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Iran Changing 
Development Approaches
Challenges Ahead

Following unilateral US with-
drawl from the JCPOA and impo-

sition of hard sanctions, with significant 
adverse socio-economic outcomes for or-
dinary Iranian’s, the country’s growth and 
development are now threatened. New 
investment possibilities (foreign and do-
mestic; economic and development type) 
have also become limited. 

Iran’s development approach has 
conventionally been based on sole eco-
nomic led growth and, given oil, with 
an international trade orientation – along 
with a social welfare system; while Gov-
ernment continues to play a large role in 
the economy through public and semi-
public enterprises dominating the manu-
facturing, commercial and services sec-
tors. The new Government development 
strategy, however, aims at improving 
social and economic resilience: through 
domestic led investments and also at-
tempting to encompass market-based 
reforms and social welfare improvement 
– reflected in 6th Five-Year Development 
Plan (2016-2021) targets. The Resil-
ient Economy approach, in its narrative, 
indicates pro-employment generation 
through SME development investment, 
participatory and community-based ini-
tiatives, area and regional programmes 
to complement individual projects, etc. 

An inclusive growth approach: solutions 
for domestic led employment generation 
rather than solutions based on the con-
ventional international trade model ap-
proach. The 6th FYDP and 1398 Budget 
are also indicative of increased nominal 
allocations for domestic-led fiscal stimu-
lus: the proposed increase in annual 1398 
budget – of about 4,500 Trillion Rials – is 
equivalent to circa 40% of GNI1.

However, the new programmatic 
aspects per se of Resilient Economy are 
still not too clear in practice – business 
as usual approaches dominate (e.g. in the 

manner that credit is provided through 
the banking system, in project selection, 
etc). Given Iran’s need for factoring in 
new principles in its own development 
programming framework, the investment 
priority areas complementing Resilient 
Economy frameworks now need be clear-
ly identified and funded. With more poli-
cy coherence and planning integration in 
existing institutional frameworks. 

The above mentioned sanctions, 
macro-economic shock and change in 
policy approach have, obviously, chal-
lenged development objectives and fund-
ing frameworks and are leading to even 
more thinking on changes in policy ori-
entation all together. Prompting i) more 
change towards the domestic led growth 
approach, and ii) a look towards the East. 

This eastward look, and away from 
dollar based trade, is an altogether differ-
ent order of magnitude.

Looking Eastwards
The perspective on seeking solu-

tions further east has gained significant 
weight in governance circles. A country 
with an historical pro-west global trade 
culture, it will be a fundamental shift in 
perspective for Iran If realized. Regional 
developments (the Belt and Road Ini-
tiative, China-Russia relations, BRICS, 
Shanghai Organisation) are tempting, and 

The perspective on 
seeking solutions 

further east has gained 
significant weight in 
governance circles.
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providing new enabling space and incen-
tive for moving away from dollar-based 
trading frameworks. Iran’s position be-
tween Central Asia, South Asia and the 
Arabian Peninsula is a critical strategic 
east-west and north-south factor includ-
ing the corridor from the Indian Ocean to 
the Caucasus. 

In this regard, the significance of 
economic ties with China comes to fore. 
As Iran’s budget constraints and sanc-
tions effects limit investment, China may 
be a big source of capital needed for fi-
nancing investment, especially in infra-
structure; now especially in the absence 
of global banking and finance intimidated 
by US sanctions and weak local invest-
ment initiative. Given this, the China 
Belt and Road Initiative (BRI), which it-
self will require significant investments, 
would also prompt/require Iran’s partici-
pation. As there are real demands in Iran 
for investments in infrastructure, agricul-
ture, water, electric power, communica-
tions, transport, industry and resources 
development the BRI provides a useful 
development facilitation and political 
framework. 

In general, Iran’s Government is 
quite positive towards the BRI, and there 
is not much concern about the possible 
negative aspects – apart from normal 
considerations of sustainability in capi-
tal costs and returns. China could then 
become Iran’s biggest source of capital 
needed to finance infrastructure proj-
ects in the absence of global banks. The 
requirement of a possible 3,300 Trillion 
Rials in ideal expected investments annu-

nation’s high-speed train system; a credit 
line of $10 billion from CITIC Group to 
finance water, energy and transport proj-
ects; the China Development Bank has 
signed preliminary deals with Iran worth 
$15 billion for infrastructure and produc-
tion projects; the Export-Import Bank 
of China intends to finalize a $10-bil-
lion letter of credit; etc. All this has also 
prompted other initiatives. India has a tri-
lateral agreement with Iran and Afghani-
stan known as the Chabahar Agreement 
- to invest US$500 million to develop the 
strategically important Chabahar port.

Given Iran’s apparent need for fac-
toring in new principles and criteria 
into its own development programming 
framework, the investment priority areas 
complementing resilient economy (and 
perhaps sustainable development frame-
works) now need be identified and also 
funded. There is, therefore, a need for new 
programme based investments, and to be 
undertaken through developing policy 
coherence and socio-economic planning 
integration in existing institutional frame-
works. The likelihood then exists that a 
BRI partnership could prompt the inte-
gration. China itself has been pro-active 
in seeking integrated, programme based 
solutions with macro-meso-micro charac-
teristics (and for resolving both economic 
growth problems and natural resource 
problems); the complementing article in 
this issue on Water Basin Development 
indicates how China has done so.  

1 ) See Iran International Magazine “The 1398 
Budget Development Impact”

Iran’s position between 
Central Asia, South 

Asia and the Arabian 
Peninsula is a critical 

strategic east-west and 
north-south factor 

including the corridor 
from the Indian Ocean to 

the Caucasus. 

ally, to ensure long term sustainable de-
velopment in Iran, would be equivalent to 
circa $33 Billion (using a semi-formal ex-
change rate of 100,000 Rials per dollar) – 
a small amount for China BRI compared 
to the envisaged $10 Trillion China will 
be financing expenditures in future years. 
The BRI is, therefore, seen by governance 
circles as an opportunity to deepen eco-
nomic ties between China and Iran. The 
geopolitical realities are, therefore, push-
ing Iran further “eastwards” considering 
the two countries’ political and economic 
agendas and interests. 

Possibilities and perspectives on BRI 
related trade and development include: in-
creased trade and tourism opportunities; 
two countries are complementary to each 
other in terms of energy; in June 2017, 
Iran’s Financial Tribune estimated that 
new Iran-China relations would become a 
“tailwind” of long-term bilateral trade of 
as much as $600 billion per year; China 
is giving Iran financial aid to build the 
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By: Pinelopi Koujianou Goldberg

The 75th anniversary of the Bret-
ton Woods multilateral institutions 
ironically comes at a time when 

the benefits of multilateralism are being 
challenged. Doubts about the functioning 
of our current trading system are particu-
larly pronounced. What is the future of 
trade in this challenging environment? 
Does the recent rise of protectionism sig-
nify the end of the open, rules-based trad-
ing system that fostered globalization? Or 
can we rescue the system through judi-
cious reform? 

The postwar global economy saw 
unprecedented growth of global trade 
and income. Explanations for this growth 
abound: a sharp decline in information 
and communication costs, technological 
change allowing for increasing fragmenta-
tion of production, political developments 
such as the integration of eastern Europe 
and east Asia into world markets, and in-
ternational cooperation. The nature of the 
beast is such that quantifying the relative 
contribution of each of these explanations 
to the growth of trade defies clean identi-
fication and robust econometric evidence. 
Yet based on first principles, strongly 
suggestive empirical evidence, and an-
ecdotal accounts, there is little doubt that 
a rules-based, predictable trading system 
contributed significantly to trade and 
trade-induced growth in many parts of the 
world, especially in Europe and east Asia. 
Unfortunately, not everyone participated. 
Several countries, particularly in Africa 
and Latin America, were left behind, and 
there is increasing evidence that the gains 
from globalization were not shared equal-
ly among those living in the countries that 
benefited from trade. 

Still, trade has always been seen as 
an important driver of growth. The ben-
efits of an open, rules-based, multilat-
eral system go beyond lower tariffs and 
other trade barriers. Any country, small 
or large, that meets the requirements can 
participate. Rules reduce uncertainty and 
encourage much-needed investment in 
developing economies. They help coun-
tries discipline domestic protectionist 

lobbies. And they allow powerful coun-
tries to credibly commit not to abuse their 
bargaining power over smaller countries, 
thereby providing incentives for the 
smaller nations to participate in trade ne-
gotiations. Against this backdrop, recent 
trade tensions are of concern, particularly 
for developing economies that have not 
yet realized the benefits of globalization. 
Can such countries still count on a well-
functioning multilateral trading system to 
help them integrate into world markets? 

Silver lining 
How did we get here? Increasing in-

equality within advanced economies has 
certainly contributed to creating an envi-
ronment that is receptive to protectionism 
if not actively demanding it. Furthermore, 
long-standing frustration with the func-

tioning of the current multilateral trading 
system has led to requests for reform or 
even dismantlement. Some complain that 
not everyone has played by the rules and 
that the current trade system is not “fair.” 
Concerns about state subsidies, intellec-
tual property rights, forced technology 
transfer, and exchange rate manipulation 
abound. The silver lining is that discon-
tent may give way to constructive reform 
and a better-designed trading system in 
the future. 

One source of dissatisfaction relates 
to processes and interpretations of rules. 
Views on the effectiveness of the present 
dispute settlement mechanism, the reach 
of subsidy disciplines, and the proper 
treatment of state-owned enterprises 
vary. Moreover, the World Trade 
Organization’s (WTO’s) traditional all-
or-nothing approach, in which all WTO 
members must agree on all issues, has 
become a straightjacket. The Kennedy 
Round took four years to complete, but 
the Doha Round, which started in 2001, 
is considered all but dead. Ironically, the 
very success of the WTO, which resulted 
in near-global membership and reach, is 
proving its biggest challenge, because 
it makes it increasingly hard to reach 
consensus. 

On the positive side, recognition of 
this challenge has led to a push for more 
flexible approaches, including plurilateral 
agreements among a set of like-minded 
countries (IMF-WB-WTO 2018). In mul-
tilateral deals all WTO members must 
participate, but plurilateral agreements 
involve only a subset of countries and 
allow members to adopt the new rules if 
they choose. The WTO still prefers mul-
tilateral agreements. But when these are 
not feasible, plurilateral agreements may 
offer a second-best alternative. Compared 
with bilateral or regional deals, they offer 
the advantage that they are in principle 
available to other WTO members if these 
members decide to join later. Hence, they 
overcome the potential inertia associated 
with fully multilateral negotiations, with-
out undermining the basic principles of 
multilaterism. There are encouraging de-
velopments in this direction, among them 
the Information Technology Agreement, 
originally signed in 1996 and expanded in 
2016, in which 53 members agreed to tar-
iff cuts that they then applied to all WTO 
members. Alternatively, the WTO has 
sought to increase flexibility by pursu-

ing multilateral agreements that unbundle 
specific issues from broader initiatives. 
The 2013 Trade Facilitation Agreement, 
aimed at improving customs practices, is 
a prime example. The adoption of these 
two agreements is testament to the effec-
tiveness of a more flexible WTO. 

A second source of dissatisfaction 
concerns the appropriate focus for in-
ternational negotiations and new agree-
ments. The digital revolution has changed 
the nature of trade. Many enterprises now 
operate as links in global value chains 
reaching multiple countries; several ser-
vices, such as banking and insurance, can 
now be purchased from firms in other 
countries; and e-commerce plays an in-
creasingly important role in cross-border 
transactions. Growth in these areas de-
mands more than tariff reductions. It also 
requires addressing “behind the border” 
measures that stand in the way of cross-
border trade (Mattoo 2019). These in-
clude harmonization of domestic regula-
tions; agreement on intellectual property 
rights protection; and consensus on how 
to deal with data and delicate privacy is-
sues. These issues have proved challeng-

The Future of Trade

ing so far, even among countries with 
past success in liberalizing their goods 
markets. Cross-national regulatory dif-
ferences can reflect valid concerns about 
quality standards, exploitation of inter-
national market power, and data priva-
cy. Policymakers must strike a balance 
between the legitimate use of domestic 
regulations to protect consumers and pro-
tectionist abuse. Trade policy alone will 
not bring about progress in these areas; 
regulatory cooperation and coordination 
are needed as well. 

Contemplating the future, the kind 
of cooperation needed to spur growth 
in trade, especially in services, seems 
more likely to materialize if it involves 
economies at similar stages of develop-
ment with similar objectives. Against 
this backdrop, regional trade agreements 
could serve as a useful starting point and 
complement to multilateral platforms. In-
ternational trade is not doomed to a per-
manent slowdown. But it is at a critical 
juncture. Its future will crucially depend 
on the policy choices we make.  
Pinelopi Koujianou Goldberg is chief economist of 
the World Bank Group. 

Trade policy alone 
will not bring about 

progress in these areas; 
regulatory cooperation 
and coordination are 

needed as well. 

G l o b a l  E c o n o m y
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China. But research on value chains, such 
as the Global Value Chain Development 
Reports, published by the World Trade 
Organization and the World Bank, shows 
that it would be more accurate to say the 
United States imports different types of 
value added from different partners, in-
cluding labor- intensive assembly from 
China and more sophisticated manufac-
turing inputs from South Korea. That is 
because official trade statistics measure 
the gross value of trade, not the value 
added at each link in the chain. What is 
more, official statistics don’t capture the 
growing importance of services, such as 
computer coding, logistics, and market-
ing, that are contained in the value of 
manufactured goods. Much of the value 
added in a nominally Chinese-made 
smartphone, such as computer coding and 
marketing, originates in the United States 
and other advanced economies. Viewed 
from this value-added perspective, bilat-
eral trade imbalances look quite differ-
ent. The contentious US trade deficit with 
China, for example, is roughly cut in half 
when the analysis shifts from gross value 
to value added because China tends to be 
at the end of many value chains. 

Growth driver 
Global value chains have been a 

boon to developing economies because 
they make it easier for them to diver-
sify away from commodities toward  
higher-value-added manufactured goods 
and services. How? By breaking up the 
production process so that different steps 
can be carried out in different countries. 
In the past, a country had to master the 
production of a whole manufactured 
product to export it, which rarely hap-
pened. With value chains, a country can 
specialize in one or several activities in 
which it has a comparative advantage. 
The phenomenon has enabled China to 
export nominally high-tech products 
even though its role has been largely that 
of assembler. The unbundling of produc-
tion started within advanced economies 
in response to competition and declining 
logistics costs and then went global as big 
developing economies opened up. 

The global value chain for China’s 
2009 exports of electrical and optical 
equipment—a category that includes 
smartphones, tablets, and cameras—illus-
trates the country’s role . The vertical axis 
shows worker compensation per hour, a 
measure of value added. The horizontal 
axis maps the steps in the production pro-
cess, starting with high-value design and 
financial inputs from advanced econo-
mies. Then come sophisticated parts such 

Invisible Links 

By: David Dollar

Walk into a Toyota dealership in 
New York or Munich, and you 
might think you are looking at 

cars made in Japan. You would be mis-
taken. In fact, the 15,000 components that 
make up a modern car are often produced 
by different firms in different locations. 
There are three main hubs for auto produc-
tion—North America, Europe, and east 
Asia. Research and development and de-
sign mostly take place in Germany, Japan, 
and the United States, with China starting 
to play a significant role as well, given the 
5 million STEM (science, technology, en-

gineering, and mathematics) graduates it 
trains each year. Each of these hubs com-
bines production in high-wage economies 
with parts and components from lower-
wage, emerging market economies. Parts 
and components crisscross multiple bor-
ders during the production process. 

From smartphones and autos to TVs 
and computers, more than two-thirds of 
international trade now takes place within 
such global value chains. That’s up from 
60 percent in 2001. The rise of value 
chains has reshaped the world economy, 
fueling dramatic advances in living stan-
dards in emerging-market economies like 
China and Vietnam, where labor costs are 

relatively low, while widening income in-
equality in advanced economies, includ-
ing the United States. Yet decades-old 
methods of gathering trade data, devel-
oped in the pre-value-chain world, fail to 
reflect this transformation, giving rise to a 
skewed picture of the movement of goods 
and services around the world. The re-
sult: acrimonious debates over job losses 
blamed on trade are rooted in inadequate 
data, amplifying misguided calls for pro-
tectionism. 

Take the case of a smartphone ex-
ported by China. When it is shipped to 
the United States, official trade statistics 
record its full value as an import from 

For emerging market 
economies that are well 
integrated into global 
value chains, such as 

Mexico, China, Vietnam, 
and Thailand, the 

proportion is about 
40 percent.
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as computer chips from Japan, the United 
States, South Korea, and Taiwan Province 
of China. China adds value toward the 
end of the chain with production of some 
simple parts and assembly. China also has 
many so-called backward linkages to do-
mestic sectors such as metal and plastic 
manufacturing, which contribute to the 
production process prior to assembly. Fi-
nally, at the end of the chain come high-
value inputs consisting mostly of services 
such as marketing as products are sold in 
the United States, Europe, and Japan. In 
the case of exports of these products to 
the United States, China contributes al-
most half the value added. The country’s 
considerable share of value added has 
provided jobs for large numbers of low-
skilled workers, helping drive economic 
growth and reducing poverty. So break-
ing up the production process enabled 
many labor-intensive activities to settle 
in China, enhancing the country’s ability 
to exploit its comparative advantage. 

