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Iran’s Mining Projects   Open to Foreign Investors  

IMIDRO Exclusive



BIM Wins Golden 
Plate for Top 

Banking Management 

The plate was awarded to BIM during a 
ceremony held at the IRIB Conference 
Center under the title of the “conference 

of the most reliable Iranian companies and 
organizations” (MITEC 2015).

Bank of Industry and Mine has received 
the award based on such criteria as attracting 
confidence of costumers through offering 
specialized services, providing quick services, 
presenting new banking services projects 
and methods and offering higher amounts of 
facilities and financial and credit support.



IRAN
A Window, A River, A Heart

Iran International joined 
the world in celebrating the 
birth of a new millennium. 
Every creature has a way 
of cherishing an auspicious 
occasion, and we did it our 
own way. The result became 
a window for shedding light 
and delight, a river for nature 
to capture, and a heart for 
love from above; IRAN: A        
Window, A River, A Heart. 

With only a brief look at 
our land, Iran International 
Millennium Issue turned into 
a country book in 340 pages. 
The book’s three chapters: A 
Window, A River, A Heart; 
respectively correspond to 
the world’s mostly valued el-
ements: Technology, Nature, 
Humankind.

The vision behind produc-
tion of IRAN: A Window, A 

River, A Heart transcends the 
boundaries on land and time. 
The book opens by Globaliza-
tion without Domination and 
closes with An Idea Material-
ized. It covers Iran in a wide 
variety of topics ranging from 
architecture, industry and 
professions to nature, people 
and arts. 

Combining a collection of 
finest pictures with English 

verse, IRAN: A Window, A 
River, A Heart is meant to 
offer a new image of the new 
Iran. It is an honest attempt 
which aims to avoid overstate-
ments and understatements.

IRAN: A Window, A River, A 
Heart is solely distributed by            

Iran International Office. 
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M orteza Tale’ received his Ph.D. 
in development management 
from Geneva University in 

Switzerland and after years of represent-
ing Iran in the UNESCO, is now serving 
as the deputy director of the Cultural 
Heritage, Handicrafts and Tourism Orga-
nization (ICHTO). He has been in charge 
of tourism cooperation of Iran and Japan 
since 1998 and has managed to connect 

Also, the first Iran-Japan tourism coop-
eration conference was held in Tehran in 
Persian and Japanese languages in 1999.

Considering his acquaintance with 
Japan, Tale’ is now heading a project 
funded by Iran’s Research Institute for 
Cultural Heritage and Tourism (RICHT) 
that concentrates on the role of Japanese 
culture in the development of the country. 
He believes using Japan’s experiences 

can be greatly useful in our country’s de-
velopment; Japan is a country where cul-
tural development has served as the basis 
for its development. 

Japan is a country with no natu-
ral resources such as gas and oil; yet 
the Japanese have a per capita income 
of 38000 dollars, that is 15 times more 
than that of Iranians. What procedures 
have they gone through to reach this 
level of development?

Japanese culture has served as one 
of the most important factors in develop-
ment of the country. There are two com-
mon religions of Shinto and Buddhism 
in this country and most Japanese people 
believe in both of them. Shinto, the main 
religion of the Japanese, has been repeat-
edly subject to attacks by three different 
cultures from three countries: Confucius 
in China, Buddha in India and the West-
ern culture. However, preserving their 

cultural values, the Japanese people have 
managed to change these aggressions to 
interaction and intertwined the best val-
ues in other cultures with their own cul-
ture. That is why although Japan is con-
sidered a super modern country today, 
traditions and customs have strong roots 
in the beliefs of its people and many still 
wear their traditional garment called Ki-
mono in their formal ceremonies, eat and 
sleep on the floor in their traditional hous-
es with wooden sliding doors. 

Discover 
Tomorrow
some of Iran’s tourist agencies with big 
tour operators in Japan such as JTB and 
Asahi Tour.

This has resulted in increasing the 
number of Japanese tourists traveling to 
Iran from 700 in 1999 to more than 10,000 
in 2001. Over this period, 70 scholar-
ships were granted to Iranian managers 
and experts by the International Tourism 
Development Institute of Japan (ITDIJ). 

Japanese culture has 
served as one of the 

most important factors 
in development of the 

country. There are two 
common religions of 

Shinto and Buddhism in 
this country and most 

Japanese people believe 
in both of them. Why Japan Was Developed 

But Iran Was Not?

S p e c i a l  R e p o r t
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What did the Japanese do to pre-
vent postponement of their develop-
ment process; considering the fact that 
Japan launched its reform simultane-
ous with Iran? 

We would better start with the his-
tory of development in Japan. The first 
era of the country’s development was 
launched in 6552 AD and lasted until 
1603. In this era, under the influence of 
countries like China and Korea, Japan 
gets acquainted with civilization. Also, 
the country’s culture is softened under 
the impact of religion which results in 
creation of historical, artistic and literary 
masterpieces.

The second era was the feudal era 
during which Japan had tranquility and 
peace. In this era, which lasted from 1603 
to 1868, Japan was ruled by Tokugawa 
Shoguns (the shoguns of the Tokugawa 
clan); it cuts off relations with its neigh-
bors; its agriculture grows and its philos-
ophy and art reaches its zenith.

The third era, also known as the new 
era of Japan, starts with the arrival of the 

The fourth era that has lasted up to 
now starts with the cessation of World 
War II. At this time, Japan that has been 
defeated in the war and plunged in deso-
lation puts an important goal at the top 
of its programs: acquiring knowledge; a 
knowledge that should serve as the main 
source and replace capital. 

To achieve this goal, the Japanese 
attached the highest importance in their 
lives to permanently looking for knowl-
edge and acquiring it. In this way, Japan 
managed to take the first steps towards 
the information world which is consid-
ered the substitute for industrial world.

How can a country that is buried 
under problems like economic hard-
ship, famine, poverty-related mortal-
ity, come out of the debris and rise to 
the highest level of development?

What changed the devastated image 
of Japan to an economically powerful 
Japan today is a process some call ‘eco-
nomic miracle’; a miracle that countries 
like us can take great lessons from. 

The truth is that the gradual creation 
of a culture based on hard work and de-
velopment enabled Japanese managers 
and policy makers to properly manage 
their human, monetary and material re-
sources and simultaneously make proper 
decisions at the time of crisis and use the 
opportunities. At the same time, they cre-
ate the necessary structure and institu-
tional frameworks for development. They 
knew that culture could both trigger and 
block development. Therefore, as long 
as the necessary cultural atmosphere and 
deep insight for economic development 
do not exist among the productive forces 
and political and economic leaders of a 
society, blueprints made for moderniza-
tion would never come true. Economic 
and political leaders are in fact the main 
promoters of the economic culture of the 
society. So if they do their best for their 
country’s development and prosperity, 
people would follow and support them. 

However, if this group of culture 
promoters -- who are being watched 
and followed by people in the society -- 

makes a mistake, they will mislead the 
economic society.

Japanese managers and politicians 
have come to realize that culture must 
be taught in practice and thus have been 
educating their next generation of work 
force and managers in the same way. In 
Japan, any mistake in the system results 
in severe punishment and the wrongdoer 
feels so much shame that in some cases 
he may commit suicide.

As an example of countries whose 
modernization plans are confined to blue-
prints, we can refer to those who export 
raw materials such as oil. 

Most of these countries focus their 
economic thinking on mechanisms for 
exporting their country’s capitals to in-
ternational markets -- or in other words 
depleting them-- and even compete with 
one another on giving away their God-
given natural resources. They have given 

up efforts aimed at moving towards a 
cultural revolution and production-based 
economic culture. 

They have based their process of 
development on false welfare policies that 
lack a broader outlook towards the future. 
Also, instead of adapting themselves with 
domestic production potentials, they have 
formulated their domestic consumption 
models on the basis of productions of the 
West and East and assume that it is the 
West that relies on their resources while 
they’re too blind to see that the greed for 
consumption cannot serve as a motive 
for development. The Japanese have 
protected their genuine culture against 
Western culture through their strong 
nationalistic beliefs. The Japanese have 
managed deliberately and purposively to 
use science and technology for the sake 
of their nation’s progress and dignity. 
While feeling strong national solidarity 

As long as the necessary 
cultural atmosphere and 
deep insight for economic 
development do not exist 

among the productive 
forces and political and 
economic leaders of a 

society, blueprints made 
for modernization would 

never come true.

United States naval fleet. In this era, exter-
nal and internal factors lead Japan towards 
business, industry and looking for foreign 
markets. Under these circumstances, Ja-
pan wages war with other countries to 
expand its territories, imitates Western 
imperialistic approaches and procedures 
thus threatening global peace. This coin-
cided with the World War II.

S p e c i a l  R e p o r t
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and depending on their own abilities, 
they reject tolerance of any foreign 
domination. The Japanese have been able 
to make a choice among all the Western 
movements, with intellectual flexibility 
and embracing new sciences.

Have there been any other factors 
involved in their progress besides their 
tendency towards acquiring informa-
tion and science?

It is taken for granted that although 
science is a major factor in progress and 
development of a nation, undoubtedly it 
is not the only one. Progress and devel-
opment rely on numerous factors such as 
work, system, ethics, religion and knowl-
edge. Factors like work and system, while 
have roots in morality and ethics of peo-
ple, can affect ethics in the long run. 

Study of reasons behind consider-
able growth of Japan in management, 
economic development and industrial 
progress, indicates the involvement of 

different factors; among which beliefs 
and values forming behavorial motives 
and mass movements of the people at 
organizational and social circles are the 
most important ones. Thus, attention to 
intellectual schools, cultural values and 
beliefs can provide us with a broader per-
ception of Japan’s progress.

What is regarded a relative advan-
tage for Japan in the competitive tech-
nology market today is mainly rules and 
values which have roots in their culture as 
well as what they have learned from intel-
lectual schools of thought such as Shinto, 
Buddhism and Confucianism over time. 

These rules and values - known to-
day as the special characteristics of the 
Japanese people - have blanketed all as-
pects of their lives and been obvious in 
their working relations and economic 
and social conducts. These special char-
acteristics have also formed the basis of 
Japan’s value system and are considered 
the cause of remarkable progress in their 

state management. Perhaps just a gist of 
the ‘Great Learning’ by the Chinese phi-
losopher Confucius can best prove this. It 
is to be noted that the only field the West 
could not influence much was religion.

Let us look back at the Meiji pe-
riod. Since the Meiji period and Iran’s 
constitutional revolution were almost 
simultaneous, this question comes up: 
What did the Meiji leaders do in Japan 
that laid the foundation of develop-
ment in that country?

The Meiji period lasted from 1868 to 
1912. The main motto of this era was the 
restoration of the emperor’s power. This 
era was very successful in eradication of 
feudalism and in becoming industrial-
ized. The emperor, Tenno was 14 years 
old and did not have much influence on 
modernization. In fact, he gained his po-
litical legitimacy from the imperial seal of 
the empire. In Japan, a family that was of 
Samurai origin or claimed so could inherit 
the power to rule over the country. In fact, 
the Samurais were creditable members of 
the society and were ready for leadership 
positions. In 1868, two Samurai tribes 
reached agreement on changing the name 
of the capital from Edo to Tokyo. With 

the coming to power of Meiji, power was 
once again restored to the emperor and 
a Five Charter Oath was signed. Its five 
provisions consisted of: 

1) Establishment of deliberative as-
semblies; 

2) Involvement of all classes in car-
rying out state affairs; 

3) Revocation of sumptuary laws 
and class restrictions on employment; 

4) Replacement of “evil customs” 
with the “just laws of nature”; 

5) An international search for 
knowledge to strengthen the foundations 
of imperial rule.

