hemmati believes that resolving the
inflationary recession in developed countries also faces obstacles, and in our country with the sharp decline in oil revenues
and the resulting budget deficit, in addition to bank imbalance and credit constraints, monetary and fiscal policies to
overcome the complexities of inflationary
recession has its own complexities. However, he considers the trend of macroeconomic indicators and the stability created
in the Iranian economy as a promise to
overcome the problems.
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Banks, Taxation
System Are Unkind
to Industry!

T

here are few countries in the world
where their officials talk about the
need to support production and
industry more than our rulers. Cabinet
ministers and lawmakers lay emphasis
on efforts to boost production and industry as their top priority in their speeches
and interviews. Judiciary officials have
repeatedly spoken about the damage that
smuggling of goods and the underground
economy inflict on domestic production
and industry, threatening offenders with
severe penalties. In fact, we do not know
any official whether at national or provincial level who does not consider the prosperity of the country’s production and
industry to be the key to getting rid of the
country’s economic turmoil.
So why have the ship of the counIRAN INTERNATIONAL, January 2020, No. 93

try’s industry run aground and the owners
of capital have been avoiding entry into
production field? What is this magical
force that stands up against the vast and
powerful front that virtually holds all of
the country’s economic leverages and
strives to support production and industry, and thwarts its decisions?
Of course, under the current situation, part of the disorderly condition
of production and industry is due to the
outrageous and cruel sanctions. Statistics,
however, show the deplorable situation
of our manufacturing and industry is not
limited to the sanctions times. Failure
of our country’s economic custodians to
boost production and increase investment
in the industry sector has nothing to do
with magic. Perhaps the reality is that the

good intentions of some officials who
seek to support production and industry
lose weight against stronger incentives
that bring them more “desirability”.
Available statistics and information
support this last assumption. According
to deputy minister of industry, mine and
trade, the share of industry in our country’s GDP is 12%. Yet more than 60%
percent of the country’s total tax is paid
by the same industry sector. In contrast,
the services sector, which accounts for
51% of the country’s GDP, pays only
22.1% of the country’s total tax (this is
while the industry’s share of taxation is
3.2% in Malaysia, 13.6% in South Korea
and 16.5% in France). The services sector, which has the largest share of GDP in
advanced industrialized countries, pays
the highest tax (sometimes more than
70% of the total taxes).
In other words, “our taxation system
is not capable of levying tax on many
services sectors including property developers, traders without IDs, some highincome businesses in big cities, bank
deposits, and so on.” In fact, between
40% and 50% of economic activities are
tax-exempt. “But the industry is behaved
in an unfair way and its whereabouts are
known. And it is for this reason that “although the value added tax is a consumption tax, VAT is placed on the capital formation, that is, investment in machinery
and equipment...”
Do people other than statesmen and
lawmakers draw up and approve our taxation laws? Of course, the answer is no.
And, therefore, cannot lip services by some
authorities for production and industry be
regarded as “calculated expediency”?

