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Controlling inflation is the main 
priority of the Iranian economy, 
but how will it be solved? A study 

examining the prerequisites of inflation 
targeting policy has described a way to 
reduce inflation in the economy. 

According to this study, the precon-
ditions for inflation targeting in Iran are 
not available at present, but with a policy 
package, the conditions for reducing in-
flation can be provided. 

This package includes flexible for-
eign exchange, monetary and fiscal poli-
cies. Among the policies recommended 
by the report to control inflation, along 
with targeting, are the three steps of “re-
ducing unproductive costs”, “more flex-
ibility in managing the foreign exchange 
market and eliminating unrealistic rates” 
and “more active use of interest rates”. 
However, the Iranian economy does not 
currently meet the conditions for infla-
tion targeting, especially liberation from 
financial domination. But this policy can 
be an incentive to move towards funda-
mental reform.

Devastating Inflation
High inflation has long been the 

main and growing problem of the Iranian 
economy and society. Iran’s economy has 
always seemed to suffer from a lack of 
a reliable anchor for inflation forecasts. 
In such circumstances, the Central Bank 
of Iran is confused between different 

Inflation and the Ba nking System Crisis
goals and has no clear course of action. 
The country’s monetary policymaker has 
a variety of tools in this direction, such 
as limiting credit and determining bank 
interest rates. Intervention in the money 
market and the foreign exchange market 
are other activities of this institution. 

In a situation where many inflation 
problems are the result of sanctions, eco-
nomic institutions and monetary policy 
play a key role in the economy, and the 
mission of the monetary policymaker is 
very serious. Therefore, in order to plan 
and have a centralized and coordinated 
performance in different markets, in the 
spring of this year, the CBI announced a 
change in its monetary framework to in-

flation targeting. Emphasis is placed on 
trying to reduce inflation, but the question 
that arises is whether this inflation target-
ing is the best framework for reducing 
inflation in the short term or not.

Main Elements of 
Inflation Targeting
Given the current situation, the in-

troduction of inflation targeting at best 
could be an incentive for the CBI to 
focus more on the necessary reforms in 
the future. But the main priority in the 
current state of the economy is the suc-
cess of the policy of targeting in its main 
area, namely inflation. The key elements 
to achieving inflation targeting can be 
summarized in three headings. First, 
reducing the government’s financial 
dominance; second, the CBI’s lack of 
influence from other sectors and ending 
exchange rate control; and third, a sound 
financial system that does not hurt finan-

cial stability and does not force the CBI 
to take inflationary measures. In addition 
to these three conditions, the CBI has 
advanced data and analytical powers to 
predict inflation.

Government’s Financial 
Dominance
Monetary policymakers always need 

to respond to financial pressures, but the 
circumstances should not be such that 
these pressures overwhelm monetary 
decisions. Financial dominance is defined 
as a situation in which the budget structure 
restricts monetary policy and measures 
and completely impairs the CBI’s ability 
to achieve its goals.

Monetary policymakers 
always need to respond to 
financial pressures, but 

the circumstances should 
not be such that these 
pressures overwhelm 
monetary decisions.

C o v e r  S t o r y
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Monetary policy in Iran has his-
torically been dominated by finance 
in several ways and has weakened the 
independence of the CBI. In the mean-
time, many of these financial pressures 
have been related to the economic policy 
framework.

The most significant shortcomings 
of the policy framework can be examined 
in a few cases. The first shortcoming is 
that the government has a direct role in 
determining monetary policy: For ex-
ample, the strong presence of the govern-
ment in the Monetary and Credit Council, 
which can be said that the level of credit 
is more the outcome of the decisions of 
the council rather than the CBI. The sec-
ond shortcoming is the close relation-
ship between government revenues and 
expenditures and oil and gas export rev-
enues. As a result, monetary aggregates 
have generally been affected by fluctua-
tions in oil revenues. The third problem 
is the significant role of the CBI in fi-
nancing the government and state-owned 
companies. Also, the purchase of foreign 
exchange earnings from the National De-
velopment Fund, which is another legal 
function of the CBI, causes the expansion 
of the monetary base.

Public Debt Sustainability
Another important issue that can be 

added to the government pressure on the 
CBI is the sustainability of public debt. 
Although the debt-to-production ratio 
in Iran is not high by the standards of 
emerging countries, it does not include 
potential future debts or government 
arrears. If these elements are also taken 
into account in the volume of debts, it 
can put additional pressure on future 
inflation. Under the sanctions, declining 
oil revenues and the implications of 
the coronavirus pandemic are likely to 
increase the budget deficit. According 
to the International Monetary Fund, the 
budget deficit of the Iranian government 
will reach 9.6% next year. Also, as long as 
the severe financial dominance continues, 
an increase in interest rates can lead to 
public debt sustainability.

Exchange Rate Pressure 
on Targeting
A successful inflation targeting sys-

tem depends on several factors, includ-
ing foreign exchange rate flexibility and 
countering its effects on inflation through 
interest rates. In Iran’s experience, the ex-

the other is the reduction of foreign ex-
change reserves of the CBI and lack of 
access to blocked assets abroad.

Banking System Crisis
The unfavorable situation of the 

banking network is another problem in 
the field of inflation. The problems of the 
banking system can be summarized un-
der two headings. The first is the weak-
ness of the balance sheet and the lack of 
reliable estimates of interest-free loans. 
Bank arrears have also been very high 
over the years and have accumulated in 
the balance sheets. The second case is the 
lack of liquidity in banking operations 
and the need for the CBI resources. The 

traction needed to reduce inflation and 
inflation targeting.

The Path to “Inflation Targeting”
Controlling inflation is critical to 

Iran’s economic and social sustainabil-
ity. Achieving sustainable price stability 
first of all requires the CBI not only to 
have clear and flexible inflation targeting 
guidelines and operational independence 
to achieve it, but it must also be account-
able for achieving the inflation target. The 
second point is greater CBI independence 
and a significant reduction in financial 
dominance. The third point is the unifi-
cation of multiple exchange rates, the 
change of direction to a more flexible ex-
change rate, and putting an end to micro-
level market management. Fourthly it is 
to take the necessary measures to correct 
the major problems of the banking sys-
tem. The fifth step is to develop effective 
tools for monetary control (for example, 
the deep bond market), and most impor-
tantly, the reduction of foreign sanctions. 
Further efforts are needed to strengthen 
the CBI’s technical capabilities, espe-
cially in data dissemination and inflation 
forecasting. In fact, most of this is needed 
for any successful domestic effort to re-
duce inflation.

It seems that another requirement for 
the implementation of appropriate mon-
etary policy and good performance of 
transfer mechanisms depends on structur-
al reforms in the banking network. In ad-
dition to the precautionary legal require-
ments, preventing the strong presence 
of the government and the public sector 
in the management of banks, as well as 
the extensive relationship of banks with 
companies in which they are major share-
holders, are some of the factors needed to 
improve the banking network.

What Can Be Done 
about the Current Inflation?
Theoretically, in the short term, the 

CBI has three options: first, that the mon-
etary policymaker can follow the status 
quo. That is, pursuing multiple goals with 
ineffective tools.

In the second option, it can move to-
wards curbing inflation by setting a goal 
but without committing to a specific goal.

The third choice is to commit to 
a steady monetary growth path that is 
difficult given the increasing financial 
needs of the government or in the event 
of a deeper banking crisis. 

change rate is a key variable in causing 
inflation. In a way, it can be said that the 
main factor of inflation outside the eco-
nomic framework has been the exchange 
rate. After the United States withdrew 
from the Iran Nuclear Agreement (for-

mally known as Joint Comprehensive 
Plan of Action - JCPOA) in the spring 
of 2018 and imposed tougher sanctions, 
the exchange rate soared and there was 
a shock due to the outflow of current ac-
count capital. This year, too, the exchange 

rate rose sharply, mainly due to falling 
oil prices and disruption of international 
trade due to the corona virus. In such cri-
ses, the CBI’s ability to intervene in the 
market is limited by two factors. One is 
the lack of active use of interest rates and 

A successful inflation 
targeting system depends 

on several factors, 
including foreign 

exchange rate flexibility 
and countering its effects 

on inflation through 
interest rates.

borrowing of commercial banks from the 
CBI during these years has been one of 
the significant reasons for the increase in 
the monetary base. As a result, monetary 
policy remains largely influenced by the 
effects of the banking network.

Stagnation Limits
Cross-sectional components also 

sufficiently reduce the CBI’s ability to 
contract, but do not make this impossible. 
These factors include the recession and 
the recent dramatic rise in stock prices. 
Iran’s economy is shrinking sharply. The 
International Monetary Fund expects 
Iran’s GDP to fall 6 percent this year. 
That would lead to an 18 percent drop 
in the three years since the United States 
pulled out of the Iran nuclear deal and re-
imposed sanctions. On the other hand, if 
the second wave of the coronavirus pan-
demic intensifies, things can get worse 
and further limit the power of action. 
The public and private sectors, relying on 
bank funding, will thwart efforts to curb 
inflation. The private sector relies heav-
ily on banks to finance current operations, 
thus limiting the range of monetary con-

C o v e r  S t o r y
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The giants of the world tourism 
market, in order to end the reces-
sion and the loss caused by the 

coronavirus, have turned to the appropri-
ate businesses of this period and at the 
same time doable in this market. Large 
and chain hotels in the United States and 
Europe, in the absence of foreign and 
even domestic tourists, have begun to 
accept a new type of guests; so that with 
a very simple change of application the 
rooms are rented on an hourly basis for 
business and friendly meetings. Another 
group of tourism activists has temporar-
ily joined the “online food services and 
chain stores”.

With the travel restrictions imposed 
by the coronavirus pandemic in the world 
and the acceleration of its spread, the 

greatest damage has been inflicted on the 
travel and tourism sector. According to 
scenarios of the World Travel and Tour-
ism Council (WTTC), these restrictions 
and the lack of international tourists have 
put 121 million jobs in the travel and 
tourism sector at risk, leading to a 53% 
decrease in international tourists and a 
34% decrease in domestic tourists. 

Therefore, tourism activists and 
providers took temporary measures 
during the corona crisis to compensate for 
the damage done to their jobs and to keep 
their employees and create jobs, in order 
to accelerate the improvement of the 
travel and tourism market and increase 
flexibility in the future. 

According to the World Trade Travel, 
the tourism economy is facing a lot of 

damage, which will cause significant 
shortages of revenue and liquidity 
challenges for small and medium-sized 
companies, which account for 80% of the 
sector’s jobs. Many small companies will 
be closed if the process of improvement 
takes longer and this destructive effect 
on women’s employment, minorities and 
small businesses is very evident. In the 
United States, small businesses account 
for about 83 percent of travel jobs, of 
which 60 percent are owned by women.

In this challenging situation, some 
of the closed jobs in the tourism market 
are looking for opportunities to replace 
their main products in demand-related 
markets. Uber Travel Online Service 
Company is currently providing food 
delivery services. The Red Roof Inn in 

New American and 
European Tourism Tactics

the United States is also looking for a 
way to earn money by reducing the rates 
of its rooms and offering in-room Wi-Fi 
and coffee service and the possibility of 
daily and hourly rental of rooms to have a 
quiet place to work and study. 

The hotel is also contributing to 
the hotels’ financial crisis by launching 
a hotel room pre-rent slip in the form of 
a new marketing program called “Book 

Now, Use Later” so that customers can 
purchase this slip for $100 from a hotel of 
their choice and receive a credit of $150 
after 60 days.

Given that the goal of businesses 
is to reassure travelers and provide high 
quality services and safety, communica-
tions, especially marketing, will play a 
vital role. While paying special attention 
to the safety, hygiene and cleanliness of 

travelers, businesses not only implement 
specific health protocols, but also com-
municate them clearly and make informa-
tion easily, accurately and timely avail-
able to travelers. 

More than 55% of travelers in North 
America said that the most important fac-
tor in persuading them to book a place to 
stay for a future vacation is how safe and 
healthy it is. In fact, in today’s world of 
communication, the ability of businesses 
to communicate quickly and effectively 
will have a significant impact on gaining 
the trust and confidence of customers.

