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CURRENCY EQUIVALENTS

Currency Unit = Rial (RI)

Average Exchange Rate in Iranian FY1994/95: US$1 = 2041

From January 28, 1991 to March 20, 1993, Iran maintained three official exchange rates
ranging from about Ris 70 to about Rls 1,500 per U.S. dollar.' In March 1993, those
rates were unified. The unified official rate was announced daily by the Bank Markazi
(Central Bank) on the basis of the free market exchange rate. On March 21, 1993 the
official rate was RIs 1,542 per U.S. dollar and on March 20, 1994 it was Ris 1,750 per
U.S. dollar. The official exchange rates for other major currencies were determined on
the basis of the cross rates for these currencies in relation to the U.S. dollar in
international markets. Then, effective May 9, 1994, a second official exchange rate was
instituted at RIs 2,345 per U.S. dollar. This fluctuating rate is applicable to non-oil
exports and non-essential imports while the first rate, still RIs 1,750 per U.S. dollar,
applied to a few basic imports. In 1995, the depreciated official rate was further
depreciated to Rls 3000 per US dollar.

I The most appreciated rate applied to exports of oil and gas, imports of a few essential consumer goods and
national projects, and official capital and invisible transactions; the "competitive" rate (Rls 600 = USSI)
applied to imports of selected raw materials and machinery; and the "floating" rate, which was determined daily
by Bank Markazi on the basis of the free market rate, applied to all non-oil exports, to imports not under the
other two rates, and to most invisible transactions.

FISCAL YEAR

March 21 - March 20

The current, revised version of this report was prepared by Roumeen Islam (Country Economist) and reflects recent
macroeconomic events in Iran. Kouassi Soman was responsible for the statistical analysis and for revisions in the Statistical
Appendix. The initial version of this report was prepared by Hassan Fazel (Country Economist, Mission Chief) based on the
findings of an economic mission to Iran (October 16-31, 1993), and including Ala'a Al-Yousuf (Economist, Public Finance),
Richard Brun (Economist, External Finance) and Fataneh Semsarzadeh (Research Assistant, Statistical Appendix). Messrs.
Mahmood Ayub, then Division Chief, MNICO and John Underwood, Lead Economist, MNIDR joined the mission to,
respectively, initiate and conclude mission discussions. The section on Financial Sector Development in Chapter III was
provided by Lorenzo SavoreUi based on a mission he led in November-December 1993. Messrs. Sudarshan Gooptu and
Jalaleddin Jalali were Peer Reviewers for the report. When this report was prepared, Mr. Daniel Ritchie was Director, MNI.
Alexandra Bernardin prepared the layout of the text and the statistical appendix, and handled the production of the report.



ABBREVIATIONS AND ACRONYMS

BSD Banking Superintendent Directorate
CBT Commercial Benefit Tax
CPI Consumer Price Index
DRS Debtor Reporting System of the World Bank
ECA Export Credit Agency
FFYP First Five-Year Plan (1989-93)
FOB Free on Board
FY Fiscal Year
G&S Goods and Services
GDP Gross Domestic Product
GDY Gross Domestic Income
GNFS Goods and Nonfactor Services
GNP Gross National Product
ICOR Incremental Capital-Output Ratio
IMF International Monetary Fund
LC Letter of Credit
LIBOR London Interbank Offer Rate
M2 Broad Money Supply
MBD Million Barrels per Day
MLT Medium- and Long-Term
NIOC National Iranian Oil Company
OECD Organization for Economic Cooperation and

Development
OPCP Organization for the Protection of Consumers and

Producers
QRs Quantitative Restrictions
SDR Special Drawing Right
SFYP Second Five-Year Plan (1995-99)
SSO Social Security Organization
SWO Social Welfare Organization
TSE Tehran Stock Exchange
UNDP United Nations Development Program
VAT Value Added Tax
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I R A N - COUNTRY DATA SEICT. 1994

Area Population Denitv
1648,000 sq. km 61.124 million (1993) 38 per sq. km

Growth Rate (1992-93): 2.5% p.s. 103 per sq. km of agricukul land

population Characteristics (1993) Health (19SS-93)
Crude Birtb Rate (per 1,000) 35 Population per Physician 3,314
Crude Death Rate (per 1,000) 7 Population per Hospitl Bed 766
Infant Morblity (per 1,000 live births) 34.S

NowepaPer Circulation 20
Acco To Safe Water (1990) (per 1,000)

% of Urban Population 100
% of Rural Population 75

Nutrition (1991) Education (1988-93)
Food Production per Capita (1987-100) 105 Adult Literacy Rate (%) 54

Primary School Enrollment (%) 112

GNP Per Capita in 1994: US$1033 /a

Grosn National Product (1993)

USS % of
Billion GNP Annual Rate of Growth (M. costat nrices)

198045 1985-90 1992 1993 1994 L
GNP at Market Prices 62.0 5.2 0.6 5.4 3.5 1.5
Gross Domestic Investment 14.8 23.9 -1.1 -2.0 11.7 -27.3 -27.6
Gross National Savings 19.4 31.3 6.9 3.9 13.0 -2.2 -7.3
Exports of Goods & NPStb 19.2 31.0 10.0 1.0 7.5 16.1 -1.7
Imports of Goods & NFS/b 14.5 22.7 2.1 -0.5 -1.5 -16.3 -38.7

Output, Employwment, and Productivity (1992)

Value Addod /d Labor Foroe Value Added per Worker
US$ lb % of Million % of % of
Billion Total Persons Total USS lb Averaxe

Agriculture 26.6 21.5 5.3 34.0 5018.9 70.4
lndustry 32.4 29.1 5.3 34.2 6113.2 85.8
Services 52.2 46.9 5.0 31.8 1044.0 146.5

Total/Average 111.2 100.0 15.6 100.0 7128.2 100.0

Genoral Goverunent Finance
In Billion Rials As Perc_enta of ODP

1990 1992 1994 Lc 1990 1992 1994/c
Current Receipts 6678.0 1229S.0 33927 01 S 82 18.5 26.1
Current Expcnditures /e 4684.0 S850.0 28516.0 12.8 13.3 21.9

Current Surplus 1994.0 3448.0 5411.0 5.4 5.2 4.2
Capital Expenditures /f 1766.0 2949.0 9586.0 4.8 4.4 7.4
Special Expenditures 628.0 12S4.0 2254.0 1.7 1.9 1.7

Overall Balance -400.0 -776.0 -6402.0 -1.1 -1.2 -4.9

La World Bank Atlas methodology was not applied for this provisional estimate.
/b Rial values converted to US dollar at weighted averag exchange rate as published in the International Finanscial Statistics, IMF. Ther was a alight
reclassification of non-factor services beginning in 1990.
Lc Preliminy staff estimate.
/d At factor cost.
/c Includea OPCP expeaditue.
/f Includes net lending.
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I R A N - COUNTY DATA SHE. 19"4

Money, Credit, and Price 1990 1992 1994

(Bilion Rial outstading at end of FY)
Money Supply (M2) 23388.2 36439 63361
Bank Credit to Public Sector 13686.2 16549 30197
Bank Credit to Private Sector 13156.9 23590 38030

(Peroentage. or Index Numbers)
Money as Percent of GDP 63.8 54.8 48.7
General Price Index la (19S2-100) 297.7 459.9 864.4
Annual Percentage Changes in:

General Price Index 18.6 25.0 36.2
Bank Credit to Public Sector 6.7 11.5 31.6
Bank Credit to Private Sector 35.7 28.9 23.6

Balance of Payments Merchandise Exporu (Avg. 1939-93)
1990 1992 1994

US$Mn b of
(USS Million) Total

Exporb of Goods & NFS 19369 19939 19156 Oil & GMa 15451 86.8
Imports of Goods & NFS 20726 27018 14052 Carpes 900.8 5.3

Resource Gap -1357 -7079 5104 Fresh+Dried Fruit 487.0 2.4
Manufactures 637.1 2.7

Interest Payments -78 -157 -377 Other Goods 322.4 2.9
Other Factor Payments (net) -738 -1264 -1346 Total 17798.4 100.0
Net Private Transfers 1200 1196 1200

Current Account Balance -973 7300 4581

External Debt, 1993
Net MLT Borrowing -74 1151 -222 Total Outsanding & Disb. US$Mn

Disbursements 151 1344 2166 23039
Amortization -225 -193 -2388

Other Capita (net) /b 698 5973 -3127

Increase in Reserves (+) -349 -176 1232

Gross Reserves (end year) 5135 2860 4171

Net Debt Service Ratio le, 1993
Percent

Rate of Exchante /c Accrual Basi
Cash Basis 67.6

29.2
Annual Averanee

1989 1990 1991 1992 1993 1994

(Rias per US dollar) IBRD Lending. March 1994
Basic Official 72.0 66.9 67.8 65.7 ... 1750.0 US$ Mn
Competitive 900.0 800.0 600.0 600.0 ... ...
Floating 1062.0 1363.0 1426.0 1497.0 ... 2345.0

Outstanding & Disbursed 306.3
Unified /d ... ... ... ... 1653.0 Undisbured 622.1

Total O/S, incl. Undisb. 928.4
Weighted rate 302.8 415.6 511.2 579.0 1224.2 2041.0

la GDP Deflator.
Tb Including arrean.
L Shown here are the multiple official rtes existing during 1989-92. These were unified during 1993.
Id Year avenge.
Ie Debt ervice, net of interest earned on foreign exchange reserves, as a percentage of Export of Goods & NFS.
Lg Including arrean.
... denotes Not Applicable.



SUMMARY AND CONCLUSIONS

Background and Recent Developments

i. Six years after launching wide-ranging economic reforms and a massive reconstruction
program, largely with its own resources, Iran can point to many positive achievements. Following the
long war with Iraq during 1980-88, the economy turned around to grow at a strong rate averaging 8.1
percent per year during 1989-92. Growth performance was the highest for the manufacturing sector (11.5
percent per year on average) and the weakest for agriculture (5.7 percent per year). Tangibly, production
volumes of foodgrains, natural gas and large manufacturing establishments in 1992 were more than 40
percent above their respective levels in 1989. So was the volume of goods exported, with non-oil exports
growing steadily each year, from around US$1 billion in 1989 to US$3 billion in 1992.

ii. Over the last decade, social indicators in the country improved significantly due to
government efforts which continued during the period of the First Five Year Plan (FFYP, March 21 1989
to March 20, 1994): infant mortality declined, from 78 to 34.8 per thousand live births; life expectancy
rose, from 61 to 68 years; and primary school enrollment ratios increased, from 105 to 112 overall and
from 97 to 106 for females. While encouraging the private sector to provide social services, the
Government itself also increased real expenditures for human resources development. At the same time,
the overall budget deficit was reduced from 9 percent of GDP in 1988 to 1.2 percent of GDP by 1992,
in line with its macroeconomic reform program under the FFYP.

iii. The FFYP reform program also aimed at progressively correcting the exchange rate and
other price distortions in the economy. The reform measures were bold and consisted of a substantial
exchange rate depreciation, public expenditure restraint, subsidy reductions and hefty adjustments in
public utility prices. On completion of the program, expenditure decisions as well as investments would
have been made facing relative prices that reflected better economic realities. However, as Iran's terms
of trade improved in 1989-90, some rather large expenditure and short term borrowing decisions were
taken while critical pricing measures--notably, the unification of the exchange rate and necessary
adjustment of bank deposit and lending rates--had not yet been implemented. The overvaluation of the
exchange rate led to a surge in imports and this combined with lower than expected oil prices led to a
dramatic deterioration of the financial situation. The current account deficit reached 10.5 and 6.4 percent
of GDP respectively in 1991 and 1992.

iv. The Government made efforts to redress the situation in 1992; however, in 1993 and 1994
fiscal deficits rose to 6.3 and 4.9 percent of GDP respectively, mainly due to quasi-fiscal losses resulting
from exchange rate adjustments. The current account deficit improved but continued to be high at 5.9
percent of GDP in 1993. Iran's terms of trade, which had declined 21 % in 1991 and had remained
unfavorable in 1992, dropped another 25 % in 1993. Meanwhile, Iran's access to medium and long term
credit remained tenuous. Under those circumstances, the country's short-term import and debt servicing
capacities were severely strained, leading to payment arrears, which reached US$11.2 billion by March
1994. During 1991 and 1992, foreign exchange reserves fell to a low of 1.3 months of imports. In view
of the situation, and Iran's commitment to regaining external creditworthiness, imports were severely
curtailed, and the current account balance turned to a surplus of 7.2 percent of GDP in 1994. The
authorities also concluded agreements to refinance most of the debt outstanding to major creditors and
thus overcame a pressing financial crisis.

v. During 1992-94 performance in some other areas of the economy inevitably faltered.
Although unemployment decreased by 3 percentage points during the First Five Year Plan, it remained
high at around 12%. Inflation, in part resulting from price liberalization, increased each year during
1991-94. Real GDP growth fell from 6.1 percent in 1992 to 1.8 percent in 1994. If this persists, the



- ii -

combination of high unemployment and inflation can only lead to more hardship for the country's middle-
and low-income households. To avoid such an outcome, the Government has been working towards
providing a coherent and targeted social safety net in the context of a suitable mix of priority
macroeconomic policies.

Medium-Term Policy Priorities

vi. Despite recent setbacks, Iran has the resource potential and, more important, the executive
and legislative intent to sustain economic growth and enhance productive employment opportunities over
the medium term in a stable financial setting. As the Government's Second Five-Year Plan (1995-99)
itself enunciates, the key to attaining these goals at the macroeconomic level will be to maintain the
pricing, trade and fiscal policy reforms undertaken during the FFYP and to sustain macroeconomic
stability. In this regard, the very recent reintroduction of a segmented official exchange rate to deal with
Iran's external financing problems constitutes a setback. The Government recognizes this and intends
to rectify this distortion and to press on to the next phase of reforms. This report underscores the
Government's three-pronged macroeconomic strategy during this next phase: improving domestic resource
mobilization, developing the financial sector, and developing a strong external debt management strategy.

Domestic Resource Mobilization

-vi. The need to mobilize domestic resources stems from several factors. First, oil income
is projected to remain flat. Against this outlook for revenues, as reflected in the SFYP, Iran will need
to invest heavily in areas such as irrigation, transport, water supply and power facilities. There are also
unmet current expenditure requirements for upgrading agricultural, education and health services.
Transitional safety net expenditures will be needed to support those adversely affected in the short term
by further reforms in pricing policies and in policies related to public enterprise management. In
addition, given the substantial refinancing of external payments arrears recently arranged by the
Government, debt service expenditures are expected to be high over the next several years.

iii. To maintain viable fiscal balances in the face of the above factors, the Government
intends to implement revenue-enhancing measures over the medium-term. As promising options, the
Government plans to tap significant unutilized revenue potential by adjusting domestic prices of petroleum
products, eliminating current exemptions on income and import taxes, and introducing a general, VAT-
type sales tax. These measures together could yield substantial additional revenues by the end of this
decade. More significantly, depending on the pace and rate at which the suggested measures are
implemented, the bulk of the incremental revenues could accrue within a year or two, thus reducing the
risk of fiscal deficits and making it easier for the Government to undertake financial sector reforms.

Financial Sector Reforms

ix. Iran has an extensive banking and financial network consisting of the Bank Markazi
(Central Bank), six commercial banks, four sector-specific banks (for agriculture, industry and mining,
housing, and export promotion), insurance companies, pension funds, and investment and leasing
companies. In addition, the Government has approved proposals, and has begun reviewing applications,
to establish non-bank financial institutions that can be owned by the private sector, in competition with
the existing state-owned institutions. While much improved in recent years, the financial sector is still
characterized by credit guidelines, administered deposit and lending rates, high reserve requirements and
heavy reliance on the Central bank overdraft facility. As elaborated in a separate Bank report, the
Government intends to deepen the financial system by developing indirect means of monetary
management, by fostering competitive markets for financial assets, and by undertaking key institutional
reforms.
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x. The basic monetary policy reforms being considered at present consist of (a) abolishing
direct forms of credit control and allocation, including the practice of administered lending rates and (b)
paying competitive rates of returns on wholesale and interbank deposits of less than three months,
compatible with Islamic banking. As these measures are phased in, it should be possible to reduce
reserve requirements gradually.

xi. To foster competition in financial markets, the state banks could be accorded greater
autonomy in recruiting and remunerating their managers. In addition, institutional investors, comprising
pension funds, social security funds and insurance companies could be considered for privatization and
for private management. This way, the existing financial intermediaries will be better able to compete
with the recently authorized private sector non-bank financial institutions which should ideally be free
from direct controls.

xii. The principal institutional reform intended for the financial sector is to strengthen
prudential regulations and the associated monitoring bodies, especially for bank supervision. In this
regard, the Banking Superintendent Directorate could be made into an agency mainly charged with
evaluating risk, classifying loans and establishing an early warning system to prevent bank failures. The
Directorate should develop more regular contacts with the institutions it supervises and enhance its
expertise for examining bank financial performance and loan and investment portfolio quality. This
would strengthen its capacity for enforcing prudential regulations on both state banks and private non-
bank credit institutions.

xiii. The measures listed above aiming to introduce more indirect means of monetary controls
and credit allocation are consistent with the objectives of the Second Five Year Plan and will enable
Government to better maintain a non-inflationary monetary policy. Lower inflation would help contain
the cost of living in the country and would maintain Iran's international competitiveness. The latter is
an essential element of a stronger balance of payments and improved external debt management.