The Meiji government also removed 
the horizontal and vertical obstacles on 
the way of modernization. In removing 
horizontal obstacles, the first step was the 
urgent policy of centralization; setting up 
of a powerful institution for the govern-
ment in Tokyo so that all governmental 
units were managed under a single central 
government.

In removing vertical obstacles, the 
government decided to build a nation out 
of all the talented men in the society; men 
who above all considered themselves 
Japanese, then considered themselves 
servants of the empire for the honor and 

prosperity of the country and nation. 
To achieve these goals, the government 
launched on some political reforms such 
as making elementary education and mil-
itary services compulsory. 

As a major move, the Meiji govern-
ment managed to establish a culture of 
development which was carried out by 
several means: more attention to culture 
and thinking; development of commu-
nication infrastructure; promotion of the 
culture of evolution and education; pro-
motion of law-making and law-abiding 
culture both among the nobles and com-
mon people; promotion of the culture of 
participation and cooperation in order to 

remove limitations and obstacles; estab-
lishing communication infrastructure; 
and introducing major changes. The gov-
ernment was a pioneer in establishment 
of infrastructural industries and provided 
suitable grounds for the presence of the 
private sector. Any involvement of the 
private sector in the development of the 
selected and strategic key industries was 
backed up by financial and technical sup-
ports of the government.

The government had also launched 
a vast information network which was at 
the disposal of the public and private sec-
tors involved in national development.

Was it at this very same time that 
Western thoughts such as democracy 
found their way to Japan?

Many Western works were brought 
to Japan after the Meiji revolution that 
resulted in the establishment of political 
parties.

After the establishment of the Lib-
eral Party, which was supported by vil-
lagers and the Progressive Party which 
had the backing of the urban elites, the 
government also founded its own party, 
the high government party.

Since the government assumed the 

Japanese managers and 
politicians have come to 
realize that culture must 
be taught in practice and 
thus have been educating 
their next generation of 

work force and managers 
in the same way. 

S p e c i a l  R e p o r t
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liberal and progressive parties to be its op-
ponents, it introduced the press law. This 
law was aimed at imposing censorship on 
books and newspapers and restriction on 
the press, most of which were affiliated 
to political parties. Therefore, the parties 
appeared to be opponents of the govern-
ment. In fact, the arena of political power 
was where the government and its oppo-
nents were at the loggerheads. While the 
government wanted to monopolize the 
political power, the opposition called for 
political participation. 

The opposition parties referred to 
the participation of people in the par-
liament through elections as one of the 
reasons behind the power of Western 
governments. The government leaders, 
however, assumed that it took a long time 
for the Western countries to reach politi-
cal maturity. In1912, the Meiji govern-
ment collapsed and Japan entered the era 
of democracy under party-ruled govern-
ments. This went on until the military 
took power in Japan.

Except for the period under the 
military rule, the Japanese did not 
adopt a harsh approach towards the 
Western culture. How did they man-
age to intertwine the Western culture 
in theirs?

During the Meiji period, the Japa-

nese political elite came to realize that 
instead of entirely rejecting the Western 
civilization, they should adopt its best as-
pects and set their strong and beneficial 
points as a model and use them. 

The Japanese finally mastered a 
stable culture of development. What 
were the foundations of this culture, 
especially from the viewpoint of its rul-
ers and managers?

The culture of development in the 
Japanese management mindset com-
prised nine indicators:

1. Attention to collective wisdom
2. Implementation of organizational 

orderliness
3. Cutting down on costs
4. Producing goods better than the 

ones available in the market so that they 
could be sold at lower prices

5. Prolonged working hours
6. Cutbacks in all areas

7. Financing the organization in in-
novative yet just ways and treating the 
employees as family members

8. Speediness in work
9. Proper publicity, thinking in the 

broad business framework and not just 
one’s own limited responsibility.

One of the abnormalities in the 
Iranian society is law evasion. How 
does developed Japan respect and obey 
the law and what are the reasons be-
hind the difference?

One of the major conditions for 
growth and development in comparative 
review of development trend in both Ja-
pan and Iran is law abidance.  In Japan, 
everyone is equal in the eyes of the law 
and all must respect it.

Japanese philosopher Yukichi Fu-
kuzawa says: Once a soldier becomes a 
commander everyone should respect his 
command and should not disobey him 
under the excuse that he was once a sol-
dier. Therefore, everyone in Japan not 
only respects the law and the existing le-
gal frameworks but values them like their 
honor and dignity. In our country, how-
ever, law evasion is a historical phenom-
enon and it is the governments who are to 
blame not the people.  

Source: Etemaad Daily

The Japanese have 
protected their genuine 
culture against Western 

culture through 
their strong 

nationalistic beliefs.

The ‘national competitiveness’ 
report is among annual reports 
drawn and presented at the World 

Economic Forum.
The competitiveness index is con-

sidered as a complete and comprehensive 
tool to assess pillars of national com-
petitiveness in the economy of the world 
countries. According to the report, the 
economies of countries are divided into 
five categories based on competitiveness 
status and economic development: factor-
driven economy, economy in transition 
from factor-driven stage to efficiency-
driven stage, efficiency-driven economy, 
economy in transition from efficiency-
driven stage to innovation-driven stage, 
and innovation-driven economy.

Based on this division, our country 
is in the group of economies in transition 
from factor-driven stage to efficiency-
driven stage and the evidence here is the 
movement from an economy relying on 
revenues obtained from selling oil, gas 
and other underground reserves towards 
developing downstream industries.

There is no doubt that the best path 
towards development of underground 
downstream industries – with oil and gas 
standing at the top - is the petrochemical 
industry that is placed in the investment 
related to the transition period from fac-
tor-driven economy and with the added 
values it creates it can play an important 
role in the innovation-driven economy. 

With regard to the massive invest-

ment made during the Third Economic 
Development Plan in this area and the 
growth and prosperity it brought about, 
today petrochemicals have turned into 
the axis for non-oil exports. However, 
protecting downstream petrochemical 
industries due to creation of more value 
added and higher employment as well as 
stronger presence of the private sector is 
a necessity which has received little at-
tention so far.

In the field of production of petro-
chemical and chemical substances with 
high value added, sustainable job oppor-
tunities and entrepreneurship can be cre-
ated through systematic development of 
downstream petrochemical and chemical 
industries within the framework of indus-
trial petrochemical and chemical parks 

Development of Downstream 
Petrochemical Industries

Dr. Pedram Soltani
Vice President of Iran Chamber of Commerce

and establishment of small and medium-
size knowledge-based innovation-driven 
petrochemical agencies and production 
of new products. 

On the other hand, through updated 
and productive management, production 
costs could be lowered and ultimately 
maximum value added from the raw pet-
rochemical substances obtained. Thereby, 
Iran can turn into one of the major pro-
ducers of downstream petrochemical 
products in the world.

To this end, the government should 
point its underlying activities in the ba-
sic industries sector towards downstream 
industries and allocate privileges-- that 
have so far been directed more towards 
basic petrochemical units-- to the down-
stream investors. 

Currently, export of basic petro-
chemical products constitutes 25% of 
non-oil exports. With regard to the new 
areas projected for the establishment of 
new petrochemical hubs in the country, 
which enjoy the required capacity for the 
establishment of such industries, produc-
tion of petrochemicals can be increased to 
100 million tons by the end of the Vision 
Plan (Iran 2025), that is to say the next 
10 years. Therefore, if downstream pet-
rochemical industries can be developed 
through coherent planning, export of ba-
sic and downstream petrochemicals in the 
roadmap (Iran 2025) can be equal to that 
of the crude oil and thus reliance on crude 
oil could be reduced.  

With regard to the 
massive investment 

made during the Third 
Economic Development 
Plan in this area and the 
growth and prosperity 
it brought about, today 

petrochemicals have 
turned into the axis for 

non-oil exports.

S p e c i a l  R e p o r t P e t r o c h e m i c a l
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Iran and the P5+1 group of world 
powers adopted a joint statement af-
ter marathon talks in the Swiss city 

of Lausanne calling, among other things, 
for the removal of UNSC resolutions and 
sanctions against the Islamic Republic.

The statement was read out in a joint 
press conference in the Swiss city by the 
EU high representative, Federica Mogh-
erini, and Iran’s Foreign Minister Mo-
hammad Javad Zarif (April 2, 2015).

In the framework of the agreement, 
none of Iran’s nuclear facilities as well as 
the previous activities will be stopped, 
shut down or suspended and Iran’s nu-
clear activities in all its nuclear facilities 
including Natanz, Fordow, Isfahan and 
Arak will continue.

These comprehensive solutions will 
guarantee the continued enrichment pro-
gram inside the Iranian territory and ac-
cording to this, Iran will be allowed to go 
on with industrial production of nuclear 
fuel which is meant for running its nucle-
ar power plants.

According to the solutions, the Joint 
Comprehensive Plan of Action (JCPOA) 
for enrichment program will cover a 
10-year period, during which more than 
5,000 centrifuge machines will continue 
producing enriched material at Natanz fa-
cility up to the 3.67-percent level. Extra 
machines and the related infrastructure in 
the facility will be collected by the Inter-
national Atomic Energy Agency (IAEA) 
in order to be replaced by new machines 
consistent with the allowed standards. 
Accordingly, Iran will be allowed to al-

locate the current stockpile of enriched 
materials for the purpose of producing 
nuclear fuel or swapping it with uranium 
in the international markets.

Iran will continue research and 
development program on advanced 
centrifuge machines and will be also able 
to keep initiating and completing its R & 
D program on IR-4, IR-5, IR-6 and IR-8 
machines in the 10-year period of the 
agreement.

Fordow Facility: According to the joint 
statement, Fordow nuclear facility will be 
turned into a research center for nuclear 
science and physics. More than 1,000 cen-
trifuges will be maintained at this facil-
ity and two centrifuge cascades will keep 
operating. In cooperation with the P5+1 
countries, about half of the Fordow facil-
ity will be dedicated to advanced nuclear 
research and production of stable isotopes 
which have important applications in in-
dustry, agriculture and medicine.  

Arak Heavy Water Reactor: Accord-
ing to the statement, the heavy water re-
actor in the Iranian city of Arak will re-
main in place but will be redesigned and 
updated. The redesigning process will 
greatly increase efficiency of the reactor 
while reducing the amount of plutonium 
produced in the facility. The redesigning 
process will be done according to defined 
scheduled as an international project with 
cooperation of Iran. Production of fuel 
for Arak reactor and awarding interna-
tional nuclear fuel production certificate 

will be among international cooperation 
to be offered to Iran.

Additional Protocol: Iran will imple-
ment the Additional Protocol tempo-
rarily and voluntarily in line with its 
confidence-building measures and after 
that the protocol will be ratified in a time 
frame by the Iranian government and par-
liament (Majlis).

Removal of Sanctions: Following the 
implementation of the JCPOA, all the 
UN Security Council sanctions as well as 
all economic and financial embargoes by 
the US and the European Union, includ-

ing bans on banks, insurance, investment, 
and all other related services in different 
fields, including petrochemical, oil, gas 
and automobile industries will be lifted. 
Besides, all nuclear-related sanctions 
against real and legal entities, state and 
private organizations and institutions, in-
cluding those sanctions imposed against 
the Central Bank of Iran, other financial 
and banking institutions, SWIFT system, 
and the country’s shipping and aviation 
sectors, and Iran’s tanker company will 
be immediately lifted all at once. More-
over, the P5+1 countries are committed to 
avoid imposing any new nuclear-related 
sanctions against Iran.