According to WTTC, due to declining 
job incomes or the loss of many jobs 
in the travel and tourism market during 
the outbreak of Covid-19 pandemic, this 
department has set up an emergency 
budget fund to provide financial support, 
as well as recruitment and participation 
for temporarily laid-off staff. Accor, a 
group of French hoteliers, donated € 70 
million, or 25% of its dividends, to its 
affected employees and partners. The top 
executives of Hyatt Hotel in the United 
States have also waived their salaries and 
funded 80% of their employees’ salaries. 

Uber and Lift also pay compensa-
tion to their employees who are affected 
by Covid-19 and are in quarantine, and 
Disney provides full financial care for 
employees on unpaid leave. Scandina-
vian, EasyJet and Atlantic airlines have 
also hired specialist healthcare staff to 
support various sectors. Managers of the 
Hyatt, Hilton, Wyndham and Interconti-
nental hotels, in collaboration with large 
corporations, have also hired short-term 
staff to promote tourism products for the 
future, and have launched the “Go on a 
Trip” campaign to re-employ their retired 
staff. 

In order to reduce unemployment 
and return people to work, some occupa-
tions have hired laid-off staff from other 
sectors. Some shopping and leisure cen-
ters across the Middle East and Africa 
have implemented a re-employment pro-
gram in which more than a thousand em-
ployees in the tourism sector of these cen-
ters have been temporarily hired by some 
companies to package food, place online 
orders and more. In China, 40 restaurants, 
hotels and cinemas have hired temporary 
staff at Alibaba’s supermarket chain.

According to WTTC, in order to 
deal with the Covid-19 crisis, businesses 
need to evaluate their operational and 
business models in the short term, given 

T o u r i s m
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the changing travel rules and customer 
demand tastes. By upgrading and 
improving information technology, such 
as launching a virtual payment transaction 
system to avoid cash payments, 
reviewing future face-to-face meetings 
and applying new business models or 
pricing to maintain profitability, as well 
as promoting health and safety measures, 
especially at congested airports and 
public tourist areas conditions for the 
presence of travelers are provided. 

The World Travel and Tourism 
Council, in collaboration with the private 
sector in 10 tourism-related industries, 
has designed the Safe Travels stamp in 
line with World Health Organization 
health protocols for presentation to 
businesses.

Some businesses need to reconsider 
their pricing models to cope with reduced 
demand in the short term and possible 
capacity constraints in the future, and 
creating physical distance increases its 
effectiveness. As a result of physical 
distancing the airline companies have 
to increase their fares, but at the same 
time they are faced with decrease in their 
customers’ income. However, although 
business conditions are moving towards 
increasing their service rates, they have 
introduced new pricing models with 
short-term discounts in order to reduce 
the income level of travelers and to attract 

tourists to travel.
Travel and tourism businesses have 

also focused on the physical and mental 
health of their employees, which is 

affected by global quarantine conditions 
and their impact on the economy and 
coercive teleworking because under 
these conditions it is important not only 
to maintain positive staff feedback but 
also their health conditions physically 
and mentally. Accor & Royal Caribbean 
has created a 24-hour medical team for its 
staff to support passengers and crew.

In addition to private sector initia-
tives to maintain jobs and support its em-
ployees, government action is essential to 
support the travel and tourism market and 
its workforce for faster recovery. In fact, 
given the 80% of tourism employment to 
small and medium-sized companies, the 
lack of government support will cause 
many travel and tourism companies to 
close completely in this crisis. 

With the travel 
restrictions imposed 
by the coronavirus 

pandemic in the world 
and the acceleration of 
its spread, the greatest 

damage has been 
inflicted on the travel 

and tourism sector.

T o u r i s m
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that of the overall working population 
even before the pandemic. Young people 
in countries that fail the productive job 
test are likely to end up unemployed or 
working in poor-quality jobs in the infor-
mal economy, which is neither taxed nor 
monitored by governments (see Back to 
Basics in this issue of F&D). 

Without large-scale job creation, 
surplus labor in developing economies 
will exert downward pressure on wages 
and working conditions. The result will 
be not only a deteriorating quality of life 
but also a ceiling on economic growth. 
We cannot expect the middle class in 
developing economies to keep expanding 
if young people cannot find jobs that pay 
middle-class wages. 

As in previous crises, young adults 
have been among the first affected by the 
social, educational, and economic disrup-
tion. This was borne out by a survey of 
more than 12,000 young people conduct-

ed across 112 countries in April and May, 
when the pandemic was spawning the 
worst global recession since World War 
II (see Picture This in this issue of F&D). 

Reporting on the survey, the In-
ternational Labour Organization (ILO) 
found that 17 percent of previously em-
ployed people between the ages of 18 
and 29 stopped working after the pan-
demic hit, and 42 percent reported a drop 
in income. In the absence of pathways 
to productive and high-quality employ-
ment, developing economies that pin 
their economic ambitions on a demo-
graphic advantage are setting themselves 
up for disappointment. 

Fast and Furious
The pandemic is accelerating the 

advancement of technology, which was 
already restructuring labor markets. For 
many, technology has enhanced efficiency 
and enabled remote work, but for others, 

The pandemic is accelerating a shift toward 
more informal and precarious work 

Rethinking the World  of Work 
With millions of jobs lost, 

robots on the rise, and white-
collar workers toiling largely 

at home, COVID-19 appears to have 
ushered in a new normal in the global 
workplace. 

But many of these developments 
stem from failed policy responses to 
megatrends already in motion long be-
fore the pandemic struck. For at least two 
decades, shifting demographics and tech-
nological upheaval have been upending 
labor markets, exacerbating inequality, 
making jobs increasingly precarious, and 
deepening economic insecurity. 

The new normal, in other words, 

isn’t really new. A deadly virus has sim-
ply accelerated the pace of change, with 
devastating consequences—especially 
for developing economies, which are 
expected to lose at least $220 billion in 
income, according to the United Nations 
Development Programme. 

Now that the crisis is upon us, we 
should not waste it, as politicians like 
to say. Policymakers must pursue a 
more dramatic course correction than 
previously considered. They must sweep 
away flawed ideas about jobs and seize 
this emergency as an opportunity to 
build resilient, equitable, and sustainable 
economies. 

Changing Demographics
This exercise requires more than a 

return to pre-COVID conditions. It calls 
for a fundamental reappraisal of our 
assumptions, beginning with how we 
view demographics. 

Advanced economies—think of 
Germany, Japan, and the United States—
are struggling with aging populations. So 
are some emerging market economies, in-
cluding China. But in a majority of devel-
oping economies, the youth population is 
swelling. Some of these countries, such 
as India, Indonesia, and Nigeria, will 
approach the peak of their demographic 
bulge during the next two decades, while 

smaller countries, such as Angola and 
Zambia, are in earlier stages of the demo-
graphic transition. 

Conventional wisdom says that a 
large and growing population of young 
adults can provide a demographic divi-
dend by increasing the ratio of work-
ers to dependent children and retirees. 
But this postulate must be rethought. A 
youth bulge presents an advantage only 
if economies can create productive jobs 
with rising wages. India’s youth popula-
tion of 362 million, ages 15–29, is higher 
than the entire population of the United 
States. At 17.8 percent, the unemploy-
ment rate for this cohort was three times 

G l o b a l  E c o n o m y
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it has disrupted livelihoods. Automation 
has clearly destroyed some jobs as robots 
clean hospital floors, tollbooth operators 
vanish, and chatbots replace customer 
service agents. Yet digital platforms 
have also added new and different 
jobs to the economy—jobs in software 
programming, health care, and—yes—
pizza delivery and taxi services. 

The key question is this: Whose jobs 
will vanish and who can access the new 
forms of work? 

Automation was gaining ground 
well before COVID-19 hit. This should 
come as no surprise, especially in 
places where new technology triggered 
structural transformation through massive 
employment shifts in the past—first from 
farms to factories and then from factories 
to services. 

Where the cost of deploying new 
technology is low and promises higher 
output and faster delivery, companies 
replace workers with machines—as the 
Luddite handloom weavers learned. 
Automation is gaining ground faster in 
developed economies (and in China), 
where labor costs are relatively high and 
companies have capital to spare. But 
developing economies are certainly not 
immune. They may have a surplus of 
low-cost labor, but that is only one factor 
in the overall cost of production. 

More companies will automate as the 
pandemic underscores the vulnerabilities 
of a human workforce and geographically 
dispersed global supply chains. Some may 
also “reshore” production by bringing 
manufacturing and service jobs back to 
the United States and Europe—a trend 

that was emerging before COVID-19. 
Developing economies must brace for a 
triple shock: increasing labor substitution 
as domestic companies automate, at least 
moderate growth in foreign companies 
reshoring, and slowing exports as demand 
remains low. 

The pandemic is also fueling the 
platform economy. From e-commerce to 
the gig economy, consumers are increas-
ingly tapping the internet to connect with 
goods and services from the safety of 
their homes. 

The gig economy’s low barriers to 
entry present new employment opportu-
nities—and new hazards—for developing 
economies. The danger is that the bulging 
supply of young and low-skilled workers 
drawn to platforms is likely to exceed the 
demand for their services as data proces-
sors, customer service representatives, 
and ride-hailing service drivers. 

Not only will these workers fre-
quently find themselves “gigless”—that 
is, underemployed—but they will likely 
face downward pressure on working con-
ditions. Evidence from countries where 
an increasing share of workers compete 
on gig platforms confirms that wages are 
getting squeezed. And the assumption 
that most gig workers were previously 
in poor-quality informal work doesn’t 
always hold. A 2015 study by Perkum-
pulan Prakarsa and the JustJobs Network 

surveyed 205 on-demand motorbike taxi 
drivers working through the online taxi-
hailing applications Gojek and GrabBike. 
Of the respondents who were previously 
employed, 51 percent had been engaged 
in the formal economy before joining the 
gig economy. 

COVID-19 is also accelerating 
trends in distance learning and remote 
work. But these developments widen 
the gap between the haves and the have-
nots—between those who can and cannot 
afford computers and internet access and 
between those who do and don’t have the 
skills to participate in a digitally driven 
economy. 

Growing Precarity
As this analysis suggests, the 

pandemic is driving a shift toward more 
informal and precarious work among 
people who are just seeking to make 
ends meet. Prior to the pandemic, the 
rise in contractual work notwithstanding, 
informal employment was stagnant or 
even declining in some countries. But the 
pandemic will likely reverse this trend. 
These informal work arrangements may 
push down unemployment in developing 
economies, but the jobs are less secure 
and tend to be lower-paying and less 
productive. Policymakers should not 
be fooled by the numbers. After the 
pandemic, a decline in the unemployment 
rate should not be mistaken for economic 
recovery. 

The ILO estimates that workers 
around the world lost $3.5 trillion in 
labor income in the first three quarters of 
2020 as the pandemic slashed their hours 

on the job. From simply a health crisis, 
the pandemic has morphed into both a 
health and an economic crisis, fostering 
uncertainty in the business climate and 
fear among employees. 

The risk, for workers, goes well 
beyond immediate job losses and hiring 
freezes. The deeper danger is that 
companies will be less inclined to build 
permanent workforces, relying instead 
on cheaper gig, temporary, or contractual 
workers. 

A flexible labor market is valuable 
when it leads to more efficient allocation 
of resources. But flexibility that flows 
from low-productivity work and a decline 
in working conditions, as is the case in 
developing economies, does more harm 
than good—both for workers and society. 

People in informal and contractual 
arrangements and those who are self-
employed generally do not receive social 
security through an employer, leaving 
them vulnerable to shocks such as from 
COVID-19. The rise in informal employ-
ment also squanders precious productive 
potential and reduces consumption pow-
er, circumscribing broad-based economic 
development. 

Solutions
What must policymakers do to 

manage these trends and soften their 
adverse impacts? 

First, policymakers must acknowl-
edge that relentless pursuit of economic 
growth will not automatically create 
jobs. The priority has to be job-rich 
growth. This entails advancing sectors 
that both employ a lot of people and raise 

growth capacity; for example, infrastruc-
ture. It also means investing in increas-
ingly productive labor-intensive sectors 
and moving up the value chain—for 
instance, moving from assembly to full 
package production of apparel or from 
subsistence farming to food processing. 
Wage growth should align with increases 
in productivity. 