Under the current
situation, part of the
disorderly condition of
production and industry
is due to the outrageous
and cruel sanctions.
Banks are also harsh on the industry
and grant loans to industries reluctantly,
partly because most industrial loans are
long-term and partly because banks are
familiar with the deplorable condition of
the industry.
From their point of view, why they
should grant loans to build a factory
which is both long-term and they know
they will have trouble getting it back instead of giving short-term and low-risk
loans to cross-sectional transactions. That
is why although the law considers a 40%
share of the total facilities for the industry, according to the existing statistics,
only 27% of the banking facilities go to
the industry sector.
In our country, being active in the industrial sector is like swimming in the opposite direction of the water in a roaring
river. Its challenges and repulsions are
numerous and its returns very low or negative. As a result it is no surprise that investment in the industrial sector has been
on the decline for years. The rate of gross
fixed capital formation (GFCF) has been
plunging since 2011, so that “the yearly
absolute value of GFCF at fixed prices
in 2018 was less than 70% of the capital
formation in 2011. A review of the time
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series of GFCF shows that the amount of
investment at fixed prices in the Iranian
economy in 2018 has almost returned to
that of early 2000s. ”
The decline in investment in machinery sector (the most important component of fixed investment in industry)
has been particularly grave. The amount
of investment in the machinery sector in
2012 declined so much that its absolute
value has been even lower than in the early 2000s. The free fall of GFCF in industrial machinery over the 2010s has made
this situation much worse. The country’s
economy will pay a heavy price for this
in the future. The decline in investment
in the industrial sector has many reasons;
among them are uncertainty about the
future and distrust in the policies of the
government. Despite all this, the most
important reasons behind the reluctance
of capital owners to invest is the industrial sector are the numerous challenges
and the low (or negative) rate of returns
in industrial activities in our country.
Otherwise, what is the reason for some of
the “pseudo-investors” to put all or part
of the facilities they have apparently received for the industry into other areas
(which are likely to have less challenges
and higher returns)?
Aren’t those who give lip services
to production and industry in the Majlis
and the government really able to reduce
the challenges and costs of the industry
and shift a little of the pressures to “those
other areas”? Is it anything other than
what the likes of South Korea, Malaysia
and Turkey have done?
By: Dr. Farrokh Qobadi
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T

o analyze the current economic environment and economic
growth in South Korea, it may be
useful to cite examples on some people’s
assumption about zero inflation. Many
people analyzing economic issues using
their general information, praising the
advantages of Japan’s past and its export
potentials and the very positive impression Japan economy has left on the people speak about the benefits of zero inflation as well as zero and negative interest
rates. While all of these figures indicate
the recession and economic problems
that have occurred in Japan, they typically occur in countries where a significant portion of their GDP is dependent on
exports. The same line of thinking seems
to exist in some media. Some media in
Iran assess positively the decline in Korean inflation to zero point, but is this really a favorable economic phenomenon?
Will the slowdown in inflation, which is
predicted to be negative for a short time,
benefit the economy and lead to economic growth in the country?
Prices in South Korea have not
changed since August last year. Prices
of food and non-alcoholic beverages
declined by 4.1 percent in September,
faster than a 3.3 percent decrease in the
prior month. It was the second yearly
fall in the sub-index since July 2016 and
50

Exports

The Jewel of
South Korean
Economy
South Korea has an export oriented economy and its
export accounts for more than 50% of GDP.
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the steepest since February 1987, amid
a slump in cost of fresh foods (-15.3
percent vs. -13.9 percent in August),
namely vegetables (-21.4 percent vs.
-17.9 percent).
Meanwhile, prices decreased less
for transportation (-1.6 percent vs. -1.9
percent); and communication (-1.8
percent vs. -2.2 percent) and rose at a
faster pace for health (1.1 percent vs.
0.9 percent); and alcoholic beverages &
tobacco (1.1 percent vs. 0.8 percent).
While low inflation indicates macroeconomic stability, the decline in inflation in Korea does not reflect stability.
The decline in inflation in Korea
is primarily attributable to the projected
economic downturn expected in early
2019. Also lower inflation and lower riskfree interest rates of about two percent is
the main reason for the decline in exports
that happened because of overall lower
demand in Korea.
EXPORTS
Exports from South Korea plunged
11.7 percent year-on-year to USD 44.70
billion in September 2019, worse than
market expectations of 11.2 percent
fall and following an upwardly revised
13.8 percent drop in the prior month.