Hist oric 
De al

Rouhani: Iran Will 
Honor Commitments

Obama: It Is a Good Deal

C o v e r  S t o r y
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International Cooperation: Iran’s inter-
national nuclear cooperation, including 
with the member states of the P5+1 will 
be possible and promoted in the fields of 
building nuclear power plants, research 
reactors, nuclear fusion, stable isotopes, 
nuclear safety, nuclear medicine and ag-
riculture. According to the Joint Com-
prehensive Plan of Action, Iran will be 
provided with access to global market as 
well as international trade, finance, tech-
nical knowledge and energy.

Schedule for Implementing JCPOA: 
At the end of these negotiations, the two 
sides will start drafting the JCPOA in the 
near future to meet the July 1 deadline. 
Once the text is finalized, the JCPOA will 
be adopted as a UN Security Council res-
olution. For the JCPOA to be binding for 
all UN member states, the resolution will 
be adopted under the Article 41 of Chap-
ter Seven of the UN Charter to be able to 
render previous resolutions against Iran 
null and void.

The parties to the JCPOA will, af-
ter the adoption of the Security Council 
resolution, need a period of preparation 
time to implement the JCPOA. Once the 
preparation period is over, and simultane-
ous with the start of the implementation 
of nuclear measures by Iran on a desig-
nated date the lifting of all sanctions will 
automatically go into action.

Within the framework of the solu-
tions reached, the necessary mechanism 
has been envisaged for the mutual revers-
ibility of the commitments included in the 
JCPOA in case of a failure to meet obli-
gations by each party.

The joint statement released at the 
end of eight days of intensive negotia-
tions in Lausanne on Thursday is a sign 
that Iran and its negotiating partners have 
come to a mutual understanding over 
Iran’s nuclear program.

Representatives of Iran and the P5+1 
group of countries -- the United States, 
Britain, China, France and Russia plus 
Germany – along with senior officials of 
the European Union have held talks over 
the past years to narrow the existing dif-
ferences on Tehran’s nuclear activities.

Obama Hails ‘Historic Understanding’ 
with Iran: US President Barack Obama 
praised the P5+1 for reaching an “historic 
understanding” with Iran over its nuclear 
energy program.

Obama hailed the “historic under-

standing” with Iran, saying that it paves the 
way for a final agreement in three months. 
The two sides have set July 1 as the final 
deadline for a comprehensive deal.

“Today, after many months of tough, 
principled diplomacy, we have achieved 
the framework for that deal. And it is a 
good deal,” Obama said in a statement 
made from the Rose Garden of the White 
House.

He confirmed that Iran has so far 
met all of its obligations, adding that the 
mutual understanding is based on “un-

precedented verification”.
The US president said he is “con-

vinced” that, if the framework under-
standing leads to a final agreement, “it 
will make our country, our allies, and our 
world safer.”

“It is a good deal, a deal that meets 
our core objectives,” he said.

“This has been a long time coming. 
The Islamic Republic of Iran has been ad-
vancing its nuclear program for decades,” 
he said.

The US president further ensured 
the critics including Israeli Prime Minis-
ter Benjamin Netanyahu that a diplomatic 
solution with Iran is the best option.  

“A diplomatic solution is the best 
way to get this done, and offers a more 
comprehensive and lasting solution. It is 
our best option by far,” he said.

Obama also warned the US Con-
gress against taking any action that could 
upend work toward a final deal, noting 
that in that case the United States would 
be the party that will be blamed for the 
failure of the talks.

“If Congress kills this deal not based 
on expert analysis and without offering 

any reasonable alternative, then it’s the 
United States that will be blamed for the 
failure of diplomacy, international unity 
will collapse and the path to conflict will 
widen,” Obama said.

Israel Angered: The outcome of mara-
thon talks between Iran and global pow-
ers has angered the Israeli regime with 
warmongers in Tel Aviv calling it a his-
toric mistake and a dangerous step.

Israeli Prime Minister Benjamin Ne-
tanyahu on Friday voiced his opposition 
to the mutual understanding reached be-
tween Iran and P5+1 states, claiming that 
the framework agreement seriously en-
dangers the very existence of the regime 
in Tel Aviv.

A final deal “based on this frame-
work would threaten the survival of Isra-
el,” Mark Regev, a spokesman for Netan-
yahu, quoted the Israeli premier as telling 
US President Barack Obama in a phone 
conversation.

During the phone call, Netanyahu 
rehashed his aggressive rhetoric against 
Iran’s peaceful nuclear activities, claim-
ing that the framework agreement “would 

increase the risks of nuclear proliferation 
and the risks of a horrific war.”

Obama, however, rejected the 
claims, telling him that the mutual un-
derstanding represented a “significant 
progress towards a lasting, comprehen-
sive solution” on Iran’s nuclear program, 
according to statement by White House. 

Rouhani: Iran to Honors Promises: 
Iran’s President Hassan Rouhani says the 
Islamic Republic will observe its obli-
gations as per the recent joint statement 
agreed upon with the P5+1 countries in 

Switzerland, provided that the other side 
abides by its obligations as well.

“The world should know that we 
are not deceptive and are not liars and 
any promises we give will be within the 
framework of our national interests and 
we will live up to our promises provided 
that the opposite side abides by its prom-
ises as well,” Rouhani said in a televised 
address to the Iranian nation in the capi-
tal, Tehran.

He added that if some day the P5+1 
countries decided to choose a new path, 
the way would be open to the Iranian na-
tion to make a proportionate decision as 
well. The Iranian president said the nu-
clear negotiations are the first step toward 
“constructive interaction” with the world.

“We will have interaction will all 
those countries that want to respect the 
Iranian nation and work with the people 
of Iran within the framework of mutual 
interests,” he pointed out.

 “I explicitly announce that enrich-
ment and all our nuclear technology only 
aims to develop Iran. Enrichment and 
[nuclear] technology will not be against 
any countries in the region and across the 
world,” the Iranian president said.

Kerry: Window of Possibility Has 
Opened: US Secretary of State John Ker-
ry said the mutual understanding reached 
in Switzerland between Iran and the P5+1 
is a window for a potentially historic final 
agreement.

“What we did was open a window to 
a possibility,” Kerry said in an interview 
with ABC News, adding that the unclear 
understanding with Iran paves the way 
for a final agreement but everything could 
still fall apart if the two sides would not 
be able to hammer out the specifics by the 
end of June.  

He denounced Republican and Is-
raeli opponents of the Iran deal as the 
people who “don’t have an alternative.”

Kerry also warned the Republican-
dominated Congress against taking any 
action that could upend work toward a 
final deal.

“I think it would be very irrespon-
sible to make politics trump facts, science 
and the realities of what is possible here,” 
Kerry said of the potential sanctions Re-
publicans have vowed to impose against 
Iran to sabotage the final agreement.

“New sanctions now would clearly 
be unnecessary given what we’ve been 
able to achieve,” Kerry said. 

Obama hailed the 
“historic understanding” 

with Iran, saying that 
it paves the way for 
a final agreement in 

three months. The two 
sides have set July 1 as 
the final deadline for a 

comprehensive deal.

 “I explicitly announce 
that enrichment and all 
our nuclear technology 

only aims to develop Iran. 
Enrichment and [nuclear] 

technology will not be 
against any countries in 
the region and across the 

world,” Rouhani said.
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F ive Nobel Prize win-
ners discuss what they 
each see as the big-

gest problem facing the global 
economy of the future:

Global Warming

the wrong story and you get 
yourself into trouble. Ameri-
can linguist-anthropologist-
hobbyist Benjamin Lee Whorf 
documented this phenomenon 
in the 1920s. In his day job 
as a fire-prevention engineer 
he noticed a large number of 
fires occurred at gas stations. 
Putting his linguistics to work, 
Whorf discovered that the 
workers who handled the gas-
oline drums then used to trans-
port gasoline chose to light up 
for a smoke around barrels 
they “knew” were “empty.”

A similar bit of linguis-
tics is now getting the world 
into a great deal of trouble. 
Every few years the world’s 
leaders gather in grand con-
clave: Rio de Janeiro, Kyoto, 
Johannesburg, Copenhagen. 

als, on the one hand, and their 
governments, on the other, to 
take action today.

One simple story is both 
compelling and true. The 
Earth’s atmosphere acts like a 
protective blanket around us. 
This blanket allows the energy 
from the sun to penetrate, so 
the sun warms the Earth, and 
then the atmosphere benignly 
slows the rate at which that 
warmth radiates out.

Collectively we humans 
have a baby: the Earth. Year 
by year, inexorably, the at-
mosphere-blanket around our 
baby is getting heavier and 
heavier and heavier. Even a 
short road trip of 50 miles 
each way, using five gallons 
of gasoline, adds 100 pounds 
of carbon dioxide to the at-

mosphere. Through such in-
nocent activities, the average 
U.S. family, for example, thus 
adds 1,800 pounds a week to 
Earth’s blanket. Add up all the 
families around the world, and 
with a dollop of science on top 
of our intuitive understand-
ing about babies and blankets, 
and it’s easy to see that the 
world is, in all likelihood, get-
ting warmer and warmer and 
warmer.

Any parent would rush 
to rescue a baby in such cir-
cumstances. But the stories 
we tell ourselves about global 
warming are too cold and too 
cautious. We read the proc-
lamations of the Intergov-
ernmental Panel on Climate 
Change. We defer to the con-
clusions of “scientists.” The 
scientists have spoken, with 
all but unanimous voice and 
often with great passion and 
force, but the professional dis-
passion of science muffles the 
message. I remember sitting 
next to a famous astronomer 
at a dinner some 20 years ago. 
Not knowing what to say to an 
astronomer, I brought up cli-
mate change. “We do not yet 
have confirmation that there is 
global warming due to anthro-
pogenic climate change,” he 
told me.

That statement was cor-
rect in science-speak, appro-
priately wrapped as it was in 
his degree of doubt. But for 
the purposes of public policy, 
given the high probability of 
man-made global warming, 
such caution is foolhardy. Par-
ents don’t take a baby’s tem-
perature to decide whether the 
room is too warm; likewise, 
for global warming we need a 
story that spurs us to do what 
is necessary.

We need such a rhetoric 
not just for ourselves but so 
our governments will have 
the legitimacy and the will 
they need to take action. The 
economics of global warming 
is as well understood as any 
economic problem could be. 

The best way to fight it (but 
not without considerable ex-
pense) is to place a uniform 
tax on carbon emissions; that 
tax should escalate until emis-
sions fall to desirable levels. 
Optimal policy also calls for 
subsidization of research and 
development into ways to re-
duce emissions.

But global warming is 
a global problem and emis-
sions come from everywhere, 
so taxes and subsidies must 
be global. Each country must 
view it as its duty to come run-
ning. We need to enter into a 
global alliance in which “we” 
are all in this globally togeth-
er. We must tell ourselves that 
we all need to pull together. 
We must pull as hard as we 
can, whatever the others do. 
Why? Because the Earth is our 
beautiful baby.

There are thus two in-
convenient truths. The first 
is global warming itself. The 
second is that we aren’t yet 
telling ourselves the stories 
that compel us to combat it. 

Increasing 
Demand

Midway into the sec-
ond decade of the 21st 

century, the biggest problem 
facing the world economy—
or at least its relatively rich 

countries—is a problem many 
economists never thought 
we’d see. For the first time 
since the 1930s, the world 
appears to be suffering from 
a persistent lack of adequate 
demand; people just aren’t 
spending enough to make use 
of the productive capacity 

we have. This was supposed 
to be a solved problem, one 
that may have bedeviled our 
grandfathers but wasn’t going 
to come back. But it did, and 
answers remain elusive.