Second, governments should reject 
the idea that “any job is better than no 
job.” That may be true from a destitute 
worker’s perspective, but it makes little 
sense economically. Poor-quality jobs ex-
acerbate inequality, waste productive po-
tential, and reduce aggregate demand—
all of which are bad for growth. To this 
end, governments must resist the urge 
to indiscriminately weaken labor regu-
lations under the pretense that it’s good 
for business. Appropriately formulated 
minimum wages, social security, and ac-
tive labor market policies—including job 
search assistance and apprenticeship pro-
grams—are good for worker productivity 
and help smooth consumption in times of 
distress. 

Third, governments should recog-
nize that technology, like a genie freed 
from its bottle, cannot be coaxed away. 
But they can regulate it. This means put-

ting public interest ahead of commercial 
interest in mandating data sharing and 
transparency from tech companies that 
run digital platforms. Workers who sign 
on to such labor platforms should have 
access to public benefits and services. 
Governments should have access to the 
data to facilitate evidence-based policy-
making. Enforcing competition law more 
stringently to curb the power of large and 
growing corporations is essential. Policy-
makers should revisit corporate taxation, 
particularly for tech companies that en-
gage in rent seeking and labor arbitrage, 
to help extend social security coverage to 
informal and contract workers. 

Fourth, the advent of technology 
and changing demography in developing 
economies call for investments in reform-
ing and updating human capital to appro-
priately educate and train young people 
so that they are more employable. More-
over, as the pandemic alters the economic 
landscape, creating opportunities for 
some sectors to thrive while weakening 
others, policymakers must help workers 
retool accordingly. 

Finally, a myopic focus on boosting 
efficiency rather than building resilience 
leaves economies vulnerable. Government 
investments in health, education, public 
employment, and social protection 
systems have all proved their worth. 
So have fiscal and monetary stimulus. 
Although these programs can seem 
inefficient in good times, they provide the 
necessary space for policymakers to react 
quickly in uncertain times.  

Sabina Dewan and Ekkehard Ernst

A youth bulge presents 
an advantage only if 
economies can create 
productive jobs with 

rising wages. 

Governments should 
reject the idea that “any 

job is better than no job.” 

G l o b a l  E c o n o m y
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Sorry State
America retains great 

advantages even in 
the more competitive 

geopolitical era ahead. 
It is still by far 

the mightiest military 
power and the world’s 

biggest economy.

Who will run the world in 2021? 
International institutions such 
as the United Nations have 

been weakened by great-power rivalry. 
Russia will be a spoiler, not a leader. 
In Europe, Boris Johnson will have his 
hands full with the aftermath of Brexit, 
Germany’s Angela Merkel will leave the 
stage and France’s Emmanuel Macron 
has limited means to pursue his grand 
ideas. China is the rising superpower, 
and an increasingly assertive one, but not 
yet keen, let alone able, to take on the 
burdens of world leadership. The question 
is whether America, under President Joe 
Biden, will be prepared to step back into 
the role.

For some years now America, weary 
of its “endless wars”, has been in retreat. 
Barack Obama believed it was time to 
focus on “nation-building at home”. 
Donald Trump took to withdrawal 
with gusto, pulling the country out of a 
long list of international arrangements, 
including the Paris climate agreement, 
the Iran nuclear deal and—in the middle 
of a pandemic—the World Health 
Organisation. As America has stepped 
back, emboldened authoritarian leaders 
have stepped forward, posing a challenge 

to democracies everywhere.
Look ahead, however, and further 

withdrawal is scarcely an attractive 
option. Global threats will multiply, 
from pandemics to climate change to 
space weaponry. And in an increasingly 
multipolar world, America cannot count 
on simply getting its way. It will need to 
rely on the patient pursuit of its interests 
through persuasion, building coalitions 
and working with allies. In short, it will 
have to rely on diplomacy.

This is by no means a dismal pros-
pect. America retains great advantages 
even in the more competitive geopolitical 
era ahead. It is still by far the mightiest 

military power and the world’s biggest 
economy. In contrast to rivals such as 
China and Russia, it has steady allies who 
can help amplify its influence. And at its 
best it is a champion of human rights and 
freedoms that can inspire people every-
where.

Americans are right to want to limit 
the flexing of their military muscle. The 
strength of America’s armed forces will 
always be a vital part of its ability to exert 
influence. Yet since the terrorist attacks 
of September 11th 2001 the superpower’s 
foreign policy has relied too much on 
force. It is time to put diplomacy first.

But just as the demand for sustained, 
sophisticated American diplomacy is 
rising, the capacity of the country’s 
foreign service to supply it is dwindling. 
The State Department is demoralised and 
suffering from a hollowing-out of talent. 
That will be hard to remedy soon.

The troubles of the country’s old-
est federal agency did not begin with the 
Trump administration but they deepened 
dramatically under it. Mr Trump openly 
referred to “the Deep State Department”, 
repeatedly (if unsuccessfully) proposed 
slashing its budget and publicly attacked 
experienced diplomats, such as those 

involved with policy towards Ukraine, 
whose only crime was to do their job. Ca-
reer diplomats were virtually shut out of 
senior policymaking roles, and the share 
of political appointees to ambassadorial 
roles—their main qualification often be-
ing the size of their political donations—
reached new heights. American diploma-
cy is in crisis.

What can be done? Three times in 
the past century—after the first world war, 
after the second world war and during the 
cold war—Congress passed legislation 
to shape a foreign service fit for the 
future. Yet in recent decades Congress 
has focused on the shape of America’s 

armed services and on the organisation 
of the country’s homeland security, not 
on diplomacy. Whether lawmakers are 
capable of agreeing on a new framework 
for the State Department is open to doubt. 
With or without a new act, however, 
America must rethink its diplomacy for a 
more contested global landscape.

America, 
rediscover your Excellency
Plenty of people are starting to do 

just that, including a group, led by former 
ambassadors at Harvard’s Kennedy 
School, who have prepared a road 
map. Some of their suggestions involve 

changes to the way the State Department 
bureaucracy works. It is notoriously 
inflexible and risk-averse. It badly 
needs to modernise its career structure, 
including opening up to entry at all levels, 
not least to help it improve its dismal 
record on diversity: among America’s 
ambassadors abroad, only three are 
African-American and four Hispanic. But 
the big idea is simple and urgent. A great 
power has let its foreign service slip, to a 
dangerous degree. For the sake of its own 
future, and for the good of the world, in 
2021 America needs to start reinvesting 
in diplomacy. 

Daniel Franklin, diplomatic editor, The Economist

With or without a new act, 
however, America must rethink 

its diplomacy for a more 
contested global landscape.

U S A



IRAN INTERNATIONAL, March 2021, No. 96IRAN INTERNATIONAL, March 2021, No. 9620 21

US domestic developments 
usually affect the course of the 
global economy. Even European 

countries with strong economies are 
affected by these developments. A clear 
example of this influence can be seen in 
the developments since the election of 
Donald Trump as President over the past 
four years. He was able to challenge many 
of the rules of the international economy 
and cost the world economy dearly.

The United States controls more 
than 20 percent of the global economy 
and 62 percent of the world’s financial 
transactions. Thus, all countries, 
especially those that are more developed 
and have a significant share of the world 
market, are more affected and dependent. 
A clear example of this situation is China.

It is the world’s second largest 
economy, which has been in constant 
economic and diplomatic strife with the 
United States for the past four years, 
but given the two countries’ economic 
integration and joint ventures, there is 
virtually no time to cut ties. In many cases, 
China has been forced to abide by US 
policies. One of them is the oil embargo 
on Iran. Iran’s economy, although less 
than one percent of the world economy, is 
not unaffected by global developments. A 
clear example of this effect can be seen in 
the fluctuations of Iran’s financial markets 
after the US presidential election.

It is noteworthy that this level of in-
fluence of the Iranian economy from the 
United States takes place in a situation 
where there has been virtually no direct 
financial and economic relationship be-
tween the two countries during the last 
forty years. Whereas before the Revolu-
tion, the United States had limited invest-
ments in Iran and was very influential in 
Iran’s domestic policy-making process. 
After the Revolution, events such as the 

takeover of the US embassy in Tehran, 
the escalation of regional tensions and 
conflicts in the eight-year war, the down-
ing of an Iranian passenger plane, etc., 
practically strained relations between the 
two countries. Especially since the United 
States has tried to cripple Iran’s economy 
by imposing tough sanctions.

The question now is what changes 
will take place in the relations between 
the two countries, especially in the field 
of economy, with the election of Joe 
Biden?

Some believe that relations between 
the two countries will improve to some 
extent and the economy will open up and 

the volume of sanctions will be reduced. 
As a result of these scattered actions, the 
presidential election in Iran will also be 
affected. Some believe that a change of 
presidency in the United States will have 
no effect on their general policies, and 
that Washington remains Iran’s main en-
emy. Now, with a review of the economy 
over the past three years, i.e. from 2018 
to the end of 2021, certain results can 
be reached. Iran’s economic growth has 
been negative during this period. In these 
three years, the volume of the economy 
has decreased by 20% and, consequently, 
the purchasing power of the people has 
decreased by 20%. In fact, during this 

Economic 
Program of 
the Future 

Government

L a n d m a r k

Masoud Khansari, Chairman of Tehran Chamber 
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time we have experienced one of the big-
gest declines in the economy since the 
eight-year war (1980 – 1988). In fair-
ness, although much of the decline was 
due to sanctions, poor management and 
misguided economic policies cannot be 
ignored. Of course, the coronavirus pan-
demic and its side effects also exacerbat-
ed this situation.

Of course, in 2011 the largest 
historical income for Iran was already 
recorded, but there was no opening in the 
economy. In 2012, too, negative economic 
growth and other problems deepened. 
That is, the situation in Iran’s economy 
has been the same with fewer sanctions. 
Perhaps the main reason for the situation 
is that no government is trying and daring 
to establish the right economic structure. 
In all post-revolutionary governments, 
revenues have never been on a par with 
expenditures, and the government has 
always faced a budget deficit, which has 
led to inflation of more than 20 percent 
and devaluation of the national currency 
by printing banknotes and tampering 
with the Central Bank of Iran. Therefore, 
it can be concluded that without solving 
the structural problems of the country’s 
economy, we will not get anywhere, even 
if the sanctions are lifted.

In fact, sanctions have only deepened 
economic problems. It seems that exports 
are limited, financial costs are higher and 
financial transactions are more difficult. 
At the same time, the lack of transparency 
has led to the creation of corruption and 
rent-seeking gangs in transactions and the 
deterioration of problems. Now, accepting 
that resolving domestic problems takes 
precedence over economic issues and 
foreign disputes, one must speculate 
about the 2021 elections. Reputable 
polls show that the social capital of the 
government is declining day by day and 
the relationship between the people and 
the government has been severed due to 
appointment failures, social problems 
and excessive government interference 
in people’s lives due to lack of proper 
discourse. This is while today more than 
15,000 thousand billion rials of cash 

The question now is what 
changes will take place 
in the relations between 
Iran and USA, especially 
in the field of economy.

and non-cash subsidies are injected into 
the whole society. That is, every Iranian 
receives an annual subsidy of about 160 
million rials. But as a result, people are 
all dissatisfied; both the affluent and the 
low-income.

As a result, everyone voices their 
dissatisfaction in one way or the other; a 
big number of the youth long to migrate 
to foreign countries. It is unfortunate 
that more than $10 billion in capital 
outflows occur annually in the country. 
Here, the role of the government in the 
2021 elections will affect the economy. 
A government that can gain the trust of 
the people through constructive dialogue 
and recruit qualified and young managers 
as members of the government with 
maximum votes will find the power to 
implement structural reforms. 

Among these structural reforms 
mention can be made of the following: 
Unification of the foreign exchange rates; 
targeted subsidies; setting deficit-free 
budgets; elimination of production barri-
ers; minimizing government involvement 
in enterprises; eliminating golden signa-
tures; strengthening foreign diplomacy; 
improving relations with other countries 
with priority going to neighbors; and end-
ing conflicts of the past 40 years. 