Vietnam is another emerging market 
economy deeply involved in global value 
chains. Following its market-oriented re-
forms and opening to global trade start-
ing in the late 1980s, Vietnam attracted 
major investments by foreign firms, such 
as Korea’s Samsung, seeking a low-cost 
locale for labor-intensive assembly. Poli-
cymakers in Vietnam worry that they will 
be stuck with only low-end assembly, but 
analysis of the production chain shows 
that there are extensive backward link-
ages; that is, many firms sell to export-
ers but are not exporters themselves. In 
2012, about 5 million Vietnamese worked 
for firms that manufactured for export; 
the number working in firms that sold to 
exporters was much higher at 7 million 
. These linkages have important impli-
cations for policy. Although developing 
economies maintain higher barriers to 
imports than advanced economies, they 
recognize that their exporters need access 
to the best imported inputs if they are to 
be competitive globally. Many solve that 
problem by creating special economic 
zones where exporters have duty-free ac-
cess to imported parts. Shenzhen, China, 
is a classic example. However, it would 
be much better to liberalize the entire 
economy so that indirect exporters and 
producers of goods sold domestically 
also have access to the best inputs. 

Advanced economy impact 
The growth of global value chains 

also benefits advanced economies, which 
tend to concentrate on high-value-added 
activities such as advanced technology, 
financial services, sophisticated manu-
facturing components, and marketing and 
servicing. Still, there are winners and los-
ers. Studies have found that the United 
States has lost middle-skill manufac-
turing jobs because of trade with China 
and economies contributing to its value 
chains, while gaining jobs in high-skill 
manufacturing and in services, leaving 
total employment largely unchanged. 
College-educated American workers 
have seen their salaries rise, while those 
without a college education have seen 
wages decline. 

The impact wasn’t limited to the 
United States. Between 1995 and 2015, 
when emerging market and developing 
economies were opening to the expan-
sion of trade and value chains, advanced 
economies saw increases in high- and 
low-skill jobs and declines in middle-
skill employment . This was not all the 
result of trade; many studies empha-
size the dominant role of technologi-
cal change. Middle-skill jobs involving 
routine, repetitive tasks have been the 
easiest either to automate or move to 
lower-wage countries, allowing employ-

ers to cut costs. The activities remaining 
in advanced economies have been more 
technology-and skill-intensive. In addi-
tion, many low-skill jobs in construction, 
health care, and hospitality have been dif-
ficult to automate or outsource. 

The perceived distributional con-
sequences of expanding trade and value 
chains are driving the backlash against 
globalization and prompting calls for 
trade barriers in rich countries. But pro-
tectionism was a bad strategy before the 
rise of global value chains, and it is a 
worse strategy now. Take, for example, 
the tariffs the United States imposed on 
China in 2018—25 percent on $50 bil-
lion in imports and 10 percent on $200 
billion in additional imports. Parts and 
components comprise 37 percent of US 
imports from China, and the list of prod-
ucts taxed seems to have been even more 
heavily weighted toward these items, 
which US firms use to be more competi-
tive. The cost of the tariffs was passed on 
to US firms, which lost sales as a result. 
That was the case even before Chinese re-
taliation imposed additional losses on US 
exporters. In a world of complex value 
chains, it is hard to predict the precise im-
pact of import tariffs, but it is safe to say 
that some firms and workers in the pro-

tectionist country will be hurt, and the net 
effect will be negative. 

Rather than trying to hold back prog-
ress, public policies should seek to ease 
the adjustment for displaced workers. 
Distinguishing between job losses result-
ing from trade and technology does not 
make sense when designing safety nets to 
help workers and communities affected 
by change. Some advanced economies 
have adjusted better to the forces of glo-
balization than others. In Germany, for 
example, because of progressive taxation 
and a strong safety net, there has been 
little change in inequality as measured by 
its Gini coefficient calculated after taxes 
and transfers. In the United States, on 
the other hand, there has been a signifi-
cant increase in inequality because public 
policy has exacerbated the market trend 
toward job and wage polarization through 
regressive tax cuts. 

Shifting perspective 
Official statistics tell us that about 

80 percent of world trade consists of 
manufactured goods and primary prod-
ucts such as food, oil, and minerals, with 
the remaining 20 percent consisting of 
services such as tourism, overseas col-
lege education, and international finance. 

This ratio has changed little in 40 years. 
The picture looks very different when the 
analysis shifts to value added in trade. 
The share of services in trade, measured 
in value-added terms, rose by more than 
a third from 1980 to 2009—from 31 per-
cent to 43 percent. This means that the 
services content in merchandise was in-
creasing. Some of the increase reflects 
the growing use of software. Moreover, 
managing global supply chains involves 
relying more on services such as trans-
portation, finance, and insurance. A final 
factor is that prices of services have risen, 
while manufacturing prices have declined 
because of the sector’s more rapid pro-
ductivity growth. 

In every major economy, the share 
of services in trade is larger in value-
added terms than in gross value terms. 
Among the 34 economies in the Organ-
isation for Economic Co-operation and 
Development, services account for about 
half of value added in exports. For emerg-
ing market economies that are well inte-
grated into global value chains, such as 
Mexico, China, Vietnam, and Thailand, 
the proportion is about 40 percent. In 
addition, advanced economies use a lot 
of imported services in their production 
chains. This is less true for developing 

and emerging market economies because 
they tend to have greater restrictions on 
imports of services and on foreign direct 
investment in service industries. Recent 
research has shown that using imported 
services enhances manufactured exports 
of emerging market economies, because 
access to the best inputs in the world im-
proves productivity. 

Developing economy lessons 
The rise of global value chains does 

not fundamentally change trade theory, 
but it does provide a more complex pic-
ture. Breaking up the production process 
offers new opportunities for integration 
of rich and poor economies, with poten-
tial benefits for each—but with home-
work as well. I have mentioned some of 
the emerging market economies that are 
deeply involved, but large parts of the 
developing world are left out. Globaliza-
tion is like a fast train, and you need a 
platform to get it to stop at your location. 
Building the platform requires all the ba-
sic elements markets depend on: rule of 
law, infrastructure, education, and health 
care. Developing and emerging market 
economies that have succeeded even 
moderately well have seen impressive 
economic growth and poverty reduction. 

For rich countries there is an analo-
gous challenge: integration and inno-
vation spur change in employment and 
wages, creating winners and losers. It is 
tempting to use protection to try to slow 
or reverse these changes. But total isola-
tion will cut you off from the dynamic 
global economy, and partial protection 
will benefit some firms at the expense of 
other firms, while also hurting consum-
ers. With the complexity of modern value 
chains, it is impossible to fine-tune trade 
policy to help a geographic region or 
group of workers. It is better to concen-
trate on easing the adjustment as produc-
tion and jobs naturally evolve. 

For rich and poor countries alike, 
free trade is the best policy. The world has 
achieved reasonably free trade in manu-
factures, at least until the recent bouts of 
protectionism. But there are greater re-
strictions on trade and investment in ser-
vices, especially in the developing world. 
Given their growing role in production 
and value chains, services are a logical 
next focus of liberalization. 

David Dollar is a senior fellow at the Brookings 
Institution’s John L. Thornton China Center. 

The rise of global value chains 
does not fundamentally change 
trade theory, but it does provide 

a more complex picture.

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



IRAN INTERNATIONAL, October 2019, No. 92IRAN INTERNATIONAL, October 2019, No. 9214 15

New Developments in Iran-Russia Relations
A new chapter in Iran-Russia eco-

nomic and trade cooperation has 
been opened. Russian and Iranian 

officials and policy makers have begun 
a new phase in bilateral economic rela-
tions and interactions concurrent with 
holding two economic events: The 15th 
Iran-Russia Joint Economic Commission 
Meeting, and the 2nd Iran-North Cauca-
sus Business Forum.

Among the most important issues 
exchanged among the decision makers 
of the two countries the following can be 
cited: The latest details of the free trade 
agreement between Iran and the Eurasian 
Union, Cooperation between Iran, Russia 

and the North Caucasus on development 
of banking relations, Review of the areas 
of food trade, Preparation of the Russian 
Federation for issuance of visa to Iranian 
businessmen and Creation of stronger 
links between the private sectors of Iran 
and Russia.

Some of the projects favored by Rus-
sian companies to negotiate with Iranian 
counterparts on the sideline of the Joint 
Economic Commission Meeting are: Es-
tablishment of a cargo line between Zhu-
kovsky airport and Isfahan airport, joint 
production of freight wagons, production 
of joint turbines of less than 20 MW, joint 
production of heavy vehicles and export 

of meat from North Caucasus to Iran. 
The 15th Iran-Russia Joint Economic 

Commission Meeting and the 2nd Iran-
North Caucasus Business Forum were 
held in the presence of two ministers, five 
deputy ministers and dozens of experts 
and middle managers from the related 
ministries of Iran and Russia. Within the 
framework of the 15th economic commis-
sion meeting, nine working groups and 
three specialized committees were con-
vened with five working groups chaired 
by deputy ministers. In the meantime, the 
working groups of industry, provincial 
cooperation, energy, transportation and 
ICT with 57, 37, 26, 15 and 9 members, 

respectively, had the largest numbers of 
Russian working group members. 

The presence of various Iranian and 
Russian companies working in different 
fields of energy, wagon and locomotives, 
investment, agriculture, agricultural ma-
chinery, petrochemicals, thermal and re-
newable energy, colored metals, chemical 
and cellulosic industries, etc., in the form 
of these working groups and the pres-
ence of their representatives in different 
sessions were among the indexes of the 
meeting. 

What happened at the 2nd Iran-
North Caucasus Business Forum, which 
was held concurrently with The 15th 

Iran-Russia Joint Economic Commis-
sion Meeting? Last year, the first Iran-
North Caucasus Business and Cultural 
Forum was held in North Ossetia. The 
second forum was held on the sidelines 
of the joint economic commission meet 
with the presence of Sergei Chebotarev, 
the Minister for North Caucasus Affairs 
and accompanying delegation in Tehran. 
The North Caucasus federal region con-
sists of the republics of Dagestan, Ingush-
etia, Kabradino Balkaria, North Ossetia, 
Chechnya and Garachay Cherkessia, and 
the Stavropol area, with a population of 
about 10 million, covering 7% of the 
Russian population. 

These regions in the agricultural 
fields, especially cereals, meat, chemi-
cal industries, construction, automation, 
energy and colored metals enjoy a good 
capacity for cooperation with Iran. This 
report will further discuss the details of 
commitments made by the policy makers 
of the two countries.

New Economic Relations
What will be the status of economic 

relations between Iran and Russia? Less 
than two years ago, Russian President 
Vladimir Putin signed a Comprehensive 
Document on Development of Southern 
Ports of Russia aimed at establishing in-
frastructure for the development of rela-
tions with Iran. Unlike the usual proce-
dure, the signing of this document reflects 
the determination of the Russian side to 
develop cooperation with Iran. 

Subsequently, in May 2018, an inter-
im trade agreement was signed between 
Iran and the Eurasian Economic Union 
(EAEU) comprising five EAEU countries 

(Russia, Kazakhstan, Belarus, Kyrgyz-
stan and Armenia). The contract was ap-
proved by the Iranian Parliament (Majlis) 
on May 19 this year. According to observ-
ers, the approval of the plan before hold-
ing the 15th joint economic commission 
meet is a positive message saying that the 
Iranian side is eager to develop economic 
relations with Russia and the neighboring 
countries. In this regard, Iran’s Minister 
of Energy Reza Ardakanian addressing 
the Iran-Russia Economic Cooperation 
Forum, referring to the approval of the 
free trade agreement between Iran and the 
five EAEU countries, said that the final 
stages of the implementation of the agree-
ment have been completed and it awaits 
its endorsement by the Guardian Council. 
According to the contract, 800 items will 
be subject to tariff cuts. 

Ardakanian noted that Iran is ex-
pected to join Russia, Kazakhstan, Kyr-
gyzstan, Armenia and Belarus, and at the 
same time benefit from a 180-million-
population market for the development of 
economic relations through commodity 
supply, especially in cases where Iran and 
Russia are under unlawful sanctions. 

Stressing that Eurasian states will 
work together in a free trade zone, he 
noted that its impact on creating employ-
ment and expediting Iranian products in 
consumer markets and in the North Cau-
casus provinces will provide the neces-
sary conditions.

According to Ardakanian, his 

ministry aims to facilitate the private 
sector cooperation between Iran and 
Russia. He said Russia last year imported 
more than $250 billion, and talks with 
Russia, especially on Iran’s intention to 
join EAEU could increase Iran’s share in 
that market.

Holding “intensive negotiations 
between central banks of Iran and 
Russia” was another issue that was heard 
from the Iranian and Russian authorities. 
Ardakanian said banking was one of the 
most important issues in the negotiations 
between Iran and Russia. He reiterated 
that intensive negotiations between the 
two central banks are underway and a joint 

What happened at the 
2nd Iran-North Caucasus 

Business Forum, which 
was held concurrently 

with The 15th Iran-
Russia Joint Economic 
Commission Meeting?
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working group will soon be convened in 
Tehran. “By resolving the banking issues 
and taking into account all the aspects 
we are trying to play an important role in 
accelerating economic relations.”

The announcement of readiness of 
the Caucasus for the export of red meat 
and cereals to Iran was another focus 
of the lectures. Announcing this, the 
minister of the North Caucasus Federal 
District said: “We are also interested in 
importing agricultural products and fruits 
from Iran. Sergei Chebotarev added: “60 
representatives from Russia, all of whom 
are first class experts, are present at this 
conference. In addition to economy and 
development of relations in this field, 
attention to human science, history and 
culture is also important for the two 
countries. This conference will produce 
good results in this regard.” He added: 
“We are also interested in developing 
tourism through the Caspian Sea, and the 
tourism industry has a good prospect in 
this field and its driving force is shipping 
industry.” 

Development of the transportation 
industry in the North, East and West 
corridor is another program; Moreover, 
creating a corridor for energy is one of 
our interests.” According to the minister, 
a leading person from Moscow has come 
to Iran to create the energy corridor. 
Chebotarev continued by emphasizing 
that the topics of human science in the 
North Caucasus are very important. “For 

the two countries, it is important to know 
how to understand each other and how 
we can share things. The development of 
economic and commercial relations also 
depends on this issue, since the North 
Caucasus has close ties with Iran and is 
a nation that is considered a cohort with 
Iran.” 

He emphasized that the two coun-
tries’ most important tool is the political 
will of the two sides. “The will of the 
presidents of Iran and Russia has been 
to develop cooperation, and all neces-
sary structures have been created with the 
Russian government agencies aiming to 
develop these relations.” He said: “This 
conference is one of the means by which 
all private institutions and producers can 
meet and carry out projects in the fields of 
economy, transportation, energy, manu-
facturing and industry.”

Facilitating the issuance of visa for 
Iranian businessmen was another issue 
announced by the ambassador of the Rus-
sian Federation to Tehran. According to 
Dzhgavarian Levan Simonovich, the pro-
vision of visa to Iranian businessmen will 
be facilitated in the framework of existing 
contracts. He stressed that the relations 

between the two countries have become 
easier, adding: “Iranian businessmen may 
ask their questions from our commercial 
representative.” 

Simonovich, referring to unilateral 
US sanctions against Iran, said the con-
ference was held while both Tehran and 
Moscow were under cruel sanctions. 
“We are opposed to unilateral measures 
against Iran’s nuclear program. The coun-
tries that have remained in the Joint Com-
prehensive Plan of Action (JCPOA) must 
cooperate with Iran in various fields, es-
pecially on economy. The Russian side 
cooperates in this regard and other part-
ners are expected to follow suit,” he said.

Meantime, the IRI ambassador to 
Russia also addressed the joint economic 
commission meeting and discussed some 
of the current bilateral issues. Mehdi Sa-
nai announced in his initial statement that 
all government-level documents required 
for interaction between Iran and Rus-
sia have been signed. He stated that the 
North Caucasus has played a significant 
role in Tehran-Moscow relations over the 
centuries, saying that the region is cultur-
ally and historically very similar to Iran, 
and there is solidarity between Iran and 
the North Caucasus.

Iran-Russia ties have had a lot of 
mobility in various dimensions in recent 
years, he said, adding: “In the economic 
and trade sectors between the two countries 
there are capacities and documents have 
been signed, but there is big gap between 
the output of signed documents and their 
actual implementation.” He stressed 
that no important economic document 
required at the state level has remained 
unsigned, including customs cooperation 
documents. 

Sanaei emphasized that there is a 
good relationship between exports and 
imports in Tehran-Moscow relations, 
adding that export of aquaculture as well 
as dairy and livestock products have 
received license, which provides the 
necessary facilities for the development 
of bilateral relations. “We hope that these 
capacities will come into play and the 
volume of exchanges between the two 
countries will witness a jump.” 

The ambassador, referring to Iran’s 
joining the EAEU, said: “We hope that a 
state secretariat will be formed and private 
sector businesses will be in contact with 
one another.”  

What will be the status 
of economic relations 

between Iran and 
Russia?
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Over the last 50 years, most 
countries in the world have 
benefited from the competi-
tive production processes. 