Let me offer some crude 
summary numbers. If we 
take the IMF’s “advanced 
economies” aggregate from 
its World Economic Outlook 
(WEO) database, we find that 
the combined real GDP of 
these economies grew 18 per-
cent between 2000 and 2007. 
Projections made at the time 
called for a continuation of 
growth at similar rates over 
the medium term. In fact, 
however, it now appears that 
the advanced economies will 
have grown only about 6 per-
cent between 2007 and 2014, 
implying a 10 percent short-
fall relative to what we used to 
think was the trend.

True, it’s widely argued 
that the actual amount of 
economic slack is much less 
than this; the WEO database 
estimate of the current output 
gap for the advanced economy 
aggregate is only 2.2 percent. 
But it would be very wrong to 
take a low estimate of the out-
put gap as a sign that policy 
isn’t failing that badly, after 
all, for two reasons.

First, we don’t really 
know how far below capac-
ity we are operating. Are the 

Looming Ahead

People think in terms of 
stories (or narratives). Tell 

There are thus 
two inconvenient 
truths. The first 

is global warming 
itself. The 

second is that we 
aren’t yet telling 

ourselves the 
stories that compel 

us to combat it.

I sometimes joke 
that Europe 

and the United 
States are in 

a competition 
over who can 

respond worse 
to the ongoing 

crisis; Europe is 
currently winning, 
but not by much.

Solemn pronouncements are 
made, but the can of global 
warming action is once again 
kicked down the road. The 
language of global warming 
doesn’t motivate individu-
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large declines in U.S. labor 
force participation or British 
productivity secular—that is, 
long term—or cyclical, the 
result of workers dropping 
out because they don’t see job 
opportunities? Is the stabil-
ity of inflation at a low level 
evidence that the economy is 
operating close to capacity or 
caused by the unwillingness 
of workers to accept wage 
cuts, which makes the Phil-
lips curve—the historically 
inverse relationship between 
rates of unemployment and 
corresponding rates of infla-
tion—flat at low inflation? 
Nobody knows—and it would 
be tragic to accept low output 
and high unemployment as in-
evitable when they might be 
simply reflections of insuffi-
cient demand.

Second, to the extent that 
growth of productive potential 

has in fact dropped as much as 
estimates suggest, this is evi-
dence of powerful long-run ef-
fects of supposedly short-run 
economic troubles: allowing a 
deep global recession to take 
hold seems to have led, over 
time, to a huge deterioration 
in longer-term economic pros-
pects. This in turn implies that 
sustaining adequate demand is 
hugely important, not just for 
the short run, but for the long 
run too.

Either way, then, increas-
ing demand should be an ur-
gent priority. Unfortunately, 
what we have learned since 
2007 is that our economic 
policymaking institutions are 
not at all well suited to coping 
with large, sustained demand 
shortfalls.

During the Great Mod-
eration—as American econo-
mists James Stock and Mark 

Watson called the reduction in 
U.S. macreoeconomic volatil-
ity during the mid-1980s—we 
thought we had macroeco-
nomic policymaking under 
control. Demand management 
was assigned to technocrats 
at independent central banks 
while fiscal policy focused on 
long-run issues. In the face 
of large, sustained shocks, 
however, it turns out that this 
system breaks down. On one 
side, central banks are con-
strained both by the zero lower 
bound—the fact that interest 
rates can’t go negative—and 
by concerns over the size of 
their balance sheets. On the 
other, fiscal policy, far from 
helping, quickly began mak-
ing things worse. It has been 
hobbled both by asymmetry 
between debtors and credi-
tors—the former forced to cut, 
while the latter have no obli-

gation to expand—and by po-
litical infighting. I sometimes 
joke that Europe and the Unit-
ed States are in a competition 
over who can respond worse 
to the ongoing crisis; Europe 
is currently winning, but not 
by much.

It would be nice to be-
lieve that these problems are 
transitory, and maybe they are. 
But the stability of the Great 
Moderation was, we now real-
ize, predicated on both ever-
growing household debt and 
by relatively rapid growth in 
the working-age population, 
neither of which are coming 
back, and there are few signs 
of a policy turnaround.

So inadequate demand is 
still a very big problem, and 
looks likely to remain so for 
a long time to come. We need 
to find a way to deal with this 
situation.  

Secular Stagnation

for the conjunction of technol-
ogy and demand to create jobs 
at the upper and lower ends 
of the skill/wage spectrum 
but not nearly enough in the 
middle.

However I want to pro-
pose an apparently less cos-
mic question, and it is indeed 
a question: Are the affluent 
economies of Europe, Ja-
pan, and North America now 
caught in an episode of so-
called secular stagnation that 
is likely to be more than tran-
sitory? My justification for 
choosing this issue is that, if 
the answer is yes, and if an 
exit from the trap is not found 
promptly, the likelihood of 

secular stagnation is now a 
threat? It comes in two parts. 
The first is the argument, 
most forcefully made by U.S. 
economist Robert Gordon, 
that both population and total 
factor productivity will grow 
more slowly in the future than 
in the halcyon past. The de-
mographic projection is pretty 
secure. The persuasiveness 
of pessimism about total fac-
tor productivity growth—in 
the efficiency of capital and 
labor—rests mainly on the 
belief that the information 
technology wave just cannot 
increase output/welfare as the 
great technological waves of 
the past—internal combus-
tion, electrification, urbaniza-
tion—did in their time. The 
secular stagnation argument 
holds even if this slow-growth 
scenario has a substantial 
probability of coming to pass.

The second part of the ar-
gument follows from the first. 
Population growth (through 
capital “widening”) and tech-
nological progress (through 
the need for novel capacity) 
are the main forces that have 
kept the return on private in-

vestment from falling, despite 
increasing capital intensity 
and diminishing returns. In a 
slow-growth future, saving 
will continue, the rate of re-
turn will fall, and private in-
vestment will weaken.

Moreover, it is argued, 
recent history confirms this 
pessimism. Only bubbles—
dot-coms, housing—have 
been able to generate pros-
perity in recent years, and we 
know that can’t last. Here we 
are, five years after the offi-
cial end of the last recession, 
and neither the United States 
nor Europe—least of all Ja-
pan—has been able to restore 
anything like full utilization. 
This prolonged weakness is at 
least consistent with the idea 
of secular stagnation.

But not entirely. Much 
of the weakness in private de-
mand can be traced directly to 
a shortfall in spending on con-
struction, both residential and 
nonresidential. (This could 
account also for the disap-
pearance of many well-paying 
jobs.) There is no mystery 
about the cause. Those econo-
mies that experienced housing 

The secular 
stagnation 

argument holds 
even if this slow-
growth scenario 
has a substantial 

probability of 
coming to pass.

a successful response to the 
larger problems is very much 
diminished.

The term secular stagna-
tion—which goes back to the 
writings of U.S. economist 
Alvin Hansen in the 1930s—
refers to a persistent tendency 
for a national economy (or 
a group of them) not only to 
grow slowly but more par-
ticularly to find it difficult or 
impossible to use fully its pro-
ductive potential. Back in the 
day, this would have been de-
scribed as a shortage of invest-
ment opportunities yielding a 
rate of return acceptable to 
investors. Today’s more gen-
eral shorthand would say that 
the real rate of interest com-
patible with full utilization is 
negative, and not consistently 
achievable.

What is the evidence that 

bubbles in the precrisis years 
are left with an excess stock 
of houses and a disturbed 
mortgage market. Something 
similar occurred with office 
buildings and other business 
structures.

Nevertheless some mys-
tery remains. In the United 
States, at least, business in-
vestment has recovered only 
partially from the recession, 
although corporate profits 
have been very strong. The 
result, as pointed out in an un-
published paper by Brookings 
Institution Senior Fellows 
Martin Baily and Barry Bos-
worth, is that business saving 
has exceeded business invest-
ment since 2009. The corpo-
rate sector, normally a net bor-
rower, became a net lender to 
the rest of the economy. This 
does smell rather like a reac-
tion to an expected fall in the 
rate of return on investment, 
as the stagnation hypothesis 
suggests.

The prudent conclu-
sion—is prudence fashion-
able?—is that the stagna-
tion hypothesis is not a sure 
thing, but neither is it a long 

There is no chance that 
the world will run out of 

pressing economic problems 
in the next 50 years. Anyone’s 
short list would likely in-
clude dealing with the causes 
and consequences of climate 
change, responding—or fail-
ing to respond—to increas-
ing inequality of income and 
wealth within national econ-
omies and, for the affluent 
economies, altering or adjust-
ing to the apparent tendency 
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shot. Hansen’s worries were 
washed away by World War II 
and the expansion of govern-
ment that followed. We should 
start thinking about the proper 
policy response now.  

Inclusiveness

the distribution of income and 
wealth.

The convergence pro-
cess, if successful, will triple 
the size of the global economy 
in the next 25 to 30 years—by 
a much larger multiple if our 
baseline is the start of the con-
vergence process, 1950, in-
stead of today. Attempting this 
journey without adjusting the 
world’s use of natural resourc-
es will result either in growth 
grinding slowly to a halt or, 
worse, in catastrophic failure 
after an environmental or eco-
logical tipping point. Environ-
mental sustainability is essen-
tial to accommodate the rise of 
the developing world.

All economies rest on 
a foundation of tangible 
and intangible assets. It is 
often possible to sustain 
growth for some time while 
underinvesting and allowing 
these assets to run down or at 
least remain flat, but this cannot 
continue indefinitely. We are 
learning that natural capital 
is an important subclass of 
assets that underpin the global 
economy. Underinvestment 
in natural capital will not 
only diminish the quality of 
growth but will eventually 
undermine it or even push it 

into negative territory. That 
is why the current work on 
measuring natural capital is 
one important step in moving 
toward globally sustainable 
growth patterns.

Second, there are distri-
butional issues. In advanced 
economies, technological 
and global market forces are 
reducing or eliminating an 
expanding array of jobs via 
automation, elimination of the 
middleman, and offshoring in 
evolving global supply chains. 
Because this is happening so 
quickly, labor markets are 
off balance; human capital is 

poorly matched to the shift-
ing demand side of the global 
economy. Accelerating a re-
turn toward equilibrium is a 
high priority for growth and 
fair distribution pretty much 
everywhere. And even if this 
were to occur faster than it is 
now, inequalities would re-
main.

At present, there is no 
consensus about how to deal 
with the various forms of in-
equality that exist. Some be-
lieve we should focus on pov-
erty and let market outcomes 
decide the rest. Others worry 
about absolute losers—unem-
ployed youth for example—
and burden sharing, especially 
after large economic shocks of 
the type recently experienced. 
Still others focus on absolute 
versus relative gains and loss-
es, and emphasize the absolute 
ones. Despite these differenc-
es, most societies, advanced 
and developing, share a desire 
for intergenerational upward 
mobility. Here the trends vary 
across countries and are wor-
risome in many.

If the labor-saving, skill-
biased, and capital-saving 
digital technologies are as 
powerful as many of us be-
lieve, they will dramatically 

increase productivity. It is 
not obvious, at least not in 
high-income countries, that 
the resulting “surplus” should 
be deployed to produce and 
consume ever more goods and 
services. Perhaps it should be 
used to expand leisure. And 
maybe the workweek will—or 
should—become shorter on 
average. If so, we will need 
more comprehensive mea-
sures of welfare than the total 
value of goods and services 
acquired in recordable market 
transactions. This evolution 
won’t work if the employment 
model remains the same, with 
a majority working full time 
in the conventional sense and 
a growing minority unem-
ployed.

Turning to stability and 
international coordination of 
economic policy, it would be 
unfair to characterize this as 
an area of failure. The Gen-
eral Agreement on Tariffs and 
Trade had a material role in 
opening the global economy, 
leveling the playing field, and 
enabling growth in developing 
economies. Governments and 
central banks do cooperate 
in crisis conditions, making 
crucial positive contributions. 
And international financial 
institutions have contributed 
much to poverty reduction and 
economic stability in emerg-
ing economies, and displayed 
flexibility with respect to pol-
icy in light of growing under-
standing of the behavior of the 
global economy and financial 
systems.