External Debt Management

xiv. While Iran's total debt and its medium-term debt service obligations remained low relative
to the country's income and exports, the stock of debt has risen rapidly, dominated by short-term loans
which, combined with the dramatic decline in oil prices, gave rise to large payments arrears in 1992-93.
While Iran's total debt stock (US$22.7 billion by March 1995) still equals only 35.6 percent of GDP, it
is about four times the amount it was in 1990 and, just prior to the very recent restructuring, the bulk
of it (76 percent) was short term. The largest increases in short-term debt occurred between 1990 and
1992. This debt was contracted not only for trade finance, but also for some long-gestating investment
projects, which would have been financed with medium- and long-term loans, had the latter form of
financing been available to Iran.

xv. The deterioration of Iran's external debt situation has enhanced Government resolve to
establish and maintain a strong debt management strategy. Operationally, this calls for sound
management of the country's reserve assets, a suitable strategy for liabilities management and capital
market access, and efficient management of an improved external debt database.

xvi. Reserves management, the purview of the International Affairs Department at the Central
bank, has thus far focussed on ensuring the availability of cash in various currencies to service current
transactions and external debt. However, when Iran's payments situation is normalized, and its reserves
grow, a more comprehensive investment approach would become justified. To that end, proposals have
been made to improve the efficiency of reserves management operations by designing official rule
documents, formalizing the management and control of credit risk, reinforcing the overloaded back-office
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team, streamlining currency risk management, and strengthening accounting functions and internal
controls.

xvii. In the still early phase of reestablishing access to international medium- and long-term
capital markets, the Government, when strictly satisfied about project viability, may consider issuing
guarantees to foreign creditors on closely monitored public sector liabilities in light of the potential
financial benefits and cost savings that could be obtained. Iran could also avoid the high premiums it has
had to pay to-date if the Government were to permit foreign banks to confirm letters of credit issued by
local commercial banks. In the past, foreign banks have also considered the lack of systematic data on
the country's economy and external debt situation to be a disadvantage, prompting higher risk premiums.
Concerted efforts should be made, therefore, to supply current and projected external debt statistics as
well as reasonable current financial information on local banks to active and prospective foreign lenders.
Indeed, Iran does have the advanced systems and capabilities necessary to generate and supply the
requisite information in a very effective manner.

xviii. The Central Bank's Foreign Debt Department, responsible for recording and tracking
loans, has initiated a program to further improve its debt recording and analytical capabilities. This
program, including training of operational staff, needs to be implemented rapidly. It is also important
to continue enforcing the rules for debt registration. These rules require commercial banks involved in
external debt-related transactions to report all information about their foreign activity regularly to the
Central Bank.

Medium-term Prospects

xix. For the foreseeable future, oil will continue to dominate the country's merchandise
exports. However, oil income has probably levelled off as the country has reached its OPEC production
quota, and oil prices over the medium term are forecasted not to rebound in real terms. One issue of
growing concern is the impact of dramatically low domestic prices which divert domestic production from
exports to excessive domestic consumption. Iran has the second largest natural gas reserves in the world.
When developed over the long run, gas could provide substantial export earnings. Export earnings over
the medium term could also be raised with concerted efforts to promote non-oil exports which, as
indicated before, have responded strongly to exchange rate incentives in recent years.

xx. While export earnings could grow steadily, Iran's import needs are also expected to be
high in the medium term as the Government liberalizes the trade regime further and undertakes
reconstruction and growth-related investments. Given Iran's financing constraints, the current account is
projected to remain in surplus in the medium-term. However, a surplus can be consistent with a pick-up
in GDP growth provided that exports respond fully to trade reforms, reconstruction needs begin to
decline, and private foreign transfers react positively to incentives to promote savings. Foreign direct
investment will have to increase substantially as well: this will reduce the magnitude of net resource
outflows from Iran and will bring in valuable technical know-how.

xxi. Debt service payments, after the recent reschedulings are projected to be about US$ 3.7
billion per year during 1995-2000. Imports of goods and non-factor services will have to average
US$19.1 billion during 1995-2000 to meet average growth targets of around 5 percent per year. In view
of the tight cashflow and reserves positions envisaged over the medium-term, Iran and its creditors would
need to consider closely the options that might be available to cover any financing shortfalls. Substantial
short-term borrowing beyond the standard need to finance the increase in external trade, would nullify
the benefits of having restructured short-term payments arrears. Iran itself would not have sufficient
foreign exchange reserves to cover shortfalls; contracting imports further to cover financing needs could
have a negative effect on growth and debt servicing capacity. Exports will have to grow so that an
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average of US$23 billion is attained during 1995-2000 to sustain income growth. An potential source
of new external financing will be foreign direct investment, which could have the added benefits of
bringing important technical know-how.

xxii. Based on available current and projected data and knowledge of Iran's economy, Iran can
be considered to have a sound potential capacity for servicing its external debt. Projections show that
the dual objectives of paying back foreign debt punctually between 1995-2000, and building a sound
productive base in order to reach a long-term real GDP growth of about 6-7 percent at the end of the
decade (an average of 5 percent during 1995-2000), will require the investment to GDP ratio to rise to
an average of 25 percent and national savings to reach an average of about 28 percent of GDP. These
trends also need to be associated with a budget deficit of around I percent of GDP and a surplus on
average in the current account. This would be consistent with debt service and the external debt to GDP
ratio averaging around 16 percent of exports of goods and services, and 18 percent respectively. It is
important to stress that the ability to attract foreign financing will be conditioned strongly by the pace and
depth of the country's ongoing economic reforms, its ability to adjust to developments in the world
markets, and its efforts to improve access to international capital markets.





Chapter I

BACKGROUND TO RECENT DEVELOPMENTS

A. Overview

1.1 This is the World Bank's second economic report on Iran since the resumption of regular Bank
activities in 1990. The report reviews major economic trends and policies in recent years; suggests
further policy actions to improve domestic resource mobilization, to develop the financial sector, and to
strengthen external debt management, and analyses the economy's medium-term prospects consistent with
the suggested policy changes.

1.2 The first report,' covering developments during the 1980s, was produced at the end of July 1991.
While that report included reviews of selected sectors (agriculture, industry, energy, urban infrastructure,
transport and education), the present one deals mainly with macroeconomic issues and prospects. This
is because a number of sector studies and reports prepared over the last three years are available
separately. Annex A lists recently completed and ongoing sector work.

1.3 In the last five years, Iran has taken commendable, and at times costly, steps to reform and
rebuild its economy, damaged during 1978-88 by civil unrest and the protracted war with Iraq. The
reform measures, aiming to revitalize market mechanisms, were outlined in the country's First Five Year
Plan (FFYP) spanning 1989-93.2 The Government developed a broad consensus around the objectives
of the FFYP and was thus able to alter the economic policy environment smoothly during the Plan period.
In contrast to the pervasive price controls, administrative allocation of resources and marginalization of
the private sector that characterized the economy at the time that the FFYP was drawn up, the Iranian
economy today is more liberal following implementation of the FFYP's policies. On the other hand, the
country's financial situation has deteriorated due to weak oil prices, overly expansionary fiscal policies,
and excessive short-term borrowing for public as well as private expenditures during the past few years.

1.4 The tight financial situation has not only constrained development expenditures and debt servicing,
but also jeopardizes the maintenance of the latest reforms, as illustrated by the very recent reintroduction
of some credit and import controls and the segmentation of the official exchange rate unified in 1993.
To avoid policy reversals which can damage international perceptions of the government's commitment
to reform, measures other than foreign exchange controls are preferable to manage the financial
constraint. These include efforts to mobilize other resources to supplement income from oil exports, to
follow more conservative fiscal and monetary policies, and to strengthen debt management. These
measures would help attain price stability and develop the financial sector. To that end, this report
focuses on the macroeconomic measures now needed urgently to complement the sound policies
undertaken during the FFYP, and those to be pursued during the Second Five Year Plan (SFYP).3

1.5 The main policies of the FFYP were assessed in the Bank's previous economic report, which
noted that implementation of key elements of the Plan--reconstruction works, relaxation of various
controls, and fiscal expenditure restraint--had helped to generate high rates of economic growth and to
lower budget deficits and inflation in 1989 and 1990. It was noted too that, as the Government itself

I/ World Bank, Iran: Reconstruction and Economic Growth, Report No. 9072-IRN, July 30, 1991; in two volumes.

2/ Iran's economic publications and annual statistics are compiled on the basis of the country's fiscal year, which runs from March 21
to the following March 20. Wherever calendar year notations are used in this report, the convention adopted is to identify fiscal years
by the calendar years in which they begin. Thus, 1989 means Iranian FY1989190; 1993 means Iranian FY1993/94.

This Plan will cover the period starting March 21, 1995 and ending March 20, 2000. The year 1994 between the FFYP and the
SFYP should be considered a transition year.
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believed, further reforms in pricing, trade, fiscal, financial and private sector policies were needed to
reduce policy distortions that still impeded longer term development of Iran's economy at the time of the
previous report.

B. The Economy at the Time of the Previous Report

1.6 At the time of the previous report in 1991, Iran's economy was in the process of recovering from
the acute financial imbalances and real decline that had been caused by nearly a decade of decreasing oil
income, active war and distortionary pricing policies. Dominant among distorted prices had been the
exchange rate. From May 1980, the rial had been pegged to the SDR at a basic official rate (Rls
92.3 =SDR 1, or approximately Rls 70 per US dollar) which rate diverged more and more from the free
market rate so that by 1988, the latter was 15 to 20 times more depreciated than the official rate. Also,
from 1985, several other official rates were introduced in efforts either to promote non-oil exports or to
contain certain imports. Those other rates were set between the basic official and the free market rates.
However, the bulk of transactions in 1980-88 were licensed at the overvalued basic official rate and their
local prices were controlled. Hence most domestic prices had remained at artificially low levels, and
relative prices were severely distorted leading to a highly inefficient use of available resources.

1.7 The Government had realized that such an incentives regime was incompatible with post-war
reconstruction needs and the growth aspirations of the country. In fact, when the Bank produced the
previous report, the Government had already initiated a series of reforms. The most important of these
included: (a) reduction of the multiple exchange rates from seven to three - a basic official rate of Ris
70/US$1, a "competitive" rate of Rls 600/US$1 and a floating rate around Rls 1400/US$1- (these changes
implied a large effective depreciation of the rial, especially for non-oil exporters), (b) removal of many
non-tariff barriers on imports at the floating rate, (c) decontrol of most domestic prices, along with
dissolution of price enforcement courts, (d) introduction of a less onerous income tax schedule, (e) steep
increases in public utility rates, (f) abolition of credit ceilings, (g) revival of the Tehran Stock Exchange,
and (h) initiation of a program to divest public enterprises.

TABLE 1: SELECTED INDICATORS ILLUSTRATING ECONOMIC RECOVERY
OBSERVED AT THE TIME OF TIlE LAST REPORT

Period of Decllne Recovery Annual Averagea

1986 1987 1988 1989 1990 1986-88 1989-90

Real GDP Growth (%) -9.10 0.04 -4.42 4.46 11.24 -4.52 7.80

Growth of Private Consumption

per Capita in Real Ternis -13.52 -8.19 -2.03 0.20 16.68 -7.95 8.12

Fixed Investrnent Rate (% of GDP) 14.86 12.27 10.79 11.00 11.20 12.64 11.10

Domestic Savings Rate (% of GDP) 27.33 31.94 28.57 32.08 27.70 29.28 29.89

Overall Budget Balance (% of GDP) -9.73 -8.23 -10.01 -5.04 -2.99 -9.32 -4.02

Growth of Broad Money (%) 18.37 19.09 22.33 19.29 22.87 19.70 21.07

Growth of Consumer Prices (%) 23.71 27.70 28.89 17.45 8.96 26.45 13.12

Oil Export Volume (MBD) 1.25 1.55 1.65 1.82 2.22 1.48 2.02

Oil Export Price (US$/B) 13.5 16.8 14.1 16.3 22.4 14.8 19.4

External Current Balance (USS mn) -5204.5 -2127.2 -1959.2 -209.1 300.2 -3096.97 45.55

MLT Debt Outstanding (USS mnn) 1355.0 2280.0 2055.1 1862.0 1797.0 1896.7 1829.5

Debt Service Ratio (%) 32.55 18.77 18.76 13.76 9.10 23.36 11.43

Source: Statistical Appendix Tables 1.1, 2.2, 2.4, 3.1, 4.1, 8.1 and 9.1
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1.8 Simultaneously with the implementation of the above measures, Iran's financial situation had been
improving as oil prices and export volumes rose while military expenditures fell in the wake of the mid-
1988 cease-fire with Iraq. For two years running, 1989 and 1990, capacity utilization and output grew
rapidly, enabling private consumption per capita to grow in real terms for the first time in five years.
Table I shows the turnaround that occurred in 1989 and 1990 compared to 1986-88, the period marked
by intense war and excessive price interventions. That turnaround, the previous report argued, could be
upheld, and future growth prospects strengthened with additional policy actions. To that end, the
recommendations summarized below were made in the report.

C. Recommendations of the Previous Report

1.9 Given that financial imbalances were relatively small at the end of 1990, the previous report
argued that the reform agenda could concentrate on putting in place an appropriate price system by means
of rational trade and exchange rate policy which would facilitate development of the non-oil economy,
without involving a major initial compression of economic activity. Thus it was suggested that the basic
official rate be phased out, items imported and priced at that rate moved to an appropriately depreciated
rate, and that the tariff rates and structure be reformed and rationalized. The resulting impact on
domestic prices of basic items could be countered with targeted budget transfers. To meet such
payments, revenues could be boosted substantially if the Government used the depreciated, instead of the
basic official rate, to value oil exports and to assess import duties.

1.10 The extra revenues thus mobilized could finance public sector wage adjustments and a Social
Safety Net Fund. Some resources could be devoted to an Enterprise Restructuring Fund to meet a variety
of expenses associated with divesting public enterprises. As another option, some revenues could be
placed in an Investment Fund to provide term finance to cooperatives and private entrepreneurs,
preferably through banks.

1.11 In the banking sector, following the removal of credit ceilings, it was suggested that the
Government should remove ceilings on profit shares and lower reserve requirements. The aim ultimately
would have been to set reserve requirements as prescribed by an improved system of prudential
regulations, which needed to be developed to guide banking activities. The scope and efficiency of
financial intermediaries, moreover, could be enhanced by greater involvement of the private sector.

1.12 The private sector had received an important stimulus from adjustments in the exchange rate and
other prices that were carried out. Also, in view of the fiscal reforms that were to be implemented, it
was envisaged that public deficits would be small and therefore not encroach on private savings. The
operating conditions of firms and services that still remained public needed to be freed and improved.
Then, such enterprises would not require, nor be granted, preferential access to credit and budgetary
resources.

1.13 The measures proposed above would encourage the most economically beneficial production and
expenditures, including private and public investments. As to public investments, the previous report
assessed that the FFYP rightly stressed completion of ongoing projects and initiation of new ones directly
complementing finished works. However, the numbers and the costs of projects proposed for various
sectors in the Plan appeared large relative to implementation capacities. The report maintained, therefore,
that it would be important to review project execution closely and alter planned activities as necessary
so as to avoid overcommitment of resources, the more so since some works not included in the Plan were
thought to require funds.
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1.14 The report suggested, for example, that resources be provided to the agriculture sector to
complete irrigation networks, establish an extension program for farm level water management, and create
an umbrella organization to coordinate research and extension in rainfed and irrigated areas. In transport,
it was suggested that passenger bus terminals were needed in several cities, and that the severely
constrained air freight and passenger capacity warranted modernization and fleet expansion. Another
proposal was made concerning the provision of resources for vocational, technical and agricultural
education to help reduce shortages of middle-level technicians in the country. It was suggested that
additional investments may also be needed in the energy sector but these, it was argued, ought to be
preceded with appropriate studies.

1.15 Pre-investment studies recommended in the report included one related to power sector
rehabilitation needs to increase the reliability and efficiency of existing plants and to develop a least-cost
power generation program. Further, it was recommended that high priority be given to completing and
implementing a study then underway on how best to use the 30 percent of associated gas production that
was being flared. In the same subsector, it was recommended also that the Government consider various
options for natural gas in competing downstream sectors (e.g., power, fertilizer production, potential
exports) and, in that context, reassess its plans for the export of liquified natural gas.

1.16 Finally, the previous report observed that, among lower-middle income countries, Iran then had
an exceptionally low level of external debt relative to its income and exports. At the same time, Iran's
abundant natural resources, and its economic reform agenda, endowed the country with a strong potential
for long-term growth. To realize such growth potential, the report concluded, Iran could take additional
loans for needed investments and still maintain relatively low indebtedness provided its borrowing strategy
emphasized an appropriate mix of loans for the public and private sectors, as well as favorable terms of
financing for clearly viable projects.