Developing countries, especially in 
East Asia, by attracting foreign invest-
ment and supply of low cost production 
tools produced competitive products 
and supplied them to markets, including 
the Western world, and both sides made 
profits. For example, China, which lived 
in poverty, has recorded a growth rate 
of plus 9 percent and even 13 percent 
(except for four years) over the past 24 
years (1982-2011). The United States 
and Europe, by importing cheap goods 
from countries like China kept their in-
flation below 2.5 percent (of course by 
applying appropriate monetary poli-
cies), and returned huge profits to the 
exporting countries from their invest-
ments in the developing countries: A 
win-win deal!

of cultural problems have sought the 
solution in restricting freedom of trade 
and investment; nationalist parties have 
grown in most European countries and 
even in the US, and some have played 
down the benefits of competition and 
globalization and are seeking to limit the 
flood of immigrants.

2. Economic freedom without the 
backing of technological growth is not 
capable of generating a profitable com-
petitive market. Technology growth can 
only facilitate economic growth, which 
improves the quality and reduces the cost 
of producing goods and services. The 
link between the activities of research 
centers and universities (including R & 
D) and manufacturing processes (wheth-
er goods or services), such as the devel-
oped world, are defined in a manner that 
provides faster economic growth. But 
in most developing countries, this rela-
tionship remains unknown (or unneces-
sary in oil-rich countries), and as a re-
sult, specialization has become unsafe in 
many countries and virtually credential 
inflation plays the dominant role.

Of course, some of the countries 
that were more alert and probably out of 
rich resources like oil were able to cor-

Where Do We Stand in Global Economy?
Perhaps China has benefited more 

than the US, because in less than 40 
years, it now owns the technology and 
remarkable capital that can compete with 
that of the US so much so that capital ac-
cumulation in China has been more than 
that of the US in recent years. If China 
did not adopt this policy and like the 
time of Mao turned its back to foreign 
capital, expansion of foreign trade and 

the huge profits generated by its invest-
ments, today we would have the same 
poor China. This is while today China 
is a rival of the United States in many 
fields, but over the past few years, the 
factors that make up this transformation 
are changing and opening new windows 
that are different from what we have ex-
perienced in the past 40 years. Examples 
of these changes can be cited below: 

1. The post-WW tariffs of 40-50 
percent, which had reached 3 to 5 percent 
as a result of competitive procedures in 
1980s and 1990s, have a tendency to go 
up again. The tariff war between China 
and US, as the world’s two big econo-
mies, displays this same approach and 
it seems that in the next one or two de-
cades, they will not go back to the last 
decade, because low tariffs will expand 

foreign trade and investment. The West 
was able to take advantage of affordable 
facilities in other countries.

Therefore, the development of 
communications will increase the pace of 
growth. This process in recent years has 
created economic giants such as China 
and South Korea… which have become 
the main contributors to investment in 
the developed world; but in contrast to 

this trend, problems have been created; 
For example, cultural contacts created 
due to development of information on the 
one hand and development of trade and 
technology exchanges on the other, have 
enabled low-growth societies to learn 
about the developed world and sparking 
a massive wave of immigration. For this 
reason, some countries under pressure 
of job seekers or under the influence 

rectly define this connection, like China 
and South Korea, and provide the in-
frastructure for sustainable growth and 
development; technological growth in 
these countries, along with capital accu-
mulation and positive trade balance have 
diminished their dependence on Western 
technology and capital, although access 
to their markets is still a matter of urgen-
cy. As a result, it can be predicted that 

Economic freedom 
without the backing of 
technological growth 

is not capable of 
generating a profitable 

competitive market.

Dr. Mehdi Behkish, Senior Economist

C o v e r  S t o r y



IRAN INTERNATIONAL, October 2019, No. 92IRAN INTERNATIONAL, October 2019, No. 9220 21

the two-way relationship of the develop-
ing countries with the West is changing.

3. In the space ahead, it seems that 
the foreign direct investment (FDI) pro-
cess in East Asia will slow down, or at 
maximum will remain in line with the 
past procedures in countries that have 
not yet grown sufficiently, such as Viet-
nam, because on the one hand the price 
of cheap tools in the newly developed 
markets is gradually increasing and, on 
the other hand, large importing coun-
tries such as the US will throw tariff 
based obstacles in their way. But newly 
created capital will seek new markets 
and it seems the most important market 
for them in the coming decades, is the 
Middle East. This may indicate reducing 
the pace of economic growth via FDI in 
East Asia. But the need to shift invest-
ment that seeks to maximize profits will 
increase the focus on new markets. As a 
result, countries will benefit more in the 
new process that are vigilant and have 
learned the requirements of absorbing 
investment and could find an appropriate 
place in the direction of attracting newly 
emerged investments.

4. China’s stunning economic 
growth over the past 40 years has turned 
the country into the second largest econ-
omy in the world so much so that it has 
challenged the world’s largest economy, 

the US (which generates 24% of GDP 
in the world). China’s nearly 1.4 bil-
lion population, with rapidly increasing 
per capita income has raised concerns 
in Western countries, especially in the 
US that they may lose their status in the 
next few years. Of course, the American 
economy is so large, diverse, and capi-
tal and technology oriented that it can 
be managed economically and indepen-
dently for decades. But the Washington’s 
Western allies do not have such facilities. 
So obviously the United States is wor-
ried about its hegemony in the world.

Of course, Washington possesses 
different tools to control the growth of 
the rival. For example, it trashed the So-
viet Union through economic and tech-
nological means, and now it seeks to 
organize different economic instruments 
for controlling China. One such tool is 
the control of the resources needed by 
China, namely energy. 

China imported close to 10 million 
barrels of oil in 2018 and desperately 
needs gas supplies to run the wheels of 
its industry. Considering that 30 per-
cent of the world’s oil need is exported 
from the Persian Gulf and Iran has the 
second-largest gas reserves in the world, 
the US seeks to dominate the Persian 
Gulf and has so far brought most of the 
Persian Gulf states under control. If Iran 

is added to the list the future of China 
would depend to some extent on the kind 
of agreement Beijing would strike with 
Washington in terms of energy supplies; 
especially with the development of shale 
oil in the United States, the country will 
no longer need to import energy. There-
fore, the existing conflict between Iran 
and the US are probably not related to 
current written issues, including the nu-
clear dossier. In other words, Iran may 
have been fallen into the trap of interna-
tional rivalries.

Other developments may also be 
added to what was said, in particular the 
sanctions, but in order to keep abreast of 
international issues in this note, we are 
currently limiting the discussion to the 
same extent and looking at the impact of 
these changes in Iran.

Our country has never been a com-
petitive and export-oriented economy 
and therefore it has not used the com-
petitive advantages over the past half a 
century as in countries such as China, 
Korea, Malaysia, Indonesia, Turkey and 
…The level of tariffs in Iran has never 
been lowered to be concerned about their 
increase. But our country has not prop-
erly benefited from the growth and ex-
change of technology, accumulation of 
capital and appropriate interaction with 
export markets which are the driving 

force in boosting productivity, reduc-
ing production costs, increasing exports, 
and consequently creating sustainable 
growth. We have also failed in creating 
employment and improving the welfare 
of the society as compared with the fa-
cilities of the country remains weak. 
Science and expertise have not found 
a significant place in our economy, and 
Iran’s economy remains dependent on 
raw materials, and more and more cases 
have been added to our problems every 
day. On the other hand, our country has 
been forced to use the resources of fu-
ture generations to survive. Examples 
of exploitation beyond reasonable and 
scientific procedures of water resources, 
the environment, and limited or inappro-
priate use of expertise and ... are clear 
evidence of how the economy is being 
mismanaged.

The abundance of underground re-
sources in our country has led to a loss 
of our competitive ability to the extent 
there is a deep gap in economic per-
formance with other countries, such as 
South Korea or even Turkey, in such a 
way that the finished cost of a product 
or service in our country is much more 
than those in countries at our level. More 
importantly, the concept of productivity 
in our country remains unknown. 

If we compare privatization process 

in our country with, let’s say Germany, 
we will easily find out that our treatment 
of our assets (whether private or public) 
have been handled like an inheritance 
we have given to trusted individuals to 
exploit; whereas we did not realize that 
these assets were national and intra gen-
erational inputs for more production and 
making more profits. To do this it was 
required to put these assets at the dis-
posal of specialist administrators who 
can create added value and in order to do 
so, they should identify ways to increase 
productivity, or hire efficient individuals 
who have learned optimal use of tools. 
Of course, we know such performance 
would require an appropriate legal and 
business atmosphere.

Under such conditions, the govern-
ment’s only task is to provide an appro-
priate space for business, increase pro-
ductivity and prevent corruption, and, 

of course, supply general goods and 
services, rather than engaging in eco-
nomic administration itself or delegate 
the affairs to relatives. We not only did 
not create productivity boost tools, but 
rather used the country’s assets, and, 
after pursuing political goals, every 
day, more than the past, instead of be-
ing producers, we became consumers of 
assets and therefore we were unsuccess-
ful in privatization because we thought 
we have obtained a cake we should not 
let outsiders consume it and in this way, 
we also easily prepared the ground for 
spreading corruption.

Russia, like us, took the wrong 
course in privatization process. The re-
sult is that out of $350 billion in annual 
exports about $220 billion worth of oil 
is exported. Therefore, all the above-
mentioned factors, along with the sanc-
tions, provide conditions that make it 
necessary to review how the country’s 
economy is managed. Perhaps we have 
been preoccupied so much with our daily 
affairs that we could not understand the 
significance and immense influence of 
good governance on the performance of 
the economy and find a solution for it.

To change the course first of all, 
government officials should answer the 
question of how to turn existing assets 
into an initial capital to boost production. 

We have also failed in 
creating employment and 
improving the welfare of 
the society as compared 
with the facilities of the 
country remains weak. 
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State managers must understand that the 
most important means of development 
is investment and it will not be achieved 
unless it turns the consumption of today 
into savings and then investment and, of 
course, attract foreign capital that has its 
own requirements.

This will be done only through the 
transfer of affairs to qualified profes-
sionals and in a competitive and secure 
business environment. In other words, 
this will be achieved if the country’s fa-
cilities first serve production, and then 
members of the community consume 
or export from generated surplus and in 
proportion to the value added they have 
created and the government receives a 
reasonable amount of taxes to spend on 
infrastructure and institutions. Mean-
while, the government should provide 
the environment for engagement with 
foreign markets. 

I would like to draw the attention 
of dear readers to the point that I have 
not forgotten the daily problems we are 
facing. I just want to say that if we do 
not have a proper strategy and do not pay 
enough attention to the changing condi-
tions of the world, dealing with every-
day problems may solve the problems 

of that day but we will not only fail to 
move forward but even take steps back. 
To explain this, it is enough to look back 
at the average economic growth of our 
country over the three decades after the 
war (with Iraq) and compare it with what 
has happened in East Asia.

In continuation of our discussion on 
productivity, let’s take up two examples 
to let non-specialists join our debate. If 
one hectare of land is made available 
to a farmer, he should be provided with 
conditions so that he could have proper 
production. He is expected to have val-
ue added in addition to the expenses of 
land, water, environment, labor, and... 
But if he is forced, directly or indirectly, 
to produce non-profitable commodities, 
such as wheat in a land that can be more 
profitable it is natural that he would con-
sume the resources (either his own or 
those of the government) without hav-
ing properly contributed to economic 
growth. Or, if an steel mill today is worth 
several million euros internationally, it 
must produce a product that, in addition 
to providing for the cost of depreciation, 
replacement and payment for raw ma-
terials and labor, and ... produce value 
added that would justify the investment 

by considering competitive prices (that 
is, the factory could replace the depre-
ciated parts of the plant from its capital 
consumption allowance).

Unfortunately, in most cases in 
Iran, manufacturing processes are mak-
ing losses and cannot be replaced from 
this perspective and due to government 
intervention in pricing. However, thanks 
to the existence of abundant resources, 
such as oil and gas, which are used in 
the form of overt and covert subsidies, 
and by using resources of future genera-
tions, such as climate, the environment 
and, above all, the employees being (or 
kept) poor (paying inappropriate sala-
ries), production processes have been 
able to survive.

We have used the country’s climate, 
as well as the environment, without mak-
ing it a tool for productivity. We have 
used underground resources worse than 
other sources. We have created numerous 
universities and research centers without 
a reasonable relationship between edu-
cation and research and production in the 
country, and many examples of this kind. 
Moreover, I have not relied on any of the 
important issues mentioned in the first 
section. We always kept the tariffs high, 

have not boost the technology and do not 
have a good relationship with the world. 
But as the world is changing and a new 
wave of events is on the way, it is imper-
ative that we do not lag behind this stage 
and prepare ourselves to take advantage 
of the upcoming developments. To be 
ready, there is definitely a need to change 
the attitude of the administration of the 
economy. Let’s accept that the methods 
used and the governance applied in the 
economy in the last 50 years would not 
give an effective response.

Therefore, we are faced with chang-
ing the paradigm or attitudes (due to new 
developments in the world and the re-
gion). The concept is that priorities must 
change. In the years after the Revolution, 
we set political goals first. But we have 
sustained a heavy cost in the economy 
because we did not make an attempt to-
wards optimal production and to reach 
the export markets, while China within 
the same period prioritized economic 
growth and achieved both its political 
and economic goals.

China last year exported $570 bil-
lion worth of goods and services to the 
US, which was its number one enemy, 
and imported only $180 billion from the 
US, that is close to $400 billion in posi-
tive trade balance in only one year. In 
other words, approximately $400 billion 

of US resources have been transferred to 
China in just one year. This goal, other 
than the method adopted in prioritizing, 
would not have been possible in another 
way. Instead of spending resources for 
pricing, the Chinese government has 
strived to help Chinese exporters ac-
cess markets like that of the US. China 
is not only the largest exporter to the US, 
but also the largest exporter to countries 
such as Russia and... In other words, 
China has turned the hostile America to 
a rival America, and does the same with 
Russia.

If we can find our way to economic 
success in a space where new possibili-
ties are created then our social, cultural 

Science and expertise 
have not found a 

significant place in our 
economy, and Iran’s 

economy remains 
dependent on raw 

materials, and more and 
more cases have been 

added to our problems 
every day.

and political policies will be defined in 
the same direction. I hope that the coun-
try will value scientific methods once 
and hire experts to analyze problems 
from the perspective of new develop-
ments. At present, there is a widespread 
debate about whether the country should 
negotiate with the United States or not. 
It is natural that resorting to diplomacy 
is the main focus of the adjustment of 
relations between countries in the demo-
cratic world. 

Nevertheless, diplomacy or nego-
tiation, without a clear goal, would not 
reach a specific destination, unless the 
strategy of governance is defined ac-
cording to the common needs of the 
country and the world, and the needs of 
the people for living in compliance with 
the available facilities. This is some-
thing that has not been taken into ac-
count in the Joint Comprehensive Plan 
of Action (JCPOA). But when the nature 
and form of relations between countries 
are changing - as described above - the 
formulation of new strategies is of more 
importance than the past and even com-
pared to the time of JCPOA. Of course, 
such a plan would not be possible to 
implement except in broad coopera-
tion with experts and having knowledge 
about the current and changing mecha-
nisms in the world. 
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Iran’s economy is in a fragile situa-
tion, and many enterprises are fac-
ing numerous problems ranging 

from shortages of imported raw mate-
rials and intermediate goods to lack of 
consumer demand, and inevitably re-
duce production and the number of their 
employees. In this way, a large part of 
the Iranian households are under heavy 

pressure and are worried about the fu-
ture. In addition to the heavy sanctions 
imposed by the United States against 
Iran, restrictions on banking transac-
tions resulting from Iran’s refusal to en-
dorse the FATF, have put international 
relations, even with friendly countries 
such as China and Russia, in basic prob-
lems and sparked economic instability.

Many experts have correctly 
defined the failure to approve FATF 
tantamount to practical sanctioning of 
the Iranian banking system. Given the 
wide range of illegal transactions, such 
as drug trafficking and the activities of 
organized human trafficking groups, 
industrialized countries collectively 
decided to prevent the entry of money 
gained through illegal activities into 
the banking system by adopting certain 
laws.

The global anti-money laundering 
body known as the Financial Action 
Task Force (FATF) was established in 
1989 by the Group of 7 with its head-

quarter in Paris. Therefore, it is clear 
that this institution was not founded to 
counter Iran, and the rules designed by 
this institution were promptly imple-
mented in other industrialized coun-
tries and gradually around the world. In 
2001, following the attacks on US trade 
towers, the FATF added combating the 
Financing of Terrorism Act to the Anti-
Money Laundering Act.

There was also no specific discus-
sion about Iran in adopting this law, 
and its goal was to create transparency 
in international banking transactions 
and prevent money transfers to terrorist 
groups. In 1998 I lectured for a while in 
a UK university, but because I did not 
have a formal contract for the lecturing, 
I could not open a bank account. But 
unfortunately then and even now you 
can take a bag full of money to a bank 
in Iran and open an account without be-
ing asked where the money came from! 
Given that drug trafficking in Iran also 
has huge profits for wrongdoer groups; 

FATF and the Ir anian Economy
the Iranian banking system has not had 
much success in preventing the illegal 
entry of money into banks.