But governance reform 
in these institutions is lagging 
the changing relative size and 
influence of major emerging 
economies. That undermines 
credibility and authority and 
hence the ability to coordinate 
policy. Second, particularly in 
the area of finance and mon-
etary policy, spillovers are 
largely neglected by major 
national policy-setting enti-
ties, whose mandates call for a 
domestic focus. Policymakers 

seem to be regulating the hubs 
in individual networks with-
out regard for those decisions’ 
broader effects and feedback 
loops.

Effective supranational 
governance is at best a work 
in progress. One need only 
look at the European Union 
and the euro area to catch a 
glimpse of the challenges of 
bringing regulation and mac-
roeconomic management in 
line with the rising networked 
interdependence of the global 
economy, or parts of it. The 
underlying issues are sover-
eignty, identity, and democrat-
ic self-determination.

Our children and grand-
children are set to live in a 
global economy that is much 
larger, more interconnected, 
and fairly distributed in terms 
of economic mass and power, 
and heterogeneous with re-
spect to income levels, stages 
of development, and cultures. 
Learning how to make this 
journey sustainable, stable, 
and fair is the great economic 
challenge for all countries—
whether their economies are 
advanced or developing—and 
their citizens.   

There are many pressing 
challenges in the global 

economy, but to me, the 
central defining challenge is 
accommodating the growth 
of developing economies and 
completing the convergence 
process that began after 
World War II. This holds the 
promise not just of massive 
poverty reduction but also of 
expanding the opportunity 
for healthy, productive, and 
creative lives among the 
85 percent of the world’s 
population that experienced 
significant economic growth 
for the first time in the 
postwar period. This massive 
expansion of inclusiveness 
has the potential to be the 
defining characteristic of the 
century. But making it happen 
it is easier said than done.

Inclusiveness will re-
quire changes in mind-sets, 
policy responses, and institu-
tions—international and do-
mestic. The goal is to make the 
rise of the developing world as 
comprehensively beneficial as 
possible, even as major tran-
sitions compel shifts in rela-
tive prices, dramatic changes 
in economic structure in both 
advanced and developing 
economies, and changes in 

sis, when it was government 
that saved the market from 
its excesses. The attempt to 
minimize the role of the gov-
ernment had failed miserably, 
and led to the government tak-
ing unprecedented actions.

In the aftermath, many 
took a closer look at the U.S. 
economic system. With me-
dian income stagnant for more 
than a quarter-century, it be-
came clear that this system 
was not delivering for most 
citizens, even if it was doing 
very well for those at the top. 
And even its political sys-
tem came to be questioned: 
economic inequality trans-
lated into political inequality, 
evidenced so clearly by the 
ability of the banks that had 
brought on the crisis to resist 
the reforms that most econo-
mists saw as necessary to pre-
vent a recurrence. Democracy 
is more than just regular elec-
tions for the choice of political 
leaders, and the outcomes of 
America’s democracy seemed 
increasingly more in accord 
with “one dollar, one vote” 
than “one person, one vote.”

French economist Thom-
as Piketty has argued that high 
levels of inequality represent 
the natural state of capital-

The General 
Agreement on 

Tariffs and Trade 
had a material 

role in opening the 
global economy, 

leveling the 
playing field, and 
enabling growth 

in developing 
economies.

Inequality

G l o b a l  E c o n o m y

Michael Spence

Joseph E. Stiglitz

The major battle of the 
post–World War II global 

economy was a fight over al-
ternative economic systems: 
Did Communism or capital-
ism provide the best way of 
achieving growth and pros-
perity for all? With the fall 
of the Berlin Wall, that battle 
was over. But there is a new 
one emerging: What form of 
market economy works best.

For a long while, Ameri-
can democratic capitalism 
seemed to triumph. The Unit-
ed States pushed deregulation, 
privatization, and liberaliza-
tion around the world, through 
a set of policies that came 
to be called the Washington 
Consensus. But then came 
the 2008 global financial cri-
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ism—it was only during a 
brief interlude after World 
War II as a result of the soli-
darity the war had brought on 
that things were different. Pik-
etty confirms what others have 
noted: the huge increase in in-
equality both of income and 
wealth in the past third of a 
century and the increasing im-
portance of inherited wealth. 
He forecasts that these trends 
will continue.

I believe that this high 
and increasing level of in-
equality is not the inevitable 
result of capitalism, nor is it 
the working out of inexorable 
economic forces. There are 
countries with much lower 
levels of inequality—with 
just as strong growth—whose 
citizens, especially those in 
the bottom half, fare far bet-
ter than their counterparts in 
the United States. Some coun-
tries have even significantly 
reduced inequality in recent 
years, namely, Brazil. The 
high and growing inequality 
in the United States is a result 
of its policies and politics, 
and those that have emulated 
the United States—the United 
Kingdom, for example—are 
seeing similar results. The 
inequality is a result of the 
country’s ersatz capitalism—
rampant with monopolies 
and oligopolies, government-
conferred benefits on corpo-
rations and the rich, bailouts 
for the banks, deficiencies in 
corporate governance, and tax 
laws that allow the richest to 
move their money to offshore 
tax havens and pay far less 
than their fair share of taxes.

The IMF has rightly re-
cently emphasized the adverse 
effects of this inequality on 
economic performance. In my 
book The Price of Inequal-
ity, I explained how we could 
simultaneously have more 
growth and stability and more 
equality—especially in those 
countries where inequality 
has reached the extremes that 
it has in the United States. 

Trickle-down economics 
doesn’t work—as the U.S. 
data amply show. And this is 
especially true when so much 
of the inequality arises from 
rent seeking (the top appro-
priating a larger and larger 
share of the nation’s pie for 
themselves) and from a lack 
of equality of opportunity, im-
plying that those at the bottom 
never have a chance to live up 
to their potential.

The false capitalism that 

has emerged in the United 
States and some other coun-
tries is the predictable and 
predicted result of a flawed 
democracy that enables eco-
nomic inequality to be eas-
ily translated into political 
inequality, in a vicious nexus 
where an increase in one form 
of inequality increases that of 
the other.

The major challenge 
facing the global economy 
in coming decades is more 
than just taming the excesses 
of the market economy—for 
instance, preventing the ex-
cessive risk taking, predatory 
lending, and market manipu-
lation so strongly manifested 
by financial institutions in 
recent years. It entails mak-
ing markets work as markets 
are supposed to work—with 
strong competition driving 
innovation that raises living 
standards, not the kind of in-
novation centered on how to 
appropriate a larger share of a 
nation’s income and circum-

vent the regulations designed 
to make the economy func-
tion well. It entails ensuring 
not only strong economic 
growth but also shared pros-
perity. It entails ensuring that 
the economy is the servant 
of society, not the other way 
around. When economic “ad-
vances”—whether associated 
with globalization or the cre-
ation of the euro—entail large 
cuts in wages or public ben-
efits for broad swaths of so-
ciety, we have to ask whether 
we have confused means with 
ends.

And the major challenge 
facing our global politics 
is ensuring that democratic 
processes truly represent 
the interests of ordinary 
citizens. Breaking the power 
of money in politics will not 
be easy. But if we don’t, we 
will face disappointments 
in our economies and our 
democracies.  

The major 
challenge facing 

our global politics 
is ensuring that 

democratic 
processes truly 
represent the 
interests of 

ordinary citizens. 

The fall in oil prices has occurred at 
different junctures in Iranian his-
tory and every time with the fall-

ing oil prices, pundits and statesmen have 
argued that outmost advantage should be 
taken from the opportunities created as a 
result. In other words, many executives 
and experts believed there are capacities 
in our country that can convert the threats 
posed by oil price collapse into great op-
portunities for our economic growth and 
prosperity. Nevertheless, as soon as the 
oil prices go up again, the idea is simply 
shelved after a few months. 

We can consider the issue of oil price 

through bargaining. 
What was said above has been a re-

peated scenario in our country’s econom-
ic situation. On this basis, it should be 
said that whenever our national resolve is 
to place our reliance on management of 
revenues and expenditure instead of rely-
ing on expenditure management, that is to 
say all organizations and institutions that 
are fed by the public budget focus their 
efforts on the belief to find a mechanism 
to earn revenue first and then spend it (of 
course parts of the expenses for providing 
public goods are exception to this rule) it 
can then be concluded that despite all the 
slogans we still consider ourselves de-
pendent and in need of oil revenues. 

Tourism in Need of Diplomacy

Dr. Saeed Shirkavand, Vice President of Iran 
Cultural Heritage, Handcrafts and Tourism Org.

tumble an opportunity for our economy 
when the concept of an oil dependent 
economy is erased from the mindset of 
policymakers and managers and replaced 
by an economy based on production and 
competition.

The reality prevailing over our 
country shows that even when oil prices 
go down and the government feels it is 
under pressure, at the time of regulating 
the budget, many of the senior executives 
- including the executive branch directors 
and Majlis deputies - insist on increas-
ing different expenditures by relying on 
oil revenues. All managers benefit from 
expenditure management and wish to ex-
pand the budget in their relevant fields 

If we rely on an endogenous econ-
omy which depends on the country’s in-
ternal and domestic privileges and advan-
tages then we can pay serious attention 
to many of the vacant capacities of the 
economy, the most important of which 
are tourism industry, arts and sports. 

At present, we can hear cries in sup-
port of tourism from all sides but a deep 
look at the realities will tell us that we 
should inevitably admit that tourism is 
not yet considered an industry in Iran ca-
pable of replacing oil revenues. Because, 
tourism has its requirements and as long 
as those requirements are not addressed, 

the revenues expected to be obtained 
from tourism and tourism-oriented em-
ployment would not be realized. 

Tourism will gain a proper place in 
the economy only when the country’s di-
plomacy, executive, security and super-
visory management act in a united and 
integrated manner; that is to say the For-
eign Ministry would facilitate arrival of 
foreign tourists, the executive apparatus 
would deem provision of infrastructures 
imperative and the security and monitor-
ing bodies would cooperate with each 
other to promote tourism. Only in that 
case the slogans given on the important 
role of tourism will get better conditions 
for realization.   

G l o b a l  E c o n o m y T o u r i s m
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Turkish President Recep Tayyip 
Erdogan visited Tehran (April 7) 
amid strong criticism from Ira-

nian politicians over his recent anti-Iran 
remarks, with several lawmakers having 
demanded that Erdogan call off his visit.

Erdogan, the first Turkish president 
to visit Tehran in four years, exchanged 
views on bilateral relations and issues 
of mutual interest with President Has-
san Rouhani. He also met Iran’s Supreme 
Leader, Ayatollah Ali Khamenei. 

Erdogan, who headed a high-
ranking delegation of Turkish ministers, 
participated in the second joint meeting 
of the Iran-Turkey High Council of 
Strategic Cooperation. The first meeting 
of the council was held during Rouhani’s 
visit to Ankara in June of 2014.

Meeting with Leader: Ayatollah 
Khamenei received Erdogan and stressed 
the need for the expansion of relations 
between Iran and Turkey. “The strength 
of every Muslim country is, indeed, the 
strength of the Islamic world and the pol-
icy of the Islamic Republic of Iran is that 
the Islamic countries should strengthen 
each other,” Ayatollah Khamenei said.

He then pointed to the phenomenon 
of the “Islamic awakening” and the in-
satiable thirst of the nations for Islam as 
main reasons for the rising sensitivity of 
the enemies, saying “For a while now, 
the enemies of Islam have launched their 
counterattack against this awakening and 
the unfortunate reality is that some Mus-
lim governments are betraying (the oth-
ers) and putting their money and facilities 
at the service of the enemy.”