This marked the tenth straight month of
yearly decline in overseas sales, amid
deteriorating external conditions, including the US-China trade dispute. Exports
of semiconductors and petrochemicals
decreased while those of automobiles,
ships, and bio-health products increased.
Among major trade partners, exports to
China went down 21.8 percent; those to
the US dropped 2.2 percent; and to Japan
fell 5.9 percent.
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South Korea has an export oriented
economy and its export accounts for more
than 50% of GDP. The country exports
mainly machinery and transport equipment (59 percent of total exports) such
as: electrical machinery, apparatus, appliances and electrical parts (18 percent);
road vehicles (13 percent); telecommunications, sound recording; reproducing
apparatus and equipment (8 percent).
Other exports include: petroleum, petro51

F o r e i g n Tr a d e

leum products, related materials (6 percent); iron, steel (4 percent) and plastics
(4 percent). Major export partners are
China (26 percent of total exports), the
United States (13 percent) Hong Kong (6
percent), Vietnam, Japan (5 percent each)
and Singapore (3 percent).
Integrated circuits / microassemblies
are the highest value export products in
Korea, valued at $ 109.8 billion in 2018.
For example, Samsung and SK Hynix
account for 70% of the global market
share of available dynamic memory
(DRAM).
INFLATION
The Bank of Korea predicts that inflation will remain below zero for some
time. In the case of negative inflation and
financial markets, the price (opportunity
cost) of holding money is the amount of
profit that can be made if it is converted
into another financial asset. Financial
gains include three risk-free interest
rates, risk coverage and inflation. We
should know that eliminating inflation
or negative inflation reduces the cost of
keeping money. While money is the most
liquid asset possible and can be used directly in transactions, we must also reduce the interest rate without inflation.
Another point to consider is that the
risk coverage of financial assets may be
lower than the risk assessed by investors
due to trade war and probable disputes.
These issues ultimately lead to the
justification and attraction of lowered in52

Whenever inflation
in Japan was below zero
percent, it’s exports
also declined during
the same period.
flation for holding money against financial assets such as stocks or other investment items, which would cause a further
recession as the investment declines.
If you take a look at Bank of Korea’s
statements, the bank’s target for 2019 is
to achieve a 2% inflation rate. The bank
has kept interest rates at 1.5% in its meetings. The reason is that the pace of domestic economic growth in Korea is slow,
and uncertainties have been raised about
predicting the path of growth. The reason
for these uncertainties is the increase in
trade disputes between the United States
and China. For this reason, the bank has
said that it will make the next decisions
in light of current events and a careful review of macroeconomic conditions.
The Bank of Korea also said in a
statement that as inflation dropped to
zero, it would reduce the price of petroleum products and agricultural products,
livestock and fisheries. Given the foregoing, inflation is projected to fall below
zero for some time, then to rise next year
and to increase by one percent from its
lowest level.
A look at the recession in Japan
shows that the country is in recession
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Opinion

with a sharp decline in inflation and a decline in its export power.
Whenever inflation in Japan was
below zero percent, it’s exports also
declined during the same period. This
means that the inability of the monetary
and financial arm of the country to withstand the recession has caused great instability in the country. Between 2007
and 2010, when exports fell sharply, we
saw a sharp decline in inflation. Also, in
2013 and 2016, when there is a decline in
exports, we see inflation below zero. The
Bank of Japan maintained its short-term
interest rate unchanged at 0.1 percent in
June. Policymakers in the country also
said they would take remedial measures
if the bank fails to meet the two-percent
inflation target set. The average interest
rate in Japan was 2.76 percent from 1972
to 2019, reaching a negative 0.1 percent
in January 2016, and so far.
We should not confuse ‘forms’ and
‘functions’ with each other in economics. Economics is a universal science. We
should know that in function the aim is
to create macroeconomic stability, but
in terms of form, low inflation with little
fluctuations indicate macroeconomic stability. As shown, it should be noted that
recent events in Korea and inflation near
zero or negative indicate macro instability and the inability of Korea’s monetary
and financial arm to cope with the recession. And the origin of the recession has
also been a negative global shock to demand for Korean exports.