Astronomical proceeds of wrong-
doers in electoral activities and political 
arenas have also helped them infiltrate 
and this has even made the interior min-
ister to voice concern. In addition, lack 
of transparency and limitation of con-
trol mechanisms in the banking system 
have caused enormous corruption and 
embezzlement, some of which show-
ing some shocking figures and causing 
people to be discontent with financial 
institutions. The long experience of of-
fenders exploiting the banking system 
and the possibility of transferring their 
funds across the world have led indus-
trialized countries to pass international 
laws to create transparency and control 
over the financial resources of the bank-
ing system.

Iran must also take advantage 
of these experiences. Today, Iran and 
North Korea are the only countries that 

have been blacklisted by the FATF be-
cause of not complying with its rules 
and regulations. Other countries whose 
performance of their banking system 
in dealing with money laundering and 
terrorism financing is criticized by the 
FATF, would take immediate action to 
improve monitoring mechanisms in or-
der not to be blacklisted which would 
strip them of the means of transactions 
in international banking system.

A recent example was Pakistan, 
which managed to escape the risk of 

being included in the FATF blacklist. It 
had been estimated that if Pakistan was 
included in the blacklist, the country 
would suffer a loss of $10 billion annu-
ally. The losses of failure to adopt the 
FATF laws for corporations, individuals 
and banks inside and outside Iran and in 
general for the Iranian economy are no-
table and there is no acceptable justifica-
tion for not approving these bills.

Economic development and the 
need for people to benefit from growth 
and development are the preconditions 
for realizing the goals of the Islamic Re-
public of Iran for elimination of poverty 
and deprivation and providing housing, 
food, clothing, health, education, and 
the opportunity of employment for all. 
Reducing uncertainty, stabilizing the 
economic climate and restoring Iran’s 
link with the global system is a key fac-
tor in moving in this direction. Without 
the approval of the FATF laws, it is very 
difficult to create a suitable space for the 
Iranian economy.  

Today, Iran and North 
Korea are the only 

countries that have been 
blacklisted by the FATF 

because of not complying 
with its rules and 

regulations.

Dr. Zahra Karimi, Economist
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The story of Iran joining or not 
joining the Financial Action Task 
Force (FATF) is still ongoing and 

efforts to persuade the members of (Expe-
diency) Council have reached nowhere. 

FATF was founded about 30 years 
ago to prevent money laundering and 
to prevent financial support for terrorist 
groups and according to the Joint Com-
prehensive Plan of Action (Iran Nuclear 
Agreement), it is one of the agencies that 
oversee Iran’s financial activities.

In late February, the FATF working 
group decided to extend suspension of 
anti-Iran counter-measures. Meantime, 
FATF had urged Iran to complete and 
implement the CFT (Combating Financ-
ing of Terrorism) and Palermo Conven-
tion reforms. However, the FATF, whose 
mission is to combat money laundering 
and terrorist financing has called for the 
intensification of overseas supervision 
over Iran’s financial institutions due to 
lack of approval of two bills over the past 
four months.

The bills on terrorist financing and 
Palermo Convention have been approved 

by the Islamic Consultative Assembly 
(Parliament) but have not yet been imple-
mented. The group again gave Iran four 
months on June 21, and extended suspen-
sion of punitive measures against Iran so 
that Tehran could approve the laws on 
combating money laundering and terror-
ist financing. According to the statement, 
the FATF decided at its meeting to extend 
the suspension of counter-measures and, 
of course, urged all its members and ju-
risdictions to intensify their oversight of 
the Iran-based branches and financial in-
stitutions.

Part of the statement reads: “Iran 
will remain on the FATF Public State-
ment until the full Action Plan has been 
completed. Until Iran implements the 
measures required to address the deficien-
cies identified with respect to countering 
terrorist financing in the Action Plan, the 
FATF will remain concerned with the ter-
rorist financing risk emanating from Iran 
and the threat this poses to the interna-
tional financial system.”

In fact, these two bills are two fi-
nal steps by Iran to join the FATF and 

an important step in dropping Iran from 
the FATF ‘black list.’ The government 
has repeatedly requested the Expediency 
Council to accelerate examination of the 
bill on Iran’s accession bill to Palermo 
Convention. Now, the Vice-President for 
Legal Affairs Laya Joneydi has expressed 
concern over procrastination of the Expe-
diency Council in endorsing FATF, say-
ing that we are moving backward.

Three Anti-Iran Measures 
Restored or Being Restored
Commenting on extending the 

suspension of FATF countermeasures, 
Joneydi said: “Announcement of apply-
ing more countermeasures in the future 
concurrent with the decision to extend the 
suspension by the FATF is alarming. Un-
fortunately, we are going back to square 
one step by step: That is to say re-impos-
ing countermeasures and ineffectiveness 
of the suspension, which we should not 
let this happen.”

She said: “The Expediency Council 
is expected to finalize the two bills sooner 
in order to prevent further countermea-

Ambiguities of FATF’s 
4-Month Deadline to Iran sures. It would have been better if we had 

already solved this problem to avoid this 
situation and what is left from our inter-
national banking relationships and capac-
ities would not be harmed further.”

She added: “We only call this four-
month period suspension, while three 
acts against Iran are either back in place 
or on their way back. They may set 
another deadline again but if other laws 
and treaties are not adopted again some 
other countermeasures will be restored. 
Obviously, in the event of a further delay 
suspension of some of the items will not 
be of any use to us due to imposing more 
counter-measures and this will bring the 
behavior of the banks closer to assuming 
that the name of the country is blacklisted 
(non-cooperative) and there will be no 
suspension.”

Commitment to Intense Oversight 
Will Increase Risk and Prompt 
Extreme Discretion of Foreign Banks

The VP said everyone should note 
that this is a matter of national interest 
and concerns part of the rights of the 
people and the rights of citizens. Ensur-
ing the realization and facilitating of eco-
nomic relations and banking transactions 

exchanges is the right of the people so 
that their minimum welfare is provided. 

Joneydi said that out of the nine 
countermeasures one has been restored 
in mid-June and two more including in-
creased reporting, even systematic and 
continuous reporting as well as external 
auditing, will be restored at the end of the 
four-month deadline if the bills are not 
endorsed.   

She added: “The drawbacks are that 
the level of inspections compared to Iran 
related banking operations will go much 
higher. In fact, it should be said that the 
inspections will cause high and extensive 
oversight over transactions.

“Another worrying issue is that the 
banks that deal with Iran’s banks and 
financial institutions may actually stop 
financial transactions with Iran due to 
growing risk of money laundering and 
alleged terrorist financing in the transac-
tions and increased risk and the need for 

high level inspections.”
She said: “external inspection means 

that anyone working with Iran may go as 
far as assigning inspectors and the audi-
tors at the workplace. This possibility 
may threaten the financial groups who 
want to work with our country. That is 
another concern!”

In response to a question whether 
she had attended a meeting of the Joint 
Commission of the Expediency Council 
in the New Year (started March 21), she 
said: “I was present at a meeting on the 
two remaining bills but after that a meet-
ing of the Joint Commission was held.” 
The vice-president for legal affairs said: 
“These topics are very important and can-
not be ignored simply. This can seriously 
harm our remaining international finan-
cial relations.”

She added: “We have to see what 
happens at the next meeting of the coun-
cil. I cannot guess what their decision 
would be. The council is currently dis-
cussing another topic and the two bills 
will be next on the agenda. In my opin-
ion, the council should have a serious re-
flection on this issue and strive to serve 
our national interests which demand 
maintaining banking exchanges.” 

Iran will remain on the 
FATF Public Statement 

until the full Action Plan 
has been completed.
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Salam Terminal-Gallery was inau-
gurated as the first smart air ter-
minal of the country at the pres-

ence of the President, minister of roads 
and urban development, and other au-
thorities at Imam Khomeini Airport City 
(IKAC). Mohammad Eslami, the Min-
ister of Roads and Urban Development, 
said the construction of the new terminal 
has improved the capability of building 
domestic airports. He added that the new 
terminal will be built by attracting pri-
vate sector funds and by using the BLT 
method. The minister noted that with the 
opening of the terminal, flights will start 
from this terminal as of June 22. He said 
preparations have been made and all the 
organizations that must contribute to the 
process are stationed at this terminal.

He added: “In the current situation, 
we need to believe that we can and enjoy 
strong will, perseverance and maximum 
use of all capacities so that we can keep 
the wheel of progress in the country 
running.”

Referring to the goal of transferring 
100 million passengers at the airport and 
restoration of the first place in airline 
passenger displacement in the region, 
he said: “Development of aviation infra-
structure is needed to achieve this goal. 
These infrastructures include airports 
and terminals as well as air navigation 
infrastructures and flight control. By up-
grading this infrastructure, we can pre-
pare our skies for the transfer of 100 mil-
lion passengers, whether passing flights 
or transit flights.” 

He noted: “The industries that 
build airport equipment were backed up 
through orders we forwarded to them.” 

Referring to the plans for the con-
struction of a new terminal, the minister 
pointed out that the improvement of the 
domestic capability in the field of airport 
building has made it possible to move 
towards the development of the main ter-
minal of Imam Khomeini Airport City, 
which in the first phase is designed with 
a capacity of 25 million passengers per 
year. He added: “This terminal will be 
built by using the capacity of the private 
sector and utilizing the BLT contract, 
which has been used at Salam terminal 
and are also used in the neighboring 
countries.” He said that this requires 
stabilization, sustainability and transpar-
ency in policy making and consequently 
confidence building.

Salam Terminal-G allery Inaugurated

Investing 5,000 Billion Rials
The head of the Mostazafan Foun-

dation also announced at the ceremony 
that the foundation, despite the sanctions 
had completed the national terminal proj-
ect for the Imam Khomeini International 
Airport by spending 5,000 billion rials.

Mohammad Saidikia said Salam 
International Terminal Project was 
launched by contractors and subsidiaries 
of the Mostazafan Foundation in 2010 on 
a land area of   60,000 square meters, but 

stazafan Foundation started construction 
of the terminal in 2017.

Referring to the sanctions, he said: 
“While we were in a very difficult con-
dition during the implementation of the 
project but thanks to full coordination 
between the ministry and the foundation 
the project was implemented.” He said 
despite the changes made by the minis-
try, in less than two years we were able 
to open this construction project. In this 
project, domestic facilities have been 
used at the highest level possible, he said, 
adding that the project is the first in its 
kind as regards dimensions, equipment 
and technology.

The terminal-gallery has been con-
structed using the latest equipment and 
technologies in the airport area, and as 
the officials in charge of construction of 
this terminal emphasize, the project is a 
step in the direction of “training Iranian 
airport building team”, which according 
to Ali Rostami, the Managing Director 
of Imam Khomeini Airport City, at least 
3 million dollars have been saved in for-
eign exchange by using local workforce 
in construction of the terminal-gallery.

Salam Terminal-Gallery is con-
structed in three floors occupying an area 
of 55 thousand square meters. With the 
opening of this terminal, the capacity of 
Imam Khomeini International Airport 
will increase to more than 13 million 
people annually. Also, about 5,000 bil-
lion rials has been spent on construction 
and equipping of the terminal-gallery.

The Open Counter is another fea-
ture of Salam Terminal-Gallery designed 
to accelerate admission of passengers. 
At this passenger terminal, passengers of 
all air companies can get their boarding 
cards from any counter they wish. 

Based on a comprehensive plan 
approved and delegated to Imam Kho-
meini Airport City, after the opening 
of Salam terminal construction of Iran-
shahr super project with a capacity of 
100 million passengers per year in the 
south of Terminal 1 of Imam Khomeini 
Airport will be put on the agenda. It is 
planned that in the first phase, within 
the span of five years, the capacity for 
dispatching and accepting 20 million 
trips will be provided. With the open-
ing of Salam terminal, transfer of some 
domestic flights from midnight to 5 am 
will be moved to Imam Khomeini Air-
port from Mehrabad Airport which bans 
flight at this time range.      

“This terminal will be built by using the capacity 
of the private sector and utilizing the BLT contract, 
which has been used at Salam terminal and are also 

used in the neighboring countries.”

was stopped for a long time due to lack of 
funding for the project. Finally, in 2015, 
negotiations were held between the foun-
dation and the Ministry of Roads and Ur-
ban Development and it was decided to 
complete the project in the form of BLT.

Saidikia added that the ministry in 
2016 decided to make changes in Salam 
terminal project and increased the ca-
pacity of the terminal from 4 million to 
5 million passengers. Following agree-
ments made by the two sides, the Mo-
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The General Problem 
Climate change problems (global 
warming, carbon dioxide excess) 

cause drought, floods, weather change, 
etc. – also affecting the land that we 
produce our food on, the quality of our 
food, and the formation of our eating 
and consuming habits. Unless something 

is done about all this – and our food 
production and consumption habits in 
particular are changed significantly – 
people are going to suffer more. The 
recent report by the Inter-Governmental 
Panel on Climate Change is significant: 
it clearly sets out the problem as being 
our conventional trade-industry-resource 
based growth model, complemented 
by high rates of consumption and 
inappropriate consumption patterns 
(especially in the upper end of the market) 
– now causing significant damage all 

round, endangering our children’s future. 
The report is critical of conventional 
development approaches and the need 
to change it and to invest more, invest 
better and invest differently – if we are to 
sustain against climate adversity and live 
peacefully with nature. 

The report suggests that food pro-
duction practices and techniques are part 
of the production-consumption solution: 
through integrated policy approach-
es. Integrated programme approaches 
are required to land use, local farmer 

community-based organization, type of 
crops/animals/foods produced (e.g. for 
efficient water usage) and consumed, 
quality of foods (e.g. either organic or in-
dustrial based), care for the soil, care for 
the quality of water used, the water har-
vesting linkage, rehabilitation of range 
and forest, and the type/quality of hard 

infrastructure (e.g. dams, water control 
systems, etc). This would make a dif-
ference2. A programme that is based on 
small-scale, green, local type investment 
packages that could be linked together in 
grids and networks would be very helpful 
(rather than top-down sole engineering – 
and sole growth solutions)3. 

The recommendations that came 
out of the global High Level Panel on 
Water - Water Infrastructure and Invest-
ment a number of years ago were also 
convincing. It suggested we improve the 
enabling environment for investment in 
sustainable water-related infrastructure 
and services and to double investment 
levels. Governments are encouraged 
to improve the enabling environment 
for investment in sustainable water-
related infrastructure, so as to: create a 
comprehensive case for water-related 
investments; plan and sequence invest-
ments better; increase benefits from in-
ter-linkages across sectors; promote the 
preparation of high impact projects; raise 
available finance by mobilizing domestic 
finance, blending public and commercial 
finance and do public-private-communi-
ty partnerships; and invest at least one-
third of international climate finance in 
water-related projects that improve cli-
mate adaptation and strengthen climate 
mitigation. 

The recent flooding in Iran is an ex-
ample of climate change problem. The 

Water Basin Development 

New Approaches and 
the China Experience 

The China Heihe River 
Basin programme 

approach to integrated 
investment is an example 

of a solution to the 
climate change issue.

large Karkheh River Basin suffered sig-
nificantly. The China Heihe River Basin 
programme approach to integrated in-
vestment is an example of a solution to 
the climate change issue. Both the Sus-
tainable Development Goals (especially, 
in this regard, SDG 12 – responsible pro-
duction/consumption frameworks) and 
the Sendai Frameworks Building Back 
Better approach to disaster risk reduc-
tion are indicative of the type of solu-
tions required: changes in techniques and 
practices towards integrated, small-scale 
sustainable solutions (with low over-
head capital costs and more local funds 
circulation). They facilitate sustainable 
development, cope with resource curse 
problems, and minimize ad-hoc and re-
ductionist approaches. 

Iran’s development approach has 
conventionally also been based on eco-

Mohammad Ali Farzin, Development Economist 1
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nomic led growth and, given oil, with an 
international trade orientation – along 
with a top-down social welfare system. 
New investment possibilities (foreign 
and domestic; economic and develop-
ment type) have become limited fol-
lowing sanctions. These events have 
constrained development objectives and 
funding frameworks leading to serious 
thinking on changes in general orienta-
tion: including for natural resources relat-
ed problems and solutions; and towards 
domestic led socio-economic growth 
through domestic investment, trade and 
employment generation processes. The 
resilient economy approach is indicative; 
as is the 2019 annual budget’s increased 
nominal allocations to domestic-led fis-
cal stimulus4.

Iran Flood Impact Severity and 
Need for New Programme Approaches

Climate change makes weather 
more variable: droughts, extreme tem-
peratures and flooding becoming regular; 
rainfall becoming increasingly irregular, 
with unpredictable change in scale; and 
significant socio-economic welfare loss-
es following. In March 2019, three waves 
of rain and floods impacted Iran. Its im-
pact severity being due to: intensity of 
weather/rainfall conditions (some areas 
received 70% of annual rainfall in a sin-
gle day); inappropriate utilisation of river 
embankments and reduction of river flow 
possibilities (inappropriate substitution 
due to human activity); lack of sufficient 
river sweeping and mud cleaning; and 
dam water capacity stress; etc.