The leader further touched upon the 
current situation in Iraq and highlighted 
Iran’s assistance to the Iraqi government 
in its battle against the terrorists, saying, 
“Iran has no military presence in Iraq, 
but the two nations of Iran and Iraq have 
historic, deep-rooted, and very close 
relations.”

Khamenei said a halt to the military 
aggression against Yemen and foreign 
meddling in the country is the only so-
lution to the crisis plaguing the Arabian 
Peninsula state.

The Leader said the crisis in Yemen is 

one of the problems in the Muslim world 
and stressed, “The stance of the Islamic 
Republic with regard to all countries in-
cluding Yemen is opposition to foreign 
intervention. Therefore, from our point of 
view, the solution to the crisis in Yemen 
is also the halt of foreign intervention and 
attacks against the people of this country.”

Ayatollah Khamenei further stressed 
that the “Yemenis should decide the 
future of their country,” adding, “Today, 
the United States and the Zionists are 
happy with differences among Muslim 
countries and the solution to these 
problems is cooperation between the 
Islamic countries and taking practical and 
constructive measures.”

The Leader also stressed that region-
al countries will not benefit from trusting 

Leader Calls for 
Stronger Ties with Turkey

Erdogan, the first 
Turkish president to visit 

Tehran in four years, 
exchanged views on 

bilateral relations and 
issues of mutual interest 
with President Hassan 

Rouhani.

the West and the US, adding that every-
one can clearly see the outcome of the 
measures taken by the West in the region 
which is to the detriment of the region 
and Islam.

Ayatollah Khamenei further referred 
to developments in Iraq and Syria and 
violent acts of terrorist groups in these 
countries, adding that those who fail to 
see the role of the enemy in the crises 
in these countries have deceived them-
selves.

The Leader said the US and the Is-
raeli regime are most satisfied with the 
developments in the region and do not 
want an end to the scourge of the ISIL 
Takfiri group.

“Who supports these currents finan-
cially and logistically?” the Leader asked, 
pointing to the brutalities by the ISIL 
Takfiri group and other terrorist groups in 
the region.

The Turkish president, for his part, 
emphasized the need for the Islamic world 
to stand on its feet in resolving the exist-
ing problems, saying “There are many 

T r a d e  &  B u s i n e s s
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problems in the region which we should 
resolve together and one should not wait 
for the West to resolve these problems.”

Erdogan also condemned the crimes 
and atrocities committed by ISIL terror-
ist group, saying he doesn’t recognize the 
Takfiri group as Muslims. 

Iran, Turkey Urge Joint Action against 
Extremism: Rouhani and his Turkish 
counterpart called for expansion of joint 
efforts aimed at fighting terrorism and ex-
tremism in the Middle East, saying that 
the two countries share a common view 
on the issue.

“The two sides agree on the view 
that instability, insecurity and war should 
stop in the entire region,” President Rou-
hani said in a joint press conference with 
the Turkish president.

The Iranian president also stated that 
Tehran and Ankara should boost bilateral 
efforts to tackle terrorism in the region, 
saying, “Together, we should fight ter-
rorism and extremism in order to achieve 
brotherhood between Muslims and peo-
ple in the region.”

Rouhani said he and Erdogan have 
held “detailed discussions” on the ongo-
ing conflict in Yemen, adding that the two 
sides emphasized the need for an immedi-
ate ceasefire in the Arab country.

Rouhani said the establishment of 
such a ceasefire could pave the way for 
sending humanitarian aid to Yemen, add-
ing that Iran and Turkey and other coun-
tries should help peace and stability be re-
stored to the Arab country. The president 
expressed hope that in Yemen “an inclu-
sive government is established through 
dialogue.”

After the high-level meeting between 
Rouhani and Erdogan, the two presidents 
and their accompanying ministers at-
tended the Iran-Turkey High Council of 
Economic Cooperation session, which 
saw major agreements finalized between 
the two sides, including agreements on 
the expansion of cooperation in energy, 
transportation and commerce sectors as 
well as the private sector investment.

The Iranian president said the two 
sides have also agreed to broaden their 
cultural and academic cooperation. Iran 
and Turkey will also work for tougher se-
curity along the border.

Iran, Turkey Should Take Steps For-
ward: The Turkish president, for his part, 
said the two countries are determined to 

open a new chapter in bilateral relations, 
saying that the time has changed and Iran 
and Turkey should expand cooperation 
on various issues.

Iran and Turkey will from now take 
forward steps in mutual cooperation, Er-
dogan stated, adding that the two coun-
tries could become a role model for the 
other states in the region.

He further touched upon the current 
situation in Iraq and Syria, saying that 
Tehran and Ankara should cooperate on 
the issue as a matter of Islamic unity.

Erdogan emphasized the need for 
dialogue in order for the bloodshed in 
countries such as Iraq to stop.

Iran, Turkey Sign 8 Cooperation Pacts: 
Tehran and Ankara signed eight coopera-
tion agreements and one joint statement 

The nine cooperation 
documents were signed 
by the two countries’ 
ministers and senior 

officials in a ceremony 
attended by Rouhani and 

Erdogan in Tehran.

on Tuesday to boost bilateral relations in 
different areas.

The nine cooperation documents 
were signed by the two countries’ min-
isters and senior officials in a ceremony 
attended by Rouhani and Erdogan in 
Tehran.

The Iranian and Turkish presidents 
underlined the need for the further expan-
sion of diplomatic and economic rela-
tions between the two countries.

Chairman of the Turkey–Iran busi-
ness council executive board Riza Eser 
said that Erdogan’s visit to Iran will ac-
celerate expansion of Tehran-Ankara 
trade transaction up to an annual amount 
of $30bln by the end of 2015.

The two neighbors are determined to 
reach $30bln in annual bilateral trade by 
the end of the year, the Turkish official 
said.

Eser noted that President Erdogan’s 
visit to Iran was timely since it came after 
a historic nuclear framework understand-
ing between Iran and world powers.

“We are pleased with the visit as 
businessmen,” he said.  
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By: Sharan Burrow

The global employment deficit re-
mains a glaring indictment of the 
failures of economic policies ap-

plied in the postcrisis period, more than 
six years after the start of the worst glob-
al financial crisis and recession since the 
Great Depression of the 1930s.

According to the International La-

bour Organization’s (ILO’s) World Em-
ployment and Social Outlook, the global 
unemployment rate in 2014 was 5.9 per-
cent, representing more than 200 million 
people out of work, and considerably 
higher than the 2007 precrisis rate of 5.5 
percent.

These figures do not take into ac-
count the hundreds of millions of workers 
who are underemployed, work in infor-

mal economy jobs, or do not earn enough 
to raise themselves and their dependents 
above the poverty line. The ILO notes 
that some 760 million workers, who rep-
resent 28 percent of the employed popu-
lation in developing countries, are in the 
category of “working poor”—earning 
less than $2 a day.

Nor does the ILO’s jobless figure 
include those no longer engaged in fruit-

less job searches (so-called discouraged 
workers). This explains why labor force 
participation in 2014 was even lower than 
at the height of the recession in 2009. Be-
cause of the lower participation rate, the 
ILO projected a global employment-to-
population ratio of 59.7 percent in 2014, 
the same as in 2009 and well below the 
2007 precrisis figure of 60.7 percent.

Policy shortcomings
For the first two years after the start 

of the crisis, the international community, 
via the Group of 20 advanced and 
emerging market economies (G20) 

and international organizations, led a 
concerted effort to save the financial 
sector from collapse, stop the downward 
spiral of global economic activity, and 
help get the global labor force back to 
work. But once the first two objectives 
were achieved, with the financial sector 
stronger than ever and profits back to 
precrisis levels, the third objective was 
abandoned.

Bailouts of the financial sector and 
stimulus policies to end the recession 
gave way in 2010 to premature and 
frequently self-defeating efforts to 
reduce fiscal deficits, most often through 
cuts in social programs and other public 
expenditures and increases in regressive 
taxation.

These policies not only worsened 
the conditions of those most dependent 

The Foremost Priority

on state support, but they cut short the 
fragile recovery in many countries, most 
particularly in the euro area, which by 
2012 had fallen into a double-dip reces-
sion. The purported objective of the aus-
terity policies to reduce public indebt-
edness was also an abject failure, as in 
country after country new recessions re-
sulted in increased ratios of debt to GDP.

Lagging wages
A significant feature of the postcrisis 

period is the compression of aggregate 
demand resulting from persistently high 
unemployment as well as from the failure 
of wages to keep up with productivity. 
A report jointly prepared in September 
2014 by the ILO, the Organisation for 
Economic Co-operation and Develop-
ment, and the World Bank (ILO, OECD, 
World Bank; 2014) notes this phenome-
non and how it prevented a robust recov-
ery and exacerbated inequality:

“Wage growth has significantly 
lagged behind labor productivity growth 
in most G20 countries. The decline in la-
bor’s share of income observed in most 
G20 countries over recent decades has 
continued in some while in others the 
labor share has stagnated. Wage and in-
come inequality has continued to widen 
within many G20 countries . . . Re-
igniting economic growth . . . depends 
on recovery of demand, and this in turn 

According to an 
International Trade 

Union Confederation 
(ITUC) global poll of 

the general public in 14 
countries, only half of 

respondents believe that 
the next generation will 

find a decent job.
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requires stronger job creation and wage 
growth.”

According to an International Trade 
Union Confederation (ITUC) global poll 
of the general public in 14 countries, only 
half of respondents believe that the next 
generation will find a decent job. Eighty-
two percent say their incomes have fallen 
behind the cost of living or are stagnant, 
and half of working families say they 
cannot keep up with the rising cost of 
living. Seventy-eight percent believe that 
the economic system favors the wealthy 
and is not fair for most people.

Global recovery strategy
The global trade union movement 

has sought to respond to the long-term 
economic stagnation and high unem-
ployment and underemployment result-
ing from deficient demand. It has put 
forward a global recovery strategy that 
hinges on the restoration of wages and 
investment in public social and physical 

infrastructure.
An ITUC modeling exercise found 

that a policy mix of coordinated wage 
increases and public investment stimulus 
could lead to 5.8 percent higher growth 
in the G20 countries in the next five years 
(ITUC, 2014). A wage- and investment-
led recovery strategy would also help at-
tain the objectives of social, environmen-
tal, and fiscal sustainability and reduced 
inequality.

While the increased attention to the 
issue of inequality by the IMF and other 
international organizations is certainly 
welcome, most institutions have yet 
to develop consistent and coherent ap-
proaches that encompass and respond to 
all the causes of growing inequality, and 
most particularly to developments in la-
bor market institutions and policies.

Along with policies such as auster-
ity that depress aggregate demand, poli-
cies that decrease employment security 
and weaken minimum standards can re-
duce labor income and skew overall in-
come distribution.

The ILO notes in its Global Wage 
Report 2014/15 that “inequality starts in 
the labor market.” In economies where 
inequality increased the most, the phe-
nomenon can often be traced to loss of 
income as result of higher unemploy-
ment combined with increased wage in-
equality. The report found, however, that 
in emerging market countries where—

contrary to global trends—inequality de-
clined, “a more equitable distribution of 
wages and paid employment was a pre-
dominant factor.”

This highlights the importance of 
policies such as minimum living wages, 
protections against unjust dismissal, and 
robust collective bargaining institutions. 
Some international institutions have ad-
vocated weaker labor market regulations 
and institutions on an unfounded assump-
tion that there is a strong and systematic 
negative relationship between the level 
of regulation and employment.