“Ministry of Commerce”

a New Excuse to
Re-establish

C

reation of the Ministry of
Commerce and its separation
from the Ministry of Industry,
Mine and Trade had sufficient opponents,
with the government now firing the last
shot and by defining a mission for the
new ministry to maximize the criticisms
against this decision.
The mission of the Ministry of Commerce is defined thus: “to regulate the
market, control prices, allocate limited
resources, and supply essential commodities to the people.” This is what Jamshid
Ansari, Head of Iran’s Administrative and
Recruitment Affairs Organization (ARO)
uttered in the Parliament (Majlis) on the
necessity of separation of the Ministry of
Commerce. He said “a different mechanism, such as the Ministry of Commerce,
should be devised to regulate the market.”
Earlier, President Hassan Rouhani
had said: If the Ministry of Commerce
is established, next week people’s
lives and markets will be improved by

“We cannot blame all the
current problems in the
economy and provision
of the people’s livelihood
on the absence of the
Ministry of Commerce.”
timely controls on exports, imports and
commodity prices.”
But is this structure and organization
the solution to Iran’s economic problems?
Mehdi
Ghazanfari,
Ahmadinejad’s
minister of commerce and the former
minister of industry, mine and trade
called the promise of week-long deadline
for market overhaul a “kind of scam”
and said: “When advisers give the wrong
address, the President will shoot at the
wrong target.”
Former deputy minister of industry,
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mine and trade Mehdi Karbassian had
also said: “We cannot blame all the
current problems in the economy and
provision of the people’s livelihood on
the absence of the Ministry of Commerce.
The problems of the market cannot be
resolved overnight.”
But it seems the government has a
hand in the hoax and has also a justification
for its actions and endless promises. This
even led to criticism from the Majlis.
For example, MP Seyed Mohammad
Hosseini said that if we cannot apply
market-oriented policymaking we should
not justify our inability by formation of a
new organizational structure. Seyed Taqi
Kabiri, a member of the Parliament’s
Economic Commission, also said that
the weakness of the management and
the allocation of cheap foreign currency
(42,000 rials per USD) had caused
economic problems and this had nothing
to do with the separation and integration
of the ministry.
But the government seems to want to
take a course that has already been taken.
This is the second time the Ministry of
Commerce has split up to regulate the
market. Then it is the turn of the next
government to find out that the problem
will be resolved by reintegrating the
ministry and the process of connecting
the organizations and structures in the
Iranian economy would be continued.
But instead of insisting on the
separation of ministries and the formation
of duplicate structures, the government
had better answer the question that even
if market control and pricing is the right
policy, why have so many regulators
failed to bring the market under control?
What were the weaknesses of the previous
structures and what advantage does the
new ministry have over the others?
The new structure has been formed
and it will probably take a few months
for the government and the Parliament
to appoint a minister and get a vote of
confidence and changes, and the new
ministry may not be able to function in
the current government. But I wish now
that the government has formed such an
organization, it would at least assign it
a good mission. Instead of controlling
the domestic market, it should focus on
opening foreign markets and expanding
foreign trade rather than domestic trade.
It’s a good mission that none of the wide
and long institutions and organizations is
involved with.
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Privacy vs
Transparency
By: Jay Purcell and Ivana Rossi

I

n 2011, Pakistan’s finance minister
gave a budget speech to the National
Assembly, explaining that the country’s ratio of tax revenue to GDP, at 9.2
percent, was ranked lower than that of all
but 1 of 154 jurisdictions. In a country of
180 million, just 1.2 million people and
firms filed income tax returns.
Widespread tax evasion started at
the top; 70 percent of Pakistani lawmakers had not filed returns that year,
the Center for Investigative Reporting
in Pakistan found. So stiffening existing laws and penalties would have been
a challenge. And increased enforcement
would ultimately depend on action by
Pakistani judges—many of whom had
also neglected to pay their taxes.
Undeterred, the Ministry of Finance
took a bold step. In 2014, it authorized
the Federal Board of Revenue to make
public how much income tax every company and individual pays each year. This
unusual approach appears to have had an
effect; while compliance remains low,
there is some evidence that it improved
as a result of the ministry’s transparency
initiative. Still, that improvement came at
a price. To shame tax evaders into paying
their fair share—and enable civil society
and journalists to hold them to account if
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they do not—all Pakistanis had to give up
some of their privacy.
Around the world, national authorities are increasingly aware of the value—and cost—of using transparency to
combat illicit financial flows. Transparency improves enforcement, brings better
accountability and trust in processes and
institutions, and deters wrongdoing by increasing the risk of detection. Inevitably,
though, it also brings some loss of privacy for people who may have legitimate
reasons to keep their financial dealings
discreet, such as fear of nosy neighbors,
gossip columnists, and even kidnappers.
But before we explore the tradeoffs
that come with the solution, let’s define
the problem. “Illicit financial flows” is
an umbrella term generally understood
to encompass at least three types. First,
there are funds generated by illegal acts,
such as corruption, smuggling, and drug
trafficking. Next are funds whose transfer constitutes an illegal act; for example,
transferring money to hide income from
the authorities constitutes tax evasion,
even if the income was generated legally.
Finally, there are funds destined for an
illegal purpose, such as the financing of
terrorism.
Turning to transparency to stem
these flows isn’t a new idea, even if counIRAN INTERNATIONAL, January 2020, No. 93