Agriculture was especially affected: 
guesstimated that half a million hectares 

of agricultural land were affected in 26 
provinces – possibly affecting one mil-
lion tons of crop and significant loss to 
GDP and capital infrastructure (up to 
circa 15 Trillion Rials). The Ministry of 
Jihad Agriculture (MOJA) recently indi-
cated a 24 Trillion Rials loss, related to 
farms (50% of total loss), horticulture 
(23%), water infrastructure and delivery 
networks (17%) and livestock and fish 
(10%). Households with subsistence and 
small-scale farming are especially af-
fected - possible circa 2 million persons 
from about 23 million such rural persons 
in Iran –and rural poverty traps are there-
fore compounded. 

Flooding will become more fre-
quent. Factors for flood impact damage 
include: i) those beyond control – such 
as climate variability, storms, distribu-
tion of rainfall, local topography, steep 
slopes and soil conditions; and ii) those 
due to human activity - inappropriate and 
non-sustainable use of natural resources 
(e.g. on river embankment) and misuse 
of water-resources / water-ways, insuffi-
cient investment and resource allocation 
in sustainable approaches, and adverse 
lifestyles and socio-economic activities 
on flood-prone land.

The severity in flood damage has 
prompted discussion on further large-
scale, engineering based dam building: 
requiring significant resources. Given 
Iran’s natural topography (mountain 
ranges and river-basins in the north and 
west) and energy requirements, the en-
gineering, contracting and dam building 
groups are proposing linear engineering 
solutions which are logical in terms of 
efficiency. Essentially that more concrete 

and earth dams be built to raise water 
holding capacity, for increasing water 
supply and for linking them into the en-
ergy grid system. The suggestion is (in or-
der of weight): hard infrastructure build-
ing (dam, check dam, water transport); 
integrated management of the hard infra-
structure - dams, dykes, and groundwater 
aquifers, which then feed into some form 
of regional water grid; small reservoirs 
and catchments – and their required infra-
structures – for water harvesting via rain-
fed activities ; wastewater treatment and 
reuse for use and irrigation; and desalina-
tion of seawater and brackish groundwa-
ter (for various purposes).

Iran’s historical development policy 
emphasis has also been on economic 

growth through capital intensive (e.g. 
hard infrastructure) development, in-
cluding for hard water infrastructure 
development. The water storage and 
transport projects undertaken since the 
1950’s have greatly expanded Iran’s wa-
ter supply, along with irrigation and large 
increase in cultivated land (and harvests) 
in a semi-arid region. Iran now has circa 
170 large dams with a water storage ca-
pacity of 70 billion cubic meters. The 
proposals suggest we raise the number 
significantly.

However, the emphasis and weight 
put on hard infrastructure to the oppor-
tunity loss of not integrating this with 
soft methods, such as community-based 
development, has had significant side 

effects. These include: the mining of 
non-renewable aquifers (and with over 
800,000 wells existing, of which circa 
60% have license) and insufficient invest-
ment in rain water harvesting has actually 
helped lead to a steady decline in avail-

able water resources, also prompted sa-
linity problems and raised flow and tur-
bidity levels in river water. The Karkheh 
River Basin experience is an example: 
well indicative of such problems and ap-
proaches; hard approaches having had 
high capital and maintenance costs, and 
also adverse sustainability outcomes. 
The recent flood damage estimates are 
significant – suggested as possibly rang-
ing up to $5 Billion in two Zagross water 
basins alone (the Karkheh and Karun ba-
sins). Resource curse and opportunistic 
rent seeking issues perhaps also play a 
part in preventing linkages between hard 
and soft approaches.

The consequences of such severe 
flood damage, partially due to inap-

The Chinese have 
adopted programme 

based integrated 
approaches to resolve 
above mentioned type 
issues – and Iran can 
learn significantly.
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propriate integrated “water basin” and 
“upstream” development, planning and 
management type mechanisms has, how-
ever, now also resulted in proposals on 
inclusion of system-wide approaches 
for linkages between water basin infra-
structure development and softer com-
munity-based development in Iran. The 
need for a more comprehensive water 
supply policy approach in a water basin 
encompassing and integrating both hard 
and soft water related infrastructure ap-
proaches, and in a programmed manner 
to ensure sustainability. And beyond just 
linear engineering. 

This could include methods involv-
ing hard infrastructure development in 
complement with local rainwater har-
vesting and possibly combined with 
social development instruments: that is 
public schemes that combine hard engi-
neering with prompting of local organi-
zation for communities to undertake soft-
er rain-water harvesting (i.e. where the 
rain actually falls) along with required 
conditional cash transfers, small grants, 
credits and skills training for related and 
necessary activities. 

Multi-dimensional programmes in a 
water basin also require: changing gen-
eral national production and consumption 
patterns (including for crops); improving 
water use efficiency; changes and refine-
ments in crop patterns, and changes to 
more water efficient crops (e.g. virtual 
water calculations); investment in com-
bined upstream-downstream natural in-
frastructure for retention of water, such as 
lakes, wetlands and forests (water hold-
ing for long periods); water storage dams 
and reservoirs; rainwater harvesting; un-
derground aquifer storage and recovery 
activities; more efficient irrigation meth-
ods (e.g. drip irrigation); enhancing top 
soil water retention (agriculture needing 
less irrigation water); using saline water 
techniques for irrigation purposes; etc. 

Investments in more sustainable 
water basin and water infrastructure ap-
proaches generate local economic activ-
ity, jobs, income, protect water sources 
and waterways, improve public health, 
and reduce costs of resource use and 
maintenance. Local, community-based 
water solutions are more sustainable and 
less costly: but requires a comprehensive 
water basin planning and management 
approach that takes into account all the 
development indicators within an area 
based initiative covering a water basin.

that links and integrates together water 
development, rural development, eco-
nomic growth and the natural resources 
base. This approach includes integrated 
natural resource management INRM and 
rainwater harvesting.

Of course, this is more complicated 
than a simple linear approach – but even-
tually the fiscal investments costs are 
also significantly lower, the empower-
ment more, and sustainability higher. A 
new concept for us in Iran – and perhaps 
difficult to encompass. Nevertheless, re-
newing debate on strategic water policy 
approaches: between taking a hard infra-
structure (more dam building) approach 
or a more softer and integrated approach 
(e.g. water harvesting or INRM); and in 

northwestern China, with 130,000 square 
kilometers (the second largest inland 
river basin in northwest China) is an ex-
ample of good practice techniques. Hu-
man activities had significantly changed 
the distribution and allocation of limited 
water resources in HRB – the most cru-
cial problem in an inland river basin be-
ing water-use competition between the 
upper, middle and lower reaches of the 
river. The HRB faced water shortages 
caused by rapid population growth and 
the development of irrigated agriculture, 
resulting in the drying up of tributaries 
and terminal lakes, the shrinking of natu-
ral oases, biodiversity loss, salinization 
of soils and desertification. Because of 
greatly differing economic structure and 
water-use practices, the three provinces 
of the basin face serious water conflicts 
and the benefit sharing is complex.

HRB has three zones: upper (be-
tween 2,000 and 5,000 meters above sea 
level) with rainfall between 250 and 500 
millimeters per year; middle (between 
1,000 and 2,000 meters above sea level 
– valleys) with 100 and 250 millimeters 
of rainfall per year; lower, in the north 
oases, with low rainfall (less than 50 mil-
limeters per year) and with evaporation 
and seepage of surface water. The catch-
ment is the Qilian mountains, or run-off-
producing areas while the basins, which 
receive less frequent precipitation, are 
run-off-absorbing areas. HRB has three 
types of economic activity: grazing live-
stock in the upper mountainous areas, 
small-scale intensive agriculture in the 
middle valley areas and large-scale ex-
tensive agriculture in lower oases. The 
upper zone faces management challeng-
es including the reduction of forest cover 
and rangeland degradation. The middle 
zone is a major grain-producing region: 
90% of the irrigated farmland and more 
than 85% of the total population of the 
river basin are located in this zone; ac-
counting for 68% of the total water de-
mand of the basin; so it has major water 
demand/supply competition conflict. The 
lower zone faces ecological degradation 
and desertification.

The absence of any coordinated 
management of these areas had led to 
the degradation of grassland areas in the 
mountains caused by over-grazing; poor 
returns for farmers in the valley areas; 
and high water consumption in the oa-
ses. Only if these issues are studied on 
a basin-wide scale, beginning with an 

integrated river-basin management sys-
tem and coordinating the relationships 
between water availability, ecology and 
economy, can there be sustainable devel-
opment. To resolve, China implemented 
integrated river-basin management strate-
gies. The HRB Master Plan is an example 
of an integrated system at the river-basin 
scale that takes into account the whole 
system from mountain to valley to oasis. 
The overall development of the strategy 
involves different management regimes 
in the different zones. The key strategies 
were to employ the mountain-valley-oa-
sis system in the entire basin, to reduce 
agricultural water consumption in the 
middle basin, and to demonstrate new 
income alternatives and maintain an ad-
equate flow of water to sustain the envi-
ronment of the lower basin. In order to in-
tegrate regional resources and maximize 
economic benefit, the system includes 
coupling the production of grazing live-
stock in the mountainous areas, fodder 
production and stall-feeding in the valley 
areas, and production and processing of 
high-quality fodder (alfalfa) in the oases.

The benefits have been many – es-
pecially the improving of water produc-
tivity (increasing the economic return per 
cubic meter of water used). This requires 
integrated and complex processes, and is 
broader in scope than simply the use of 
agronomic and biological solutions, and 
must be considered on an irrigation dis-
trict, watershed or river-basin scale level. 
Benefits include: I) change from flood 
irrigation to water-saving technologies; 
II) secondary water-use rights to clarify 
water entitlement; III) development strat-
egies shifted from State-controlled man-
agement of irrigation districts towards 
greater participation by local government 
or non-governmental organizations or 
water users associations (WUAs). 

The HRB programme has had good 
accomplishments for water saving, com-
munity participation, increased income 
and ecological rehabilitation. The in-
novative experiences sustained beyond 
the lifetime of the programme because 
of close collaboration between local 
governments and local communities; 
increasing the income while environ-
mental interventions were implemented; 
and emphasis was placed on building 
the capacity of local agencies and com-
munities to take advantage of alternative 
income-generating practices. The policy 
implication has been the adoption of the 

HRB has three types 
of economic activity: 
grazing livestock in 

the upper mountainous 
areas, small-scale 

intensive agriculture in 
the middle valley areas 

and large-scale 
extensive agriculture 

in lower oases.

Such comprehensive programmes 
that must encompass local and communi-
ty-based water use (including water har-
vesting methods) within water basins in 
conjunct with hard water infrastructure 
are new and relatively small in scale of 
usage in Iran (in terms of budgetary al-
locations – despite institutionalisation in 
the FRWO and some entities in MOJA). 

The international approach (e.g. 
the Sustainable Development Goals; 
the High Level Panel on Water) takes 
a more global perspective: stress being 
on managing and reducing demand. For 
example, through demand management 
in agriculture, which is the largest water 
user (globally accounts for 66% of water 
demand and in Iran stands at 92%), and 
for more retention of water through local 
water harvesting methods. This is a more 
non-linear, multi-dimensional approach: 
requiring an integrated programme ap-
proach with specific measures and tar-
gets (both physical and monetary); one 

their possible combinations. Once pro-
grammed appropriately, and given the 
positive externalities involved in network/
integrated programming the internal rate 
of return (IRR) on such wide programme 
approaches can also be higher (through an 
appropriate socio-economic-environment 
cost benefit analysis process).

Given that criteria of sustainability 
are at issue, the need to raise debate and 
consultation processes to show strategies/
best-practices going beyond efficiency is 
now paramount. Otherwise further non-
sustainability concerns will arise, espe-

cially given annual water availability in 
Iran is now less than 1,500 cubic meters 
(cum) per capita – as the Falkenmark 
indicator sets 1,000 cum/cap as a “mini-
mum” annual water stress level and 500 
cum/cap as “absolute scarcity” level. 

Managing Water Resources – 
China’s Heihe River Basin (HRB)
The Chinese have adopted pro-

gramme based integrated approaches 
to resolve above mentioned type issues 
– and Iran can learn significantly. The 
Heihe River Basin (HRB) Programme in 

S p e c i a l  R e p o r t



IRAN INTERNATIONAL, October 2019, No. 92IRAN INTERNATIONAL, October 2019, No. 9236 37

principles of integrated water basin man-
agement - essential for solving problems 
of water competition in the different re-
gions of a river basin. Therefore, the les-
sons learned from the successes of the 
HRB have been fed into sustainable de-
velopment strategies. 

Iran’s Karkheh River Basin 
(KRB) 
Flooding damage in the Karkheh 

River Basin (KRB) caused significant 
damage – following severe rainfall and 
very high water flow rates and over spill-
age from dams and water control struc-
tures – from the top to the bottom of 
KRB. The Karkheh Dam had reached 4.8 
billion cum (91% of water capacity).

The KRB is a huge river/water ba-
sin covering six of Iran’s western prov-
inces: large parts of Kermanshah, all of 
Lorestan, large parts of Hamedan and 
parts of Elam, Kordestan and north-west 
Khuzestan. With an estimated popula-
tion of circa 7 million people (spread 
through about 40 local Districts), some 
main towns include, Malayer, Naha-
vand, Tuyserkan, Kangavar, Songor, Ka-
myaran, Kermanshah, Karand, Dorood, 
Khorammabad, Mamulan, Pol-Dokhtar, 
Susangerd, Bostan and Hamideiyeh. This 
major river system of western Iran – of 
51,400 km2 – has unique topographic, 
agricultural and hydrological aspects; 
elevation goes up to 3500 meters in the 
mountain range; the southern part of ba-
sin precipitation is 250mm per annum 
and northern part is 700mm – generally 
a dry climate in the lower ranges. North-
ern part goes into following river basins: 
Sirvan; Sefid rood; Gharechai. West side 
of the Zagross mountain range makes up 
the eastern flank of Iraq. The east meets 
the Dez and Karoon basins. On the west 
it meets the Hoor ol Azim swamp. 59% 
is in mountainous area (north and south/
south-east) and 41% range and plain. 
Within the basin there are the river sub-
basins of Gamasyab, Gharesu, Kashkan, 
Simreh, smaller Karkheh. One major 
dam (Karkheh – down river) and a num-
ber of smaller dams upstream. KRB is 
also one of most productive agricultural 
areas in Iran – circa 10% of irrigated land 
and producing over 10% of Iran’s wheat 
requirements. 

There are also challenges: rural 
poverty; land degradation; low water and 
agricultural productivity; and growing 
upstream-downstream competition for 

water. Insufficient to meet crop water 
requirements – hence real need for im-
proved irrigation and water management 
systems. Changes in land use patterns in 
recent decades, especially overgrazing 
and conversion of natural pastures into 
rainfed cropping, have taken a heavy 
toll. Regretably, nearly 80% of the up-
per watershed’s rangelands and 60% of 
its forests are probably degraded. At the 
same time, excessive use of fertilizers 
and pesticides is affecting groundwater. 
Surface waters, too, reflect the excesses 
of inappropriate farming practices.

 The issue is critical in the KRB, as 
the vulnerable make up a significant num-
ber of the 7 million people or so living in 
the basin and are whom concentrated in 
rural areas. Many are small-scale farmers 
who rely on semi-subsistence agriculture 

meters may take anything between 1 and 
2 years to build and can cost $1 million to 
$5 million. This median provides a scale 
- and the heavy costs for large dams and 
related grids (and secondary and tertiary 
water ways) can be imagined. In terms of 
employment and economic impact, glob-
ally on average every $ 1 million in capi-
tal investment in water structures (on ba-
sis of current capital intensive technical 
standards approaches) requires at least 15 
direct labour (jobs) and probably creates 
a similar number of indirect jobs through 
ripple effects and multipliers. That is, for 
every direct labour (manpower) utilized 
in such a production process there will be 
an overhead cost of $67,000 to establish 
one unit of employment. 

Nevertheless, the basic principle in 
sustainability is to attempt community-
based approaches that have less capital 

are being understood as possibly being 
able to support both capital-to-labour ra-
tio reversal and area based development 
(and apart from their micro-economic ef-
fects – e.g. as cash to individuals). They 
may be used to complement as an effec-
tive approach to: reducing operation and 
maintenance costs; and for protecting 
against financial repercussion of severe 
shock and change (improving resilience). 

Complementary cash-based transfer 
related approaches may create both incen-
tive and help households protect them-
selves against shocks, becoming more 
resilient. In agricultural, for example, 
capacity adaptation (resilience) options 
include: improved irrigation practice, 
adoption of drought resistant varieties, 
changes in cropping practices, condi-
tional cash transfers, food-for-work pro-
grams, public works, small grants, condi-

The KRB is a huge river/
water basin covering 
six of Iran’s western 

provinces: large parts 
of Kermanshah, all of 

Lorestan, large parts of 
Hamedan and parts of 
Elam, Kordestan and 

north-west Khuzestan.

and don’t have fully developed irrigation 
systems for their crops, leaving them es-
pecially vulnerable to droughts. The fu-
ture of KRB and its people’s livelihoods 
requires improved integrated natural re-
sources management (INRM) including: 
holistic, basin-wide management and 
monitoring of natural resources—water, 
soil, vegetation and livestock – along-
side special purpose programmes and 
schemes that can reduce vulnerability 
and improve local inclusive growth5.