The President’s Priorities
The year ahead in America will be 

a big improvement on its awful 
predecessor. The country was 

wracked by such a series of scandals and 
disasters in 2020 that, by the time voters 
limped to the polls, Donald Trump’s 
impeachment trial ten months earlier 
barely warranted a mention. A quarter 
of a million Americans were dead of 
covid-19. Over 10m jobs had been lost. 
The racial grievances highlighted by the 
Black Lives Matter protests—some of 
the biggest in American history—had 
been inflamed by the president’s race-
baiting on the trail. Mr Trump’s refusal 
to accept the election result then put 
even the country’s democracy in doubt.

Many of those problems will carry 
over into 2021. The economy will be 
shaky as long as the virus remains 
rampant. The mistrust of the electoral 
process that Mr Trump has encouraged 
among his supporters will be long-
lasting. Yet the simple fact of his ejection 

Many problems will 
carry over into 2021. 
The economy will be 

shaky as long as the virus 
remains rampant.

from the White House—after he became 
the fourth president in a century to fail 
to win a second term—has transformed 
America’s prospects of managing its 
troubles. Mr Trump saw covid-19 as a 
communications problem to be spun into 
irrelevance. He saw America’s racial 
divisions as a political opportunity. In Joe 
Biden, America will have a competent 
president who respects expertise and is 
committed to bringing people together.

Mr Biden will signal this in an 
opening flurry of executive actions. He 
will cancel America’s withdrawal from 

the World Health Organisation, rejoin the 
Paris climate agreement and reinstate the 
Obama administration’s protections for 
illegal immigrants brought to America 
as children. He will scrap Mr Trump’s 
ban on travellers from some majority-
Muslim countries. Mr Biden will end 
his predecessor’s policy of separating 
illegal child migrants from their parents 
and launch a mission to find the missing 
parents of 545 migrant children in 
custody. He will issue a national mask 
mandate.

His administration will also take 
rapid steps to rebuild America’s Trump-
bruised institutions. It will restore 
credible scientists to the Environmental 
Protection Agency and reintroduce 
firewalls to protect the independence of 
the Department of Justice. Mr Biden’s 
secretary of state will need to restore 
confidence and order to America’s 
muchabused diplomatic corps as much 
as to its alliances.

L a n d m a r k U S A
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These measures will have added 
significance because of the Democrats’ 
failure to capture the Senate in 
November. They are unlikely to correct 
that by winning the two Senate run-off 
elections due to be held in Georgia in 
early January. That means Mr Biden 
will be unable to pass almost any of the 
economic, health-care, climate and tax 
policies he promised on the trail. One 
of his first priorities had been to pass 
an expansive $2trn economic stimulus 
package, including investments in green 
and other infrastructure. Getting a much 
skinnier stimulus package past Mitch 
McConnell, the veteran Republican 
Senate leader, will be a struggle.

Mr McConnell will try to deny the 
Biden administration any wins and re-
establish his party’s reputation for fiscal 
conservatism (a dogma that only seems 
to concern its lawmakers in opposition), 
with a view to making gains in the 
mid-term elections in 2022. Blocked 
on Capitol Hill, Mr Biden will have to 
take more ambitious executive actions to 
make progress at home, as did the Obama 
administrations in which he previously 
served. Expect him to institute further 
curbs on pollution from coal- and gas-
fired power stations—though whether 
such measures will survive the scrutiny 
of an increasingly activist conservative 
majority on the Supreme Court bench is 
unclear.

In foreign affairs, the new adminis-
tration will represent a dramatic change 
in tone from its predecessor—and more 
continuity than many expect. Mr Biden 
will soothe America’s traditional allies 
and restore American leadership to the 
multinational efforts to contain climate 
change, Russian aggression and Iran’s 
nuclear programme (see Middle East 
section). But he will maintain the Trump 
administration’s adversarial posture to-
wards China, and some of its tariffs. He 
will slow, but not reverse, America’s 
disengagement from Afghanistan. And 
in America’s accelerating shift in focus 
from west to east—which Mr Biden will 
not interrupt—those same old allies may 
detect more than a hint of Mr Trump’s 
transactional style.

Despite the constraints on his 
power, 2021 could turn out well for 
Mr Biden. This will rest above all on 

his administration’s ability to make a 
covid-19 vaccine quickly and widely 
available. If that goes smoothly, the 
economy will rapidly make up its lost 
ground and Mr Biden’s popularity will 
surge. If it does not, the hope stirred by 
the end of Mr Trump’s misrule will soon 
dissipate—to the former president’s 
advantage.

The degree to which Mr Trump 

retreats from public life is another great 
question for the year ahead. Members of 
the Republican establishment fear that, 
by looming over their defeated party on 
Twitter and television, Mr Trump will be 
a barrier to reforming it. Their fears will 
probably be realised. 

James Astill: Washington bureau chief and 
Lexington columnist, 

The Economist, WASHINGTON, DC

Despite the constraints on his power, 
2021 could turn out well for Mr Biden. 

Will the new president jump back 
into the nuclear deal with Iran?

The Syrian civil war enters its tenth 
year. Conflict between rebel forces and 
the government of Bashar al-Assad began 
on March 15th 2011. The UN estimates 
that more than 400,000 people have been 
killed in the fighting. Nearly 13m Syrians 
have become refugees or displaced 
people as a result.

IT MAY HAVE looked as though 
John Kerry had the most difficult task in 
the negotiations that led to the nuclear 
deal with Iran in 2015. As he tried to nail 
down the terms of the agreement, Amer-
ica’s secretary of state at the time grew 
so frustrated with his Iranian counterpart 
that he threatened to walk away from the 
talks. Their shouting matches became the 
stuff of legend.

Yet a reasonable case can be made 
that Joe Biden had a harder job. After the 
details had been thrashed out, the then 
vice-president had to sell the deal to Con-
gress. Democrats were sceptical of the ac-
cord, under which Iran curbed its nuclear 
programme and agreed to rigorous inspec-
tions in return for the lifting of interna-
tional sanctions. Republicans were dead 
against it. In the end, neither the House nor 
the Senate supported it—but they did not 
block it either. Mr Biden had succeeded.

One of the most pressing foreign-
policy questions now facing the incoming 
president will be whether to re-enter the 
accord, called the Joint Comprehensive 
Plan of Action (JCPOA), which Donald 
Trump ditched in 2018. Mr Trump has 
heaped sanctions on Iran, cutting it off 

from the world economy. Iran, in turn, 
has abrogated parts of the deal, spinning 
centrifuges it said it would not and blow-
ing through limits on enriched uranium. 
This can be used to make nuclear ener-
gy—or, if highly enriched, a bomb. But 
Iran and the other world powers involved 
in the JCPOA (Britain, China, France, 
Germany and Russia) still hold out some 
hope of reviving it. 

Mr Biden does, too. During the cam-
paign he vowed to re-enter the agreement 
if Iran moves back into compliance. This 
would be “a critical downpayment to re-
establish US credibility, signalling to the 
world that America’s word and interna-
tional commitments once again mean 
something,” said the candidate. But Mr 
Biden also promised to strengthen and 
extend the JCPOA’s restrictions, some 
of which run out in the next four years. 
The entire thing is due to expire in 2030. 
Its critics were never happy about these 
sunset clauses—or the way the deal ig-
nored Iran’s ballistic-missile programme 
and the country’s destabilising activity in 
Iraq, Syria and Yemen.

Mr Biden says the world’s renewed 
faith in America will allow him to pursue 
diplomatic solutions to these problems. 
But just getting back into the JCPOA will 
be hard enough. For a start, America and 
Iran would have to agree on who moves 
first—Mr Biden, in lifting sanctions, or 
the mullahs, in walking back their nuclear 
work? Moreover, Iran might insist that 
America lift all the sanctions imposed on 
it by Mr Trump, including those relating 
to terrorism. That is unlikely to happen, 
not least because Iran continues to spon-
sor attacks on American troops. Mr Biden, 
for his part, may come to appreciate the 
leverage that Mr Trump’s sanctions give 
him when trying to strengthen the deal.

There are other complications, too. 
Some in the Trump administration hoped 
that their “maximum pressure” campaign 
would lead to regime change. But it 
merely undermined Iranian politicians 
willing to reach out to the West, while 
empowering hardliners, who now control 
parliament. President Hassan Rouhani, 
whose administration negotiated the 
JCPOA, will be term-limited out of office 
in 2021. A hardliner will surely win the 
contest to replace him. That will make life 
harder for Mr Biden. Ultimately he will 
have to win over Iran’s supreme leader, 
Ayatollah Ali Khamenei, who reluctantly 
approved the original deal and refused to 
negotiate with Mr Trump. The parlous 
state of Iran’s economy may leave him 
little choice but to work with Mr Biden.

So what is most likely to happen? Mr 
Biden will move first, lifting Mr Trump’s 
travel ban on Iran, relaxing some of 
America’s more symbolic sanctions and 
helping Iran get the aid it needs to fight 
covid-19. Both sides will agree to calm 
things down in the region— with Iran 
keeping a tighter leash on its proxies, and 
America refraining from attacking those 
groups. That will set the stage for new 
nuclear talks. Iran will agree to roll back 
its nuclear programme and Mr Biden 
will give the mullahs more sanctions 
relief (prompting another fight with 
Congress). But he will hold on to much 
of the economic leverage he has in order 
to negotiate a beefed-up deal.

Alas, such an accord will prove 
elusive in 2021. After four years of 
growing tension, more time will be 
needed to build trust. But a modest reset 
in relations between America and Iran 
will be no bad thing. 

Roger McShane: 
Middle East editor, The Economist

Biden’s 
Problem Now

Mr Trump has heaped sanctions on Iran, 
cutting it off from the world economy.
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At a time when people are wit-
nessing some fruitless conflicts 
between the decision-making 

structures of the country, including the 
government and the Parliament, there 
are some key facts about the economic 
prospects of the country that must be 
considered to overcome the challenges 
ahead.

The first fact is that we must accept 
that one of the most severe sanctions 
regime experienced in the history of 
mankind has been imposed against our 
country. The sanctions, which have been 

in place since 1397 (2018/2019), have 
taken on a new and stricter form, and it 
is not expected that they would be lifted 
altogether in the short term.

Even the Europeans, who in their 
words adhered to the Joint Comprehen-
sive Plan of Action (JCPOA), took a 
passive stance in practice, implement-
ing US sanctions step by step. That is, 
the country’s banking system was under 
sanctions, the process of selling oil was 
stopped, and there were many problems 
with supply of consumer goods, foreign 
currency exchange and the purchase of 

Flexibility, Speed 
and Firmness in 
Decision Making

raw materials.
So nothing special is going to 

happen in the coming months between 
the end of the 12th government in Iran 
and the inauguration of the new US 
administration. It is obvious that with the 
coming to power of the Democrats and 
the statements that Joe Biden has made, 
some tensions will be reduced, but this 
does not mean that all the economic and 
livelihood problems of the country will 
be solved and extraordinary things will 
happen. Therefore, the path of solving 
the problems and challenges of the 

country passes through the heart of the 
decision-making and planning system.

The problem that is currently 
observed in the political and economic 
environment of the country that is not 
new is the lack of empathy and synergy 
among the high-ranking officials of the 
country. As someone with experience 
in macroeconomic management in the 
1960s, I believe that these empathies 
are the key to solving macroeconomic 
problems and should be taken into 
account despite differences of opinion.

In any case, the issue of people’s 
livelihood, the issue of people’s trust, 
the issue of increasing social capital 
and increasing people’s interest in the 
country and officials, etc., are issues that 
are damaged by the increase of factional 
and political behaviors. It is natural that 
at the present time, some of the decisions 
taken by the government after 1397 and 

after the withdrawal of the United States 
from the JCPOA, and some hasty and 
unprofessional approaches, caused some 
tensions in the economy.

Lack of cooperation between the 
previous Parliament and the government 
also caused the people’s problems 
to double. Although sanctions have 
had many effects on this problematic 
process, we must acknowledge that lack 
of empathy and coordination among the 
country’s decision-making bodies has 
played a major role in escalating the 
crisis. Fortunately, a strategic and key 
decision was made in the last two years, 
in which the leadership gave the three 
powers the authority to resolve crises 
quickly for a certain period of time.