tries are still working to refine their use
of this powerful tool. The following examples provide a range of approaches to
managing the resultant loss of privacy as
an admittedly complex but nevertheless
critical component of success.
Disclosure by Public Officials
World Bank statistics show that
more than 90 percent of countries have
introduced legislation requiring financial disclosure by at least some public
officials. However, the specific requirements and level of implementation vary
widely. Most often, the officials must
disclose all income, assets, and liabilities
held by them or close family members,
such as a spouse, whether in the country
or abroad. In other cases, they must also
disclose assets for which they are the ultimate or “beneficial” owners. Such disclosures can help to advance multiple anticorruption objectives, from prevention
to enforcement. They can also help fight
money laundering; for example, by helping determine if a customer is a politically exposed person, facilitating customer
due diligence procedures, or advancing
asset-tracing and recovery efforts.
In modern internet-speak, providing
public access to financial disclosures represents a valuable crowdsourcing oppor-

tunity. Watchdogs, journalists, and others
monitor declarations alongside dedicated
civil servants, often generating leads
and findings that spur or strengthen significant corruption investigations. For example, in 2009 a Croatian prime minister
had to resign in the wake of media reports
questioning the source of his wealth; the
reports themselves were prompted by
photos showing him wearing expensive
watches that were not listed in his declaration of assets. Similarly, it was members of the media who found Swiss bank
accounts a French budget minister had
not declared to the fiscal authority. That
scandal not only led to an investigation
and, ultimately, the minister’s conviction
on charges of tax fraud and money laundering, it also triggered a comprehensive
reform of the French asset declaration
system for public officials, incorporating
public access for the first time. In short,
public access improves accountability
and enhances disclosure’s impact on the
discovery and prosecution of corrupt acts.
Despite the benefits of transparency,
some countries are still reluctant to make
useful information easily accessible; only
about 50 percent of those that require disclosure allow public access by law, and
a much smaller percentage actually grant
that access in practice. Preserving privacy
is a common reason; another concern is
that information could be exploited by
would-be thieves or kidnappers. However, it is certainly possible to strike the