 
The specific nature of the KRB food 

and water problems include: 
 Development of the KRB water 

resources has contributed to Iran’s food 
security and underpinned the livelihoods 
of both basin farmers and urban con-
sumers; 

 Linkages between poverty and 
agricultural water use in the basin are 
weak – requiring water user association 
(WUA) approaches; 

 Future water policy will need to 
increasingly focus on management and 
allocation of existing resources rather 
than development of new sources of 
supply; 

 Management focus should aim 
at increasing water productivity to meet 
existing national priorities; on improve-
ments in physical water productivity, 
primarily the quantity of grain output 
per unit of water input so as to improve 
the use scarce water resources for na-
tional food security priorities; 

 Poverty is still an issue and 
targeted water interventions may assist 
in poverty reduction and livelihoods 
improvement.

The China HRB experience and 
good practice may be utilized for this 
purpose.

The Cost-Benefit Aspects
The technical best practice and opti-

mal policy approach to be adopted would 
include the above mentioned component 
parts, which also inherently factor in new 
technical standards. However, the cre-
ation of infrastructure requires significant 
capital (unavailable at the local level). It 
is also natural for infrastructure to age 
and for capital needs and costs to esca-
late. As example, depending on size and 
technology/approach used, reservoirs 
with a capacity of 0.5 to 2 million cubic 

intensive technical standards which can 
reverse such high capital-to-labour ratios 
– and bring overhead costs down, and im-
prove local funds flow. Sustainable devel-
opment technical standards and best prac-
tices (e.g. for Sendai Framework BBB) 
combine both hard infrastructure and soft 
(community-based) infrastructure devel-
opment together; for example, an x mil-
lion cubic meter water dam built ought be 
accompanied by z hectare of INRM up-
stream undertaken by local communities 
(rather than contractors). The reversing 
of rent-type high overheads (in our above 
example, down to a third and possibly to 
$22,000) at the same time ensures more 
cheaper operation and maintenance cost 
and more local participation. They also 
enable local PPP collaboration and part-
nerships across public and private sectors, 
including with the local communities. 

Recent global experience (see vari-
ous UN publications on best practices) 
increasingly indicate that targeted and 
conditional cash transfer programmes 

tional training programs and guaranteed 
procurement schemes. They may easily 
complement hard water infrastructure de-
velopment – and help in investment and 
local resource mobilization initiatives. 
They are also effective methods to help 
farm households develop non-agricultural 
businesses, enabling better management 
of weather shock: and helping develop 
adaptive capacity, coping strategies and 
other income-generating businesses.   

 
1) The views in this article are the sole opinion of 
the author and in no way construe the position of 
institutions that the author works with.
2) See this author: Iran International Magazine 
“Developing Capacity of Small Farmer 
Households”, and “Water Harvesting Solutions for 
Iran” 2018. 
3) See this author: 2017 mimeo “A Complementary 
Sustainable Growth Programme to Conventional 
Sole Economic Growth Oriented Policy in Iran”.
4) See this author: Iran International Magazine 
“The 1398 Budget – Development Impact”
5) See this author: Iran International Magazine 
“Developing Capacity of Small Farmer 
Households”, and “Water Harvesting Solutions for 
Iran” 2018
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Mousa Ghaninejad, economist 
says the purpose of trial and 
error in policymaking is to 

formulate and implement a policy based 
on a theory you consider to be right in 
order to discover its faults and correct 
them. The problem with our policymak-
ers is that they have no theory at all so 
that they could test the policy arising 
from that theory.

What have been the consequences 
of “policy-making based on trial 
and error” for our country in recent 
decades?

In essence, the purpose of trial and 
error in policymaking is to formulate and 
implement a policy based on a theory 
you consider to be right in order to dis-
cover its faults and correct them. There-
fore, “trial and error” is not wrong per se.

Of course, policymaking cannot be 
done merely on the basis of trial and er-
ror. The problem with our policymakers 

End of Unscientific Economic Decisions
is that they have no theory at all so that 
they could test the policy arising from 
that theory. They have a series of inspi-
rations on the basis of which they make 
decisions. They would not correct their 
inspirations and approaches even when 
they find out that their decisions have not 
produced good results. 

The experience of wrong policy-
making has been repeated over the years 
on the basis of the taste of policymakers 

who are at the top. One example is the 
Usury Free Banking Act, which was ap-
proved in 1983 for the purpose of estab-
lishing usury free banking. The authori-
ties said that in the previous law there 
was usury which was incompatible with 
Islam and needed to be corrected. Aside 
from the bugs of this claim, it was an-
ticipated that the law would be put into 
practice for five years on trial basis and 
be corrected after five years. Some 36 

years have passed since 1983 but no re-
form has taken place. The law was sup-
posed to be redefined and corrected after 
a five-year period.

Another problem that can be seen in 
this example is the lack of theory. When 
they raised the theory of usury free bank-
ing there was no coherent theory backup 
for it. It was just words! They said they 
wanted to create a kind of banking minus 
usury. What they meant was to eliminate 

conventional bank interests in all bank-
ing systems of the world, while bank in-
terests in the modern and conventional 
banking system of the world play the 
role of a driving engine. Later, in the 
1990s, discussions took place about this 
topic, and I also contributed to the dis-
cussions. I said you want to remove the 
driving engine of a car, please explain 
how this car would work? But I did not 
get any response. 

They said this is a loan contract, and 
we will convert it to Islamic contracts 
such as exchange contracts, participa-
tory contracts, etc. and the problem will 
be solved. But this was not the answer to 
my question! My question was how this 
car will work without a driving engine. 
They gave no answer because there re-
ally was no theory. They simply said that 
banking was un-Islamic and usury based 
in the whole world, and had a utopian 

picture of   a banking system they said 
was Islamic.

Early in the 1979 Revolution, there 
were lots of passion. They said they 
would run this law for five years and 
then we see what happens. Then they be-
gan implementation and wanted to carry 
out the trial and error, but they did not 
seem to have any errors in their trials 
because no reform has been made yet! 
The status of banking in the last 36 years 
shows what results has this policymak-
ing produced. The same is true in other 
areas of policymaking in monetary and 
foreign exchange areas as well as devel-
opment policies. A series of slogans and 
ideals are proposed without theoretical 
support. If these ideals are theoretically 
supported, if the goal is clear, if the tools 
are designed and if the ways to achieve 
them are implemented so that the errors 
are reviewed and modified after some 
time, that would be excellent!

But we do not see a single reform 
in the policymaking. In many other poli-
cies, we also see that a work has been 
launched without a theoretical basis and 
abandoned after it fails to produce the 
expected result and nobody would try 

to do something about it. Similar events 
have occurred again taking the same 
wrong course.

See how many times the country 
has faced foreign exchange turbulences? 
These currency turbulences over the last 
few decades are primarily due to a se-
ries of wrong monetary policies and, to 
a lesser extent, failure to revise the ex-
change rate in light of inflation. Inflation 
means devaluation of the national cur-

The problem with our 
policymakers is that 

they have no theory at all 
so that they could test the 

policy arising from 
that theory.
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rency and the reduction of purchasing 
power. If we intend to keep the exchange 
rate stable upon orders (of the govern-
ment), we will face numerous problems, 
such as sudden jump in the exchange 
rate and the ensuing turbulences. After 
the Revolution, we have experienced 
these problems several times in the 70’s, 
80’s and 90’s, but policymakers have not 
learned lessons and repeated the same 
wrong policies.

Why policymakers do not learn 
from past errors and regularly try 
them?

The reason is that policymakers and 
political power owners who are respon-
sible for decision making at the head of 
the decision making pyramid imagine 
now that they have attained the decision 
making authority they have knowledge 
of everything perfectly, are absolute 
sage, and no longer need the science 
of scientists or economists. The power 
wielder who wants to make a decision 
about the foreign exchange should be ei-
ther an economist or consult economists 
at least. Which of the two options was 
applied when the government decided to 
set a rate of 42,000 rials for one USD? It 
is not clear! The individual or the group 
who took this decision claimed absolute 
knowledge and thought that although 
they did not study economics, because 
they hold power, their knowledge was 
more than that of economists and they 
could set rates and everyone should obey 

their orders.
The problem is that these people get 

illusion of science as soon as they take 
power and are at the top of the bureau-
cratic system and assume responsibility. 
Of course, this does not happen just in 
our country; politicians in many other 
countries of the world follow the same 
line. In fact, power gives them illusions 
of science and they make decisions on 
the basis of the same illusion. When they 
realize that the result of their work is 
wrong, they blame others and say the ex-
perts had misinformed them. Well, you 
need to specify which expert gave you 
what report that you made such a deci-
sion. None of these is clear.

What has been the most harmful 
feature of economic policymaking 
over the past four decades?

The worst of this policymaking 
is the disregard for economics. At the 
beginning I mentioned the example of 
usury free banking. The gentlemen who 
were sitting there and writing this law 

had mostly studied economics in the 
United States. They claimed that the sci-
ence that is common in the whole world 
and is the basis of the standard global 
banking was wrong! This is a big claim. 
Then they stressed that what they said 
was right, namely usury free banking or 
interest free banking. The first drawback 
was that the claim by these so-called 
economists that the current global bank-
ing was taking the wrong course related 
to value judgment which, in my opinion 
even their value judgement was mistken.

They said that in the current global 
banking system the interest is the same 
as usury and since usury is rejected by 
Islam, the international system was 
wrong. Scientifically, when you talk 
about the good or bad aspects rather 
than the existing reality, you in fact raise 
a value oriented and normative debate. 
Another drawback was that the assess-
ment of the fact that bank interest was 
the same as usury was essentially false. 
They had to prove this. Later on, I came 
up with a discussion with these people 
and asked them to prove that bank inter-
est was the same as usury. They did not 
and merely discussed the value aspects. 
They said this was a loan contract and 
usury was rejected by Islam. You cannot 
call this argument. Argument must have 
a scientific basis.

Examples of erroneous and harmful 
decisions have been numerous in recent 
decades, but most of these wrong deci-
sions are rooted in contempt and under-
estimating science, and even humiliation 
and remission of common sense based 
on the values   they consider to be superi-
or. They also cannot prove that these val-
ues   are consistent with what is outside 
the world. They say something, and then, 
on the basis of that, like the example of 
usury free banking I mentioned earlier, 
they write down the law and change the 
entire banking system of the country. 
The big drawback is that we classify sci-
ence into good science and bad science, 
Western science and Islamic science, and 
so on. As a result, we’ve got these hard-
ships and we cannot find the right way. 
Finally, when we want to make policy, 
our work is not trial and error, but a shot 
in the dark. For decades, we have been 
firing shot in the dark. We are doing the 
same today. 

When we want to make 
policy, our work is not 

trial and error, but a shot 
in the dark. For decades, 
we have been firing shot 

in the dark.
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Head of Tehran Chamber of Com-
merce, Industries, Mines and 
Agriculture believes that the 

chronic disease of intervention of general 
and public institutions in Iran’s economy 
has been a barrier to the growth of private 
sector for decades, and this intervention 
has been further aggravated in times of 
crisis and economic turmoil resulting 
in leaving corporations out of action. 
Masoud Khansari, the TCCIMA Chair-
man, says that the establishment believes 
in and trusts the private sector and the 
private sector should be able to take ad-
vantage of this opportunity.

When the phenomenon of interfer-
ence turns into a chronic disease it indi-
cates its continuity and stability, and, of 

course, its escalation. General and public 
institutions that have been engaged in 
economic activity for decades, thanks to 
oil revenues and without any cost-benefit 
assessment, have created such a compli-
cated and corrupt structure where the plot 
has been lost and it has become almost 
impossible to unknot the knot. Because 
disrupting the current lose-lose game in 
the country’s economy demands great 
courage; under the status quo, dealing 
with beneficiary groups - although they 
are not big are influential and powerful 
thanks to the rents and windfall profits 
they have received, is a breathtaking act. 
This small group profits from monopolies 
and rents that few people have access to.

Have the critical condition of the 
economy and the emergence of numer-
ous problems caused by mismanage-
ment and the sanctions contributed to 
an increase in these interventions?

It definitely has! Of course, inter-
ventions in the economy have always 
been there, but they increase and become 
more obvious at times of escalation of 
economic problems so that with the aim 
of protecting the people and the house-
hold from economic fluctuations, poli-
cies are adopted that are clear evidences 
of effective interference in the business 
environment. Numerous justifications 
are given for this intervention: justifica-
tions that are lacking in economic logic 
so that not just theoretical findings but 

Intervention 
Does Not Have 

Economic Logic

empirical results also confirm this. The 
recent and most obvious example is set-
ting an exchange rate of 42,000 rials (for 
one US dollar) in April last year after 
the jump in the price of foreign curren-
cies after a long-run downturn, the result 
of which has been revealed to everyone; 
but we see this failed policy still goes on. 
The pricing of 42,000 rials for one USD 
and prohibition of any deal outside this 
price was an interventionist policy with 
adverse consequences for the country’s 
economy. Now, the policymaker himself 
acknowledges that the result of this low 
rate currency has not benefited the peo-
ple. Failure to get this foreign currency 
to the people’s table is just one aspect of 
fact, and worse than that is the rent seek-
ing in the economy and the widespread 
corruption that afflicted both the govern-
ment and the private sector.

The level of intervention of public 
and state institutions which is high at 
the time of economic peace and stability 
goes up during the crisis period. While 
the public and state institutions are un-
able to improve the situation, they en-
gage in more interventionist measures 
and inflict more harm on the economy. 
You can see, for example, how many 
units in the past year have reduced their 
production capacity or have been shut 
down because the interventions of other 
entities have left no space for their pres-
ence and activity.

You pointed out that interventions 
of various institutions in the economy 
have different forms and a wide range 
of interventions can be seen. Would you 
please elaborate with some examples?

The non-tariff constraints on foreign 
trade are a clear example of these inter-
ventions, the immediate effect of which 
is disruption in the market and its long-
term impact is to reduce investment and 
eliminate the incentive for economic ac-
tivists. It should be emphasized that most 
of the directives and circulars that are put 
in place to restrict foreign trade are in 
contradiction with upstream documents. 
In addition, its long-term effects are ig-
nored and are adopted motivated by mar-
ket regulation, but its ultimate function is 
market degradation. The ministries and 
their affiliated organizations are always 
adopting interventionist policies under 
the pretext of regulating the market. For 

example, a ministry which itself is the 
main consumer, also does the pricing, or 
instead of monitoring the quality it only 
focuses on quantity because numbers and 
figures are supposed to be used in its per-
formance report.

The worst kind of intervention is 
pricing which economics and experience 
show that not only it does not have a posi-
tive effect on price control but practically 
leads to fraud and corruption. Meantime, 
punishment of corporations that would 
not give in to obligatory pricing also 
leads to a reduction in production capac-
ity and even shutting down of businesses. 

Firms that are producing at high 
costs under the influence of high infla-
tion and high internal and external con-
straints are not able to give in to the gov-
ernment’s forceful pricing and continue 
to operate at a loss. Pricing is the most 
important signal in the economy for 
both the manufacturer and the consum-
er, and disruption in price signals would 
actually cause problem in production 
and affects economic growth. In addi-
tion, the price suppression is followed 
by canonical punishment. This approach 
as we know was included on the agenda 
of governments before the 1979 Revo-
lution and has produced nothing except 
for the spread of distrust and disap-
pointment in economic activists and the 
society. What was said above certainly 
do not mean that economic corruption 
should not be countered but dealing with 
the roots and causes instead of effects. If 
the monetary policies of the government 
generate inflation the growth of liquid-
ity must be checked rather than going to 
war with the market with the weapon of 
suppression.  

The level of intervention 
of public and state 

institutions which is 
high at the time of 

economic peace and 
stability goes up during 

the crisis period. 

E c o n o m y



IRAN INTERNATIONAL, October 2019, No. 92IRAN INTERNATIONAL, October 2019, No. 9244 45

While statistics show that more 
than 70% of those who have 
mastered professional train-

ing have succeeded in finding their way 
into the labor market, experts believe that 
the prevalence of degree inflation in the 
country has not only increased unem-
ployment but also deprived the country 
of using skilled labor force.

One of the important advantages of 
technical and vocational training is its 
applicability. For the same reason a high 
number of graduates who have completed 
their professional courses are absorbed 
into the labor market very quickly. 

In today’s world, thanks to devel-
opment of technology and consequent 
widespread changes, many countries have 
moved from resource-based economy to 

knowledge-based economy. This in turn 
has led to the emergence of three axes of 
innovation, technology and competence in 
the development and progress of countries. 

Accordingly, many developed and 
developing countries have quickly turned 
to skilled and qualified workforce train-
ing and have benefited from the strategic 
role of skill training in their large-scale 
planning and policy making. Minister of 
Cooperatives, Labor and Social Welfare, 
Mohammad Shariatmadari says: “Under 
conditions that we are faced with lack 
of skills, we need to move towards skill 
training and fight against skill poverty, 
and by providing young people with tech-
nical and vocational training, take steps 
in preparing the ground for employment 
of skilled forces.”

According to Shariatmadari, the de-
mand for employing highly skilled work-
ers, staff and forces in the industry is 
currently increasing, and the role of the 
private sector in providing training is es-
sential. “Skills are not restricted to tech-
nical ones alone. We need to develop soft 
skills such as entrepreneurship, verbal 
skills and communication skills, because 
the importance of these skills in people is 
not less than hard and specialized skills,” 
he says.