I remember a time when Imam 
Khomeini made a similar decision in the 
1360s and in the midst of the Iraqi war, 
so that the leaders of the powers, with 

Lack of cooperation 
between the previous 

Parliament and 
the government also 
caused the people’s 
problems to double.
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weekly meetings, quickly and decisively 
managed the great crises during the war. 
At that time, I was the deputy minister of 
roads and transportation, and I remember 
that we handed over very important 
decisions to Mr. (Mir Hossein) Mousavi, 
the then prime minister. Mr. Mousavi 
took these decisions to the meeting 
of heads of the powers as quickly as 
possible (it never took more than a week 
for the necessary decisions to be made). 
The heads of the powers at that time were 
Ayatollah Khamenei, Ayatollah Hashemi 
Rafsanjani, Ayatollah Mousavi Ardebili 
and Mr. Mousavi.

At present, however, we do not see 
such flexibility, speed and determination. 
The weekly meetings of the heads of 
the powers are sometimes delayed for 
a long time or are caught in the hands 
of expert and factional discussions. 
In this situation, the Eleventh Majlis 
makes decisions and the deputies make 
speeches, some of which seem to lack 
the necessary maturity.

On the other hand, we must accept 
that the passivity of the government is 
not the solution to the people’s livelihood 
problems. According to an official report 
by the minister of cooperatives, labor and 

social welfare, it was announced that 60 
million people could receive livelihood 
subsidies. After this statement, Mr. 
President talks about 10 million people 
or 20 million people to receive the aid. 
Couldn’t the government make the 
necessary decision in the nine months 
since the outbreak of the coronavirus 
pandemic so that the Parliament would 
not have to make unprofessional and 
unsupported decisions?

In my opinion, in order to overcome 
the current economic and livelihood 
crisis, we need more empathy and an 
increase in social capital so that people 
have enough confidence in the decisions 
of the authorities to have an active and 
constructive participation in solving 
problems. If these things are realized, 
the Iranian generations can visualize a 
clear perspective of development in the 
country and enter the field of economic, 
social, political, etc. partnerships to 
realize this perspective. 

We must accept that 
the passivity of the 

government is not the 
solution to the people’s 

livelihood problems.

The COVID-19 crisis will cause a 
dramatic fall in FDI. Global FDI 
flows are forecast to decrease by 

up to 40 per cent in 2020, from their 
2019 value of $1.54 trillion. This would 
bring FDI below $1 trillion for the first 
time since 2005. FDI is projected to 
decrease by a further 5 to 10 per cent in 
2021 and to initiate a recovery in 2022. 
A rebound in 2022, with FDI reverting 
to the pre-pandemic underlying trend, is 
possible, but only at the upper bound of 
expectations.

The outlook is highly uncertain. 
Prospects depend on the duration of the 
health crisis and on the effectiveness of 
policy interventions to mitigate the eco-
nomic effects of the pandemic. Geopo-
litical and financial risks and continuing 
trade tensions add to the uncertainty.

The pandemic is a supply, demand 
and policy shock for FDI. The lockdown 
measures are slowing down existing in-
vestment projects. The prospect of a deep 
recession will lead MNEs to re-assess 
new projects. Policy measures taken by 
governments during the crisis include 
new investment restrictions. Starting in 
2022, investment flows will slowly re-
cover, led by GVC restructuring for resil-
ience, replenishment of capital stock and 
recovery of the global economy. 

MNE profit alerts are an early warn-
ing sign. The top 5,000 MNEs world-
wide, which account for most of global 
FDI, have seen expected earnings for the 
year revised down by 40 per cent on av-
erage, with some industries plunging into 
losses. Lower profits will hurt reinvested 
earnings, which on average account for 
more than 50 per cent of FDI. 

Early indicators confirm the imme-
diacy of the impact. Both new greenfield 

investment project announcements and 
cross-border mergers and acquisitions 
(M&As) dropped by more than 50 per 
cent in the first months of 2020 compared 
with last year. In global project finance, 
an important source of investment in in-
frastructure projects, new deals fell by 
more than 40 per cent.

The impact, although severe 
everywhere, varies by region. Developing 
economies are expected to see the biggest 
fall in FDI because they rely more on 
investment in global value chain (GVC)-
intensive and extractive industries, which 
have been severely hit, and because they 
are not able to put in place the same 
economic support measures as developed 
economies.

 Among developed countries, FDI 
flows to Europe are expected to fall by 
30 to 45 per cent, significantly more than 
those to North America and other devel-
oped economies (with falls of 20 to 35 
per cent on average), because the region 
entered the crisis on a relatively more 
fragile footing. In 2019, flows to devel-
oped economies as a group increased by 
5 per cent to $800 billion.

 FDI flows to Africa are forecast 
to fall by 25 to 40 per cent in 2020. The 
negative trend will be exacerbated by low 
commodity prices. In 2019, FDI flows to 
Africa already declined by 10 per cent to 
$45 billion.

 Flows to developing Asia will be 

severely affected due to their vulnerabil-
ity to supply chain disruptions, the weight 
of GVC-intensive FDI in the region and 
global pressures to diversify production 
locations. FDI is projected to fall by 30 
to 45 per cent. In 2019, FDI flows to the 
region declined by 5 per cent, to $474 
billion, despite gains in South-East Asia, 
China and India.

 FDI in Latin America and the Ca-
ribbean is expected to halve in 2020. In-
vestment prospects are bleak because the 
pandemic compounds political turbulence 
and structural weaknesses in several econ-
omies. The industry profile of FDI in the 
region also makes it vulnerable. In 2019, 
FDI in Latin America and the Caribbean 
grew by 10 per cent to $164 billion.

 FDI flows to economies in 
transition are expected to fall by 30 to 45 
per cent. The decline will largely undo a 
recovery of FDI to the region in 2019 (up 
59 per cent to $55 billion) after several 
years of low inflows.

 The outlook for FDI in structur-
ally weak and vulnerable economies is 
extremely negative. Many least devel-
oped countries (LDCs) are dependent on 
FDI in extractive industries, many small 
island developing States are dependent 
on investment in tourism, and landlocked 
developing countries are disproportion-
ally affected by supply chain blockages. 
In 2019, FDI inflows to LDCs declined 
by 6 per cent to $21 billion, representing 
just 1.4 per cent of global FDI.

Despite the drastic decline in global 
FDI flows during the crisis, the interna-
tional production system will continue 
to play an important role in economic 
growth and development. Global FDI 
flows will remain positive and continue 
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to add to the existing FDI stock, which 
stood at $36 trillion at the end of 2019.

Investment Policy Developments

Investment policy is a significant 
component of the pandemic response. 
Several multilateral groupings, including 
the G20, have issued declarations in 
support of international investment. More 
than 70 countries have taken measures 
either to mitigate the negative effect on 
FDI or to shield domestic industries from 
foreign takeovers.

Support measures include online 
investment facilitation, pandemic-re-
lated services of investment promotion 
agencies (IPAs) and new incentives for 
investment in health care. Several coun-
tries have tightened foreign investment 
screening mechanisms to protect health 
care and other strategic industries. Other 
interventions include mandatory produc-
tion, export bans on medical equipment 
and a reduction of import duties for medi-
cal devices. The crisis has also slowed the 
pace of negotiating international invest-
ment agreements (IIAs).

The pandemic could have lasting 
effects on investment policymaking. On 
the one hand, it may solidify the shift 
towards more restrictive admission poli-
cies for foreign investment in strategic 
industries. On the other, it may trigger 
increased competition for investment as 
economies seek to recover from the crisis. 
At the international level, the pandemic 
will accentuate the need for IIA reform as 
government responses to the health crisis 
and its economic fallout could create fric-
tion with IIA obligations.

Already in 2019, continuing the 
trend of recent years, several countries 
– almost all developed – introduced 
more rigorous screening of investment 
in strategic industries on the basis of 
national security considerations. At least 
11 large cross-border M&A deals were 
withdrawn or blocked for regulatory or 
political reasons.

Attracting FDI remains an impor-
tant policy objective. Overall, 54 econo-
mies introduced at least 107 measures 
affecting foreign investment in 2019; 
three-quarters were in the direction of 
liberalization, promotion and facilitation, 
with developing countries and emerg-
ing economies in Asia most active. Steps 
toward liberalization were made in min-

ing, energy, finance, transportation and 
telecommunication. Several countries 
streamlined administrative procedures for 
investors or expanded investment incen-
tive regimes.

Change in the IIA regime is 
underway. In 2019, the number of IIA 
terminations (34) exceeded the number 
of new IIAs (22) for the second time. 
This brought the total to 3,284 IIAs and 
349 effective terminations. Several other 
developments will affect the international 
investment policy landscape, including 
the agreement by European Union (EU) 
member States to terminate intra-EU 
bilateral investment treaties, Brexit and 
the entry into force of the agreement 
establishing the African Continental Free 
Trade Area.

The number of treaty-based 
investor–State dispute settlement (ISDS) 
cases reached over 1,000. Most of the 
55 publicly known ISDS cases initiated 
in 2019 were brought under IIAs signed 
in the 1990s or earlier. ISDS tribunals 
rendered at least 71 substantive decisions. 
In the decisions holding the State liable, 
the amounts awarded ranged from several 
millions to $8 billion.

Progress on the reform of the IIA 
regime is visible in treaties concluded in 
2019. Nearly all new IIAs contain features 
in line with UNCTAD’s Reform Package 
for the International Investment Regime, 
with the preservation of States’ regulatory 
space being the most frequently seen area 
of reform. To support the IIA reform 
process, UNCTAD will launch its IIA 
Reform Accelerator later in 2020.

International Production: 
A Decade Of Transformation Ahead

The World Investment Report has 
monitored FDI and the activities of MNEs 
for 30 years, during which international 
production saw two decades of rapid 
growth followed by one of stagnation. 
Flows of cross-border investment in 
physical productive assets stopped 
growing in the 2010s, the growth of trade 
slowed down and GVC trade declined.

The 2010s were only the quiet be-
fore the storm. The crisis caused by the 
COVID-19 pandemic arrives on top of 
existing challenges to the system of in-
ternational production arising from the 
new industrial revolution (NIR), growing 
economic nationalism and the sustain-

ability imperative. These challenges were 
already reaching an inflection point; the 
pandemic looks set to tip the scales. The 
decade to 2030 is likely to prove a decade 
of transformation for international pro-
duction.

Trade and investment trends unfold 
in three key dimensions of international 
production: the degree of fragmentation 
and the length of value chains, the 
geographical spread of value added, and 
the governance choices of MNEs that 
determine the prevalence of arm’s-length 
trade versus FDI. This report identifies 
several archetypical configurations 
covering industries that, together, account 
for the lion’s share of global trade and 
investment.

Three key technology trends of the 
NIR will shape international production 
going forward: robotics-enabled automa-
tion, enhanced supply chain digitaliza-

international production in its own way.
The pace and extent of adoption of 

these technologies will depend in part on 
the policy environment for trade and in-
vestment, which is trending towards more 
interventionism, rising protectionism and 
a shift away from multilateral to regional 
and bilateral frameworks. They will also 
depend on sustainability concerns, in-
cluding differences in approach between 
countries and regions on emission tar-
gets and environmental, social and gov-
ernance (ESG) standards, market-driven 
changes in products and processes, and 
supply chain resilience measures.

The effects on international produc-
tion of the technology, policy and sustain-
ability trends are multifaceted. They are 
at times mutually reinforcing, they occa-
sionally push in opposite directions and 
they will play out differently across in-
dustries and geographies. Depending on 
the starting point of individual industries 
– their archetypical international produc-
tion configurations – they will tend to fa-
vour one of four trajectories.

(1) Reshoring will lead to shorter, 
less fragmented value chains and a high-
er geographical concentration of value 
added. It will primarily affect higher-
technology GVC-intensive industries. 
The implications of this trajectory in-
clude increased divestment and a shrink-
ing pool of efficiency-seeking FDI. For 
some economies it implies the need to 
re-industrialize, for others to cope with 
premature de-industrialization. Access to 
and upgrading along the GVC develop-
ment ladder becomes more difficult for 
developing countries.

(2) Diversification will lead to a 
wider distribution of economic activi-
ties. It will primarily affect services and 
GVC-intensive manufacturing industries. 
This trajectory will increase opportunities 
for new entrants (economies and firms) 
to participate in GVCs, but its reliance 
on supply chain digitalization will cause 
those GVCs to be more loosely governed, 
platform-based and asset-light, and value 
capture in host countries will become 
more difficult. GVC participation will 
require high-quality hard and soft digital 
infrastructure.