1.17 The external resources Iran anticipated in the FFYP, particularly from its exports and from
medium- and long-term (MLT) borrowing, did not materialize.4 Iran nonetheless continued implementing
the FFYP expenditures, trying initially, to make up for the shortfall in financial resources by short-term
borrowing and use of its reserves. This approach, however, worsened the maturity structure of the
country's external debt and, starting mid-1992, led to a major liquidity problem, which intensified during
1993, the final year of the FFYP. These and other aggregate trends in the economy in recent years are
analyzed in the following chapter.

4/ The reasons for this are explained in the Balance of Payments section of Chapter 11.
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Chapter II

REVIEW OF ECONOMIC DEVELOPMENTS

A. Poliv Background and Recent Economic Developments

2.1 Until March 1994, Iran in the main carried forward the FFYP policy reforms referred to earlier
(paragraph 1.5). The basic aim of the reforms was to correct price distortions and to reduce financial
imbalances in the economy while attempting to cushion the population from the adverse impact of the
reform measures. This was clearly a major undertaking, given the severity of the distortions that had to
be addressed and the known volatility of oil income, which was expected to finance a large part of
aggregate expenditures required to generate and sustain post-wars economic growth.

2.2 Following the earlier exchange rate and other price reforms, an important step was taken in
March 1993, when the three official exchange rates then existing (Rls 70, 600 and 1,450 per US dollar)
were unified at around RIs 1600 per US dollar; a floating exchange rate system was instituted, and a
decision was made to undertake corresponding tariff reforms. The exchange rate unification represented
a key step in the reform process. However, to mitigate its impact, consumer prices of some essential
commodities that hitherto had been imported at the highly overvalued basic rate, and that featured
importantly in the consumption basket of low income groups, were initially shielded from the effects of
exchange rate depreciation. Simultaneously, the foreign exchange budget, which had long been a tool
for administrative allocation of foreign exchange, was abolished.

2.3 The floating official exchange rate was abandoned in December 1993, when the exchange rate
was effectively fixed at Ris 1,750 per US dollar. Given the highly inflationary environment, this
exchange rate came under increasing pressure and administrative allocation of foreign exchange was
reintroduced. At this time, the free market rate depreciated sharply. In an effort to reduce pressures on
the rial, the authorities reduced the amount of foreign exchange that non-bank authorized dealers could
supply for travel purposes. As access to foreign exchange became harder for Iran and the pressure on
the rial increased, the authorities reverted to a dual official exchange rate in May 1994. Oil export
receipts were allocated administratively at the rate of Rls 1750 per US dollar, while a more depreciated
("export rate") rate at RIs 2,345 per dollar applied to non-oil exports and non-essential imports. In
January 1995, a 50 percent repatriation requirement was imposed on non-oil imports. In the face of
instability in the exchange rate market (the free market exchange rate rose to Rls 6,200 per US dollar in
April/May, 1995), the authorities raised the export surrender requirement to 100 percent, banned the
free non-bank market, and depreciated the official export rate to RIs 3,000 per US dollar. Pressures on
the foreign exchange market seem to have abated recently.

2.4 Under the existing trade regime, import licensing still exists for many commodities. The
Commercial Benefit Tax (CBT), which is an ad valorum tax on imported goods has been used together
with customs duties to generate revenues. At present only the CBT is applied and the Government is
reviewing the tariff structure. It is expected that the new customs duty rates will be 0-5 percent for
essential goods and raw materials, 5-15 percent for intermediate goods and machinery and 15-25 percent
for nonessential and luxury items. The exchange rate used to value imports has also been changed to
raise revenues: in November 1993, the exchange rate used to value imports for import tax purposes was
depreciated from Ris 70 per US dollar to Ris 1,500 per US dollar. In March 1994, the exchange rate
for tariff purposes was devalued again to RIs 1,750 per US dollar.

c/ t This refers to the 1980-88 war with Iraq.



Page 6

2.5 Another important measure was the approval by the authorities of the establishment of non-bank
financial institutions. These were expected to provide long-term finance and to compete with existing
banks and other financial intermediaries. The nonbank institutions will be privately owned, and free to
engage in all banking activities apart from accepting demand deposits in open competition with state-
owned financial institutions. Applicants have already been interviewed. Earlier, the Government had
removed the 49 percent ceiling on foreign ownership of private firms in Iran. It then went on to facilitate
private joint ventures involving foreign direct investment. This was preceded by dissemination of
business information, preparation of economic and legal publications,6 and careful negotiations of
fitnancial incentives and legal protection that could serve as prototypes for such ventures in the future.

TABLE 2: MACROECONOMIC BALANCES. 1989-94
(Percent of GDP)

1989 1990 1991 1992 1993 1994
Foreign Savings

Current Account Balanoe /a -0.8 -1.1 -10.5 -6.4 -5.9 7.2

Private Sector

Gross Domestic Investnent /b 18.6 21.5 24.8 26.3 18.5 14.8
National Savings 22.4 22.1 18.2 23.8 20.9 26.2
Investment minus Savings -3.8 -0.6 6.6 2.5 -2.3 -11.4

Public Sector le

Gross Domestic Investment /d 5.1 7.1 8.5 9.0 10.6 8.4
National Savings 0.5 5.4 4.6 5.2 2.4 4.2

Current Revenues 12.7 18.2 16.7 18.5 30.9 26.1
Current Expenditures 12.2 12.8 12.1 13.3 28.5 21.9

Investment minus Savings 4.6 1.7 3.9 3.8 8.2 4.2

Public and Private

Investment minus savings 0.8 4.8 11.2 7.7 0.1 -7.3

Memorandum Item:
Share of Gross Domestic Investment

financed by Foreign Savings (%) 1.2 3.9 31.5 18.0 20.2 -31.0

/a 1989-92 US dollar values were converted to rials using weighted average exchange rates as published in the International
Financial Statistics of thc IMF.
lb Includes changes in stocks.
/I Includes central and provincial governments, and some, but not all, public enterprises.
/d Fixed inve%tments only.

Source; Statistical Appcndix Tables 2.1, 3.1 and 5.1..

2.6 Thus far in the process there have been the classic short-term hardships (such as high inflation,
business closures and contraction of public services), which accompany major structural adjustment
programs in many developing countries. At the same time, though, the reforms have stimulated some
efficient expansion of output and trade in certain non-oil exports. The short-term hardships associated
with the reforms could have been less severe had Iran not been in the financially straitened circumstances
of the very recent years.

6/ The Organization for Investment, Economic and Technical Assistance within the Ministry of Economic Affairs and Finance published
the following two informative documents: Law and Regulations concerning the Attraction and Protection of Foreign Investments in
Iran; and Information for Foreign Investment in Iran (August 1, 1993).
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2.7 After the war, for the most part, Iran succeeded in raising needed expenditures. In the first two
years, moreover, sufficient national savings were obtained to finance investments. In the two years which
followed, however, the investment-savings gap widened to unsustainable levels. During 1989-93, both
private and public investments increased steadily, with fixed capital formation in the public sector
averaging 40 percent of total fixed investments. The modest level of public savings7 in 1989 was raised
substantially and sustained during 1990-92 complemented with measures to tighten the tax net, and with
profits from the sale of foreign exchange on the free market. However, public investments had exceeded
its savings and thus contributed to the overall imbalance during 1991-92, when private investments also
exceeded private savings. Budgetary savings deteriorated substantially in 1993 partly due to the fact that
government subsidies compensated for the higher exchange rate to keep down the prices of certain
commodities and to help finance certain debt obligations.

2.8 The course of private savings has been uneven over the past five years, partly because the fiscal
regime, lacking strong taxes on consumption, did not deter expenditures and because bank deposit rates,
which were generally negative in real terms, did not promote sufficient savings. In the absence of
adequate external capital inflows, the shortfalls in national savings in 1991-92 were unsustainable.
Consequently, investments in the private sector were reduced in 1993. Both private and government
investment fell substantially in 1994; this is shown in Table 2.

Output and Employment

2.9 Picking up from the low base at the end of the 1980-88 war, Iran attained strong economic
growth, averaging 8. 1 percent per year, during 1989-92. While all principal sectors grew at average rates
of over 5 percent per year, the commodity producing sectors contributed a higher share of the increment
in total GDP.

2.10 In the first half of the period shown in Table 3, economic growth was led by a resurgence of oil
output made possible by quick repair of vital installations and infrastructure, especially those relating to
exports and offshore production. In other sectors, restoration of water, power, housing and
communications facilities further boosted overall growth and also enabled manufacturing output to begin
growing for the first time since 1984.

2.11 Agriculture in 1989 recovered from the preceding year's drought, which had affected wheat and
sugar beet production in particular. As conditions improved thereafter and pricing policy reforms were
initiated, agriculture grew at about 5.7 percent on average in the five-year period, negating fears that this
sector might collapse if its complex system of subsidies and price controls which characterized the 1980s
were reformed. In the first instance, the Government replaced the system of fixed prices and public
procurement of eight "strategic crops"8 with that of guaranteed prices set below expected market prices,
and abolished compulsory public procurement. The Government next began phased reductions of
consumer food subsidies and producer subsidies on fertilizers, feed grains and machinery. The next set
of reforms is emphasizing private land ownership and long-term leases for rangeland users, as well as
improvements in services provided to farmers.

2.12 Industrial output, over 60 percent from manufacturing, grew most rapidly in the first half of
1989-94 as price controls on manufactured goods were lifted and the imports of raw materials and
machinery were liberalized. With domestic demand high and raw materials more available,

7/ Defined as the current budget surplus of the General Government.

8/ Wheat, barley, corn, rice. sugar beet, cotton, soya and sunflower seed.
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manufacturing capacity utilization and value added grew substantially through 1991. However, that
pattern of output growth was neither efficient nor sustainable since the quantitative import restrictions that
still existed enabled firms to overprice their outputs; at the same time, the overvalued exchange rates
applicable to the firms provided them with imported inputs that were underpriced in rial terms.9 This
way, the profits of the firms were exaggerated, as was the contribution of their output to economic
growth. This state of affairs had been possible while, through 1991, imports grew at over three times
the rate of GDP growth.

TABLE 3: REAL GROWTH OF GDP AND COMPONENTS, 1989-94

(Percent per Year)

1989 1990 1991 1992 1993 1994

Gross Domestic Product /a 4.46 11.2 10.6 6.1 2.3 1.8

Agriculture 3.70 8.1 5.1 7.4 5.5 4.4

Oil and Gas 7.73 19.9 11.1 1.5 3.6 -5.6

Indutry, of which 6.62 13.4 17.1 4.7 2.3 4.3

Manufacturing 8.92 15.9 18.0 j..2 1.0 2.9

Services 1.88 9.0 9.2 8.0 7.3 4.8

Total Consumption -0.68 9.0 9.3 3.0 4.6 3.8

Private 2.52 8.4 9.4 2.3 2.4 3.1

Public /b -14.81 12.4 8.5 7.0 17.3 7.3

Gross Fixed Investmnent 6.40 13.3 40.9 6.9 2.7 3.3

Private 10.11 10.7 48.3 0.6 8.8 25.7

Public lb 0.97 16.8 31.6 15.7 -4.7 -2S.0

Exports GNFS/c 7.88 20.8 12.3 7.5 16.1 -1.7

Impots GNFS 19.50 34.7 29.6 -1.5 -16.3 -38.7

Ia GDP is at market prices; sector value-added at factor cost.
/b Includes central and provincial governments and some, but not all, public enterprises.
/c The classification of non-factor services changed slightly between 1989 and 1990.
Sources: Statistical Appe.ndix tables 2.3 and 2.4, and Bank staff estunates.

2.13 From 1992, trade restrictions were further relaxed and more firms were shifted to the floating
exchange rate for their imported inputs. These measures reduced the domestic protection previously
available to industries. As a result, manufacturing profits and value added declined, particularly in import-
competing industries. The recent reintroduction of exchange rate controls implies that import restrictions
are now higher as is domestic p-otection. Future industrial policy will need to ensure that growth occurs
under a rational incentive framework which encourages an efficient allocation of resources. This means,
among other measures, maintaining a competitive real exchange rate and progressively eliminating all
forms of barriers to trade, including any remaining implicit subsidies such as those arising from
underpriced energy supplies and soft budget constraints. These measures had a marked, positive impact
on the non-oil, export-oriented industries. However, to ensure a lasting impact, it will be important to
establish an enabling environment for the private sector in all sectors, including the various social
services.

9/ Of the three official exchange rates (RIs. 70, 600 and 1400 per US dollar) through March 1993, industries were getting most imports
at the rates of RIs 70 and 600 per dollar.
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2.14 A critical issue to be addressed concerns the domestic pricing of petroleum products and natural
gas. Petroleum products are currently provided to consumers at less than 10 percent of their estimated
international values. The Government is committed to phasing out such distortions not only in petroleum
products but also other goods (e.g., basic foods, agricultural inputs, electricity) and services (e.g.,
transport). The 1995 budget introduced an excise tax on the consumption of petroleum products, which
had the effect of doubling petroleum prices (though as mentioned above from a very low base). The
Majlis has also approved further measures that would effectively allow oil prices to be raised by about
20 percent annually during the SFYP. In addition, electricity rates were raised by 20 percent and
exemptions from import taxes were rescinded for a number of large enterprises. The major challenge
in the future will be to devise practical measures to realize the Government's commitment to efficient
pricing policies while assisting the truly needy segments of the population with clearly targeted income
support.

2.15 Over the past five years, Iran has made strenuous efforts to rehabilitate the oil sector. As a
result, production rose from 2.46 million barrels per day (MBD) in 1987 to an estimated 3.6 MBD in
1994 while, in the same years, exports rose from 1.55 MBD to an estimated 2.2 MBD.10 Nevertheless,
important facilities are still out of commission and major investments are required to bring production,
processing, transportation, storage and shipment facilities back to pre-war standards. To date, investment
in modernization of existing facilities has been limited and as a result, technology currently in use is often
outdated, resulting in inefficiencies and harm to the environment.

2.16 The main focus in the power sector has been on reducing load shedding, but issues of efficiency
also need to be addressed. Here, the Government has initiated some actions, including efforts to design
a least cost energy development program, improved system planning, institutional reform, stronger
financial planning and an improved energy price incentive system. A very important proposal the
Government has made is to include private sector participation in power. This will involve, inter alia,
the establishment of an appropriate legal and regulatory framework and a pricing mechanism reflecting
risk sharing arrangements between the Government and investors.

2.17 The services sector grew at about 6.8 percent per year during 1989-94, and was associated with
the progressive removal of restrictions on trading, and the rehabilitation of transport and communications
sectors. Among the subsectors, health and education grew fastest in the latter half of the period, the latter
benefitting from an expansion in private sector activity. Distinct improvements have been achieved in
several social indicators: infant mortality has declined from 78 (1980-85) to 34.8 per thousand live births;
life expectancy rose from 61 to 68 years; and primary school enrollment ratios increased, from 105 to
112 overall and from 97 to 106 for females; and population growth, which reached 3.8 percent per
annum on average between 1976 and 1986, has decreased down to 2.5 percent in 1993. Reflecting the
official policy of encouraging private sector participation, private services grew at a faster rate than public
services during 1989-93. If continued, this trend can be expected to promote efficient employment
opportunities in the future.

2.18 Full analysis of Iran's employment situation is hampered by insufficient data. The available
information indicates that (a) participation rates for the population aged 15 years and over have declined
from 83.2 percent in 1976 to 81.3 percent in 1991 for men and from 13.4 percent to 10.3 percent
respectively for women; and (b) the unemployment rate has declined from 14.8 percent in 1988 to 11. I

10/ Sustainable production capacity has been estimated at 4.2 MBD.
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percent in 1991. Tentative data for 1993 indicate that this rate may have risen to around 12 percent, and
would be higher still were it not for the informal sector."

2.19 From a welfare standpoint, concerns about unemployment have been tempered to date by
widespread consumer subsidies, by a combination of public, quasi-public and traditional social security
arrangements, and by income generation in the informal sector. However, as Iran looks, among other
measures, to subsidy reform as a means of mobilizing national savings, concern about unemployment is
likely to become a major issue. Indeed, analyses were pointing to a demographically driven build-up of
labor supply pressures. Hence, unless employment opportunities also widen, increasing unemployment
could give rise to increasing social tensions, especially given the reforms still needed to further improve
the incentive system and to strengthen public finances."2

Public Finance

2.20 The single most important development in Iran's public finances during 1989-92 was the
progressive reduction of the general government'3 deficit through some improvements in revenue
mobilization and through expenditure restraint. The overall deficit, which equalled 9 percent of GDP
in 1988, was reduced to 4 percent in 1989 and averaged 1.5 percent per year during 1990-92. The 1993
budget, the last in the context of the FFYP, targeted a fiscal balance in line with Plan objectives. The
budget target was formulated in terms of a zero deficit in order to allow for the possibility of recording
a budget surplus. However, the fiscal deficit actually rose to over 6 percent of GDP in 1993 and to
around 5 percent in 1994. The large fiscal deficit in 1993 was affected by two important factors: (a) oil
revenues were lower than expected; receipts from oil exports were only US$ 14.3 billion though the
budget had been formulated based on an amount of US$ 17.9 billion-- leading to a shortfall of US$ 3.6
billion; and (b) large quasi-fiscal foreign exchange losses. While the exchange rate was unified at around
RIs 1600 per US dollar, imports for some essential and military goods, and for the settlement of pre-
March 1993 LCs by the commercial banks were provided at the old rate of RIs 70 per US dollar. An
amount of Rls 6,966 billion had been allocated to the 1993 budget for this purpose, but actual
expenditures came to Ris 13,086 billion.'4 In 1994, foreign exchange losses were lower; however oil
revenues again fell short of budgeted levels. Recent developments indicate that stronger actions are
needed to both mobilize domestic resources and to rationalize expenditures.