Today, one of the most important 
problems facing the country’s labor and 
employment market is the weakness of 
the work culture and skill training; and it 

seems as long as the working culture in 
Iran does not change there will not be a 
tendency to work in different sectors and 
professions. The importance of the topic 
of training is so high that in the Sixth De-
velopment Plan, increase in skills among 
graduates has been projected and boost-
ing development of skills along with the 
academic centers has been paid attention. 

Degree inflation has become com-
monplace because of the attractiveness of 
educational degrees for employment and 
determining wage levels, and has gradu-
ally become social prestige. Soleiman 
Pakseresht, Deputy Minister of Coopera-
tives, Labor and Social Welfare and Head 

of the Technical and Vocational Training 
Organization believes that many people 
in the country are not aware of the status 
and importance of training in the devel-
opment of human resources, the economy 
and the life of enterprises, but the chal-
lenges in the field of human resources 
and resources of the country such as low 
efficiency and productivity, and lack of 
readiness to enter the labor market, have 
given rise to reflection on the status and 
function of the development of higher 
education and university degrees.

Converting Degree Inflation to 
Social Prestige: Pakseresht believes a 

Outcome 
of Degree 
Inflation!

desirable educational system for train-
ing the manpower applying to enter the 
labor world is a system of vocational and 
technical training. He added that degree 
inflation, due to attractiveness of educa-
tional qualifications for employment and 
determining wages in accordance with 
existing laws and regulations, has been 
developed and gradually assumed cul-
tural admission and social prestige.

He added: “At one time our chal-
lenge was illiteracy but now it is lack of 
expertise. When most of the young people 
entering the university are intent on em-
ployment and entry into the labor market, 
it is clear that they should be trained ac-
cording to this orientation. Such training 
should occur from the outset in a voca-
tional and technical training system that 
has its own specific characteristics; that 
is, the person who applies for entry into 
the labor market, based on his profession-
al talent and interest at the high school, 
enter an educational course designed for 
the training of these people from the very 

outset.”
In the meantime, Pak-

seresht, referring to the Law 
on Comprehensive System 

of Technical, Profession-
al, and Vocational Train-
ing states: “The upstream 
legislation will fill the gap 

between the policy of coor-
dinating skills in the country 

and the mechanisms that need 
to work together in a system. In 

this law, the High Council of Tech-
nical and Vocational Training is fore-

seen, its chairman is the first vice 
president and its secretariat is based 
at the Ministry of Cooperatives, La-
bor and Social Welfare. The role 
of this council is to increase coor-

dination in intergovernmental and inter-
sectoral policies, and its main task is to 
overcome the challenges of governance 
of skill training.”

While surveys show more than 70 
percent of those who have undergone 
skill training find their way into the labor 
market quicker, experts believe that the 
“prevalence of degree inflation” in the 
country has led to not only unemploy-
ment, but also being deprived of skilled 
labor force. A labor official says unem-
ployment will not be rooted out in the 
country unless a society keeps distance 
from degree inflation and people from the 
early ages become familiar with practical 

“Many students after 
graduation fail to find 
a job to fit their field 

of study and expertise 
because they are not 

familiar with the business 
environment in practice.”

I n f l a t i o n
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and skilled training.
Abavi says: “Many students after 

graduation fail to find a job to fit their 
field of study and expertise because they 
are not familiar with the business envi-
ronment in practice. This is while in other 
countries they invest on skill training and 
the individual is treated as a human capi-
tal because in these countries the econo-
my and production and the labor market 
depend on skilled labor force and they in-
vest on workers, students and managers.”

He maintains that prevalence of 
degree inflation impedes the training of 
skilled and expert forces. “As long as the 
tendency of the community, the Ministry 
of Science, Research and Technology and 
the establishment is towards degree infla-
tion, we cannot expect to have skilled and 
expert workers, and it takes years for the 
system to be reformed and for this men-
tality change.”

In the same vein, the head of the 
High Center for Labor Trade Associa-
tion says: “A survey of the employment 
status of graduates shows that over the 
past years we have defined fields of study 
for students that have had no labor mar-
ket demand, and for many years we have 
admitted students in these fields. For the 
same reason, today we are faced with a 
high unemployment rate of graduates 
who are desperate and disappointed. Un-
employment will not be eradicated in the 
country unless we reject degree inflation 
and invest on skill training.”

In his opinion, in our country, more 
attention is being paid to degree inflation 
than specialization, and unfortunately, 
students are only thinking about receiving 
a degree until the end of their studies, 
and consider theoretical lessons prior to 
practical lessons. Referring to the Sixth 
Development Plan’s goal of creating one 
million jobs in the country, Fatholahi said: 
“In the plan, the government has been 
tasked with removing unemployment 
and providing job opportunities by 
creating around one million jobs a year. 
This requires training skilled and expert 
force.” 

He proposes the creation of an all-
inclusive database of businesses and says 
the database can bring jobseekers and em-
ployers close to one another alike. This 
database, he says, will make jobseekers 
aware of the needs of the job market and 
are known to firms, as well as employers 
find their needed workforce.

Some time ago, the first meeting of 

the High Council of Technical and Voca-
tional Training was held in the presence 
of the first vice-president, minister of 
cooperatives, labor and social welfare, 
minister of science, research and technol-
ogy, and the head of the Technical and 
Vocational Training Organization. The 
council was formed following the adop-
tion of the all-inclusive system of techni-
cal, professional, and vocational training 
in 1396 (2017/18). The objectives of this 
law were to promote the culture of work, 
entrepreneurship and professional ethics 
based on Islamic and national values; im-
prove the quality of technical, profession-
al and vocational skills, and reduce the 
gap between the level of competencies 
required by the current and future needs 
of the labor market.

According to this law, the all-in-
clusive system of training tries to train 
specialized, skilled and efficient human 
resources in line with current and future 

labor market needs and enhance entre-
preneurial capacity and increase the role 
of technical, professional and vocational 
training in production, growth and dy-
namism. Earlier, the Ministry of Coop-
eratives, Labor and Social Welfare had 
offered to allocate €50 million from the 
National Development Fund resources 
to boost the country’s skill development 
to spend on maintenance and updating of 
workshop equipment and strengthening 
the field of skill development. 

According to the report, economic 
experts believe that the most effective 
reason that university graduates are not 
recruited by the labor market is the weak 
and lack of close links between univer-
sities and the job market. In the face of 
increasing unemployment among young 
people and college graduates and the lack 
of skills in the society, it is important to 
benefit from technical and professional 
training and the Technical and Vocational 
Training Organization plays a key role in 
development and institutionalizing these 
trainings and training skilled forces.

Today, technical and vocational 
training in various sectors of the indus-
try, agriculture and services is provided 
on the basis of the labor market demand, 
which suggests that by mere university 
degree and theoretical knowledge one 
cannot enter the labor market; it seems 
that reaching the peaks of the business re-
quires passing through the tortuous road 
of the labor market, possessing the neces-
sary skills and undergoing skill, technical 
and specialized courses.  

Degree inflation has 
become commonplace 

because of the 
attractiveness of 

educational degrees 
for employment and 

determining wage levels, 
and has gradually 

become social prestige.
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Economist Masoud Nili explaining 
the root causes of four false wars 
of the Iranian economy empha-

sizes on the role of “chronic inflation,” 
and says: “The chronic inflation of Iran’s 
economy is rooted in the institutional-
ized imbalance in the country’s financial 
system. For decades, the government has 
faced a budget deficit because it wants to 
do things that are not consistent with the 
balance of resources and the balance of 
incomes and expenses.” In the opinion of 
this economist “these wars will not end 
because the factors that create these con-
ditions are very stable unless a historical 
nick of time occurs...”

The starting point for the quadruple 
wars of the Iranian economy is inflation. 
Inflation is a disturbing issue that affects 
large sections of the population. No is-
sue - even beyond economic issues, in the 
most important areas of politics or cul-
ture, no matter how sensitive they may be 
- is more important than inflation which 
has broad consensus in opposing it. For 
example, today in Iran, compared to 
about 24 million employed, there are 3.3 
million unemployed. When it comes to a 
policy that seeks to reduce the number of 
unemployed, there is a relatively small 
number of beneficiaries, but when infla-
tion occurs - at the significant levels that 
we have been involved in over decades 
- tens of millions of people are severely 
subjected to its negative effects. 

In addition, the disturbing impacts 
of inflation are felt on small units of time; 
that is whenever people go shopping they 
notice price increases and they are ha-
rassed. The widespread and uncontested 
dissatisfaction created by high inflation 
can be considered a serious threat to the 
political system. Therefore, no matter 
who causes inflation, people expect the 
establishment to “do something”. But 
the observation that people have in this 

Chronic Inflation:  An Endless War!

The starting point for 
the quadruple wars of 
the Iranian economy 

is inflation. Inflation is 
a disturbing issue that 
affects large sections of 

the population.

regard is different from the scientific ob-
servation of the economists. 

Economists recognize the growth of 
liquidity and the printing of money by the 
Central Bank of Iran (CBI) as the root cause 
of inflation, but the general public does not 
go so far into the depth of the problem. 
They only see that a vendor or producer has 
increased the price of goods over yesterday. 
If the government enters the game solely 
for the sake of satisfying the people - not 
being after solving the problem - it will fall 
into the trap of the four-legged wars I talked 
about; and if the first war begins, it must go 
up to the fourth war. 

This is a domino that begins with 
the war between the firm and the house-
hold. In the first war, since the number of 
households is much larger than the num-
ber of firms, the government takes the 
household’s side to grab its satisfaction. 
In the second war, since the number of 
firms is larger than the number of banks, 
it supports the firms and in the last war, 
on the one hand, there are numerous com-
mercial banks, and on the other hand, it is 
only the CBI. So there is no doubt that the 
issue starts with inflation.

However, both empirical observa-
tions, and the teachings of economics 
tell us that the chronic inflation of Iran’s 
economy is rooted in the institutional-
ized imbalance of the country’s financial 
system. The Iranian government has been 
facing budget deficit for decades (from 
the 70s onwards). The budget deficit in 
Iran is structural and institutionalized, 
and the reason is that the government 
wants to do things that are not consistent 
with the balance of resources and the bal-
ance of incomes and expenses. Of course, 
part of the financial imbalance is reflected 
in the structure of the state budget, and 
the other part in the banking system; and 
when these two imbalances are put beside 
one another the domino of false economic 
wars will be activated. 

I n f l a t i o n
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The budget of state-owned compa-
nies allocates a large portion of 
government financial resources 

but how these funds are spent is unclear. 
In this year’s budget bill, the government 
and the Parliament took steps to shed 
some light on the structure and functions 
of state-owned companies; for example, 
Paragraph (c) of Note 2 emphasizes: “The 
government (the Treasury) is required to 
cite profit & loss, the profits gained, and 
government’s stakes in these companies 
divided by individual company in the fi-
nancial statements on government perfor-
mance and update them. 

But economic expert Hussein Ragh-
far says that despite the passage of a few 
months after the adoption of the budget 
bill, no effective action has been taken to 
make the budget of state-owned compa-
nies transparent. He believes that state-
owned companies are trying to pretend 
they are making a loss in order to justify 
raising their prices and at the same time 
succeed in bargaining for credits and take 
a bigger share from the oil resource cake. 

companied by numerous inefficiencies. 
Much of the unconventional expenses 
and what we hear about unconventional 
salaries in these companies are due to the 
fact that virtually no monitoring of their 
activities exists. It is unlikely that in this 
state of confusion and tumult we face to-
day, which is also very unprecedented, 
and the price of government products 
and public places has sharply increased 
anyone would pay attention to the per-
formance of the main part of the general 
budget goods of the government and the 
public places are facing very high price 
increases, anyone pays attention to the 
function of the main part of the general 
budget of the country, which is the limit 
of these enterprises.

You mentioned in your statements 
that these companies enjoy a number 
of benefits; can you give us some ex-
amples?

These firms behave by applying pri-
vate sector rules, but there is no transpar-
ency in their performance. There is vir-
tually no way of accountability to people 
about their expenses. Nobody knows how 
the pricing of services and products take 
place and how they are priced. These 
companies enjoy the great benefits of the 
public sector as well as the rules of the 
private sector’s behavior, but they are 
neither accountable nor their activities 
are transparent because the scale of their 
service is very wide. With a slight change 
in prices, these companies can effectively 
take a large volume of resources from the 
pockets of the people, and it seems that 
unfortunately there is no system of ac-
countability in the country. It’s unclear 
where people can complain about these 
public-private behaviors and who is ac-
countable. None of these issues is clear.

Do you think that in auctions and 
tenders for project assignment, state-
owned companies receive certain con-
cessions and are treated differently 
from like private sector?

Of course, these companies have ca-
pacities, but unfortunately due to numer-
ous factors, including the sanctions and 
similar considerations many rules and 
regulations regarding tenders and auc-
tions in the state-owned and quasi gov-
ernment sector enterprises are not prac-
tically enforced, and the justification of 
this behavior is in many cases the restric-
tions imposed by the sanctions. 

People Pay the Price of Public 
Companies Incompetence!

Also, by declaring unreal figures on prof-
its and losses, these companies impose 
the expense of their incompetence on the 
nation. 

What follows is the text of an inter-
view with Raghfar on the government’s 
practical steps to clarify the income and 
expenses of the government companies:

Given that several months have 
passed since the adoption of the budget 
bill; have the cases foreseen by the law 
been implemented or would be execut-
ed anytime soon?

They have done nothing about this 
law and no action has been taken for the 
sake of transparency. The budget of state-
owned companies, which is a significant 
part of the public budget, has always been 
a problem. The fact is that there is no 
external control over state-owned enter-
prises. They enjoy concessions but they 
are never transparent and accountable. 
In many cases, they feed from public re-
sources and provide public services, such 
as electricity, water and gas to people, 
and regularly raise prices even without 
prior announcement, but do not explain 
how these revenues are calculated and 
how costs and expenses are calculated. 
According to the information we have, 
in some cases, the costs they declare are 
very unreal, and these costs are more than 
real numbers to justify the price increase.

In other words, part of their ineffec-
tiveness is hidden due to the closure of 
their activities and lack of transparency. 
Their attitudes are essentially based on 
being unaccountable in this regard. The 
nature of these behaviors seems to be ac-

Unfortunately, in recent years, we 
have seen behaviors outside legal proce-
dures on public tenders and auctions. Un-
fortunately, the sensitivity of the country’s 
oversight system to this type of activity 
has fallen sharply, and this again has pro-
vided an opportunity for corruption.

According to the content of the 
1398 (2019/20) budget bill, a monthly 
payment of one percent of the expens-
es of state-owned companies should 
be deposited in the treasury account. 
When the accounts of these companies 
are unclear, on what basis does this one 
percent is calculated?

Deduction of one percent of the ex-
penses and depositing it elsewhere is pos-
sible when there is a transparent budget. 
It must be determined which portion of 
the costs is to be deducted and deposited 
into the treasury account. Unfortunately, 
one of the main issues is that public cor-
porations use public resources in public 
service sectors, but no regulatory over-
sight is seen by the companies as a result 
of which, in some cases we have infor-

mation that even the price of the services 
they provide is very unreal and is less 
than what they announce. They do this 
to pretend the expenses are high and they 
are in loss or on the brink of making loss-
es, so that they can attract more public 
resources for their activities or for their 
management by bargaining. I believe it is 
necessary to have a system of discipline 
in each of these sectors, depending on the 
different nature of the subject, but unfor-
tunately there is no such thing.

How can such pretension and 
show off harm the Iranian economy?

The first issue is the lack of transpar-
ency in the activities of these companies. 
A survey on firms’ performance shows 
that in the electricity and water sector, a 
significant amount of these resources is 
wasted due to the inefficiency of the sys-
tem. A huge amount of urban pipes water 
is wasted due to the system’s leakage, and 
the plumbing system is decayed in many 
places and the water that is so expensive 
is wasted. We also have serious problems 
with the electricity transmission system, 
and naturally, when we are losing these re-
sources, the costs of the respective compa-
nies also go up; this increase in expenses is 
due to the ineffectiveness of the authorities 
in this sector. Then, these companies need 
to either increase the prices to compensate 
for these costs, which puts financial bur-
den on the consumers, or to get more mon-
ey from public funds. In this way, such 
behaviors will result in sustainability and 
stability of inefficiencies. In fact, in such 
a process, the people have to pay for the 
incompetence of the public sector. 

I believe it is necessary 
to have a system of 
discipline in each of 

these sectors, depending 
on the different nature 

of the subject, but 
unfortunately there is 

no such thing.
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“When the foreign exchange market 
is controlled, the gold coin futures 
market is closed, the stock market 

is not transparent, and the share you have 
purchased cannot be sold for a long time; 
it’s natural that people would be directed 
to markets that have more freedom. One 
of these markets is the market for goods 
and the purchase of durable consumer 
commodities. Both freedom of action 
in the commodity market is high and its 
price is increasing.”