(3) Regionalization will reduce the 
physical length but not the fragmenta-
tion of supply chains. The geographical 
distribution of value added will increase. 
This trajectory will affect regional pro-

cessing industries, some GVC-intensive 
industries and even the primary sector. It 
will imply a shift from global efficiency-
seeking investment to regional market-
seeking investment, and from investment 
in vertical GVC segments to investment 
in broader industrial bases and clusters. 
Regional economic cooperation,

industrial policy and investment 
promotion will become indispensable to 
build regional value chains.

(4) Replication will lead to shorter 
value chains and a rebundling of pro-
duction stages. It will lead to more geo-
graphically distributed activities, but 
more concentrated value added. It will 
be especially relevant for hub-and-spoke 
and regional processing industries. This 
trajectory implies a shift from investment 
in large-scale industrial activity to distrib-
uted manufacturing, which relies on lean 
physical infrastructure and high-quality 
digital infrastructure. A local manufactur-
ing base and producer services become 
prerequisites to attract the final stages of 
GVCs, but value capture and technology 
dissemination will not be guaranteed.

Although the different trajectories 
show that the expected transformation of 
international production is not unidirec-
tional, overall, the trends show a system 
under severe pressure with heightened 
risks of a dismantling and hollowing-out 
of GVCs and declining cross-border in-
vestment in productive assets. Given the 
importance of international production 
for post-pandemic recovery, for econom-
ic growth and job creation, and for the 
development prospects of lower-income 
countries, policymakers need to maintain 
a trade and investment policy environ-
ment that favors a gradual – rather than 
shock – adjustment of international pro-
duction networks.

The transformation of international 
production will bring both challenges 
and opportunities for investment and 
development policymakers:

 Challenges include increased 
divestment, relocations and investment 
diversion, and a shrinking pool of 
efficiency-seeking investment, implying 
tougher competition for FDI. Value capture 
in GVCs and development based on 
vertical specialization will become more 
difficult. Infrastructure built for a world 
of GVCs will see diminishing returns. 

Flows to developing Asia 
will be severely affected 

due to their vulnerability 
to supply chain 

disruptions, the weight 
of GVC-intensive FDI 

in the region and global 
pressures to diversify 
production locations.

tion and additive manufacturing. Each 
will have distinct effects on the length, 
geographical distribution and governance 
of GVCs. Each technology, depending on 
industry-specific deployment, will flat-
ten, stretch or bend the “smile curve” of 
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Changes in locational determinants of 
investment will often negatively affect 
the chances of developing countries to 
attract MNE operations.

 Opportunities arising from 
the transformation include attracting 
investors looking to diversify supply 
bases and building redundancy and 
resilience. The pool of regional market-
seeking investment will increase. Shorter 
value chains will bring more investment 
in distributed manufacturing and final-
goods production with broader industrial 
capacity-building and clustering. And 
digital infrastructure and platforms will 
enable new applications and services and 
improve bottom-up access to GVCs.

Confronting the challenges and 
capturing the opportunities requires a 
change in the investment-development 
paradigm: (i) From a focus on export-
oriented efficiency-seeking investment in 
narrowly specialized GVC segments to 
an “export-plus-plus” focus – plus invest-
ment in production for regional markets, 
plus investment in a broader industrial 
base. (ii) From cost-based competition 
for single-location investors to competi-
tion for diversified investments based on 
flexibility and resilience. And (iii) from 
prioritizing large-scale industrial inves-
tors with “big infrastructure” to mak-
ing room for small-scale manufacturing 
facilities and services with “lean infra-
structure”. This report proposes a new 
framework for investment-development 
policies to reflect this change.

Finally, a shift in investment promo-
tion strategies towards infrastructure and 
services is necessary. For the past three 
decades international production and the 
promotion of export-oriented manufac-
turing investment have been the pillars 
of development and industrialization 
strategies of most developing countries. 
Investment geared towards exploiting 
factors of production, resources and low-
cost labour will remain important, but the 
pool of such investment is shrinking. This 
calls for a degree of rebalancing towards 
growth based on domestic and regional 
demand and on services. Investment in 
the green economy and the blue economy, 
as well as in infrastructure and domes-
tic services, presents great potential for 
contributing to achieving the Sustainable 
Development Goals (SDGs). IRAN

A Window, A River, A Heart
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Iran is going to welcome the calendar 
year 1400 under circumstances that 
it is faced with complicated political 

and economic variables.
The departure of Donald Trump and 

arrival of Joe Biden and the return of the 
United States to the Joint Comprehensive 
Plan of Action (JCPOA), the possibility 
of lifting tough sanctions, especially 
the release of the resources blocked in 
foreign banks, the upcoming presidential 

Prospect of Iran’s Economy In 1400
elections in Iran, the unknown fate of 
the Financial Action Task Force (FATF), 
continued pandemic of Coronavirus 
and its impact on the global economy, 
the issue of Iran oil exports in the 
currently shaped markets, the strategy 
of no negotiation with the United States 
over Iran’s missile and nuclear policies, 
cooperation among Arab countries in the 
region and establishing relations with 
Israel, continuation of Iran’s supportive 
policies in Syria, Lebanon, Iraq and 
Palestine, skyrocketing prices along 
with recession in Iran, unemployment, 
and domestic inflation are among the 
few important political and economic 
issues that have created complex and 
intertwined processes of Iran’s economic 
and political problems with regard to the 
United States and its allies.

Undoubtedly, solving these chal-
lenges and fundamental interaction to 
solve them in the sectors of production, 
trade and services and adapting it to the 
global and international business envi-
ronment through negotiation and regu-
lation of political relations are made to 

remove economic barriers; also political 
achievements will provide a prelude for 
the step-by-step solution of economic 
problems.

Joe Biden’s victory in the US 
presidential elections has paved the way 
for resolving of the challenges between 
the two countries through negotiation, 
and in fact Biden’s de-escalation policies, 
including announcing the US return 
to the JCPOA, has now replaced the 
policies of maximum pressure based on 
hard and difficult sanctions. However, 
in order to make maximum use of this 
opportunity, Iran’s governing policies 
should be adjusted in proportion to the 
change in the approach of the United 
States and its European allies, in order 
to make it possible to untie the country’s 
political and economic problems through 
interaction and dialogue.

According to what has been said, at 
the most optimistic opportunity, Iran’s 
economy in the first six months of 1400 
will be spent on the beginning of negotia-
tions and the results of Iran’s interaction 
and negotiations with the United States 

and its allies, and this important point 
will shape the status of economic and po-
litical indicators of the country in future.

On the other hand, it should not be 
forgotten that the collapse of domestic 
policies of the Iranian economy, which 
has led to the growing poverty and 
corruption and managerial inefficiency 
in various sectors of the society and 
promotes public dissatisfaction, is one 
of the governance problems that should 
consider the resilience, strength and 
endurance of the society to pass through 
this crucial six-month period in order to 
make, simultaneously with the progress 
of political interactions, the reopening of 
economic prosperity resulting from the 
outcome of the negotiations fruitful and 
tangible for the society.

With such an approach, the outlook 
of Iran’s economy in 1400 can be related 
to the importance and achievements of 
political management of international 
relations and trade in the path of prosperity 
and boosting the country’s economy and 
evaluate its impact in the coming decades 
as effective, important and strategic. 

Iran’s economy in the 
first six months of 1400 

will be spent on the 
beginning of negotiations 

and the results of 
Iran’s interaction and 
negotiations with the 

United States and its allies

E c o n o m y
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China is a land of new develop-
ments; the pace of change is very 
high and many inventions are reg-

istered in the country every day and this 
issue has caused Silicon Valley anxiety 
and concern. According to the World In-
tellectual Property Organization in 2019, 
the number of patents in China was 58,990 
and in the rival country were 57,840. This 
is the first time since 1978 that the United 
States has failed to register the largest 
number of patents. Interestingly, for the 
third year in a row, Huawei was able to 
acquire 4,144 patents against Qualcomm 
in the United States with 2,121.

China has become very powerful 
in the last decade. The Chinese have 
made the advancement and knowledge of 
science and technology the core of their 
strategy and development. Some media 
outlets have claimed that even China is 
looking to be able to choose English as 
its first language. Five years ago, out of 
the world’s 20 most valuable Internet 
companies, only two were Chinese, but 
today that number has risen to seven. By 
the end of 2019, China had 206 private 
startups worth more than $1 billion. 
The top voice recognition startup is also 
located in China with 700 million users. 

That’s almost twice as many as Siri 
Apple, which has 375 million users.

The Chinese now have the first plat-
forms for innovation and science compe-
tition. At the International Aerospace Ro-
botics Competition, the world’s longest 
university robotics competition, the top 
three were Chinese. In the most presti-

gious computer science competition for 
high school students, the International 
Informatics Olympiad, the Chinese won 
84 gold medals and the Americans gained 
52 medals. Achieving this success in these 
competitions shows the investment that 
this country has made in cultivating tal-
ents. Other major Chinese investments in-

clude the allocation of 2.2% of GDP ($496 
billion) for research and development. In 
contrast, the figure for Americans is $549 
billion. The annual compound growth 
rate in China between 2000 and 2017 was 
more than 17% and for the United States 
4.3%. In 2018, China’s venture capital 
reached $100 billion, compared to $130 
billion in the United States.

Return of the Elite
Following the global financial crisis 

of 2008, a significant number of Chinese 
engineers and entrepreneurs returned 
home from Silicon Valley. This group 
played an important role in the growth of 
Chinese technology companies. Current-
ly, one in 10 computer science PhDs at US 
universities is American and two are Chi-
nese. In the past three decades, only one 
in 20 Chinese students studying abroad 
would return to their homeland, but now 
four out of five are returning to China. 

In 2016, China had 4.7 million 
graduates in technology, engineering and 
mathematics, compared to 568,000 in the 
United States. The country has a large 
number of large technology projects and 
a 15-year plan called China Standards 
2035, which aims to set global standards 

for future technologies, and focuses on 
the development of G5 technology, ar-
tificial intelligence, electric cars, new 
generation networks (NGN), telecom-
munications and advanced robots. Other 
sectors include agricultural technology, 
aerospace engineering, high-speed rail 
infrastructure, synthetic materials, and 
some medical disciplines.

 Artificial Intelligence Battlefield
In the 15-year plan, we should con-

sider China as the world leader in artifi-
cial intelligence: A point that Elon Musk 
has also mentioned. He says China’s fu-
ture advances in technology and artificial 
intelligence could have a huge, not-so-
interesting, impact on the US economy.

Artificial intelligence is growing 
rapidly in China. Until a few years ago, 
executives at major companies such as 
Google, Facebook and Amazon saw 

Chinese companies as inferior, but today 
everything seems to have changed.

Many believe that the future war 
will inevitably be based on artificial in-
telligence. “Advances in artificial intel-
ligence can change the shape of wars for 
future generations, and a country that can 
use AI well can be regarded the winner 
for years,” former US secretary of de-
fense Mark Esper recently told a National 
Security Commission conference on arti-
ficial intelligence. 

With a population four times that of 
the United States; China has the largest 
domestic market for AI applications. The 
Americans recently formed a congress 
called the National Security Commission 
on Artificial Intelligence, chaired by 
Eric Schmidt (former Google CEO) 
and Robert Orton Work (former deputy 
secretary of defense) whose mission is 
to ensure US national security and use 
tools, especially artificial intelligence, to 
maintain global power and leadership.

New Actors
China is moving at full speed. 

You may have heard stories about the 

The Chinese now have 
the first platforms for 
innovation and science 

competition.
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The Russian President Vladimir 
Putin announced a new decision 
to start negotiations for a Eurasian 

free trade agreement with Iran. According 
to a report published on Putin’s official 
website, he said while addressing a meeting 
of the Supreme Eurasian Economic Union 
(EAEU), that the decision to start the 
first phase of negotiations on a free trade 
agreement with Iran will kick off.