2.21 Consolidated accounts for the public sector as a whole are difficult to obtain since the operations
of all public enterprises and nationalized industries are not systematically compiled and consolidated with
central government accounts. In addition, there are quasi-public, business-oriented foundations owning
and operating substantial assets and enterprises in a number of sectors: agriculture, livestock,
construction, manufacturing, housing and trade. Besides income from their own assets and from
voluntary contributions, these foundations also obtain transfers from the general government budget, tax
exemptions, earmarked credit (e.g., for housing), and cross-contributions from other public agencies as

1lH While very little is known systematically about the informal sector, observations in the urban areas indicate the presence of significant

activities in a variety of crafts, vending and in-city transportation.

12/ More information on these issues is included in the report: World Bank, Islamic Republic of Iran, Education, Training, and the Labor
market, Report No. 13233-IRN (2 volumes), dated October 1994.

13/ Meaning central and provincial governments and some, but not all, public enterprises.

14/ In order to make subsidies for imports and debt repayment more transparent, a Foreign Exchange Obligations Account (FEOA) was
opened at Bank Markazi in the name of the Government. It is the losses incurred through this account that are referred to above.
The FEOA has been eliminated in 1995 and subsidy payments will be directly incorporated into the budget.
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well as from each other. While the financial activities of these foundations are linked to intra-public
sector financial flows and their financial operations are subject to the regulations of the Commercial Law,
public officials do not analyze the precise size and significance of the foundations in the economy.
Accordingly, the discussion which follows refers only to budgetary operations of the general government.

TABLE 4: GENERAL GOVERNMENT FISCAL POS1TIMON, 199-94
(In Billion or Rids)

1989 1990 1991 1992 1993 1994

Totai Revenues 3533.9 6678 8380 12298 28982 33927

Oil & gms revenue 1515.1 3375 3549 5146 21649 23908

Non-oil revenue 2018.8 2886 4301 6023 7333 10019

Tax 1188.0 1695 2765 3776 4061 5491

Non-tax 1750 562 619 963 1506 2274

Special In 450.0 628 917 1284 1765 2254

OPCP Income /b 205.8 417 529 1130 0 0

Expenditure & Net Lendain/c 4935.7 7078 9489 13074 34909 40329

Current, of which: 3555.9 4684 6076 8850 26723 28516

OPCP Expenditure 170.7 404 515 1004 0 0

Capital 931.5 1766 2527 2949 6425 9586

Special /d 450.0 628 917 1284 1765 2254

Net Lending -1.7 0 -31 -9 -4 -27

Overall Balance -1401.8 -400 -1109 -776 -5927 -6402

Finncing 1215.0 400 1109 776 5927 6402

Domestic (net) 1216.1 682 1132 1160 6562 6352

Cash Carried Over 113.4 112 158 170 201 267

Bankig Syatem 1137.8 557 961 908 6361 6085

Credit from OPCP /e -35.1 13 13 82 0 0

Foreign (net) -1.1 1 37 4 102 51

Receipts /f 5.1 6 39 6 104 58

Amortization 4 5 2 2 2 7

Discrepasncy /g -186.8 283 60 388 737 1

(In percent GDP)

Toal Revenue 13.79 18.2 16.7 18.5 30.9 26.1

Expeniiture sat Net Lending 18.36 19.3 18.9 19.7 37.2 31.0

Overall Balance -4.58 -1.1 -2.2 -1.2 -6.3 -4.9

Domestic Financing (net) 4.38 1.9 2.3 1.7 7.0 4.9

of which: Banking System 4.09 1.5 1.9 1.4 6.8 4.7

/a Costribusiom to Social Security Organization plus surclhages on selected taxes aid fees.

/b Exueabudgetary income integmted with the budget from 1993

/c These expenditures include those related to net foreign excblne losses in 1993 (6120 billion Rl aid in 1994 6085 billion Rls). Some adjustmer4s
;were also made to both revenues an expenditures to include implicit subsidies and transfers related to debt repaymeot san selected imports.

/d To fund pemion scheme and selected social services.

/e Difference between OPCP income aid expenditure.

If These represert receipt of principal on developmeet loans Imn made to other countries in the past.

/g Primarily reflects delays in finalizing accouuts.
Source: Appendix table 5.1.
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TABLE 5: COMPOSMON OF GENERAL GOVERNMENT REVENUE. 1939-94
(Perment per year)

1989 1990 1991 1992 1993 1994

(Percent of Total Revenue)

Oil and Gas Revenue 42.87 50.5 42.4 41.8 74.7 70.5

Tax revenue 33.62 25.4 33.0 30.7 14.0 16.2

Income Taxes 18.65 13.8 16.7 16.2 9.0 11.4

ImportTaxes 9.90 7.5 11.4 10.1 3.9 3.8

Consumption and Sales THxes 5.07 4.0 5.0 4.4 1.1 1.0

Non Tax Revenue /a 4.95 8.4 7.4 7.8 5.2 6.7

Special Revenue /b 12.73 9.4 10.9 10.4 6.1 6.6

OPCP Income /c 5.82 6.2 6.3 9.2 0.0 0.0

(Percent of GDP)

Oil and Gas Revenue 5.45 9.2 7.1 7.7 23.1 18.4

Tax Revenue 4.28 4.6 5.5 5.7 4.3 4.2

Income Taxes 2.37 2.5 2.8 3.0 2.8 3.0

Import taxes 1.26 1.4 1.9 1.9 1.2 1.0

Consumption and Sales Taxes 0.64 0.7 0.8 0.8 0.3 0.3

Nontax Revenue /a 0.63 1.5 1.2 1.4 1.6 1.7

Special Revenue /b 1.62 1.7 1.8 1.9 1.9 1.7

OPCP Income /c 0.74 1.1 1.1 1.7 0.0 0.0

Memo Items:

Total Revenue (Bn rials) 3533.9 6678 8380 12298 28982 33927

GDP. current prices (Bn rials) 27787.1 36645 50107 66463 93800 130042

/a Comprise sales of goods and services, exit and passport fees, stunp duties, foreign investment income, etc.
/b Explained in footnote /a under Table 4.
Ic Explained in footnote /b under Table 4.

Source: Statistical Appendix Tables 2.1 and 5.2.

2.22 The general government revenue structure has become clearer now, indicating that 70 percent of
revenues (in 1994) are derived from oil; 16 percent from taxes; 7 percent from non-tax recurrent sources;
and 7 percent from special revenues. The very last category, special revenues, are mainly contributions
to the Social Security Organization and some revenue from surcharges on certain taxes and fees and are
earmarked to fund the pension scheme and other social services. Until 1992, there were some extra-
budgetary revenues collected and spent by the Organization for the Protection of Consumers and
Producers (OPCP); these are now (since the 1993 budget) consolidated with budgetary revenues. Oil
revenues in local currency are probably going to level off with future exchange rate adjustments and it
will be important for the Government to tap other revenue sources, notably tax revenues.

2.23 The principal sources of tax revenues are income and wealth taxes, import taxes, and taxes on
consumption and sales; in 1989, these sources accounted for 56 percent, 29 percent, and 15 percent of
total tax revenues, respectively. Revenues from corporate taxes have increased most significantly in
recent years, rising steadily from 1.4 percent of GDP in 1990 to 2.5 percent of GDP in 1993. This
increase was due partly to enhanced economic activity and profitability, and partly to improvements in
tax collection leading to a substantial increase in the number of registered taxpayers as well as in the
payment of corporate tax arrears. Improvements in tax collection were the result of efforts to identify
and register corporate taxpayers, the computerization of tax records, and the payment of bonuses to tax
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officers. In addition, incentives for evasion were reduced somewhat in 1990 by the reduction in the top
marginal corporate tax rate from 75 percent to 54 percent.

2.24 The import tax regime consists of the CBT, customs duties, order registration fees"5 and
miscellaneous fees and charges. Though customs valuation exchange rates changed between 1992 and
1994/95 import taxes remained largely stable in nominal terms (though the exchange rate was depreciated,
the import tax rate was reduced and imports were compressed). During this period, import taxes declined
from 2 to 1 percent of GDP. An increase in customs duties may be approved by the Parliament in
1995/96.

2.25 Taxes on consumption and sales were in the form of excise duties at specific rates levied on a
small number of commodities of which cigarettes, petroleum products, beverages and automobiles
accounted for the bulk of revenues. Excise taxes had not been increased for a number of years so that
their real value eroded considerably over time. In 1993, the slippage in the implementation of increases
in certain taxes on consumption and sales and the exemption of some categories of automobiles (in order
to encourage domestic production) led to a large shortfall in revenues from these taxes thus contributing
to a reduction in their share in total taxes to about 8 percent in 1993 of total tax revenues from around
14 percent in 1992. Their share in GDP fell from about 0.8 percent in 1992 to 0.3 percent in 1994.

2.26 In order to improve the tax system in Iran, plans are underway for the introduction of a value-
added tax (VAT). A VAT bill based on a uniform tax rate is expected to be submitted to the Parliament
in the near future. During the SFYP, the authorities intend to convert all specific excise taxes to ad
valorum ones. Moreover, a unified indirect tax code is expected to go into effect starting in 1996/97.

2.27 Government expenditures during 1989-92 accounted for an average 18.9 percent of GDP, with
about 12.6 percent for current and 5.8 percent for capital spending.'6 The low share of capital
expenditures reflected the policy of cutting their budgetary allocation whenever there was a shortfall in
revenues and the budget deficit target had to be met. In 1993 and 1994 government expenditures rose
to 37.2 and 31 percent of GDP respectively. Current expenditures rose to 28.5 and 21.9 percent of GDP
while capital expenditures were at 8.7 and 9.1 percent of GDP. The higher expenditure numbers for
1993 and 1994 reflect the quasi fiscal foreign exchange losses of the central bank.

2.28 The share of total expenditures directed towards economic reconstruction increased somewhat
after the end of the war with Iraq in 1988 as the share of expenditure on national defense fell from 13
percent in 1989 to about 5 percent in 1994. The functional distribution of expenditures indicates that,
during 1989-1994, the proportion of total expenditures devoted to economic services (e.g., transport and
communications, water and agriculture) increased from about 16 percent to 28.3 percent, while the share
of social services (e.g., education, health and housing) declined somewhat, from 37.2 percent to 25.3
percent. Social expenditures, nevertheless, grew 13.9 percent on average per year in real terms in 1990-
93.

15/ Order registration fees are paid when registering imports with customs. They are usually based on the rial value of imports and there
are currently two rates: 5 percent for food imports and 15 percent for other imports.

16/ The remaining share of around 2 percent of GDP was accounted for by special expenditures which matched special revenues. About
80 percent of these revenues and expenditures related to the operations of the Social Security Organization.
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TABLE 6: COMPOSITION OF GENERAL GOVERNMEENT EXPENDrTURES, 1989-94
(in Percent of Total Expenditures)

1989 1990 1991 1992 1993 1994

General Services 8.1 7.9 8.5 7.5 5.4 5.3

National Defense 12.9 10.3 8.9 7.2 4.9 5.0

Social Services 37.2 37.7 37.4 39.8 24.5 25.3

Economic Services 16.0 19.5 20.6 15.9 20.2 28.3

OPCP Expenditure /a 3.5 5.7 5.4 7.7 0.0 0.0

Other Expenditure /b 13.4 10.0 9.8 11.8 2.4 10.6

Memorandum Items:

Total Spending on Military /c ... 0.0 21.4 13.7 6.3 ...

Current ... 66.2 64.0 67.7 76.6 70.7

Capital ... 25.0 26.6 22.6 1S.4 23.S

/a Explained in footnote lb under Table 4.
/b Expenditures n.e.c.; e.g., purchase of buses, low-income housing, construction materials for provincial governments.
/c Expenditure classified as National Defense plus spending on economic and social services provided to the military

establishment.

Source: Statistical Appendix Tables 5.1 and 5.3. and Plan & Budget Organization.

2.29 The share of total expenditures directly allocated to national defense, of which two-thirds are for
wages and salaries, declined during 1989-93, in line with the drop in the share of the broader aggregate
of total military expenditures, which includes expenditures on economic and social services provided to
the military establishment. Available data on total military expenditures indicate a drop from about 26
percent of government expenditures in 1991 to 6 percent in 1993. At the same time, foreign exchange
allocations for military expenditure during 1989-1993 were halved to around US$800 million.

2.30 Data on the economic classification of government expenditures are not available except for
subsidies effected through the OPCP (paragraph 2.43) and transfers to loss-making nonfinancial public
enterprises.'7 These data do not include the substantial (implicit) subsidy to domestic energy consumption
in the form of underpriced fuel and electricity. The OPCP operated the basic foods subsidies and also
the fertilizer subsidy; it subsidized three types of fertilizers (urea, potash and diammonium phosphate),
which were rationed by the rural cooperatives on the basis of cultivated area and type of crop. Until the
beginning of 1993, prices charged to farmers were based on converting import prices at the basic official
exchange rate. The 1993 budget had proposed raising domestic prices of fertilizers ten-fold to bring them
up to international prices at the floating exchange rate. However, in the face of strong protests, the price
increases were scaled back to five-fold, and capital spending was instead reduced to avoid undue
expansion of credit to Government.

17/ Official sources indicate that a restrained public sector wage policy was followed for several years and was relaxed somewhat only
in the past two years as real incomes had been severely eroded during the war years. The cost of domestic debt was negligible, while
the cost of foreign debt was largely paid by the banking system and thus did not appear in the budget.
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Money and Credit

2.31 Iran's financial system consists of the Central Bank (Bank Markazi), six commercial banks and
four specialized banks, all govermnent-owned. The commercial banks are Bank Mellat, Bank Melli Iran,
Bank Tejarat, Bank Saderat, Bank Refah Kargaran and Bank Sepah. The specialized banks are Bank
Keshavarzi (agriculture), Bank Maskan (housing), Bank Sanaat va Madan (industry and mines), and Bank
Tosea-e-Saderat Iran (export promotion). At the end of 1992, the six commercial banks together had more
than 9,000 domestic branches and 55 foreign branches, while the four specialized banks had 821 domestic
branches. Beside the banks, there are insurance companies, pension funds, and investment and leasing
companies, the majority owned by the government. Iran's extensive banking and financial network
underwent profound reorganization in the 1980s, converting to profit-sharing modes of finance based on
Islamic principles and, in the process, establishing a variety of new deposit and lending instruments. At
the time these changes were being effected, monetary management was further complicated by the
multiple exchange rates and the large public sector deficits in the war years to 1988. From 1989,
monetary developments have in the main reflected the economic recovery that has occurred in the country
and the fiscal policies underlying that recovery.

2.32 Reflecting the onset of economic recovery, the rate of growth of broad money picked up from
about 18 percent in 1989 and averaged 25 percent per year in the period 1990-92. However, broad
money growth rose substantially to 35 percent in 1993 reflecting in part, the jump in expenditures and
increased a further 29 percent in 1994. Table 7 shows that a large part of the annual increase in broad
money in 1989-92 was reflected in expansion of credit to the private sector,'8 spurred by the post-war
growth policy involving progressive liberalization of commerce, agriculture, mining and some services
(e.g., transport and education). In the same period, reflecting the declining deficits of the general
government, credit to the Government became a far less important factor in the growth of broad money.
However, in 1993 the flow of credit to the Government and to public enterprises accounted for 54 percent
of the total increase in domestic credit while in 1994 it accounted for 50 percent.

2.33 Credit to public enterprises was a relatively minor factor in 1989. From thereon, however, these
entities faced higher credit requirements owing to higher costs associated with exchange rate
depreciations, coupled with incomplete pass-throughs to consumers. These requirements were
accommodated and credit to public enterprises grew significantly. By 1992, about a fifth of the increase
in broad money resulted from growth of credit to public enterprises.

2.34 Until the beginning of 1991, monetary management deployed credit ceilings, among other direct
measures."9 Formal bank-by-bank credit ceilings were abolished in 1991 and replaced with guidelines to
the banking system for sectoral allocation of credit.' These guidelines are overseen by the Bank
Supervision Department of the Central Bank. Some form of direct credit control, intended to be
temporary, was reintroduced in 1993 in response to the external payments arrears that emerged from mid-
1992. This involves Central Bank approval of loans to the public sector and oversight of individual
commercial bank loans to the private sector. In addition, an import prepayment scheme was introduced,

18/ It should be noted, however, that the available data on the private sector include quasi-public enterprises as well as enterprises owned
by public banks.

19/ Including administratively determined deposit and lending rates, reserve requirement ratios, and, until 1992, a requirement to hold
government bonds in an amount equal to 36 percent of demand deposits.

20/ In 1993, these guidelines were: agriculture and irrigation, 19 percent; industry and mining, 36 percent; construction and housing,
30 percent; commerce and services, 8.5 percent; and exports, 6.5 percent.
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requiring importers to deposit up to 100 percent of the value of a Letter of Credit (LC) at the time the
LC is opened.