World Bank statistics
show that more than 90
percent of countries have
introduced legislation
requiring financial
disclosure by at least
some public officials.
right balance between those concerns and
the clear benefits of public access. Here
are some important considerations:
Public access does not necessarily mean publishing the entire content
of declarations submitted by public officials. Highly sensitive information, such
as bank account numbers, is always kept
confidential.
Ways of approaching public access
may be tailored to a country’s specific circumstances. One example: making public
only the declarations of high-level public
officials.
There is growing recognition, including in case law, that the public interest outweighs personal privacy for highlevel officials.
Beneficial Ownership
Revealing the owners of companies
and other legal entities, such as trusts, is
another way to combat illicit financial
flows. Research by Damgaard, Elkjaer,
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and Johannesen (2018) estimated that
$12 trillion—almost 40 percent of all foreign direct investment—passes through
empty corporate shells associated with no
actual economic activity (see “The Rise
of Phantom Investments” in this issue of
F&D). While not all of these flows are illicit, a lack of information about the real
person who ultimately owns, controls, or
benefits from these structures—the socalled beneficial owner—can be used to
mask questionable dealings.
The international anti–money laundering standard issued by the Financial
Action Task Force (FATF), which helps
stem illicit financial flows, includes specific recommendations for enhanced
transparency of legal entities and their
beneficial ownership. Basic information
typically held in company registers, such
as the company name, type of incorporation, legal status, address, and list of
directors, should be public. Beneficial
ownership information should always be
available to the competent legal authorities, whether it is held in a registry, by
financial institutions, or by the companies themselves. Building on the FATF
standard, other salient international efforts, including on the part of the Group
of Twenty and the Organisation for Economic Co-operation and Development’s
Global Forum, have also focused on enhancing the transparency of beneficial
ownership.
Yet the continued misuse of anony55
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mous companies for illicit purposes has
prompted growing calls for governments
to accelerate efforts and go a step further
by making beneficial ownership information available to the public. Heeding
those calls, the European Union decided
that member states must establish publicly available beneficial ownership registries as of 2020.
Public access has myriad benefits.
It supports financial institutions in conducting due diligence on their customers.
It also enables the public to monitor and
analyze purchases of goods and services
by government agencies (to see, for example, whether contractors have ties to
public officials), check the financial disclosures of officials, and help verify the
accuracy and timeliness of the information in registries.
A few countries, including the
United Kingdom and Denmark, are pioneering the creation of public beneficial
ownership registries. Many others have
committed to developing them. To prioritize transparency and open data, while
managing privacy concerns, due consideration should be given to providing
enough information to identify beneficial owners without offering unnecessary
details and establishing ways to request
case-by-case exemptions from publication, such as when there is evidence of a
serious risk of violence or intimidation.
Geographic Targeting Orders
Buying and selling real estate can
be a particularly effective way to move,
launder, and invest illicit proceeds. The
reasons are straightforward: it is often
possible to launder or invest large sums
of money in a single transaction while obscuring the identity of the beneficial owner via the use of corporate vehicles. This
risk has not escaped the notice of national
authorities, especially in countries where
property markets are large and open and
prices are rising fast.
Enter geographic targeting orders,
a tool harnessed by the US Treasury Department to address this risk. In early
2016, the department’s Financial Crimes
Enforcement Network (FinCEN) issued
temporary orders requiring “certain US
title insurance companies to identify the
natural persons behind companies used to
pay ‘all cash’ for high-end residential real
estate” in parts of New York and Florida. The objective was to pierce the veil
of secrecy surrounding cash purchases
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attempts to improve the balance between
transparency and privacy may have
achieved the intended result: frivolous
record requests appear to have declined
after controls were introduced, while
members of the media, who are able to
search anonymously in certain cases,
have continued to perform a critical investigative function in furtherance of the
public interest.
Potent Weapon
These examples show that transparency is a potent weapon in the battle
against illicit financial flows, in part because it allows journalists, academics,
and others to scrutinize large amounts of
data and report possible abuses. It also
builds trust in institutions, increases accountability, and may diminish perception of public corruption. Yet concerns
about privacy should not and cannot be

There is no universal
formula for achieving
a perfect balance
between transparency
and privacy, but there are
international standards
and broadly applicable
good practices to guide
the process.

of luxury real estate in the name of shell
corporations and other legal entities. Of
course, secrecy may safeguard the privacy of legitimate actors just as it obscures
the actions of illegitimate ones. Some of
the affected homeowners would surely be
celebrities or other public figures seeking a reasonable degree of privacy; others might be criminals attempting to hide
their dealings from law enforcement.
FinCEN’s solution, which, in other
countries, could be implemented with
respect to land registries, was to require
beneficial ownership information to be
provided to the government but not to
the general public. This means that relevant US (and through them, relevant
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foreign) authorities have access to this
sensitive data, whereas potential stalkers,
solicitors, and protestors do not. In 2017,
FinCEN indicated that more than 30 percent of the purchases reported pursuant
to its geographic targeting orders were
conducted by people already suspected
of involvement in questionable dealings.
Meanwhile, FinCEN has consistently
renewed the orders and expanded their
scope to cover other major metropolitan
areas—all without unduly compromising
the privacy of buyers.
Tax Records
Tax evasion costs governments
more than $3 trillion a year, according