Putin said that it had already been 
decided to establish a free trade zone 
between the members of this organization 
on the one hand and the Islamic Republic 
of Iran on the other. “The EAEU is 
implementing a cooperation agreement 
with major economic powers such as 
China and India. The first round of talks 
on a free trade agreement with India will 
take place in the near future. We (at this 
meeting) will decide whether to start 
similar talks with Iran,” he added.

Statements by the Russian 
Foreign Minister

Russian Foreign Minister Sergei 
Lavrov said in a statement: “The vol-
ume of trade between Iran and Russia 
increased by 20% last year, and during 
the outbreak of the coronavirus, the vol-
ume of trade between the two countries 
increased by 8%, which has not been 
the case with any country.” Lavrov also 

Putin’s 
Account of 
Trade Talks 

with Iran
noted an increase in Iranian exports to 
Russia last year, which he said has grown 
significantly. 

Referring to the signing of a prefer-
ential trade agreement between Iran and 
the EAEU, he said: “With the signing of 
this agreement, the market of the EAEU 
countries will open to Iran and therefore 
I believe that Iranian citizens should be 
well informed about this.”

Lavrov added: “There is no problem 
with Iranian employers and businessmen 

in Russia and that there are rules that 
apply to all foreigners. It all depends on 
the interest of the partners. We are trying 
to increase joint projects between Iran and 
Russia, not only in our country but also in 
other EAEU states. The preferential trade 
agreement has been in force for a year 
between Iran and the EAEU.” During 
this period, the volume of trade between 
Iran and the EAEU has increased by 
15%. Iran’s exports to Eurasian markets 
increased by 30%.

Lavrov said that Russia cooperates 
with Iran in all fields, from agriculture to 
information technology, and if you look 
at the official statistics of trade, this year 
the trade exchange is more than 20% 
and in the first six months of this year, 
when the coronavirus pandemic began to 
spread, bilateral trade increased by 8 per-
cent. “We have practically no such indi-
cators of cooperation with any country. In 
the context of the coronavirus pandemic, 
trade in goods has increased and our im-

ports from Iran have grown much faster 
than our exports to the Islamic Republic 
of Iran, he added.

 “In 2019, an interim agreement 
between Iran and the EAEU entered into 
force, which in principle provides the 
conditions for the union to open a large 
market for Iran. Therefore, it is necessary 
to inform the citizens of the Islamic 
Republic of Iran about our economic and 
trade relations,” he noted. Emphasizing 
the need to expand economic cooperation 

between Iran and Russia, Lavrov added: 
“We have economic potentials that 
can be expanded. Let’s not forget the 
cooperation between the two countries in 
the technical-military field, which can be 
developed.”

History of Iran’s Cooperation 
with Eurasia

The cooperation was launched in 
2018 at a time when Iran had already 
taken several operational steps to pro-
mote trade with the five EAEU countries. 
In the first step, Iran’s trade authorities 
and EAEU officials agreed in early 2018 
to reduce tariffs on 862 items. The agree-
ment was notified to the relevant bodies 
in July this year after the approval of the 
Parliament; In fact, through the agree-
ment, which came into force in Novem-
ber 2019, a step was taken towards the 
establishment of a free trade zone be-
tween Iran and the five EAEU countries. 
According to the announced plans, after 
the implementation of the reduction of 
trade tariffs and a year later, negotiations 
for the signing and reaching a free trade 
agreement between Iran and this union 
will begin. According to trade officials, 
the talks could last for three years, until a 
free trade agreement between Eurasia and 
Iran is finally reached within a period of 
8 to 10 years.

P a r t n e r s h i p
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Eurasian Atlas

Russia, Belarus, Armenia, 
Kyrgyzstan and Kazakhstan are the five 
EAEU countries, with trade value of 
about $750 billion a year. This economic 
union has signed various agreements 
with some countries, including free trade, 
preferential trade, and so on. Iran’s first 
priority since 2019 has been to focus on 
free trade with the five countries, but in 
the first phase it focused on preferential 
trade. In general, Iran has five stages for 
the development and promotion of trade 
cooperation. These are the “preferential 
tariffs”, “free trade”, “customs union”, 
“common market” and “creation of an 
economic union”.

The list of concessions granted by 
Iran to the EAEU is classified into 11 
commodity groups. These groups can be 
distinguished in the fields of food and 
agriculture, industry, mining and machin-
ery. In total, as previously announced, 
Iran’s preferences for Eurasia include 
360   items. Of this amount, 34 tariff codes 
are related to meat and edible viscera, 
fish and other aquatic products, 63 tariff 
codes are related to agricultural and dairy 
products and 46 tariff codes are related to 
chemical products and related industries. 
Also, three tariff codes are assigned to 
plastic materials and known objects from 
these materials, 43 tariff codes are related 
to wood and wooden objects, wood paste, 
paper and cardboard and 18 tariff codes 
are related to textile materials and prod-
ucts from these materials. 

In this list, jewelry made of precious 
metals includes 17 tariff codes, ordinary 
metals and their products 43 tariff codes, 
and machinery, mechanical appliances 
and electrical appliances 58 tariff codes. 
Also 29 tariff codes are related to air and 
ground vehicles and 6 tariff codes are 
related to optics and photography devices.

The EAEU has also offered 
discounts for 502 items of trade with Iran 
under a preferential trade agreement with 
Tehran. In this regard, in the list of Eurasia 
concessions granted to Iran, there are 126 
tariff codes related to agricultural products, 
food industry, and meat and fish products. 
Mineral products and mineral fuels and 
oils have 49 tariff codes. Some 90 tariff 
codes for chemical and pharmaceutical 
products are also included in the discount. 
Two tariff codes for rubber materials, four 
tariff codes for textiles and clothing, 32 

tariff codes for products made of stone, 
plaster and ceramics, 22 tariff codes for 
glass and glass products and eight tariff 
codes for precious stones and metals. 

But the most interesting product 
in this list is carpets and other flooring 
made of textile materials that include all 
carpet items. This is while the advantages 
of this sector for Iran cannot be ignored; 
because 45 tariff codes are subject to 

100% tariff cuts. Some 48 tariff codes for 
cast iron, iron and steel products are also 
on the Eurasia list of concessions. Copper 
and copper products with 3 tariff codes, 
machinery and mechanical devices with 
43 tariff codes, machinery and electrical 
appliances with 13 tariff codes and vehicle 
parts and components with 17 tariff codes 
are in this list. According to experts, the 
agreement was reached with Russia, 
Kazakhstan, Belarus, Kyrgyzstan and 
Armenia, which could be a competition 
for domestic producers and improve the 
quality of Iranian products. Economists 
see the preferential tariff as a step towards 
practicing competitiveness and combating 
trafficking. Preferential trade allows 
Iranian producers to improve their product 
quality and gain an important position in 
the 180-million Eurasian market. 

Russia, Belarus, 
Armenia, Kyrgyzstan 

and Kazakhstan are the 
five EAEU countries, 

with trade value of about 
$750 billion a year.

speed of construction companies in this 
country: For example, building a 57-story 
skyscraper in 19 working days in 2015. 
China was once known for imitating 
and immediately copying everything in 
Silicon Valley, claiming that they wanted 
to launch native Facebook and Twitter, 
but today, according to experts, Facebook 
is imitating WeChat.

WeChat entered the market in 2011 
and has one billion users in its own country, 
and it is estimated that its overseas users 
have reached tens of millions. Today, it is 
no longer recognized as a messenger and 
acts more like an operating system than 
an application. WeChat users do all their 
work in the program. WeChat generates 
revenue through commissions, and the 
goal is for users to be able to do whatever 
they want without leaving the program. 
Things like buying movie tickets and 
finding hospitals. But Facebook only 
generates revenue from ads, and users 
cannot do everything with Facebook. So 
we can say that WeChat is a few steps 
ahead of Facebook.

Huawei is another tech giant that is 
a tough competitor to major American 
companies, and Mike Pompeo calls it the 
arm of the Chinese government. Huawei 
has been operating in the UK for more 
than 20 years and wanted to take over 
part of the G5 network there, but the 
government refused to participate. In the 
future, all infrastructure and economies 
and, in a way, the whole of human life 
will depend on computers connected via 
the G5 network, and if someone wants to 
shut down this network suddenly, what 
should be done?

In 2012, the company was able to 
surpass its closest competitor, the Swedish 
telephone company Ericsson, and become 
the largest supplier of telecommunications 
equipment in the world, and in 2019, the 
second largest manufacturer of telephones 
after Samsung.

Huawei’s headquarters is so large 
that employees have to use train to get 
to another building, and each of the 
buildings built for the company is based 
on the plans of a European city. About 
180,000 people work at Huawei, and its 
gross revenue for 2019 was $100 billion. 
The company invests between $15,000 
and $20,000 billion annually on R&D. 
The biggest problem for Huawei is that 
the United States intends to deal with 
them harshly, calling them its enemies and 
accuses them of cyber espionage because 
they believe the Chinese government is 
using Huawei for political and sabotage 
purposes.

Social apps in China have entered 
a new phase, perhaps it is an area where 
they have not yet overtaken their Western 
competitors, but they are moving in new 
directions, such as the TikTok app, which 
has become very popular in Europe 
and the Americas. The US government 
considers this program a serious threat to 
American users.

In April 2020, the number of TikTok 

downloads exceeded 2 billion, of which 
165 million were from Americans. 
Many in Silicon Valley are concerned 
about the number of TikTok users and 
believe that the Western world should 
also be concerned about the country in 
which the company is registered. Despite 
the US government’s opposition and 
challenges to the Chinese app, even some 
American politicians have used it for 
propaganda. Examples include Sabrina 
Haake, a former US Congress candidate, 
and TikTok’s prominent role in the 2020 
presidential election. Now the political 
power of TikTok has attracted attention.

 What makes TikTok successful is 
a combination of short and compelling 
videos that have attracted so many young 
users so that about two-thirds of its users 
are less than 30 years old. This led users 
to use TikTok as a political tool. Although 
TikTok banned political propaganda last 
year, its content is increasingly politicized. 
Some users have claimed that disrupting 
Donald Trump’s campaign in Tulsa was 
their work and through ticketing. They 
knew they did not want to go to his pro-
gram, but they had reserved a large num-
ber of seats. To compete with TikTok, the 
Americans launched Byte and Instagram 
Reels, which were somewhat successful 
but still did not gain TikTok popularity.

The fact that these technology com-
panies are involved in a geopolitical issue 
between the two superpowers cannot be 
ignored. It is clear that technology in the 
future will certainly be less dependent on 
Silicon Valley. The debate between Bei-
jing and Washington for supremacy in 
this area is not just a matter of technology 
and innovation, but a matter of determin-
ing the rules of the technology world in 
the future. 

With a population four 
times that of the United 

States; China has the 
largest domestic market 

for AI applications.
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The Ministry of Foreign Affairs 
has always been criticized for not 
pursuing economic diplomacy as 

required by Iran’s economic situation. 
Although many attempts have been made 
in this regard, the result has not been 
satisfactory to observers. This is an issue 
that Ali Majedi, an economist and former 
Iranian ambassador to Germany, Japan 
and Brazil, analyzes, and argues that the 
reason for the Foreign Ministry’s failure 
to pursue economic diplomacy should be 
sought in the lack of skilled manpower.

According to him, the government 
should be very serious in training skilled 
human resources, otherwise it should not 
be too happy to revive a structure such as 
the economic deputy in the Ministry of 
Foreign Affairs. He also believes that one 
of the most important steps that should be 
taken at the Ministry of Foreign Affairs 
is to motivate the Iranian embassies. 
Embassies, which are often just for 
day-to-day operations, and if they are 
occasionally creative in communicating 
with companies in their host country, 
for example, it is the result of personal 
initiative, not a pre-determined task, and 
this is a big drawback.

According to him, if we want to 
address this shortcoming, specific tasks 
must be defined for embassies. Embassies 
should be activated and examine what 
capabilities their host countries have for 
Iran’s economy. Embassies can identify 
target countries for Iran’s economy and 
examine how their capacity can be used 
to import into Iran, including technology, 
and which countries can be used to 
receive financing and foreign investment 
for our country? Also, which countries 
can be considered a suitable market for 
the export of Iranian products and how 

can the grounds for increasing exports be 
provided?