TABLE 7: MONETARY AGGREGATES AND INDICATORS, 1989-94

1989 1990 1991 1992 1993 1994

(Billion of Rials at the end of year)

Net foreign Assets 761.9 1323 1190 1450 987 3203

Net Domestic Credit 22,526.9 26844 33142 40056 53727 68229

To Government 11,673.6 11643 12234 12277 15676 20465

To Non-financial Public Finms 1,155.8 2044 2611 4190 7276 9732

To Private Sector 9,697.5 13157 18297 23589 30775 38032

Other Domestic Assets (net) -4,254.2 -4778 -5100 -5068 -5606 -8064

Broad Money 19,034.6 23388 29231 36438 49108 63368

Money Supply 9,262.7 11614 14243 16941 23385 31956

Quasi-Money 9,771.9 11774 14988 19497 25723 31412

Offsets to Expansion of Broad (Percent of GDP)
Money

Net Foreign Assets 2.74 3.6 2.4 2.2 1.1 2.5
Net Domestic Credit 73.3 66.1 60.3 57.3 52.5

To Goveriunent 42.01 31.8 24.4 18.5 16.7 15.7

To Non-fnancial Public Firm 4.16 5.6 5.2 6.3 7.8 7.5

To Private Sector 34.90 35.9 36.5 35.5 32.8 29.2

Other Domestic Assets (net) -15.31 -13.0 -10.2 -7.6 -6.0 -6.2

Memomndum Item:

Ratio of Broad Money to GDP 68.50 63.8 58.3 54.8 52.4 48.7

Source: Statistical Appendix Tables 2.1 and 6.1.

2.35 Other monetary control instruments employed by the Central Bank include deposit and lending
rates, and reserve requirements. Deposit and lending rates, most still set by the Central Bank, have been
adjusted at various times but, by and large, they have been negative in real terms. Following upward
adjustments in 1991, and again in 1992, deposit rates currently range between 8.5 percent and 16.5
percent, depending on maturity (Statistical Appendix Table 6.3), while lending rates are between 9
percent for agriculture and 16-18 percent for industry (Statistical Appendix Table 6.4). Lending rates
to trade and service sectors have been determined competitively by banks since 1991; most recently these
rates were between 24 percent and 28 percent, a little above inflation, which averaged 22.7 percent each
year in 1991-93.21

2.36 The Central Bank itself has two credit facilities for a fixed maximum amount available to banks:
a rediscount window charging between 14 percent and 16 percent; and an overdraft facility at rates of
20 percent to 34 percent depending on the size of the overdraft. While banks have not made significant
use of the rediscount facility lately, they have used the overdraft facility to cover reserve deficiencies.
Reserve requirement ratios for commercial banks are specified for each class of deposit, diminishing as
the term of the deposit increases. In 1993, these ratios ranged between 10 percent for five-year deposits
to 30 percent on demand deposits. Specialized banks, by contrast, faced a uniform reserve ratio of 10
percent (Statistical Appendix Table 6.5).

"I Inflation measured by the GDP deflator was 29 percent.
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2.37 Thus far, it is clear that Iran has relied mainly on direct instruments (credit guidelines,
administered deposit and lending rates, reserve requirements, Central Bank rediscount and overdraft
facilities) of monetary management. The difficulty with instruments like credit guidelines and
administered deposit and lending rates is that prices of capital no longer reflect scarcity (the wrong types
of investments are financed) and, in addition, financial savings are discouraged. Rediscount and overdraft
facilities, moreover, tend to encourage credit expansion because banks justify the need for Central Bank
support on the basis of credit already extended. In this manner, the principal objective of monetary
policy in the country, namely containment of inflation, is continuously at risk. To handle such risk
efficiently, it will be important in future to shift towards more indirect tools of policy (discussed in the
next chapter).

Price Developments

2.38 In the early part of 1989-93, annual inflation, as measured by changes in the CPI, was nearly
halved, to reach 17 percent in 1989 and 18.6 percent in 1990 as budget deficits in those years were
reduced. In the following two years, 1991 and 1992, the budget deficit remained at 2.2 percent and 1.2
percent of GDP respectively. However, a combination of credit expansion to the nonfinancial public
enterprises and the private sector, plus exchange rate depreciations and the lifting of price controls pushed
up inflation to about 20.7 percent in 1991 and 24.4 percent in 1992. Though the budget deficit rose
sharply in 1993, inflation remained around the previous year's level (however, the GDP deflator jumped
by 34.8 percent).22 The Central Bank estimates that roughly half of the observed inflation each year in
1991-93 was attributable to increases in administered prices, the other half being the result of underlying
pressure on the general price level.

Tsabe 8: CHANGES IN CONSUMER IN CONSUMER PRICE INDEX, 1989-93

Relative 1989 1990 1991 1992 1993 1994

(%) (Percentage change over preceding year)

Food. Beverage ard Tobacco 37.3 5.34 4.3 24.4 28.7 23.0 37.4
Housing 11.1 36.97 7.6 19.6 24.5 18.9 21.7
clothing 23.6 17.17 22.1 12.3 9.6 15.6 39.3
Household 7.2 20.69 3.1 6.2 12.5 20.9 42.5
Transport and Communication 7.9 10.98 22.1 33.6 22.4 20.7 44.7
Waler, Fuel and Power 1.5 36.97 7.6 21.6 40.1 17.3 8.0
Health and Medical Care 3.9 17.24 14.6 30.2 54.4 42.7 40.9
Education and Social Activities 2.0 -0.24 -7.5 7.5 12.4 30.8 48.3
Other Goods and Service 5.4 14.20 17.6 15.2 14.0 37.1 44.6

weighted Irndex of All Items 100.0 17.37 9.0 19.6 21.6 33.6 28.4

source: Central Bank of Iran, 'Arnual Review 1990'; and Statistical Appendix Table 9.2.

2.39 Over the past five years, pricing policy has been reformed continuously in Iran in the general
direction of reducing the scope of direct and implicit subsidies to producers and consumers, and
dismantling the state price enforcement apparatus. At the beginning of the period, 1989, there was an

?JI At the time of unification, the weighted average of the three exchange rates then existing was about Rls 515 per US dollar. The
unified mid-rate was set at Rls 1600 per US dollar, a three-fold depreciation. The market-related unified rate depreciated further
during Iranian fiscal year 1993/94, averaging Rls 1,648 per US dollar for that year.
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extensive network of official markets for 296 price controlled goods;23 by the end of the period, 1993,
the number had been reduced to fixed quantities of only 7 goods.'

2.40 The original subsidy system was financed through a combination of: (a) multiple, overvalued
official exchange rates, (b) a para-fiscal levy charged by the Organization for the Protection of Consumers
and Producers (OPCP) on those commodities imported at the preferential exchange rates that competed
with domestic producers,' and (c) budgetary subsidies. By the end of the period, the various forms of
financing had been rationalized and consolidated with the budget. The 1993 budget estimated the cost
of subsidizing basic goods would be Rls 2,367 billion (equivalent to 9.4 percent of estimated government
revenues and 2.5 percent of projected GDP), of which Rls 1,837 (or 78 percent) would be for wheat and
sugar. It should be noted that these basic goods subsidies are not targeted but that they are provided in
limited quantities only. The cost of subsidies effected through OPCP is estimated to be 2.8 percent of
GDP in 1994 with 71 percent for wheat and fertilizer.

2.41 While the reforms described above represent solid achievements, the more so as they have been
implemented smoothly, there are still some difficult pricing policy issues facing the Government in the
energy sector and other public utilities. Despite a number of upward adjustments in recent years,26 the
domestic prices of most petroleum products remain below their economic costs as measured by border
prices, and the tariffs of publicly provided services such as electricity and urban transport are also
subsidized in that they do not cover costs. Petroleum product prices currently are about 10 percent of
border prices and average electricity tariffs are 20 percent of long run marginal cost. These numbers
indicate the magnitude of the subsidies on these products. The Government is undertaking further
adjustments to phase out such subsidies in order to reduce the economic inefficiencies and environmental
degradation associated with such pricing policies.27 Low-income households that would be adversely
affected by significant price adjustments should, of course, be provided appropriate assistance in the
context of the existing and future social safety net scheme.

2.42 The current social safety net in Iran is made up of a variety of social insurance and social
assistance and welfare schemes. The former (i.e., social insurance) schemes comprise: (a) insurance
operated by the Social Security Organization (SSO), (b) the Civil and Military Pensions Organizations,
and (c) branch-related funds (e.g., TV, radio, airlines, banks, etc.). Altogether, the insurance schemes
provide coverage at a minimum subsistence level for an estimated 40 to 42 million people. The latter

23/ Excluding energy (oil and power) products, water and services such as transport.

24/ Wheat, meat, sugar, rice, cheese, vegetable oil and medicines.

251 The OPCP also had another source of financing subsidies, called the "exchange rate difference". This source was related to the
import levy and became more significant as exchange rate reforms progressively shifted import items away from the preferential rates.
The so-called exchange rate difference involved the transfer of any capital gains resulting from changes in domestic prices in
conjunction with exchange rate reforms. The capital gains were made on the valuation of inventories and machinery by domestic
producers who benefitted from access to foreign exchange at preferential rates, and whose products were priced by the OPCP.

26/ Forexample, in 1992, theprices of natural gas wereraised 300 percent forindustrial users and 60 percent forhouseholds. Electricity
tariffs were raised, on average, 65 percent in 1993 and doubled again for 1994.

27/ A detailed assessment of the deleterious impact of past pricing policies on the environment in Iran and suggestions for reform are
provided in a recent World Bank report prepared in collaboration with the Government and the UNDP. See World Bank, Islamic
Republic of Iran: Environment Strateey Study, (Report No. 12806-IRN), 1994.
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(i.e., social assistance and welfare) schemes comprise: (a) the consumer subsidies described above, (b)
the assistance and welfare services of the Social Welfare Organization (SWO), a government agency, and
(c) assistance provided by several poverty- and group-oriented foundations. The social assistance and
welfare schemes cater to some 4 million people out of an estimated 10 million needy persons. A Bank
study found that, while extensive, the existing safety network provides an insufficient level of support,
much duplication of provision, and inconsistent definitions of poverty. Based on that report and on
extensive work done by official bodies in Iran, the Government is developing a plan to restructure the
existing assistance and welfare mechanisms into a public system of effective subsistence maintenance with
national coverage. The Bank report had estimated that the total budgetary cost of such a system, for
which about 10 million people could be eligible, would be about RIs 2,152 billion in 1993, equivalent
to about 10 percent of general government revenues that year. In 1994, the Government approved the
principle of a National Insurance Scheme.

Balance of Payments

2.43 Iran's balance of payments is heavily dependent on oil and remained volatile during the last few
years even as the country moved rapidly to restore oil production and export facilities damaged during
the 1980-88 war with Iraq. Efforts to diversify export commodities produced encouraging results, with
the value of non-oil exports rising over three-fold between 1989 and 1994, but could have been more
effective under a less biased trade regime. The import regime is highly restrictive and favors "rent-
seeking" activities, as opposed to non-oil exports, through a combination of exchange controls and
quantitative restrictions including licensing and bans. The reintroduction of strict exchange controls and
multiple rates (see para. 2.3) may have negative consequences for Iran's export growth prospects.28

2.44 The current account balance in 1989-94 was influenced largely by a sharp swing up and then
down in oil prices, as well as substantial growth in imports followed by severe import compression in
the last two years. Oil prices received by Iran rose 48 percent between 1988 and 1990 and then fell 42
percent between 1990 and 1993.29 Import volumes rose an average 26 percent each year in 1989 and
1990. Occurring when oil receipts were on the upswing, this rate of import growth could be sustained
with current receipts. Indeed, the current account almost balanced out in 1989-90. However, in 1991,
the volume of imports grew another 29 percent while oil prices turned downward. As a result, the current
account deteriorated sharply that year, to a deficit of US$10.3 billion, from a deficit of US$973 million
the year before.

2.45 The increase in imports in 1991 reflected, in varying degrees, the reconstruction needs of the
economy, the overvaluation of the exchange rate and anticipation of exchange rate unification at a
depreciated level, and the general relaxation of import controls, including devolution of letter of credit
(LC) operations from the Central Bank to the commercial banks. In spite of the main policy reforms
carried out since 1989 (see above), Iran has not been able to secure the needed access to medium--and
long-term (MLT) capital. The causes are complex and include not only political aspects but also, as
described in the next chapter, the perceptions of foreign creditors that the country must guarantee an
economic and business climate characterized by transparency with a predictable and consistent policy

28/ The variety of import taxes, including Customs duties and the CBT, played a marginal role either because they were redundant in
the presence of QRs or because, when binding, the operative ad valorem rates were very low since Customs valuation used the basic
official exchange rate (Rls 70/US$1) to assess import duties. The anti-export bias of Iran's trade regime is substantiated in World
Bank, Islamic Republic of Iran: An Agenda for Trade Reform, Report No. 10999-IRN, August 4, 1992, especially Chapters 11 and
III.

29/ Meanwhile, starting from the low base at the end of war, oil export volumes rose 25.5 percent between 1988 and 1990 and another
20.3 percent between 1990 and 1993, slowing down as these exports neared available export capacity.



Page 20

framework. With limited access to MLT capital, Iran filled the large current deficit in 1991 mainly with
short-term credit and use of official reserves. The main instruments used were short-term import
financing credits in the form of usance LCs, often with insurance cover provided by export credit
agencies (ECA). In addition, the National Iranian Oil Company made oil pre-lift agreements, a form of
borrowing against future oil deliveries.

2.46 In 1992 oil prices remained weak. While imports too were lower that year than in 1991 (owing
to further effective depreciation of the rial and tighter monitoring of LCs, the large amount of short-term
loans acquired in 1991 presented Iran with extraordinary payments obligations during 1992. The situation
was exacerbated by an estimated 15 percent appreciation of the currencies of Iran's main suppliers
(Germany, Japan, Italy, France) against the US dollar, in which most of Iran's export revenues are
denominated. Thus a tight cash flow situation developed from mid-1992 onwards, leading to payments
arrears totalling US$2.2 billion by the end of 1992.

TABLE 9: SUMMARY BALANCE OF PAYMENTS. 1989-93
(In US NMillion)

1989 1990 1991 1992 1993 1994

Merchandise exports, FOB 13081 19305 18661 19868 18080 19054

Oil and gas 12037 17993 16012 16880 14333 14604

Other goods 1044 1312 2649 2988 3747 4450

Merchandise imports, FOB 13448 18330 25190 23274 19287 12683

Services (net) -2324 -3148 -4919 -5094 -4508 -2990

Receipts 798 892 881 846 1235 711

Payments 3122 2256 4038 4248 3273 2279

Private Transfers (net) 2500 1200 1200 1196 1200 1200

Current Balance -191 -973 -10248 -7300 -4515 4581

Capital Account 3261 1584 5460 3734 4450 -2929

Medium and Long Term (net) 1026 -74 267 -348 915 -222

Short Tern (net) 2235 358 4393 3282 -5665 -3007
FDI and Other capital 1300 800 800 300 300

Errora and Omissions 741 -960 2689 1230 -2762 -3303

Overall Balance 2329 -349 -2099 -2340 -11727 -1651

Financed by:

Exceptional financing 0 0 0 2786 10785

Changes irn NPA /a 349 2099 176 -79 -1232
Changes in arrears 0 0 2164 9020 -7902

Memorandun Item:

Oil Export Volume (TBD) 1823 2224 2460 2397 2184 2220

la Minus sign denotes accumnulation.

Source: Bank Markazi Jomhouri Islami Iran.

2.47 At the outset of 1993, in efforts to control the build-up of external arrears, the Government
intensified demand management with measures such as the exchange rate depreciation and introduction
of an import prepayment scheme (paragraph 2.35). Furthermore, bilateral arrangements were made to
refinance about US$3.6 billion of arrears plus forthcoming maturities on non-insured credits of
commercial banks of some of the supplier countries. The Government had expected that these measures,
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in conjunction with projected 1993 oil receipts of US$16 billion, (which implied virtually no change from
1992), would enable the country to settle the remaining arrears and service maturing debts on schedule
in the course of 1993 and 1994.

2.48 In the course of 1993, while merchandise imports were cut back sharply (17 percent in value
terms), oil receipts fell much below the projected amount as oil prices fell further, averaging
US$12/barrel and resulting in a shortfall close to US$2 billion. Thus the current account deficit remained
high at around 6 percent of GDP in 1993. Intensive efforts were kept up to reschedule overdue and
maturing debts but, as no such arrangements could be completed, the stock of arrears increased, reaching
US$10 billion at the end of 1993 and US$11.2 billion by end March 1994. In view of the external
financing constraints and the desire of the authorities to regain creditworthiness, imports were curtailed
drastically in 1994 (in value terms they fell by around 34 percent) so that the current account turned from
a deficit of US$ 4.5 billion to a surplus of US$ 4.6 billion in 1994. Successful refinancing agreements
with creditors and a current account surplus resulted in a net reduction in arrears by US$7.9 billion and
a decline in total outstanding debt in 1994. Specifically, Iran incurred new arrears of US$ 3.6 billion
with regard to LCs opened before the beginning of fiscal year 1994 but it reached agreements with
creditors amounting to US$ 11.5 billion covering both arrears and maturing LCs.30 The refinancing
operations resulted in short-term debt being reduced by US$ 10.9 billion to US $ 6.7 billion.