to a 2011 estimate by the United Kingdom–based Tax Justice Network. Lower
tax revenue diminishes the resources
available for productive purposes, such
as building roads, schools, and hospitals, which makes it difficult for governments to deliver sustainable and inclusive
growth. That is why national authorities
invest substantial efforts in combating tax
evasion, including by auditing tax returns
and exchanging relevant information
with other countries.
One little-used approach to promoting tax compliance is to make taxpayers’
incomes and returns public, as Norway
has done since at least 1863 and Pakistan started doing, to a somewhat lesser

degree, 150 years later. Unsurprisingly,
what is generally promoted as a measure
to strengthen transparency, equity, and accountability has also been decried as an
invasion of privacy that engenders envy
and promotes “salary snooping” by colleagues and neighbors. Indeed, November
1, the day the Finnish government publishes citizens’ income and tax payments,
is known as “National Jealousy Day.”
To help address privacy concerns,
Norway requires individuals to log in
to a dedicated system that tracks their
searches; taxpayers can see who has
viewed their information, and users are
limited to searching 500 records a month.
Sweden maintains similar controls. These
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ignored. Failing to address them can fuel
fierce opposition to transparency initiatives, both from well-intentioned activists
and from cynical actors who may cite privacy in a disingenuous attempt to obscure
questionable dealings.
There is no universal formula for
achieving a perfect balance between
transparency and privacy, but there are
international standards and broadly applicable good practices to guide the process. The relevant authorities must have
ready access to complete information
and should aim to maximize public availability, considering how best to tailor
that availability to different stakeholders,
safeguard certain personal details, and
discourage frivolous searches or commercial data mining.
Trade-offs can and should be managed, not used as an excuse for inaction
on illicit financial flows.
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ehran – World Health Organization Director-General, Tedros
Adhanom Ghebreyesus, has said
Iran’s commitment to ensure highest
health standards for all segments of the
population is commendable.
He admired Iran’s efforts on providing access to comprehensive healthcare
services for all the residents, saying that
offering healthcare services to all is a
global commitment, and other countries
must look to Iran as a role model in terms
of public health coverage and primary
healthcare.
He made the remarks in a meeting
with Iranian Health Minister, Saeed Namaki, on the sideline of the 66th meeting
of the WHO Regional Committee for the
Eastern Mediterranean in Tehran.

Iran Is a Health Leader
in the Region
Providing universal healthcare has
recently been emphasized at the United
Nations, and a resolution was recently
adopted at the UN General Assembly, he
said.
Namaki, for his part, said, “We also
hope that the event would help boost international cooperation and infrastructure
development of the health sector among
member states.”
The 3-day event kicked off in Tehran
on October 14, with health ministers and
high-level representatives of the 22 countries and territories of the WHO Eastern
Mediterranean Region, partner organizations and civil society in attendance.
Key technical health issues discussed during the event included ending
preventable newborn, child and adolescent deaths, strengthening nursing and
midwifery as well as hospital sector, developing national institutional capacity
for health policy-making and accelerating the regional implementation of the
UN Political Declaration on the Prevention and Control of Non-Communicable
Diseases.
WHO Lauds Iran’s Commitment
to Public Health Coverage
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Addressing EMRO Regional Committee 2019 in Tehran, WHO director
general said Iran is a health leader in the
region, and is rightly recognized for its
approach to primary health care.
This, he said, has contributed significantly to major improvements in maternal and child health, and prevention and
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control of non-communicable diseases.
WHO welcomes President Hassan
Rouhani’s commitment to delivering
health care for all Iranian citizens through
the Health Transformation Plan, he said.
Noting that public investments in
health have increased, and out-of-pocket
spending has decreased, Ghebreyesus