Although at various times after 
the Revolution there was an attempt 
to activate economic diplomacy in the 
Ministry of Foreign Affairs, there has 
always been criticism against the per-
formance of this ministry in this re-

gard, why? And what is your analysis?
All in all, I can say that, unfortunately, 

the foundation of the Ministry of Foreign 
Affairs is based on public diplomacy, 
and if we want to look at the body and 
managers of this ministry, we come across 
a few people who have education and 
experience in international economics. 
This is an issue that has existed, at least in 

all post-revolutionary foreign ministries 
- I do not know exactly before that. In 
other words, the weakness of economic 
diplomacy is institutionalized in the 
Ministry of Foreign Affairs, and we have 
rarely seen the activity of economists in 
this ministry.

Why don’t Iranian ministries 
and companies go to our embassies 
abroad? Do they think the embassies 
might create obstacles for them?

Most economic ministries, including 
the Ministry of Economic Affairs and 
Finance, Agriculture Jihad, etc., prefer to 
do things through their own structure when 
they want to travel to a foreign country. In 
embassies, too, the situation is such that 
a number of routine tasks are performed 
and there is usually no initiative in this 
regard. Their job is, for example, to make 
appointments and organize some matters 

related to the ceremonies and prepare and 
send a report of this trip to the Ministry of 
Foreign Affairs, and so on.

But, for example, if an agreement has 
been reached, the matter will be returned 
to the relevant ministry. How much the 
ministry pursues the agreements reached 
in cooperation with the deputy minister 
of economy and the embassies is now up 
to their personal decision, and often does 
not. Therefore, the work done by deputy 
FM for economic affairs and our embas-
sies can often be done on their own ini-

Economic 
Diplomacy

tiative, otherwise there is no clear defini-
tion of special responsibilities. There are 
some embassies that, for example, have 
an economic perspective and prepare 
reports on the economic situation of the 
host country, including economic growth, 
inflation, etc., and submit them to the 
Ministry of Foreign Affairs. However, 
the same group does not usually enter the 
operational phase.

How can this shortcoming be 
remedied?

If we want to address this shortcom-
ing in general, we must first activate the 
embassies, and define specific tasks for 
them. If the embassies are activated, they 
can examine the conditions of the target 
countries for the Iranian economy, how 
the capacity of these countries can be 

If we want to address this 
shortcoming in general, 

we must first activate the 
embassies, and define 

specific tasks for them.

Continued on Page 51
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Pedram Soltani, an economic activist 
and former vice president of Iran 
Chamber of Commerce, Industries, 

Mines & Agriculture (ICCIMA), says: 
“Apart from the fact that the rate of 
fixed capital formation in our country 
has dropped dramatically, most of this 
insufficient investment is made by the 
public sector and the government.” He 
warns: “The result of the current situation 
is that in five years the Iranian economy 
will be in a situation which I would call 
‘industrial feudalism’; that is, a series of 
large industrial or investment cartels in 
the country, all of which are attached or 
associated with the ruling establishment 
run the country’s large enterprises, and the 
private sector in the capacity of small and 
medium enterprises are dependent on this 
large sector. This is done in order to get 
raw materials, sell its services and goods, 
be partner with them, get concessions 
from them in the supply chain and be in 
their industrial clusters. This is a form of 
feudalism.

What are the features of Iran’s 
economy in which the land of the 
private sector is shrinking and quasi-
government organizations are rapidly 
replacing the private sector?

What has driven Iran’s economy in 
this direction is that the political structure 
in Iran suffers from a serious lack of trust 
in the private sector. Basically, the work 
of a politician after the Revolution began 
with distrust of the modern private sec-
tor, and with the confiscations that took 
place, the modern private sector and the 
private sector of the company that was 
transforming the country’s economy were 
almost destroyed, leaving only small and 

Industrial 
Feudalism

medium industries and traditional mar-
kets. At the same time, the “governance” 
sector replaced the private sector.

My emphasis on using the term 
“governance” to describe this sector 
is that it is not a governmental or non-
governmental public sector, but part of the 
establishment that does not fall under the 
umbrella of the government and can act 
beyond the government and even more 
powerfully than the government. After 
the Revolution, the governing sector 
replaced the modern private sector with 
the formation of foundations, various 
institutions, and perhaps to some extent, 
the sweet taste of economic activity went 
into the mouth of this sector and caused 
it to continue in the same way for years.

What are the barriers to the private 
sector in the business environment that 
quasi-government agencies easily pass 
through or do not face at all?

In my opinion, the main difference 
between the activities of these two sectors 
is not to do with obstacles. If we denote 
the intensity of the barriers to the private 
sector activity by 20, the intensity for the 
state affiliated sector is 14, not zero. The 
ruling sector naturally faces fewer barriers 
to action because access to information 
and communication reduces the severity 
of barriers for them. But the main gap 
between the two is the gap in vision and 
in authority, meaning that the private 
sector, because it has its own capital, is 
cautious in looking at the perspective 
and by calculating and concluding that it 
cannot trust the future for development of 
investment.

In contrast, the capital of the gover-
nance sector does not belong to itself and 
it receives orders from elsewhere and for 
example operates according to slogans. 
The private sector has been stripped from 
the courage and vision required to make 
an investment and foundations want to 
fill the vacancy in the private sector, and 
in some places take advantage of this op-
portunity. The point is that the sector has 
vast resources at its disposal, and with or-
ders, slogans, and macro-policies coming 
from above, they are diverting resources 
to various economic activities.

In recent months, despite the unfa-
vorable investment climate in the coun-
try, the news is full of headlines about 
investment of these foundations; Barakat 
Foundation invests several thousand bil-
lion in one province; the Foundation for 
the Underprivileged inaugurates projects 
in another province; and so on in the pub-
lic sector, for example, Shasta invests 
20,000 billion rials in Sistan and Bal-
uchestan Province. That is, in a situation 
where economic logic completely signals 
a lack of investment and statistics recom-
mend a lack of investment, these founda-
tions fill the investment gap.

My recent statement that “Iran’s 
economy will suffer more in the coming 
years under the weight of these institu-
tions” is due to the fact that although the 
steady rate of fixed capital formation in 
our country has fallen sharply, much of 
the existing insufficient investment is 
done by the public sector and the gover-
nance sector. The result of the current sit-
uation is that in the next five years, Iran’s 
economy will be in a situation that I 

In contrast, the capital of the governance sector 
does not belong to itself and it receives orders 

from elsewhere and for example operates 
according to slogans. 
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would describe as “industrial feudalism.”

What are your predictions about 
the outcome of the quasi-government 
and governance sectors investments 
in the coming years? Why can’t these 
investments promise economic growth?

Our state sponsored economy has 
turned into a non-governmental sover-
eign economy as of 2005. The blow that 
struck the economic literature in Iran 
from that period was the establishment 
of an unwelcome agency under the title 
of “non-governmental public sector” in 
line with implementation of the policies 
of Article 44 of the Constitution. Before, 
we had the public, private and coopera-
tive sectors, but with the creation of the 
non-governmental public sector, the en-
tire government sector has gone under 
this umbrella and is taking advantage of 
its concessions. Therefore, in the coming 
years, we must see a new wave of cor-
ruption in these institutions because the 
accumulation of power and wealth every-
where, and by any moral standard, will 
eventually lead to corruption. We have 
witnessed a number of these corruptions 
during this period, but due to the large 
numbers that are handled in these institu-
tions a new wave of corruption will occur 
in the coming years.

Unfortunately, this part of the gov-
ernance sector is also ineffective in the 
economic growth of the country because 
most of them are exempt from taxes; 
taxes that the government can collect 
from economic activities and spend on 
public expenditures. General government 
spending is one of the four sectors of 
GDP, and this sector is smaller due to not 
paying taxes. On the other hand, the uses 
of these institutions, foundations are also 
unknown. They gain resources in eco-
nomic activities, but it is not clear where 
these resources are spent.

What can create a new wave of 
corruption is that a significant part of 
this money is not seen in the country’s 
economic cycle, that is, the country’s 
wealth is not spent on economic growth. 
That is why our economy will not recover 
even with the lifting of the sanctions; 
this is what Dr. Nili said recently from 
an economic point of view, and I want 
to emphasize it from the perspective of 
the private sector and the investment 
perspective in the country. So I still 
predict difficult conditions for the next 
four or five years.   

used to import to Iran, including technol-
ogy, and which countries can be used to 
receive financing and foreign investment 
for the country? Also, which countries 
can be considered a suitable market for 
the export of Iranian products and how 
can the grounds for increasing exports are 
provided? All this requires the appoint-
ment of an ambassador with an economic 
background to know what to do.

When you were at the Ministry 
of Foreign Affairs, you paid attention 
to economic diplomacy. What factors 
led you to this path, and why do other 
embassies not do so?

Most of the initiatives to establish 
economic communications were all made 
by the embassy itself and nothing was 
defined. We tried to bring Volkswagen 
to Iran, and when this was going to 
happen, all the related work was done by 
the embassy. Also note Siemens; when 
Siemens had an office in Iran, it had 120 
employees, but due to the actions of the 
embassy,   it increased to 240 (although 
now I think there are not more than 50).

When I was Iran’s ambassador to 
Japan, Germany and Brazil, I tried to 
communicate with large companies such 
as Siemens, Volkswagen, BMW, Bosch, 
etc., and I also contacted the highest level 
of these companies or their board mem-
bers. My attempt was to invite them to 
come to Iran and invest here. At the same 
time, I tried to appoint experts to pro-
vide communication between domestic 
and foreign companies. All these actions 
were due to personal experiences and ini-
tiatives. If you look at the actions of other 
economically active embassies, you will 
find that their work was also initiated by 
themselves. Among them is Seyed Hos-
sein Mousavian, another former Iranian 
ambassador to Germany, who also more 
or less sought to establish economic rela-
tions with German companies.

 What was the level of internal 
cooperation with you?

Of course, there have always been 
obstacles. One of the obstacles is that 
public and private companies do not 
trust our embassies. It is interesting to 
say that public and private companies 
coming from Iran initially tried to 
bypass us! I saw this phenomenon in 
both Japan and Germany. For example, 

something interesting happened about a 
large domestic auto manufacturer in Iran. 
We had tried to establish a connection 
between this company and Daimler Benz, 
but when this connection became possible 
and the company’s representative came 
to Germany, they did not even inform 
the embassy,   and we heard from the 
Germans that a guest had come from 
Iran! I remember raising this issue with 
the auto plant at that time emphasizing 
that the embassy did not intend to cause 
them trouble but if there was a problem, 
it would definitely help.

Another issue is that some ambassa-
dors think their level is too high to enter 
into negotiations with various levels of 
management to advance matters. Most 
ambassadors do not even enter into talks 
with the director generals of ministries; 
in other words, they do not agree to talk 
to people lower than a deputy minis-
ter, while I personally believe that most 
things can be done with the director gen-
erals because it is the middle manage-
ment who does the work.

What can be done to train the 
right manpower?

The desire for engineering and 
medicine in Iran has become a culture. It 
is common for people who fail to enter 
engineering or medical schools to study 
economics. Fewer cases can be found 
that have attracted interest in this field. 
In my opinion, the position of the field of 
economics in Iran should be revived.

This is an old issue in Iran. I remem-
ber when Martyr (Mohammad Ali) Rajaei 
became prime minister, I was working at 
the Central Bank of Iran. He told me at 
the time that there were many good engi-
neers and teachers in Iran, but there was 
no good economist who could be named 
minister of economy.

It is interesting to note that in a 
country like the United States, this is not 
the case at all, and it so happens that high-
ranking people have often studied either 
economics or law. I think there is a need 
to change the attitude in this field in Iran 
as well. At the same time, the training of 
human resources should be on the agenda. 
I remember when I was working at the 
CBI, a number of diploma students with 
GPAs above 18 took the bank’s entrance 
exam and were selected for scholarships 
at the universities of Cambridge, Oxford 
and Harvard. Although some of these 
people left Iran some returned and took 
some significant steps. Such measures 
must now be taken to train manpower 
in the field of economic diplomacy. I 
emphasize that the forces recruited by 
the Ministry of Foreign Affairs must 
be trained and also use the existing 
experiences. 

There have always been 
obstacles. One of the 

obstacles is that public 
and private companies do 
not trust our embassies.

Continued from Page 47
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