External Debt Developments

2.49 Iran maintained an impeccable debt servicing record throughout the long war with Iraq in 1980-88
and entered the 1990s with a very low external debt relative to its income and exports. It also began its
post-war reconstruction in 1989 with a legislated and clearly manageable limit (US$27.4 billion
equivalent) on the amount of external loans it would seek over the five-year period 1989-93. However,
from mid-1992, for reasons explained above, the country incurred large payments arrears. In the period
1989-94, Iran's receipts from merchandise exports grew at an average rate of 9.4 percent per year.
However, if growth during 1989-90 is excluded, when merchandise exports grew by 47.6 percent, the
average growth rate falls to -0.1 percent. During this period, the country's stock of external debt grew
at around 47 percent (in 1993 the debt stock was 116.6 percent higher than that of the previous year) per
year.

2.50 While Iran's total debt stock (around US$23 billion in 1994) still equals only 35.6 percent of
GDP, it is quadruple the amount it was in 1989 and, until the restructurings were effected from March
1994, the bulk (76 percent in 1993 and 30 percent in 1994) of it was short-term. The largest increases
in short-term debt occurred between 1990 and 1992, and they were contracted not only for trade finance
but also for some long-gestating investment projects which, normally, should have been financed with
MLT loans. The accumulation of short-term debt was the principal element behind the increased level
of indebtedness between 1989 and 1993.

2.51 Among Iran's major creditors are OECD governments in Europe and Asia. They lent extremely
limited amounts directly, which, in September 1993, amounted to only US$100 million. The bulk of
lending, whether by creditors, commercial banks or project owners, was not guaranteed by either the
Government or the Central Bank. However, Central Bank guarantees apply to rescheduled credits.

30/ Of the agreed amount of USS 11.5 billion, USS 10.8 billion was refinanced and the remaining USS 0.7 billion was in cash.
Typically, the refinancing agreemnents reached by 1994 had maturities of 6 years (with 2 years grace and 4 years of repayment),
interest rates around LIBOR, downpayments ranging between zero and 10 percent and guarantees by the Bank Markazi.
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2.52 The private sector extended three specific types of short-term credit to Iran in recent years: (a)
suppliers credits granted specifically by exporting OECD companies (German and French companies, plus
Japanese trading companies), amounting to about US$1400 million by end-March, 1994; (b) oil pre-
financing by Japanese companies amounting to US$862 million; and (c) non-guaranteed short-term
commercial bank credits, including interbank lines, amounting to about US$870 million. Most of these
private credits were rescheduled in April 1993 for one year and were due between December 1993 and
April 1994.

2.53 In terms of currency composition, Iran borrowed mostly (from European countries) in European
currencies, with a greater concentration in currencies than in countries. Close to half of MLT debt was
denominated in German marks and another one-fourth in Japanese yen. Since 80 percent to 90 percent
of Iran's export receipts were in US dollars while only a third of its import payments were invoiced in
dollars, the country was running a significant currency risk. Over the last five years, the US dollar
depreciated against European and Japanese currencies, increasing Iran's cost of servicing its external debt
and, in no small part, exacerbating the problem of payment arrears.

TABLE 10: EXTERNAL DEBT AND DEBT INDICATORS. 1989-94
(In millions of US$, unles Indicated)

Est.
1989 1990 1991 1992 1993 1994

Total Debt Stock /a 5926 6219 10880 15977 23039 22693
Medium-& Long-Term 1862 1797 2065 1716 5423 15986
Short-Term 4064 4422 8815 14261 17616 6707

of which: in Arrears (0) (0) (0) 2164 11184 3282
DebtServiceAccrued 457 655 803 2996 11390 13361

Principal Repayment 124 225 184 2357 10525 9977
Interert Payment 333 430 619 639 865 3384

MLT Debt 44 28 41 91 172 355
Short-Term Debt 289 402 578 548 693 3029

Debt Service Paid 457 655 803 832 1255 5772
Principal Repayment 124 225 184 193 390 2388
Interest Payment 333 430 619 639 865 3384

MLT Debt 44 28 41 91 172 355
Short-Term Debt 289 402 578 548 693 3029

Debt-to-UDP Ratio (*4 5 7.1 11.1 13.9 30.1 30.6
Debt-to-Exports Ratio (X) /b 43 30.8 55.7 77.1 119.3 114.8
Debt Service Ratios (%) Ic

Accrual Bais () 3 3.2 4.1 14.5 59.0 67.6
Cash Basis (%) 3 3.2 4.1 4.0 6.5 29.2

Memorandum Items:
GDP (US$ Mn) 122952 88084 98057 114786 76634 63716
Exports GAS (Us$ Mn) 13879 20197 19542 20714 19315 19765

/a Debt outstanding & disbursed. The classification of the debt stock and debt service payments into MLT and short-term are
approxirnations only, based on definitions employed in the Bank. Official Iranian data use a different definition of extemal debt
maturities. Those data define any debt that is to be repaid in a current fiscal year as short teem, whereas debt repayable in the very
next fiscal year and beyond is defined as MLT. In such definition, changes in the stocks of short-term and MLT debt do not
correspond to the flows.
/b Exports refer to goods and all service receipts.
Ic Ratios of debt service payments to exports of goods and services.
Note: T7h debt to GDP ratio in 1994 is based on the official exchange rate.
Source: Statistical Appendix Tables 2.1, 3.1 and 4.1.
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TABLE I: KEY ECONOMIC VARIABLES, 1989-93

1989 1990 1991 1992 1993 1994

Incentive Indicators
Weighted Average Exchange Rate /a 416.0 511.0 579.0 1224.0 2041.0

(Index, Base (1988=100) lb 137.4 168.8 191.2 404.2 674.0
Annual Change (%) 37.4 22.8 13.3 111.4 66.7

Real Interest Rate /c
Short-Term Deposit Rate (%) -9.5 0.0 -10.6 -11.6 -22.1 -14.4
Termi Lending Rates (%)

Agriculture -8.0 0.0 -10.6 -12.6 -17.6 -12.4
Industry -4.6 4.0 -6.6 -5.6 -15.6 -10.4
Housing -4.6 5.0 -3.6 -5.6 -18.6 -13.4
Commerce & Other Services -4.6 10.0 -1.6 -3.6 -9.6 -4.4

Index of Real Wages (1988=100)
Minimum Wages 85.1 94.1 131.2 146.7 --- ---
In Large manufacturing Firma /d 95.2 107.4 133.5 --- --- --

Private Construction Sector /d 100.6 101.0 97.1 95.0 --- ---
Ratios of Domestic Agricultural
Prices to International Prices (%)

Wheat /C 74.1 91.7 72.2 70.8 103.7 --

Rice L/ 136.7 172.4 115.2 135.5 168.6
Sugarbeet /e 5.3 10.4 9.4 10.0 13.9 ---
Tea ... 12.3 12.4 14.3 16.7 ---

External Trade Indicators
Volume Index of major Exports (1988=100)

Crude Petroleuin 115.3 126.4 139.8 136.2 124.1 126.2
Carpets 105.9 148.4 321.1 289.9 344.6
Fruitand Nuts 119.9 118.7 179.7 185.1 205.3 ---
Industrial Goods 50.0 93.4 242.2 337.7 393.7 --

Commodity Terms of Trade
Index (1988= 100)
Annual Change(%) 99.14 113.9 91.8 95.2 75.8 ---

-0.86 14.9 -19.4 3.7 -20.4
79.1
4.3

/a Weighted average exchange rate as published in the International Financial Statistics of the International Monetary Fund..
lb Increase denotes depreciation.
/c Nominal rates adjusted by changes in the CPI.
/d Wages, salaries and fringe benefits.
/L The domestic prices are guaranteed floor prices; domestic rice prices are for high quality grain.

Source: Statistical Appendix Tables 3.1, 3.2, 6.3, 6.4 and 9.1; Central Bank Annual Reviews, 1369-71; and Bank staff estimates.

2.54 Once arrears emerged, the risk of lending to Iran was perceived to have increased as did thus the
potential cost of loans to the country. Short-term trade finance for Iran's imports of consumer and
intermediate goods too became more expensive as discounts on Iranian LCs rose in conjunction with the
arrears. In practice, the overseas suppliers of Iran's imports would add the discount to the prices of the
commodities supplied.31 Rough estimates indicate that the extra cost of imports Iran incurred this way
amounted to about US$1.8 billion in 1992 and US$3 billion in 1993, additional costs the country could

31/ In practice, this is accomplished in one of two ways: an overseas supplier either (i) increases the price by the amount of the discount
and pays that increase (called the "sweetener' in the trade) to bankers arranging the finance, or (ii) charges the price for a high-quality
product but delivers a lower quality product. The second practice is more common in supply of commodities. Until the first quarter
of 1992 the discount was around 5 percent of the value of an LC. As arrears emerged from mid-1992, the discount crept up
progressively to around 10 percent by the end of the year. This trend continued, with the discount reaching about 25 percent by the
end of October 1993; reportedly, bankers were reluctant to deal even at that high a rate of discount.
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ill-afford at a time when its terms of trade were on a declining trend and when it still needed to
implement a large backlog of reforms and reconstruction. By 1994 however, Iran had concluded
refinancing agreements for most of the arrears it had incurred.

Condusion

2.55 The reforms Iran carried out during most of 1989-93, the period covering its FFYP were
generally well considered. The Government's reform program focused appropriately on reducing fiscal
deficits and on progressively correcting the exchange rate and other price distortions in the economy.
Substantial progress was achieved in these areas, particularly during 1989-92. The evolution of key
economic indicators over the last five years is reflected in the various price and trade indicators shown
in Table 11.

2.56 On completion of the reform program, expenditure decisions for consumption as well as for
investments would have been made facing economically appropriate relative prices. However, as Iran's
terms of trade improved in 1989-90, some rather large expenditure and short-term borrowing decisions
were taken while quite critical pricing measures--notably, the unification of the exchange rate and the
adjustment of deposit and lending rates--had not yet been implemented or had been delayed. As a result,
the economy suffered acute savings-investment imbalances, especially in 1991-92. The Government made
efforts to redress that situation from 1992, mainly via exchange rate action. However, Iran's terms of
trade, which had declined sharply in 1991 and had remained unfavorable in 1992, deteriorated beyond
expectation in 1993. In addition, fiscal and monetary policies continued to be expansionary, leading to
high budget deficits, and high inflation putting downward pressure on the rial. Under those circumstances,
the country's short-term import and debt servicing capacities were severely strained, necessitating
agreements to restructure and refinance debt outstanding to major creditors.

2.57 While the financial difficulties of the very recent years constrained economic growth, the
Government has remained convinced that economic performance can be improved in the longer term
mainly by pressing on with the macroeconomic policy reforms and institution-building initiated during
the FFYP. To that end, an important element of Iran's SFYP strategy is to further strengthen the
macroeconomic policy framework guiding the planning and development of public and private
expenditures and institutions. Accordingly, some macroeconomic policies and related actions for the
medium-term are suggested in the next chapter.
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Chapter III

KEY ECONOMIC POLICY ISSUES

A. Introduction

3.1 Iran has defined its development strategy for the 1995-99 period in a series of documents which
constitute the Second Five Year Plan (SFYP). Box 1 on the following page summarizes its main
objectives. The purpose of this report is not to analyze the Plan, but rather to provide an analysis of the
development issues facing the Iranian economy over the next years. Both the SFYP and this analysis
are based on the assumption that Iran's main development objectives for the medium term are to advance
the market orientation of the economy and to improve the living standards of the population. At the
macroeconomic level, the key to attaining these goals will be to deepen the policy reforms undertaken
during 1989-93. Those reforms had focused on strengthening the overall incentives framework while
providing generalized food, fuel and other subsidies to the population. In the next stage of the reform
process it will be important to deepen macroeconomic stabilization, to rationalize the incentive structure,
and to better target public assistance. This chapter identifies key policies in these areas.

3.2 There are three considerations underlying the identification of those medium-term policy priorities
selected in this report and presented in this chapter. First, Iran's success during the FFYP in reducing
the general government deficit will need to be reinforced in the face of static oil revenues and rising
essential expenditures. Second, while the preconditions exist for the further development of the financial
sector in Iran,32 there are outstanding issues that will need to be addressed to complete financial sector
reforms. These include financial repression and potentially conflicting roles assigned to the Central Bank.
Third, the evolution of Iran's external debt situation in very recent years has underscored the need to
design a sound debt management strategy so as to avoid disruptions in the flow of imports and other
international transactions essential to economic growth. Other important policy areas need to be reviewed
in order to complement the reforms suggested here. Two of these areas require an urgent review;
namely, privatization and private sector development, and the structure of public expenditures.

B. Resource Mobilization

3.3 The need to mobilize domestic resources over the medium term stems from several factors
confronting Iran at present. First, oil income, which provides around 70 of Treasury revenues, is
projected to remain flat or even decline in real terms. Against this outlook for revenues, the SFYP aims
at reducing a large backlog of reconstruction expenditures in, for example, irrigation, transport, water
supply and power facilities. There are also unmet current expenditure requirements for upgrading
agricultural, education and health services. Transitional safety net expenditures will be needed to support
those adversely affected by ongoing and intended exchange rate, price and public enterprise reforms. In
addition, given the substantial refinancing of external payments arrears arranged by the Government
recently, debt service expenses are expected to be high over the next several years.

32/ As indicated among the findings of a separate Bank report 'The Islamic Republic of Iran: Capital Markets and Financial Institutions",
Report No. 13153-ERN, 1994, the basic legal structure is in place, the authorities have started privatizing public enterprises and it
seems that the existing financial institutions in Iran may not be plagued with the massive problems affecting banks and institutional
investors in some other developing economies.
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BOX 1: SECOND FIVE YEAR PLAN - OBJECTIVES AND KEY POLICIES

Agreement has been reached in the Iranian Parliament on the following objectives and policies to be pursued in the Second Five Year
Plan (1995-1999).

Exchae, and Trade Policies

The objective is to improve Iran's international competitiveness; to achieve this, the fbllowing policies will be pursued:

* Reunification of the exchange rate.
* Establishment of customs tariffs at levels commensurate with external competitiveness and providing sufficient protection for

domestic production.
* Elimination of all tariff exemptions for all producers (public enterprises, foundations, etc.)
^ Facilitation of entry to reduce monopolies.
* Participation in international and regional organizations.

Fancial. and Monetary Policies

The objective is to direct savings to manufacturing and directly productive activities through:

* Issuing of bonds.
* Ensuring of greater flexibility in the rules and regulations governing financial institutions.
* Rationalization of interest rates (profits) in the banking system.
* Expanding the mandate of the specialized banks.
* Attracting private cooperatives and institutions into the banking sector.
* Establishment of private non-bank financial institutions.
* Elimination of government borrowing from the financial system.
* Maintenance of monetary growth in line with GDP growth.
* Further encouragement of the stock market.
* Preparation and implementation of the new Foreign Investment Law.
* Establishment of new entities in the private sector such as mutual funds.

Fiscal Policy

The objectives are to increase efficiency in the use of public resources, current and capital, and to facilitate the implementation of
ongoing projects. This will be achieved by:

On the revenue side,

* Increase in direct tax revenues.
* Elimination of tax holidays.
* Improvement in tax administration.

and, on the expenditure side,

* Reducing involvement of government in provision of services, transferring these to the private sector.
* Gradual elimination of subsidies, especially in the oil sector (kerosine, gasoline, gas oil, bunker fuel) and in water, electricity,

post and communications sectors with a better targeting of benefits to lower income groups.
* Priority given to ongoing investment project.
* Greater push for privatization.
* Reduction in the size of government through integration of ministrieslinstitutions with duplicative functions.

Population Policies

Measures to be taken to reduce the rate of population growth.

Employment and Human Resources

* Expanding support for small and medium scale industry.
* Encouragement of cottage industries, especially in the rural areas.
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3.4 While the above factors would make it difficult for the Government to maintain zero fiscal
deficits, there is, fortunately, considerable scope for mobilizing public savings, provided timely action
is taken and sustained each fiscal year. This section outlines some possible measures the Government
could implement to improve budgetary savings over the medium to long term. As elaborated below,
significant unutilized revenue potential could be tapped by adjusting the domestic prices of petroleum
products, eliminating current exemptions on income and import taxes, and introducing a general sales tax.

Adiusting Petroleum Product Prices

3.5 Thus far in Iran, the Government has obtained oil and gas revenues only from export receipts.
Proceeds from domestic sales of oil and gas have been retained by the oil and gas companies to meet part
of their operating costs. The reason these proceeds meet only part of company operating costs is that
domestic prices of petroleum products have been kept at a small fraction of average costs. The current
prices of kerosene, gas oil and fuel oil, for instance, are between 5 percent to 10 percent of costs, while
the price of regular gasoline is 30 percent of its cost. As a result, proceeds from domestic sales have
remained very small while domestic consumption of petroleum products has grown at a fast rate,
averaging 10 percent per year over the last five years, absorbing about a third of total production (see
Statistical Annex, Table 8. 1). The gradual removal of the massive subsidy to petroleum products would:
(a) rationalize domestic energy consumption; (b) have a beneficial impact on the environment; (c) improve
the prospects for sustaining the present level of oil exports (in the context of saturated reserves);
(d) improve the allocation of resources and, in turn, prospects for sustained long-term growth; and
(e) generate additional revenues for the Government.