Morteza Imanirad, by making the 
above statement examines the dimen-
sions of durable consumer goods turning 
into capital in inflationary conditions. 
The economist insists that “buying and 
standing in the queue to purchase durable 
consumer goods does not count as invest-
ment for all the people. Most people pre-
fer to meet their needed sooner so as to 
stay immune from further inflation.”

Of course, he believes that “lack of 
numerous investment tools is effective in 
demonstration of such behavior by the 
people. All instruments of investment 
such as coins, gold, bonds, promissory 
notes, currencies and derivative notes 
have had less return than base and du-
rable consumer goods groups. Therefore, 
in the absence of other investment instru-
ments, it is natural for people to move 
towards the commodity market, because 
they would find no alternative in the mar-
ket for them.”

Since the last year, markets have 
been severely fluctuating every now and 
then and the scope of turbulence has been 
extended to commodity markets, with 
the price of some consumer goods ris-
ing more than the price of the US dollar. 
This is to the extent that the price spike in 
commodity markets is higher than finan-
cial markets. What is the reason?

The underlying cause of inflation 
is the volume of money in circulation. 
This is a general rule. Therefore, this rule 
cannot be generalized to all conditions. 
In 1391-1392 (2012/13-2013/14) and in 

1397 (2018/19), the apparent cause of in-
flation was the increase in the exchange 
rate. This phenomenon occurred several 
times in Iran after the 1979 Revolution. 
It does not need much proof. Changes in 
prices were made in such a way that first 
the exchange rate was high, and then the 
price of goods began to rise in line with 
the US dollar.

The important and examinable issue 
was and is how and when each commod-
ity or group of goods or any investment 
instrument finishes its price adjustment. 
For example, gold is very fast in terms 
of time, and the price adjustment at the 
exchange rate is close to 100%. This is 
not the case for the building sector. The 
building sector would have had more than 
200 percent price increase in 1397 if it 
had fully adjusted itself, while the price 
hike stopped at about 80 percent. 

The same thing happened in the 

stock market. That some investment tools 
cannot match the US dollar’s changes 
relates to its pricing structure. For exam-
ple, because the building sector provides 
part of its inputs from the inside, it was 
equally behind the US dollar in price ad-
justment. That some extract the price of 
US dollar from the stock market and the 
building sector, and compare it with the 
current dollar rates and then conclude that 

More Control 
of Economy: 

More Damage 
to the System! 

the stock market and the building sector 
still have room to rise are struck by a 
methodological mistake.

The adjustment coefficient and the 
adjustment time for each of these sec-
tions are different. What we experienced 
in 1397 was first an increase in the rate of 
US dollar which has its own reasons, and 
secondly the adjustment of investment in-
struments with that increase. But contrary 
to 1392, when the US dollar began to de-
cline, up to the end of 1397 not only it did 
not decrease but began to increase due to 
lifting the exemption on Iran’s oil exports 
to eight countries. Because this increase 
was due to the decline in the country’s 
foreign exchange revenues, it was natural 
that it would disrupt the opening of L/Cs 
for imports. That is to say a long queue 
was created to open L/Cs but due to the 
lack of foreign currency this line was 
extended to 1398 (Persian calendar year 
started March 21, 2019), and we saw a 
dramatic drop in imported items. On the 
other hand, warehouses were gradually 
being emptied without being replaced by 
new imports.

On the other hand, the Central 
Bank of Iran (CBI) curtailed the foreign 
exchange market with its own special 
policies and thus, as in the past, the 
exchange rate did not have the potential 
to go up. The shortage of goods on the 
one hand created severe inflation in the 
commodity sector, and the control and 
management of the exchange rate caused 
that foreign exchange turbulences in 1398 
not be as severe as they were in 1397. As 
a result, the price of the foreign currency 
was left behind by the price of goods and 
created the conditions that we see in the 
market todays.

Is it rational and consistent with 
the logic of the economy for people to 
buy any commodities for their profit at 
times of economic crisis?

It is natural that the behavior of the 
people of our society in these inflation-
ary conditions is not in any way consis-
tent with global norms. The key issue is 
that in such a situation, this behavior of 
the people is reasonable because they re-
spond to the current trends in the Iranian 
economy as they react to their biological 
reality. It’s also a response to the grow-
ing inflation that is tangible in people’s 
lives. Therefore, one should not complain 
as to why the people have changed their 
investment course and tools.

The important and 
examinable issue was and 

is how and when each 
commodity or group of 

goods or any investment 
instrument finishes its 

price adjustment. 
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On the contrary, I would like to ask 
our economists who predicted that com-
modity inflation would outmatch con-
ventional investment instruments? Given 
that I read most of the economic analy-
ses, I can say that no one was explicitly 
and analytically focused on this issue. 
But you see that people are queuing up to 
buy cars (advance sale). They also stand 
in lines for hours not merely for durable 
consumer goods but for some less durable 
commodities such as food. Apparently, in 
some ways, people understand econom-
ics better than some economists. Because 
economics for economists, or at least for 
most of them, is a mental phenomenon, 
while economy for people who see their 
savings gradually shrinking is an exis-
tential reality, and it is the latter which is 
authentic because their fate, excitements 
and emotions are tied to these economic 
facts.

To summarize, people’s investment 
tools have shifted to durable consumer 
goods because of the limitations of clas-
sical instruments. When the foreign cur-
rency market is controlled, the gold coin 
futures market is closed, the stock mar-
ket is not transparent, and the share you 
have bought cannot be sold for a long 
time, it’s natural that people would move 
to markets that have more freedom. One 
of these markets is the commodity mar-
ket and the purchase of durable consumer 
goods. Both the freedom of action in the 
commodity market is high and its price is 
increasing. In the end, I reiterate that buy-
ing and waiting in queues is not a matter 
of investment. Most of the people want to 
meet their needs sooner in order to remain 
immune against tolerating more inflation.

Is the situation the same in other 
countries?

It is true that people have not been 
educated on investment matters in our 
country but I do not think you need to 
have investment knowledge to solve the 
problem that was discussed in the previ-
ous question as well. The reason is clear: 
all investment tools such as coins, melted 
(scrap) gold, stock, promissory notes, 
currencies and derivative notes have re-
turns less than basic commodity groups 
and durable goods. So it was very natural 
for people to move in that direction. As a 
result, education cannot change people’s 
behavior.

People act on the basis of market 
signals, not based on the training they 

have seen. This issue applies not only to 
Iran, but also to foreign and developed 
countries. But the difference is that there 
is no economic crisis in those countries, 
and if there is, the crisis will show itself 
in some investment bonds. For example, 
when stock markets fall and people sell 
their stocks, they quickly turn to the 
Japanese yen and the Swiss franc and 
buy them to keep their capital. So you do 
not need to enter the commodity market. 
If you look at investment instruments in 
developed countries, you see that there 
are good tools even for replacing durable 
consumer goods, so that you do not enter 
the commodity market to profit or main-
tain your purchasing power.

To sum it up, in Iran, we certainly 
need to provide investment education for 
the people, but more important than that 
is designing various investment tools to 
replace the real production of the econ-
omy. It’s natural that these tools do not 
fit easily and it takes time for people to 
earn the culture they need to invest. For 
example, the US stock market has more 
than $18 trillion and about $80 trillion in 
bonds that many people can buy.

Apart from these, there are various 
types of stock baskets (mutual fund) and 
numerous ETFs, and options tools and fu-
tures and forwards that you can invest in 
whatever you want to invest in. Not only 
are there many tools, but for a huge sup-
ply of tools that have made the market 
quite competitive. Therefore, the depth 
of the markets is very high and all the 
needs of investors are provided. Recently 
(in the past 20 years), a tool has been cre-
ated under the name of CFD, which you 
can even buy or sell China (through the 

CFD Market). You can even buy CFDs 
for all tradable goods, and you can even 
buy Apple’s CFD stocks instead of Apple 
stocks. This tool has made it possible for 
you to circumvent the limits set by the 
industrialized nations and invest on any 
tools in those countries. When we do not 
have any of these tools, it’s natural for 
the people to move towards the commod-
ity market because they do not find a re-
placement in the market.

How effective are the govern-
ment’s policy in controlling markets in 
creating this behavior among people?

Given the conditions prevailing 
in the markets, the government has no 
choice but to control. When you have 
been so thoughtless that your child is ad-
dicted, you cannot make him quit through 
freedom of action. Serious controls are 
needed. However, if we had worked 
from the outset on the basis of econom-
ics and its operationalization, then these 
controls would not be necessary. There is 
a general principle in complex adaptive 
systems. The principle says that in these 
systems, control would destroy them. 
Economy too is a very obvious example 
of complex adaptive systems, and the 
more control we exercise the more dam-
age will be inflicted on the system. Obvi-
ously, sometimes control is necessary but 
it must be proportionate, timely, within a 
given period and with a specific purpose. 
Therefore, controls are temporary. Unfor-
tunately, controls in the Iranian economy 
are neither proportional nor timely nor 
for a specific time! Controls are perpetual 
and for the same reason they continually 
destroy the economy! 

Why the number of people liv-
ing under the poverty line has 
doubled? 

In response to this question, Davoud 
Souri, economist, says: “The reason for 
the spread of poverty obviously relates to 
us and our economic policies. Instead of 
promoting the policy of economic boom, 
developing the economy and creating em-
ployment and income, we have stifled the 
economy and would not allow its growth 
and development.”

Souri, a university lecturer on eco-
nomics, says: “Oil export has been our 
only channel of income generation over 
the past years. This incorrect internal pol-
icymaking has caused all external pres-
sure and threat to affect the main source of 
our economic revenues, disrupt the flow 
of wealth and income to the country and 
bring a new shock to the economy.” He 
says that in these economic fluctuations, 
the first group to suffer is wage earners 
and the salaried employees of the private 
sector because the business environment 
directly affects all activities in this sector.

In contrast, the public sector wage 
earners and salaried employees are less 
likely to be affected by economic shocks. 
In other words, the government disrupts 
the business environment with the main 
harm inflicted not on public sector em-
ployees but on the private sector, he says, 
adding that currently one out of two per-
sons in Iran lives under poverty line. “The 
statistics are worrying and set a record 
in the world class and even in our own 
economy.” He emphasizes that the key to 
solving the problem of poverty is not a 
golden and miraculous key and the solu-
tion to reduce poverty is not simple. What 
follows is an interview with Souri: 

The Majlis Research Center 
(MRC) recently released a report 
showing that in 1396 (2017/18) 16 per-
cent of the population lived below the 
poverty line but the figure reached 23 
to 35 percent a year later. What has 
caused the number of people living be-

low the poverty line to double in about 
one year?

The poverty line has several defini-
tions and is examined from multiple per-
spectives. But what the MRC considers 
as the basis in its report is the absolute 
poverty line and its income concept. That 
is to say households should have enough 
income to meet their least needs. Mini-
mum needs too are determined according 
to community standards. Namely, with 
due attention to the consumption model 
of the community and the household size, 
it is determined how much minimum liv-
ing standards are and on that basis abso-
lute poverty line is determined. This line 
means that people under the line do not 
have the minimums of life and the health 
of these people is at risk.

The statistics released by the MRC 
indicate an increase in the population 
below the absolute poverty line. But in 
reviewing these numbers, we should con-
sider two points. First, the last available 
statistics on households’ budget relates to 
the calendar year 1396. As a result, what 
is said about poverty statistics this year is 
based on statistics of 1396. But the sta-
tistics for the year 1397 (2018/19) can be 
predicted. It means that the poverty rate 
has been predicted through the previous 
information and examination of indica-
tors such as inflation, exchange rate, un-

employment and economic growth rates.
The target rate in 1397 is between 23 

and 35 percent, and the figure projected 
for 1398 (2019/20) is about 50 percent. 
It is said that about five deciles will go 
below the poverty line. An increase in in-
flation and a drop in the economic growth 
rate are two variables that clearly show 
the poverty rate will increase.

What happens that in just one 
year, the population under absolute 
poverty line is doubled? 

It is true that population has doubled 
under the absolute poverty line in one 
year, but the process of poverty deteriora-
tion is not a sudden and one-year process. 
This shows that the society has become 
poorer. If we assume that the population 
of 80 million is above a line, over the past 
few years, the concentration of these peo-
ple has risen around the poverty line. It 
is true that in the year 1396, only 16 per-
cent were under the absolute poverty line, 
but many more people were around this 
line and were not considered poor, but by 
implementing some policies and chang-
ing the indicators, they have gone under 
the poverty line as well.

Why the society gets poorer? Some 
consider the sanctions to be responsi-
ble for our economic problems as they 

Ways to Deal with 
Absolute Poverty!
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have affected the climate of the econo-
my, while others believe that sanctions 
have less effect and wrong government 
policies are the main factor.

In the past few years, the status of 
our economic indicators has not been 
favorable. Inflation has increased and 
this trend is expected to continue. In the 
meantime, the economic growth rate for 
1397 and 1398 is projected to be nega-
tive and there is little hope for growth. 
On the other hand, although the economic 
growth rate has been positive in the past 
few years, it has not been at a level to 
increase wealth and household incomes. 
Since the beginning of the 2010s, only 
in one or two years our growth has been 
acceptable thanks to oil revenue not 
generation of wealth. As a result, it has 
not been able to affect the well-being of 
households. You are asking why the soci-
ety has become poorer and I believe that 
nothing new has occurred. We have been 
experiencing similar economic problems 
for decades, and our economy has always 
followed a downward trend and this de-
cline has been more severe since the 
2000s. Some believe external pressures 
are the main factor and some blame in-
ternal policies. 

The reason for poverty creation and 
aggravation is a combination of all these 

factors. The problem is that we were not 
able to create an employment process in 
our country. Over the past several years, 
our only revenue channel has been oil 
sales, and our sole economic operator has 
been the government. This inadequate in-
ternal policy has caused all external pres-
sures and threats to affect the main source 
of our economic income and disrupt the 
flow of wealth and income to the country 
and bring a new shock to the economy. 
The reason for the development of pov-
erty obviously relates to us and our eco-
nomic policies. Instead of applying a 
policy of thriving economy and economic 
development and creating employment 
and income, we have stifled the economy 
and have not let it grow and develop.

Which long-term and short-term 
policies have led to escalation of pov-
erty in Iran?

The most important factor that leads 

to rising poverty is that markets do not 
operate properly and the business envi-
ronment is inadequate. If you look at the 
composition of poor households, these 
households are the ones that directly af-
fect the economic situation of the coun-
try. Most of them are private sector wage 
earners and salaried employees and 
any change in the economic situation 
will directly affect them. This is while 
government wage earners and salaried 
employees enjoy more stability. Eco-
nomic fluctuations do not affect the gov-
ernment’s income and those of the wage 
earners and salaried employees. 

The fluctuations in the economy and 
any tension in this area directly affect the 
lives of the wage earners and salaried em-
ployees of the private sector. That’s why 
these problems will continue until we can 
lead the business environment towards 
wealth creation and distribute this wealth 
among its producers. But instead of cre-
ating a business environment for wealth 
creation, the government has tried to earn 
revenues over the years - mainly from the 
sale of oil - and divide it among people, 
and tries to fight poverty in this way.

According to statistics, in calen-
dar year 1397, the government has 
paid 2,170 trillion rials to supply basic 

The statistics released 
by the MRC indicate an 

increase in the population 
below the absolute 

poverty line.

goods that is more than three times the 
development budget!

This is the wrong policy the govern-
ment has adopted. Instead of preparing 
the environment for creating wealth, it 
disrupts the business environment. The 
budget that must be spent on infrastruc-
ture and creation of employment is spent 
on distribution of rents for import of es-
sential goods. This is the wrong policy 
the government adopted and implemented 
and now everyone is admitting it was in-
correct. It is wrong for the government to 
think that it can reduce poverty by dis-
tributing resources. This is a view that 
was exercised in a different form by dif-
ferent administrations. One government 
spent the resources to import goods at low 
price foreign exchange. Another offered 
low-cost loans and yet another cheap sup-
portive packages. Followers of this view 
think they can create well-being and jobs 
through such spending. But the right solu-
tion is that the government spend these re-
sources on investment and development. 
In this way people could be employed 
and these huge resources could be paid to 
them in the form of wages and salaries.

Statistics show development of ab-
solute poverty in the society. What are 
the consequences of poverty spread?

Poverty is a major problem and has 
many consequences. It can lead to social 
unrest, people’s disability; by depriving 

the people from education it can reduce 
the possibility of future income genera-
tion and plunge the society in poverty 
trap. In this way, we are caught up in the 
poverty trap, and this is very costly for 
the society. The face of poverty is not a 
nice face, and half of the society cannot 
afford the minimum costs of living; this 
can be the root of many adversities.

We are always looking for solu-
tions to problems. But can we provide 
a solution to reduce poverty?

You see, there is no golden key to 
improve the economy and eliminate pov-
erty once and overnight. There is no mid-

dle way and miracle to improve the busi-
ness environment. This is a long process. 
Iran’s economy needs two to three de-
cades of economic stability and a vision 
that focuses on the creation of wealth. 
The production of wealth is achieved by 
employing manpower, existing capital, 
allowing innovations and creativities and 
thriving market. It is only with this meth-
od that we can generate wealth in the next 
two to three decades and eradicate pov-
erty. Our society has not become poor all 
of a sudden and to save people from pov-
erty cannot be done once and needs time. 
Solving poverty and economic problems 
is not easy.  
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