The World Bank, which devoted 
its flagship World Development Report 
2013 to the theme of jobs, undertook 
an extensive review of recent economic 
literature on the impact of employment-
protection legislation and minimum wag-
es. The report found that “most estimates 
of the impacts [of labor regulations] on 
employment levels tend to be insignifi-
cant or modest.” It also found that “it is 
clear that unions and collective bargain-
ing have an equalizing impact on earn-
ings differentials.”

Policies that seek to deregulate la-
bor markets and weaken collective bar-
gaining have been an important feature 
of some of the adjustment programs 
supported by the IMF, most particularly 
in the recent post–global crisis period 
in southern and eastern Europe. Some 
countries have seen significant declines 
in real wages and a dramatic drop in col-
lective bargaining coverage.

The immediate impact has been a 
sharp decline in domestic demand, in-
tensifying the recessionary impact of 
austerity policies and contributing to un-
employment levels of 25 percent or more 
in some countries. There are signs that 
inequality has increased in those coun-
tries and will get worse in the future. 
Organized labor has been the strongest 
constituency in favor of comprehensive 
social protection and progressive taxa-
tion—weakening its role will have con-
sequences not only for wage levels but 
also for potentially far-reaching redis-
tributive policies.

It is time to get the global agenda 
back on track, making job creation the 
foremost priority. Another six years of 
global employment stagnation, accom-
panied by outright depression in some 
countries, is unacceptable.

According to the ITUC global poll, 
people around the world want their gov-
ernments to be more activist. They want 
governments to tame corporate power 
(62 percent) and to tackle climate change 
(73 percent).

The global labor movement has a 
clear view of the work that must be done: 
raise wages and social protection, tame 
corporate power and eliminate wage 
slavery, and secure climate justice and 
good economic governance. And back it 
all up with jobs, jobs, jobs.  

Sharan Burrow is General Secretary of the 
International Trade Union Confederation.

According to the ITUC 
global poll, people 

around the world want 
their governments to be 
more activist. They want 

governments to tame 
corporate power and to 
tackle climate change.
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Without any doubt, the biggest 
and the worst legacy of the for-
mer president Mahmoud Ah-

madinejad, for the current president Has-
san Rouhani, has been an inflation rate 
of 44%; an inflation which was brought 
down to 29% over the past one and a 
half years (since the coming to office of 
Rouhani) and according to latest statistics 
released by the Central Bank it stood at 
15.8% in the Iranian month of Bahman 
(January 21-February19, 2015). 

Rouhani’s critics claim that the gov-
ernment has not been able to do a great 
job so far as inflation could be observed at 
every corner of the city and was tangible 
and alive. Yet, on the other side, the Rou-
hani administration is taking steps conser-
vatively and prudently so that its only eco-
nomic achievement would not be harmed 
or sustain damage. Of course, the head of 
the government of ‘prudence and hope’ 
(as they call themselves) tries to remind 
people as much as possible that a lowered 
inflation rate was the main expectation of 
the voters from the government and that 
the latter has been successful in keeping 
its promise so far. 

But, the president’s latest statements 

about zero percent inflation which had 
been announced comparing the inflation 
growth rates of the two Iranian months 
of Dey (December 22, 2014-January 20, 
2015) and Bahman (January 21-February 
19, 2015) did not please critics. Some ex-
plicitly announced that the zero percent 
was incorrect and that they do not believe 
it. Some others cautioned the president 
against playing with figures and statistics. 

What is too obvious is that Ahma-
dinejad administration has treated Iran’s 
economy so badly that a long period of 
time is needed to expect a zero percent 
inflation. Dr. Hossein Abdoh Tabrizi, a 
prominent economist, has a different def-
inition of the Rouhani administration’s 
performance concerning reduction of in-
flation rate.

In a lengthy interview with the 
Tehran based Persian daily “Shargh”, 
Abdoh Tabrizi said he had no doubt the 
Rouhani government is more disciplined 
than Ahmadinejad’s as it has harnessed 
the inflation rate of 44% and brought it 
to 15%. Our problem, however, is that 
since we have had inflation for a period 
of 40 years, it is hard to believe the prices 
would not go up. 

What does a zero percent inflation 
basically mean?

Our inflation rate has never been 
zero in the 36 years after the culmina-
tion of Islamic Revolution and we have 
always had a positive inflation rate. Prior 
to the new government, we had an infla-
tion rate of 44%, which has fortunately 
been tackled and reduced to 15%, which 
is a good development for the year 1393 
(March 21, 2014- March 20, 2015). If 
Iran’s inflation rate stays at zero percent 
during a year, that can be a great develop-
ment for the country. Today, perhaps there 
are less than 10 countries in the world, 
which have two digit inflation rates. The 
fact that in a certain month due to a series 
of developments the inflation rate stands 
at zero is a very good event, but efforts 
should be made to bring down the annual 
inflation rate to one digit. 

So this zero percent inflation rate 
is not something to boast of?

This is a short-term event. Basical-
ly, a one-month inflation rate cannot be 
used as the criterion, because it is impor-
tant for the inflation rate to be controlled 
constantly or in short-term and mid-term 

periods. Governments should be able to 
change the economic variables together. 
Now the problem of the government is 
that it has controlled a parameter such as 
inflation, but it has problem in the field of 
employment. Of course, generally speak-
ing, it can be said the government’s pro-
grams are systematic, scientific, and like 
the previous term the decisions are not 
taken impromptu and at junctures. How-
ever, reducing the inflation rate has been 
the government’s only achievement.

Nevertheless, with respect to eco-
nomic growth, the government has re-
ceived such a legacy that would not let 
it move about. From this perspective, 
it should be said we will have serious 
problems and difficulties in 1394 (started 
March 21) and it seems unlikely for the 
government to be able to work wonders 
and the country manage to reach a high 
economic growth.

Can we reach a single digit 
inflation rate?

Yes, when a country like Argen-
tina, with an inflation rate of 800%, has 

reached an inflation rate of 6%, we can 
surely reduce our inflation rate from 16 or 
17 percent to 9 percent. If the same cur-
rent policies continue to be practiced, we 
will reach a single digit inflation rate. Of 
course, due to the structural problems of 
the Iranian economy, reduction of another 
10% from the inflation rate will not be as 
simple as the past. 

At present, inflation growth rate 
is observed in villages more than cities. 
Is there any specific reason for this? 
Can it be related to the inappropriate 

implementation of the targeted subsi-
dies plan?

Such a possibility may exist, but I do 
not have any specific conclusion on this 
issue. This is an important subject for an 
independent study. In villages, rents have 
increased and now many villages enjoy 
the same facilities that are used in cities; 
especially after the cash payment under 
the targeted subsidies financial situation 
of villages has improved. 

Still, reduction of inflation rate is 
not tangible for ordinary people; infla-
tion rate of 15% is not acceptable for 
the people and they do not believe it.

In fact, it is quite perceptible. People 
notice that prices do not go up every day. 
In the aftermath of increase in the price 
of dollar and when inflation rate had 
reached 40%, goods were sold at differ-
ent prices every day. Dollar used to go 
up on daily basis and in many occasions, 
businessmen did not know at what price 
they should sell their commodities. Even 
some traders were afraid of selling their 
products, as they were not sure at what 

Argentina 
Managed to Lower 

Inflation Rate 
from 800% to 6%

Why Iran Is Unable to Cut 
Inflation from 16% to 9%?

Rouhani’s critics claim 
that the government 
has not been able to 
do a great job so far 
as inflation could be 

observed at every corner 
of the city and was 
tangible and alive.
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price they could replace their products. 
Fortunately, we have come out of that 
situation. In order to make sure that con-
tinuation of that condition under the 10th 
government could have been disastrous 
you may just take a look at Venezuela and 
its condition; a country which is still en-
tangled with that situation. This year their 
inflation rate might reach 100%. 

The government has a deficit of 
100 billion rials to pay for the subsidies 
and has no alternative but to borrow 
from the Central Bank or use resources 
of the National Development Fund or 
the development budget to make up for 
the deficit. What is the impact of this 
deficit on inflation? 

Definitely, it will have its effects 
and will make it difficult to lower the 
inflation rate. Since years back, some 
reforms should have been carried out in 
economic structure of the country to pre-
vent emergence of such a deficit; but the 
reforms did not take place on time. The 
situation improved to some extent since 
the implementation of the Third Develop-
ment Plan. But then again, unfortunately, 
the government of Ahmadinejad sent ev-
erything back to square one. He issued 
a number of new prescriptions, one of 
which was the targeted subsidies. 

With the rise in fuel prices, instead 
of gaining more revenue for the national 
budget, a deficit of 140,000 billion ri-
als was created practically due to wrong 
calculations. Now, similar other deficits 
have emerged. For example, serious defi-
cits exist with respect to electricity price. 
The government has an annual deficit of 
close to 40,000 billion rials each year. 
Therefore, these deficits are not merely in 
the field of targeted subsidies. Therefore, 
the Rouhani administration is surrounded 
by many problems and forced to overlook 
its debts of 2,500,000 billion rials to con-
tractors, banks and retirement funds.

This figure is twice the amount of the 
country’s current budget. That is to say, if 
50-year bonds are given to the creditors, 
at the current interest rate, each year the 
government should observe 500,000 bil-
lion rials of interest in the budget. It is 
not good for the government to be in debt 
and to have no plan for its payment. In the 
1394 budget, again the government over-
looks the fact that it has inherited a heavy 
debt from the past. The previous govern-
ment has left a heavy legacy of difficulties 
in this respect for the 11th government. It 

is not possible to administer the country 
badly for a period of eight years and then 
assume everything can be reformed with-
in two years. Economic mistakes cannot 
be compensated that quickly.

One of the government’s major 
achievements is checking the inflation, 
but the important point is that the gov-
ernment does not start any projects, as 
it does not intend to put this achieve-
ment at stake. Don’t you think this 
could be a strategic mistake of the Rou-
hani’s administration?

Undoubtedly, the government has 
managed to have more financial disci-
pline and tackle the inflation rate. Howev-
er, when we see that altogether road and 
transportation projects worth 1,400,000 
billion rials have been projected in the 
national budget and on the whole projects 
worth 4,000,000 billion rials are open for 
completion then what new project should 
be launched? How illogical we should be 
not to notice 4,000,000 billion rials worth 
of defined projects are open and the gov-
ernment does not have 140,000 billion 
rials or even 14,000 billion rials (to com-

plete them) and again it proceed to define 
a new project? 

The government still lays empha-
sis on reduction of inflation rate while 
people have long been accustomed to 
the inflation rate of 20%?

People will never get used to infla-
tion. Of course, people suffer from an 
inflation rate of 20%. They go to sleep 
at night and wake up in the morning and 
notice that a variable called inflation has 
taken away 20% of their wealth. Inflation 
will fan the flames of Agiotage and specu-
lation and you might say that people have 
got used to it. They are used to waking up 
every day and hearing that the prices of 
their houses have gone up by 50 million 
rials; perhaps you mean that people’s spirit 
has been adapted with monetary illusion.

The government has abandoned 
all economic sectors and sacrificed ev-
erything for the sake of inflation. It has 
ignored the employment situation and 
youth unemployment while the em-
ployment net rate is zero percent in the 
country?

Yes, it is possible for the govern-
ment to become conservative in order to 
keep the inflation rate. The president is a 

strategic person and perhaps you are con-
cerned about his concentration on a spe-
cific variable.  

The government should see the vari-
ables all together. Of course, the adminis-
tration’s bill on coming out of recession 
indicates it is concerned about all the 
variables. However, under the status quo, 
it cannot claim success since in improve-
ment of the total economic variables it 
has been only successful in tackling in-
flation. The day when the government is 
able to push employment and economic 
growth rate forward then it can be said 
that its policies have been effective. What 
should be taken into consideration is that 
government resources under the present 
circumstances are very limited; the gov-

ernment is being pressed from all aides. 
Nevertheless, with regard to the possibili-
ties available it has acted more logically 
than the previous administration. 