3.6 The Government has indeed decided to adjust domestic petroleum prices towards border
equivalent prices over the next five years. This would involve raising the prices of petroleum products
significantly. The 1994 prices of gasoline, kerosene and gas oil are, respectively, RIs 80, 20 and 15 per
liter, and the prices of fuel oil and other products are, respectively, Rls 10 and 20 per liter. Each of
these would need to be raised significantly. As all these prices are adjusted, NIOC's profits would
increase and could be transferred in full to the budget. In 1993, the Treasury obtained practically no
revenues from domestic sales of petroleum products. By adjusting the prices of these products, a
precious source of receipts would be created given the extent of the gap at present between domestic and
international prices of petroleum products and the need to raise revenues in the short term. The budget
for 1995 introduced an excise tax on the consumption of petroleum products, which had the effect of
doubling petroleum prices.

3.7 The contribution of domestic sales of petroleum products could be raised from zero in 1994 to
8 percent of estimated GDP in the year 2000 by assuming that: (a) domestic consumption, which in
1992/93 reached about 1.1 MBD of petroleum products, would slow down to 3 percent per annum; and
(b) a steady but sharp increase in domestic petroleum prices until international parity during the SFYP.
It would be important to announce the timetable for price adjustments in advance to help the private
sector in formulating its expenditure plans.33

33/ The specific assumption here is that gasoline, kerosene and gas oil prices would be raised to Rls 350 per liter by 1999. For fuel oil
and other products, it is assumed prices would be raised to Rls 110 per liter by 1999. So far, the Government has only authorized
a doubling of these prices applicable in March 1995, while most of them should be increased up to ten times to reach parity with
world-market prices.
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Eliminating Tax Exemptions

3.8 Iran's tax-GDP ratio (4.2 percent in 1994) being amongst the lowest for middle-income countries,
it should be possible to mobilize needed revenues from taxes. In fact, the Majlis, as well as the
Government, has stated its intention to tap this source over the medium term in order to reduce
dependance on oil revenues. Some progress has occurred already in the three main categories of taxes
(income, import and consumption).

3.9 For income taxes, the process of taxpayer identification and computerization of tax returns is
underway. However, various ad hoc exemptions have reduced the tax base, and the still relatively high
maximum marginal tax rate of 54 percent would appear to encourage evasion. The authorities agree that
exemptions should be reduced and codified and that the income tax structure should be consolidated with
a reduction in the top marginal rate. These measures, it is assumed, could raise the contribution of
income taxes from 3 percent of GDP in 1994 to about 6 percent of GDP in the year 2000O.

3.10 More progress has been made towards reforming the import tax regime. The proposed new tariff
rates could range from 5 percent to 35 percent but the bulk of imports would probably be taxed at either
20 percent or 25 percent. The new system should repeal all import duty exemptions to increase the
potential yield and simplify the administration of this revenue item. Doing so could raise the contribution
of import taxes substantially from its low level of I percent of GDP in 1994.

Introducing General Sales Tax

3.11 Although Iran does not yet have a broad-based general sales tax, Government officials intend to
present a redrafted VAT law to Parliament at some time in the near future with a view to levying the tax
on manufacturers and wholesalers in the first instance, and then gradually extending its coverage over
the next few years to co-operatives, jewelers, retailers of household goods, etc. A pilot study is
underway to identify and register the large potential tax payers. It is difficult to estimate the revenue
yield of the VAT without knowing the proposed rates and the coverage. However, the experiences of
other countries suggest that, when fully implemented, the yield could be in the range of 3 percent to 5
percent of GDP.

3.12 In the time that it will take to legislate and phase in the VAT, the Government could convert
existing specific excise taxes (paragraph 2.26) to ad valorem taxes. Also, nontax recurrent revenues
could be tapped by implementing needed increases in fees and charges for government services. By thus
adjusting excise and nontax revenues, the receipts from these sources could be increased somewhat, from
about 2 percent of GDP in 1993 to around 3 percent to 4 percent of GDP by the year 2000.

3.13 The above paragraphs only illustrate the potential for additional revenues. The Government will
need to consider next the feasibility and desirability of ;mplementing all the possible measures
simultaneously in the context of its other macroeconomic objectives. Though there exists potential for
raising public revenues, government expenditures will still need to be rationalized: as a percentage of
GDP expenditures (at 31 percent in 1994) are quite high. In fact, given the weak and volatile prospects
for oil export receipts, still the dominant source of total revenue, public expenditures will need to be
contained carefully for the country to establish and maintain fiscal stability while enabling the private
sector to invest and grow as envisaged in the SFYP strategy.

34/ This level, assumed feasible for Iran by the year 2000, was the level estimated for developing countries in Asia three years ago (see
World Bank, "Lessons of Tax Reform"; Washington, D.C.; September 1991; p.16 ).
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3.14 Iran's medium-term strategy appropriately recognizes the need to cushion vulnerable groups from
the adverse impact of price and other economic reforms. In this regard, it has become increasingly clear
in recent years that generalized subsidies are not an effective and affordable means of protecting the
vulnerable population. The most effective and affordable means will be to identify those requiring
transitional support and targeting them as recipients of adequate public assistance, preferably in the form
of direct cash transfers.

C. Financial Sector Development

3.15 There are two overriding reasons why financial deepening and a more indirect framework for
monetary control and credit allocation need to be emphasized in further reforms of the financial sector
in Iran. First, more developed and competitive financial markets, with their related instruments and
institutions can mobilize domestic savings better and allocate these savings more efficiently. Second, a
more indirect framework for monetary control and credit allocation will help the government to maintain
a steady, non-inflationary monetary policy by giving the authorities additional options for non-inflationary
financing of public sector deficits and for managing liquidity in the economy.

3.16 The key features of the present system were described in the last chapter, which noted the
existence of credit guidelines, administered deposit and lending rates, reserve requirements and the
Central Bank overdraft facility. This system will need to be developed by refining policy towards more
indirect means of monetary management, by fostering competitive markets for financial assets, and by
some key institutional reforms. A few measures in each of these areas are suggested in the rest of this
section, but detailed analyses and more specific recommendations concerning the financial sector and
capital markets will be found in a separate Bank report (see footnote No. 32).

Monetary and Financial Policy

3.17 The basic policy reforms needed at present are to: (a) separate the credit operations of the Central
Bank from its central banking operations; (b) establish the basis for using indirect tools of monetary
management; and (c) develop new financial instruments. At present, the Budget Law determines an
overall ceiling on credits to the government, its corporations and agencies. The Central Bank is then
charged with approving all credits, whether the funds are extended directly by it or by other banks. In
addition, banks are provided sectoral credit guidelines when extending credit to the non-public sector.
This deprives commercial banks of essential autonomy in extending credit. To help these banks become
more competitive and efficient, it will be important to abolish direct forms of credit control and
allocation, including administered lending rates.

3.18 To establish the basis for using indirect tools of monetary policy it will be necessary to develop
a market for short-term funds. A first step would be to introduce and develop a market for short term
Treasury securities, issued at a discount from par value, and to pay competitive rates of returns on
wholesale and interbank deposits of less than three months. As these measures are phased in, it should
be possible to gradually reduce reserve requirements. The current segmented and high levels of reserve
requirements (between 10 percent and 30 percent) impose a high cost on bank intermediation. Ultimately,
this cost is passed on to borrowers and depositors. The banks, moreover, report their monthly liquidity
position to the Central Bank with long delays, thereby reducing the usefulness of reserve requirements
as an instrument of policy.

3.19 There is clearly a general need to develop new types of securities covering the short end of the
market and particularly to encourage issues by private entities. Given that such new instruments should
comply with the principles of Islamic finance, most of the instruments would be asset-backed or indexed
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securities, like equity-linked certificates of deposits, shares of money market unit trusts or open-end
mutual funds, quasi-equity instruments, variable return debt securities, and industrial equipment leasing
contracts. In this regard, the Bank report on capital markets referred to above provides specific examples
of instruments that might be considered.

Capital Markets and Financial Institutions

3.20 According to the Bank report, Iran is equipped with most of the elements needed for the
development of a financial sector consistent with the needs of a growing market economy. However,
policy makers need to continue to move away from central planning and to guarantee an economic and
business climate characterized by fairness, transparency and efficiency. The legal and regulatory
framework is well-advanced, compared with many countries in Iran's income class and also in the region.
The privatization program represented a bold first step in a promising direction. Its failure to yield the
expected results of wide investor participation and capital markets development is linked to the excessive
presence of the state in the economy, to the uncertainties still pervading the investment climate and to the
need to fine-tune the technical implementation of the program itself.

3.21 Iranian banks are large, impressive institutions with thousands of branches throughout the
country. However, their lack of independence, and lack of profit orientation and risk assessment
capability prevents them from playing a key role in resource mobilization, in improving the efficiency
of resource allocation and in the monitoring and governance of productive enterprises. The stock
exchange could also play a key role in the mobilization, allocation and pricing of capital in Iran. Its
independence, transparency and efficiency need to be demonstrated to allow it to attract a substantial pool
of domestic and also foreign private investors. Finally, Iranian financial markets lack a sufficiently
diversified set of instruments. New instruments and markets are needed to allow policy makers to
manage monetary and financial policy more effectively.

D. External Debt Management

3.22 The bunching of external payments obligations in the past two years, along with the decline in
Iran's terms of trade, underscores the need for a cautious medium-term external borrowing strategy
stressed recently by official bodies, including the Majlis and the government Cabinet. While Iran's total
debt and its medium-term debt service obligations are still low relative to the country's income and
exports, the stock of debt has risen rapidly dominated by short-term loans.

3.23 For about a decade, starting in 1979, Iran eschewed most forms of external borrowing. Starting
in 1989, it began borrowing limited amounts of project finance, following the inception of the FFYP.
In that period, Iran obtained medium-term private financing only under the insurance umbrella of overseas
export credit agencies. Progression to other forms of financing where commercial lenders or private
investors take Iranian country risk on their books--such as syndicated loans from commercial banks and,
eventually, public bond issues--is likely to evolve only very gradually.

3.24 Iran would benefit substantially from external capital in its efforts to continue developing various
promising sectors of the economy and to complete the backlog of reconstruction works. In acquiring such
capital, it will be important to establish and maintain a strong debt management strategy. Operationally,
this would call for: (a) sound management of the country's reserve assets; (b) a suitable strategy for
liabilities management and enhancing capital market access; and (c) an efficient system for managing the
external debt database.
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Reserves Management

3.25 The management of Iran's foreign exchange reserves is the responsibility of the International
Affairs Department of the Central Bank. Policy decisions are taken by a Committee on International
Reserves under the chairmanship of the vice-Governor in charge of Foreign Affairs. This committee,
reviews weekly cash-flow projections, market developments and other relevant information, and decides
how to invest any surplus cash flows, shifts, if any, in the currency composition of the portfolio, and any
liquidation of securities to meet cash flow needs. Decisions are then transmitted to the trading staff who
execute the transactions. At the moment, eligible investments include: deposits with commercial banks
(80-85 percent of reserves); and investments in Government notes and bonds (15-20 percent of reserves).

3.26 The investment philosophy thus far has been a pure cash management approach concerned with
having cash available in various currencies to service current transactions and external debt. When Iran's
payments situation is normalized, and its reserves grow, a more comprehensive investment approach
would become justified in view of: (a) the potential gains in foreign exchange revenue; and (b) the
opportunity costs of not managing the financial risks (namely, currency and interest rate exposure and
commercial bank credit risk) associated with a large pool of assets. The new approach would aim not
at taking greater risks, but at learning how to recognize and deal with financial risks in order to minimize
them.

3.27 As a prerequisite to adopting an investment approach, Government would first need to improve
the efficiency of reserve management operations. Such improvements could be effected by some reforms
suggested here. The first would be to consolidate the institutional framework, whereby the Central Bank
should formalize its investment policy framework by designing official "rule documents." These
documents could consist of: (a) an "Investment Authority," describing the general philosophy and the
investment policy that need approval by the Board of the Central Bank; (b) "Operational Guidelines,"
providing a detailed list of eligible instruments, counterparts, limits, and acceptable practices; and (c)
"Procedures Manuals" for investments, settlements and accounting, setting out the methodology and
operational responsibilities for various tasks.

3.28 The second reform would be to strengthen credit risk management. This would involve
formalizing the management and control of credit risk through: (a) setting portfolio limits on bank
exposure; (b) establishing minimum standards of creditworthiness for bank placements; (c) setting limits
by banks; (d) preparing regular management reports on limit usage; and (e) developing a credit risk
management unit within the Central Bank.

3.29 The third reform would be to reinforce the back-office team. This team currently comprises a
small number of people who oversee from 100 to 150 Central Bank accounts with foreign institutions,
enter investment and foreign exchange transactions into the accounting database, and establish timetables
of cash inflows, outflows and net balances. The back-office also coordinates the preparation of a weekly
report to an Investment Committee and, occasionally, prepares statistical reports on portfolio income and
holdings. These tasks are all performed manually, which places a high burden on the staff, increases
possibilities of errors and limits the scope for improving the efficiency and safety of cash management
operations. The back-office team is thus clearly overloaded and should be reinforced.

3.30 The fourth reform would be to streamline currency risk management. The current policy is to
maintain a currency mix "close" to a benchmark consisting of the SDR basket. While this policy is well
conceived, it needs to be implemented in a systematic fashion by: (a) re-balancing the currency mix at
regular intervals; and (b) avoiding outright currency transactions between re-balancing dates.
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3.31 The fifth reform would be to strengthen accounting functions and internal controls, in particular
to link investment and accounting functions. Also, given the amount of transactions generated by the
management of reserves, it would be prudent to have an independent audit of the investment process to
ensure: (a) the efficient management of cash balances; (b) the ability of internal controls to detect errors
and prevent fraud; and (c) the integrity of financial statements.

3.32 Beyond streamlining and modernizing the present system as suggested above, the authorities could
develop a second phase of modernization designed to bring Iran's foreign reserve management system
to a level of sophistication comparable to what exists in OECD countries. In that phase, the main reforms
would involve: (a) designing a tailor-made "benchmark portfolio" in order to develop a full-fledged
reserve management operation; (b) developing a financial performance monitoring system, at the
individual and aggregate levels; (c) decentralizing the decision-making process; and (d) modernizing
systems and facilities (infrastructure, communication system, hardware, software, internal system support
unit in the Central Bank).

Capital Market Access

3.33 In recent years, most of Iran's foreign borrowing from sources other than multilateral lenders
were done by the five government-owned commercial banks. The Government has generally been averse
to issuance of guarantees to foreign lenders by either the Central Bank or the Ministry of Finance, on
grounds that foreign creditors should not require any credit enhancement on commercial bank credits that
are already government-owned.

3.34 Foreign creditors, however, do not appear to regard the commercial banks on nearly the same
footing as the Central Bank or the Ministry of Finance, as evidenced, for example, by the different rates
of insurance premia charged by HERMES depending on whether a particular export credit is explicitly
backed by the Central Bank or not. The creditors see the Central Bank as the repository of virtually all
the foreign currency reserves, and appear to doubt whether the individual commercial banks would have
ready and timely access to foreign currency as needed.

3.35 Ipdeed, it is not unusual for credit discrimination to exist between sovereign and
quasi-government borrowers during the early phases of international capital market access, as lenders are
often unsure of the real standing of the quasi-government borrowers. In this context, it should be pointed
out that many developing countries find it financially advantageous to offer explicit government
guarantees to foreign creditors, especially during the initial years of international market access, as this
often helps them obtain significantly more advantageous pricing terms. Given the foregoing, the
Government may wish to consider issuing guarantees to foreign creditors providing MLT loans to the
public sector for clearly viable development projects. If Government does guarantee a project, that
project and the implementing agency must then be closely monitored in view of the contingent liabilities
subsequently assumed by the Government. For, if the guarantee were to be called, the fiscal budget
would have to bear the cost. Also, the guarantees should be provided only for MLT loans acquired at
terms acceptable to the authorities. These terms should be spelt out in transparent guidelines to all
entities eligible to receive such sovereign guarantees.

3.36 Iran's commercial banks built up significant access to short-term trade finance over a relatively
short period, 1989-92, from a diverse group of large international banks. A typical trade-finance
transaction is one in which an Iranian purchaser of foreign goods negotiates deferred payment terms with
an overseas supplier for up to 12 months or so, and opens a letter of credit (LC) through a local
commercial bank. Contrary to standard international market practice as applied to many developing
countries, the Government does not permit confirmation of such LCs by foreign banks. This policy
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appears to have led to a flourishing business in "silent confirmation" of such LCs by foreign banks where
the overseas seller of goods pays a commission of around 4 percent to the foreign bank for effectively
accepting Iranian risk.