congratulated Iran because health workers are now better paid, infrastructure has
been modernized and insurance coverage
is near universal.
Iran is indeed an example from
which the region and the world can learn,
he stressed, adding: “Of course, there is
always room for improvement. WHO is
committed to working with the Government of Iran to find ways to improve
efficiency and sustainability, to take advantage of the opportunities offered by
big data and artificial intelligence, and
to meet the needs of your ageing population.”
He finished his statement by citing
three challenges for the next 12 months.
First, the burning challenge of reducing neonatal mortality, which he said
Iran has rightly identified this as a key
priority.
No community, nation or region can
thrive when it loses so many of its next
generation. “I urge you all to act on the
recommendations of the implementation
framework with a sense of urgency.”
The second challenge he cited was
strengthening the health workforce: “A
country can have the best hospitals, the
most modern equipment and shelves full
of medicines, but without skilled health
workers, it does not have a health system.”
Investing in health workers is not a
cost, it’s an investment that pays a triple
dividend for health, gender equality and
economic growth.
The third challenge he mentioned
was forging ahead, even in the midst of
crisis: “Our commitment to health for all
is not a commitment only for times of
peace and stability. It’s a commitment for

Iran is rightly recognized
for its approach to
primary health care
all times, and all circumstances. In fact,
it’s a commitment that is even more important in situations of conflict and other
humanitarian crisis. It’s a commitment to
defend the right to health, and to serve the
vulnerable.”
Health in IRI ‘Vision 2025’
In addition to high-level commitment from policymakers and authorities,
Iran’s legal system and national policy
framework support action on SDH and
provide many opportunities for tackling
determinants at national, provincial, district, and local levels. The IRI ‘Vision
2025’, the fourth national development
plan and various articles of the national
constitution are aligned with an SDH approach. The country’s Supreme Leader
and current president support the concepts of SDH and equity and publicly
announced this support during the fourth
CSDH meeting, held in Iran in January
2006.
The Ministry of Health and Medical Education (MoHME) functioned as
the focal point for SDH work in Iran and
collaborated with WHO through the SDH
secretariat, under the supervision of the
deputy minister of health. The secretariat
coordinated with the other departments
of MoHME, related sectors, civil society
organizations and partners in order to integrate SDH in their plans and action. As
well, a multidisciplinary team was established to accelerate SDH processes.
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ACTIVITIES
In pursuit of this vision mentioned
before, Iran conducted or supported a
wide range of activities related to SDH
implementation:
Hosted 4th CSDH Commissioners
meeting in Tehran (January 2006);
Conducted informational and consultative meetings for different ministries, MoHME departments and civil
society organizations;
Conducted bi-monthly meetings for
technical subcommittee;
Hosted WHO missions to develop
situation analysis and policy documents;
Produced in-depth assessments of
SDH and health inequities in Iran;
Contributed to situation analysis of
SDH in Iran by WHO missions;
Included SDH in the communitybased initiative (CBI) training of programme managers and community
representatives;
Trained students of public health on
SDH topics;
Conducted trainings on SDH
for municipal health staff; Ministry of Welfare and Social Security
(MOWSS); State Welfare Organization (SWO); and civil society organizations, including Imam Khomeini
Relief Foundation (IKRF); and
Organized consultative meetings with health program managers,
MOWSS, Municipality, SWO, and
others to put SDH on their agenda.
These actions created an environment in the country in which the SDH
concept was understood and accepted by
health partners and multi-sectoral allies.
Many were interested in incorporating an
SDH approach into their plans and actions.
However, the Islamic Republic of
Iran mentioned that many efforts remained substantially tied to individuals,
and more work was required to develop
sound mechanisms and processes for
integrated joint actions. That may only
be possible if a comprehensive situation
analysis clarifies linkages between the
work of related sectors and the health
sector, and identifies appropriate roles
and responsibilities, along with a set of
evidence-based policies that can be pursued collaboratively by different sectors
and allies.		
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