It is a hard situation; the govern-
ment knows it should make a more se-
rious move in the field of employment. 
Although under the Rouhani administra-
tion more people are employed as com-
pared to that of Ahmadinejad - when only 
14,000 people were employed annually 
with such giant currency revenues – how-
ever there is a wide distance with the 
ideal state or even the normal situation. 
Still the government has not been able to 
run the wheels of employment. Of course, 
major employment should be looked for 
in the services sector; in Iran’s economy, 
60% of employment should be sought for 
in the services sector.

What is your outlook about and 
forecast for economic situation in 1394 
(2015-2016)?

The government budget can hardly 
be realized and reaching a positive growth 
rate is also hard. If the (nuclear) talks bear 
fruit and come to a final solution and oil 
price increase in 1395 then we can hope 
to have a good growth rate in 1395. As 
for the unification of hard currency parity 
rate, logically we cannot have a unified 
parity rate in 1394 as the number of hard 
currency parity rates is high and the gov-
ernment will try to reduce the difference 
between the open market rates and the ex-
change rates of hard currencies.

You said even if the (nuclear) talks 
bear fruit, hard currency rates will in-
crease while everybody is waiting for a 
decline in foreign exchange rates, why?

It is not forecasted that in case of fi-
nalization of the talks foreign exchange 
rates would drop, as the actual demand 
for intermediate and consumer goods will 
go up.

Will it help inflation rise?
It would have some effects, but it 

would not have one to one influence.

So we can not reach a single-digit 
inflation rate?

If we manage to expand the supply 
side, the possibility exists, of course.

What’s your inflation forecast in 1394?
I hope the inflation rate would come 

close to 10%.   

When a country like 
Argentina, with an 

inflation rate of 800%, 
has reached an inflation 

rate of 6%, we can surely 
reduce our inflation rate 
from 16 or 17 percent to 

9 percent.
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By: Angana Banerji

Eighteen million workers were un-
employed in the euro area at the 
end of June 2014, more than the 

entire population of the Netherlands. 
Three million of those unemployed were 
between the ages of 15 and 24. But the 
absolute numbers don’t provide a full 
picture of youth unemployment.

Scaling the number of unemployed 
workers by the labor force reveals a dire 
situation. The unemployment rate among 
young workers is at an all-time high in 
some countries in the euro area. The 
youth unemployment rate has always 
been higher than the adult rate because 
of the region’s rapidly aging population, 
which means that the 15- to 24-year-
old workforce is smaller than the adult 
(older than 25) workforce. But the youth 
unemployment rate has increased faster 
than that for adults since the global fi-
nancial crisis began in 2008, though 
there is wide divergence across coun-

tries. At the end of June 2014, more than 
2 in 10 young workers were unemployed 
compared with 1 in 10 adult workers.

The young, the old, and the restless
U.S. President Harry S. Truman fa-

mously said, “It’s a recession when your 
neighbor loses his job; it’s a depression 
when you lose your own.” Some com-
mentators have pointed to the differenc-
es in magnitude between adult and youth 
unemployment and wondered whether 
there is a need to focus specifically on 
unemployment among younger workers.

All workers contribute to an econo-
my’s capacity to grow by providing vital 
labor resources. Therefore, all unem-
ployment is cause for concern.

The longer workers stay unem-
ployed, the less they are able to produce 
because their skills become less relevant 
over time. This limits the economy’s 
ability to grow its way out of a recession; 
recessions end up lasting longer because 
of a less productive workforce. So it is 
of great concern that more and more 
workers in the euro area have now been 
unemployed for a year or longer, joining 
the ranks of the so-called long-term un-
employed. The share of long-term unem-
ployment was 53 percent for all unem-
ployed workers and 40 percent for young 
unemployed workers in June 2014.

While unemployment places a 
heavy burden on all workers, high 
youth unemployment deserves special 
attention.

The experience of early job loss can 
“scar” workers, lowering their chances 

of finding gainful employment at a de-
cent wage in the future. Many research-
ers have found substantial evidence of 
such scarring. These effects can persist 
for longer than a decade, affecting gen-
erations of workers.

Moreover, one has only to glance 
at newspaper headlines to see how high 
youth unemployment can affect social 
cohesion, making progress with sorely 
needed difficult reforms even harder. 
Several studies have empirically docu-
mented this relationship. Studies also 
show that the experience of unemploy-
ment during one’s formative years can 
reduce confidence in socioeconomic and 
political institutions and lead to elevated 
crime rates.

Perhaps most noteworthy for adult 
workers who are employed, high unem-
ployment among the younger age groups 
can make social safety nets less sustain-
able. Given the aging population, the 
dependency ratio—the number of work-
ers needed to support each retiree—has 
been rising gradually over the years. The 
burden of supporting a growing number 
of retired workers is being spread across 
fewer and fewer younger workers. High 
and persistent youth unemployment adds 
to these concerns.

To be sure, the rising dependen-
cy ratio could be mitigated by inward 
migration of workers to replenish the 
workforce. But there are practical limits 
to how much immigration can solve the 
problem. And the reality has been quite 
different, as the crisis has led to a net 
outflow of migrants from the vulnerable 
countries in the euro area. Furthermore, 
there is some evidence that high-skilled 
young workers are the ones heading for 
the exit, choosing to study and work 
abroad.

So it is in the interest of society as a 
whole to solve the youth unemployment 
problem in the euro area.

Common solutions
The good news is that addressing 

youth unemployment should not come 
at the expense of neglecting adult unem-
ployment. The IMF recently published 
research (Banerji and others, 2014) that 
examines what is driving unemployment 
in a group of 22 advanced economies in 
Europe. The study finds that youth and 
adult unemployment have much in com-
mon: they are to a large extent driven by 

the same factors and can be addressed to 
different degrees by the same policies.

But some factors are “more equal 
than others,” as George Orwell might 
have said. Our study finds one of the 

most important drivers of unemployment 
in Europe is output growth. Changes in 
economic activity explain on average 
about 50 percent of the increase in youth 
unemployment since the crisis and about 
60 percent of the increase in adult un-
employment. The importance of growth 
varies across countries; one extreme 
example is Spain, where fluctuations in 
economic activity seem to account for 
90 percent of the increase in the youth 
unemployment rate during the crisis.

These numbers are likely conser-
vative estimates. Labor markets tend to 
have many quirks that are relevant for 
individual countries but are difficult to 

Jobless in Europe Eighteen million workers 
were unemployed in the 
euro area at the end of 

June 2014, more than the 
entire population of the 

Netherlands.
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generalize or measure in a consistent 
manner for all countries. Many facets of 
the economy also influence how, and how 
soon, changes in policies and economic 
output affect labor market outcomes. 
For instance, during the crisis German 
firms chose to hold on to their workers 
given their prior experience with labor 
shortages. As a result, German workers 
worked fewer hours on average instead 
of being laid off.

Clearly, policies that raise eco-
nomic growth benefit all workers in all 
countries. But there are significant dif-

ferences across countries in the degree 
to which changes in economic outcomes 
will lower unemployment. The largest 
responses would occur in the most vul-
nerable euro area countries—for exam-
ple, Cyprus, Greece, Ireland, Portugal, 
and Spain. In countries such as Germany 
with low unemployment rates the re-
sponses would be much smaller. Regard-
less of these variations, in all countries, 
the youth unemployment rate responds 
more strongly than the adult unemploy-
ment rate to output growth—about three 
times more strongly on average.

The large effect of growth on youth 
unemployment can be explained by the 
fact that employment conditions for 
young workers tend to be more fragile 
than for adult workers. Young workers 
are three times more likely to be hired 
on temporary contracts than adults in the 
euro area. They also work in sectors of 
the economy that are vulnerable to reces-
sions. For example, one in four young 
workers in Cyprus, Greece, Ireland, Por-
tugal, and Spain was employed in the 
construction sector before the housing 
market bust. These employment condi-

tions mean young workers are the last in 
but first out of jobs in a downturn.

More flexible markets
The IMF study also finds that in-

flexible labor markets can foster higher 
youth and adult unemployment and that 
some of these characteristics—such 
as employment protection under work 
contracts—are particularly relevant for 
young workers. Thus labor market re-
forms can help lower unemployment.

A prominent example of such 
beneficial reforms is taxes on labor. A 

smaller labor tax wedge—the difference 
between workers’ cost to employers and 
their net earnings—makes hiring less 
costly, increases the demand for work-
ers, and benefits all unemployed workers 
regardless of age.

Young workers face an additional 
constraint. They are more likely than 
adults to earn the minimum wage since 
they are often low skilled. Because wag-
es gradually adjusted downward in many 
euro area economies during the crisis, it 
is important to ensure that the minimum 
wage is not too high relative to average 
wages in an economy, which risks mak-
ing young workers too expensive to hire 
relative to adult workers.

Lowering the opportunity cost of 
working—for example, by reducing 
overly generous unemployment ben-
efits—can also reduce both adult and 
youth unemployment. This is because 
smaller financial incentives for staying 
unemployed can induce workers to seek 
and accept job offers they may not oth-
erwise pursue.

Another reform that can help get 
people back to work is to ease employ-
ment protection requirements on work 
contracts. This can significantly reduce 

ing. Improving vocational training sys-
tems would be particularly helpful for 
young workers. In vulnerable euro area 
countries, only one in four young work-
ers on temporary job contracts is in a vo-
cational training or apprenticeship pro-
gram, unlike in countries such as Austria 
and Germany, where such training is al-
most the norm. Several countries in Eu-
rope have used such vocational training 
systems to great effect to limit scarring 
and ready workers for the workplace.

Gearing active labor market policies 
toward young workers can be helpful. 
These programs intervene in markets 
to reduce unemployment, but currently 
most such programs do not target young 
workers. Programs should be tailored to 
the institutional, economic, and social 
context of individual countries given 
evidence that there is no one-size-fits-
all program that would work well in 
all countries. And the success of such 
programs is by no means assured unless 
they are well designed and implemented. 
The IMF study recommends increased 
focus on education and on-the-
job training targeted at developing 
occupational skills.

Long road to full employment
High unemployment in the euro 

area today is a consequence of both the 
economic fallout from the global finan-
cial crisis and labor market rigidities that 
predate the crisis in many countries. It 
would be helpful for all workers if poli-
cies focused on fixing the weak economy 
and the malfunctioning labor market.

The top priority of policymak-
ers should be to revive growth through 
a combination of supportive monetary 
policy, more public investment by coun-
tries with sufficient leeway in their bud-
gets to do so, and measures to help banks 
resume lending. Without strong growth, 
it will be difficult to make a sizable dent 
in unemployment. It is also important 
to push forward on critical reforms that 
make it easier for firms to hire, ensure 
a level playing field for all workers, 
and allow workers to preserve and en-
hance their skills while they are between  
jobs.    

Angana Banerji is a Senior Economist
 in the IMF’s European Department.

The burden of supporting 
a growing number of 

retired workers is being 
spread across fewer and 
fewer younger workers. 

High and persistent youth 
unemployment adds to 

these concerns.

both youth and adult unemployment. 
But it has a bigger impact on youth rates 
because of the disproportionately high 
incidence of temporary contracts in the 
15 to 24 age group. Large differences be-
tween protection afforded by temporary 
and permanent contracts (or “labor mar-
ket duality”) risk locking young workers 
into a permanent underclass, with em-
ployers unwilling to make the necessary 
investments in their human capital.

One way to address this problem 
is by marrying temporary employment 
contracts with industry-led skill build-
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