3.37 Thus, although on the face of it, Iranian commercial banks might obtain short-term financing
arrangements at around 50 to 75 basis points over LIBOR, the effective all-in cost is more of the order
of 5 percent if one takes into account the silent confirmation premium paid by the foreign supplier. That
cost is presumably recovered from the Iranian purchaser. There appears to be no advantage in not
allowing foreign bank confirmation of LCs. On the contrary, the silent confirmation mechanism may be
adding to the premium that foreign suppliers/lenders are indirectly charging for Iranian risk. In addition,
it appears to create some frustration in the minds of foreign commercial banks, who see the Government
stance as not facing up to the realities of the market place. Legitimizing the practice of foreign bank
confirmation of Iranian bank LCs would, at the very least, allow Iranian entities to take better control
of, and manage, the process by which Iranian credit risk is priced in the international market place. It
may even result in a reduction of the premium being charged for Iranian risk.

3.38 Foreign banks are also concerned about the lack of systematic data and information on the
country's external debt situation. These banks have to rely on sometimes outdated statistics published
by international agencies. Periodic financial accounts of individual commercial bank borrowers also
appear to be somewhat difficult to obtain. These information gaps are clearly seen as adding to decision-
making uncertainties on new transactions, which in turn may be leading the foreign bank creditors to
charge a higher risk-premium than they otherwise would. Accordingly, concerted efforts should be made
to maintain and supply information on current and projected external debt statistics as well as reasonably
current financial information on individual commercial bank borrowers to active and prospective foreign
lenders.

3.39 An important factor, especially for future borrowing, relates to the currency composition of
external loans. Given the relatively low pace of medium-term debt accumulation thus far, the choice of
currencies on new borrowing has not been a significant decision parameter. In future, however, this
choice could become important. In general, the present practice is for individual borrowing to be
denominated in the same currency in which payment is to be made to the foreign supplier or contractor.

3.40 The present practice can be considered reasonable, especially if the payment to the supplier and
the draw-down on the associated foreign currency financing are expected to take place in installments.
However, in cases where payment to the supplier and the drawing down of borrowing are expected to
take place in one quick tranche, and where flexibility exists on the choice of the borrowing currency, the
currency decision should take into account factors other than the currency in which payment is to be made
to the supplier: such factors include the relative borrowing costs in different currencies and the expected
currency composition of export earnings and other inflows.35

35/ Consider, for example, that a Deutsche mark payment made to a foreign supplier is to be financed. It need not necessarily be the
case that the associated borrowing should be denominated only in Deutsche marks. In fact, other things being equal, to the extent
that the bulk of Iranian export revenues are denominated In U.S. dollar terms, the low risk proposition would generally be for foreign
debt to be denominated in U.S. dollars as well.
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Extemal Debt Database

3.41 The responsibility for managing Iran's external debt data rests primarily with the Central Bank.
The current institutional and regulatory framework for managing external debt involves the following
entities:

The Committee for Allocation of Foreign Resources composed of the Minister for Economic Affairs and
Finance, the Governor of the Central Bank, the Vice President of the Plan and Budget Organization, and
the Ministers of line ministries concerned. This entity approves public sector projects to be financed by
external resources;

e the Steering Committee within the Central Bank sets guidelines for the terms and conditions of
external loans and approves each loan before signature by the commercial banks;

o the International Finance Department of the Central Bank coordinates negotiations between the
domestic commercial banks and foreign creditors;

or the Foreign Debt Department of the Central Bank is responsible for the centralized recording of
loans. This unit is also responsible for providing regular reports on the country's external debt
situation and projections for future debt service obligation.

3.42 Of the above entities and their functions, the most essential, and one requiring resources and
facilities as a matter of priority, has to be the information system. Improvements in the other functions,
while important, can be achieved relatively easily through issuing official circulars or establishing precise
guidelines. Thus it is important to: (a) further strengthen the debt recording and analytical capacities of
the Foreign Debt Department of the Central Bank; (b) complete the computerization of the debt
management system; and (c) consolidate all external debt-related information into a single repository at
the Central Bank.

3.43 Besides modernizing the computer system, efforts are under way to develop the organizational
framework to ensure adequate information flows. In this regard, it is particularly important to enact clear
rules for debt data registration. This would require commercial banks and other entities involved in
external debt-related transactions to report all information about their foreign activity to the Central Bank.
To enable the Central Bank to collate and analyze registered information, it will soon be important to
complete the plan to increase the staffing of the Debt Department.

3.44 Operational personnel in the Debt Department who will be using the computerized system should
be trained in the use of the entire system rather than its discrete parts for which they may be directly
responsible. Responsibilities could be broken up by creditor group (e.g., multilateral, bilateral,
commercial banks, etc.) rather than by function (entry of initial loan contract, rescheduling information,
etc.) which is the current practice. This will ensure the building of an overall, sustainable institutional
capability in the use of the debt management system and will minimize problems in recording and
reporting external debt information in the event of staff attrition.

3.45 In concluding, it should be noted that the task of strengthening debt management is a complex
one which will evolve over a period of two to three years. Besides reforms of asset-liability management
policies and practices as suggested to this point, the task should include training and equipping the
personnel and institutions involved in managing external assets and liabilities. Training programs will
vary considerably in scope from component to component. As regards reserves management and risk
control, international capital markets access and liabilities hedging, the pace at which the training needs



Page 35

arise and are addressed will depend upon the policy decisions to be taken by the Government. The World
Bank's experience in delivering technical assistance and advisory services in these areas has been that
training is useful as a precursor to country-specific advisory services. Occasionally there may be a need
for follow-up advanced training and/or specialized practical training.

3.46 In the above context, it is necessary to distinguish between the training needs of middle or senior
management and operational level officers. For the middle or senior level officials, the mode of training
could be participation in country-specific seminars and/or seminars organized for a group of countries
in a particular region. For operational level personnel, the appropriate mode could be educational
training accompanied by participation in country-specific and/or regional seminars. Finally, given the
configuration of responsibilities and work in the area of external debt between various institutions in Iran,
it will be useful if training participants are chosen from the Central Bank, the Ministry of Economic
Affairs and Finance, the commercial banks and major parastatals, such as the National Iranian Oil
Company.
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Chapter IV

MEDIUM-TERM PROSPECTS

A. Introduction

4.1 This chapter presents, in broad
quantitative terms, the evolution of the
macroeconomic and external accounts Table 12: MJEDIUM-TERM MACROECONOMIC PROSPECTS

over the medium term taking into
consideration: (a) the economic policy Period Average

reforms implemented in Iran during the 1995-2000

FFYP (1989-93) and analyzed in Real Growth Rates (% p.a.):

Chapter II; (b) intentions for further GDP at market prices 5.0

reforms over the medium-term in the Per-capita GDP 2.7

context of the SFYP and the related Exports of Goods & NFS 3.0

proposals put forth in Chapter III; and Imports of Goods & NFS 6.8

(c) the current outlook for world oil Share of GDP at market prices (%):

markets and the external debt servicing Fixed Investment 24.6

profile resulting from the recent ICOR 5.1

refinancing of arrears incurred since Domestic Savings 30.2

1991. As mentioned earlier, this report National Savings 27.9

does not evaluate the SFY Plan; it only Budget Deficit (-) -1.3

aims at providing a possible reform Exports of Goods & NFS 26.8

agenda to complement the SFYP Imports of Goods & NFS 22.2

objectives given Iran's growth and Current Acct. Surplus (+)/Deficit (-) 2.3

unemployment objectives.36 Reserves (in months of imports) 4.5

External Debt Outstanding (DOD) 17.7
4.2 As with all such exercises, the External Debt Service/XGS " 16.2

quantitative projections presented in this
chapter merely illustrate a consistent set
of estimates prepared by World Bank 1/ XGS denotes exports of goods and all services

staff showing the evolution of the
economy in response to key policy
measures with a focus on external financing needs and the country's creditworthiness. There is no
attempt at a detailed analysis of growth conditions and potential by sector. The projections should not be
taken as forecasts but rather as illustrating a possible growth path.

B. Economic Growth and Balance of Payments

4.3 Iran has strong potential for high economic growth over the medium-term, provided it goes on
to fully restore market mechanisms and private sector confidence as planned in the SFYP. To this end,
it will be important to deepen substantially macroeconomic stabilization with improved expenditure and

36/ The projections provided in this chapter are rough estimates and indicate the general direction in which the economy should develop.
Detailed analysis is hampered by the absence of sufficiently detailed data from Iran, (in particular, links between the production and
external sectors and the public finance and monetary sectors). The accounts presented here are based on a simple and consistent
projection model. The Iranian planning departments may wish to consider using a similar consistency tool not only to improve their
data system but also to prepare alternative scenarios for their annual programming and budgeting exercises and for external debt
management.
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revenue management. If Iran takes advantage of its potential and significant endowments, and what is
essential, implements a sound economic policy framework it could attain and sustain an equitable and
environmentally safe average growth rate of around 5 percent per year on average for the period 1995-
2000.37 In fact, over 2000-2004 it could do even better, and reach growth rates of 6-7 percent on average
per year by accelerating structural reforms. This is the challenge if the country wants to reduce
unemployment and improve living standards.

4.4 Underlying its growth potential are the country's many assets, including: (a) petroleum and, more
significantly, vast natural gas deposits; (b) sizable agricultural and water resources; (c) other valuable
minerals (e.g., copper, zinc, gemstones); (d) an extensive network of physical, industrial and social
infrastructure established with past oil revenues (some being, or in need to be, repaired from war
damage); (e) a pool of technically skilled workers alongside a class of adept traditional artisans and
traders; and (f) a large domestic market, combined with an advantageous location in the region.

4.5 The above assets notwithstanding, economic growth in recent years was constrained by the
scarcity and high cost of trade finance in the face of payments arrears. Thus, the remarkable average
growth rate of 8.1 percent per year achieved during 1989-92 is not a feasible objective for future FYPs
unless a different policy environment is in place. The latest accords to refinance payments arrears should
reduce the financial constraint somewhat.

4.6 In that context, 1994 began and 1995 continues (the first year of the SFYP) a crucial transition
period because Iran is determined not to fall into arrears again. The SFYP includes restrictive boundaries
on future indebtedness and debt servicing levels. The measures taken in 1994 (paragraph 1.4) to
reintroduce some credit and import controls and the new controls on the official exchange rate curtailed
imports drastically: imports are estimated to have fallen by almost 40 percent in real terms in 1994 from
the previous year's level. The short-term impact will be negative on industrial production and services.
The medium-term consequences of these measures on growth potential could be severe. To restore an
environment conducive to the adequate financing of external trade and domestic investment is a crucial
challenge for Iran. Based on the SFYP format, financial, business and also political authorities should
aim at clarifying the policy agenda (see Chapter III) and engaging in a constructive dialogue in order to
strengthen Iran's relations with its potential creditors and investors. For the near future Iran may find
it advisable to enhance growth by encouraging foreign direct investment and by accelerating structural
reforms to promote exports rather than by relying heavily on external borrowing.

4.7 The main sources of medium-term growth, underpinned by continued reforms of the exchange,
trade and price systems, are expected to be the commodity-producing sectors. In particular, the shift in
relative prices towards tradeable goods (brought forth by depreciation of the real effective exchange rate)
would sustain agricultural and industrial growth and thus, non-oil exports. Agriculture could benefit also
from more institutional support, and increased food production could lower the external trade deficit.
Iran has the second largest natural gas reserves in the world, and gas could advantageously replace oil
as the major export while, moreover, contributing importantly to electricity generation as well as
providing the basis for competitive petro-chemical and metallurgical industries.

4.8 Reducing unemployment and shielding the disadvantaged from the social cost of policy reforms
will be important objectives. It requires sustaining a GDP growth rate during the SFYP which enables
a modest growth of real incomes and consumption per capita to take place. The growth of total

37/ 1995 is treated as a projection year (the Iranian fiscal year ends in March 1996). Present indications are that growth in 1995 will
be lower than 5 percent; however growth could be higher than 5 percent later in the period (maintaining the average of 5 percent over
the period) provided that the reforms discussed in the report are enacted quickly.
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consumption, however, should remain below that of domestic income in order to raise domestic savings,
which will need to be strong to finance critical investments, meet projected debt service payments and
otherwise restrain borrowing requirements. Such a stance could be attained with measures proposed in
the preceding chapter; those measures included adjustment of administered prices, elimination of income
and import tax exemptions, introduction of a generalized consumption tax (VAT) and, to encourage
savings, liberalization of bank deposit rates.

4.9 Provided further that the fiscal measures noted above are carried out, government revenues, both
oil and non-oil, could be increased, enabling a recovery in much needed public investments, as well as
giving the Government the means to finance a targeted social safety net program. With the suggested
fiscal reforms, moreover, public sector budget deficits would be reduced substantially and be balanced
by the end of the period. The private sector would obtain increasing access to necessary credit, as
planned in the SFYP. Credit requirements of the private sector would also be met more efficiently with
the monetary policy reforms and the financial market development measures suggested in Chapter III.
Those measures, and close monitoring of credit to the public sector, would, in particular, enable
Government to synchronize fiscal and monetary policies in a stable framework. This synchronization will
be essential to maintaining Iran's export competitiveness and ultimately strengthening its balance of
payments.

4.10 Iran's balance of payments has been volatile in recent years. For the foreseeable future, oil will
continue to dominate the country's merchandise exports, which averaged roughly US$18 billion per year
in 1989-93, with about 85 percent from oil. Oil income appears to have levelled off as the country has
reached its OPEC production quota and oil prices over the medium term are projected to remain virtually
constant in real terms.38 When developed in the long run, gas could provide substantial export earnings.
However, the real impact on export growth will probably only be felt in the next century.

4.11 Export earnings over the medium term could be raised with concerted efforts to promote non-oil
exports, comprising traditional items (e.g., carpets, fresh and dried vegetables and fruits, spices,
handicrafts) and more modern manufactured goods (e.g., canned foods, fresh flowers, electrical goods,
fabrics, paints, petrochemicals). These exports have responded strongly since 1991 to exchange rate
incentives (notably, the floating rate and the abolition of foreign exchange surrender requirements)
accorded to non-oil exporters. From an average of around US$1 billion a year in 1988-90, non-oil
exports reached US$3.7 billion in 1993 and an estimated US$4.5 billion in 1994. Under the SFYP Iran
expects to export US$5 billion of non-oil goods on average annually over the next five years. With
appropriate policies this objective could be exceeded.

4.12 While export earnings can, thus, grow steadily, Iran's import needs are also expected to be high
in the medium term as the Government liberalizes the trade regime further, adjusts the fiscal regime to
provide incentives to the private sector, and undertakes reconstruction and growth-related investments.3 9

Meanwhile, Iran's terms of trade are not expected to decline further after 1994. However, it is important
to note that the MT projections are optimistic with regard to the level of imports required to achieve the
projected annual average growth rate of 5 percent.

38/ With domestic demand rising rapidly at current highly subsidized prices and with more difficult and costly extraction because of
depleted reserves, the volume of oil left from domestic production for exports could remain at its level of 1992. It was in fact,
somewhat lower in both 1993 and 1994.

39/ One difficulty of these projections is to evaluate the future structure of the National Accounts in a context of drastic adjustments of
all commodity and service relative prices and the return to a unified, market determined exchange rate (a SFYP objective). This also
has an impact on the appropriate level of imports of goods and services needed to sustain a given GDP growth objective.
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4.13 The basic projections suggested by this report assume that Iran will effectively implement the
appropriate reforms starting in 1995 and throughout the rest of the decade and, therefore, Iran's ratings
in, and access to, financial markets will improve over time. The projected rates of average growth of
GDP and other key indicators are summarized, along with recent performance, in Table 12. One key
objective is to raise total fixed investment to an average of 24.6 percent of GDP during 1995-2000 as the
basic prerequisite for growth targets during 1995-2000. Of course, to reach higher levels of average
growth, during 2000-2004, investment will have to rise further to roughly 30 percent of GDP. To sustain
the higher growth scenario which Iran's human and natural resource potential implies, beyond 2000,
Iran's access to international financial markets would need to be increased gradually.

4.14 The balance of payments projections take into account the broad agreements reached to reschedule
arrears that had accumulated through the end of Iranian fiscal year 1993/94.4 To meet its debt repayment
obligations, Iran is projected to run a current account surplus on average for the next few years. One
possible source of financing, which has not played an important role during the FFYP, is foreign direct
investment (FDI). With the proper policy environment (and as shown by other countries going through
a similar reform path) FDI could provide large inflows of foreign exchange as well as valuable technical
know-how. It is assumed that FDI will increase substantially in Iran over the medium-term.

4.15 The above projections indicate that Iran can be considered to have a sound potential capacity for
servicing its external debt. The stock of debt outstanding and disbursed (DOD) would average about 18
percent of GDP during 1995-2000 (falling to 11.4 percent at the end of the decade) compared to about
36 percent at end-1994. Debt service payments would similarly average 16 percent of goods and services
exports compared to 29 percent at end 1994. This capacity, however, will be conditioned by the depth
and pace of economic reforms as well as by developments in world oil and natural gas markets. Thus,
should the oil prices projected at present, soften by, say, US$2-6 per barrel (lower boundary of the price
band identified in Bank projections) during 1995-2000, the current account deficit could widen on average
by US$4-5 billion per year. In such an event, Iran's debt servicing capacity would be severely impaired
and the country would find it very difficult indeed to adjust to the external shock.

4.16 In view of the tight cashflow and reserves positions envisaged over the medium term, Iran and
the creditors concerned would need to consider closely the options that might be available to cover
financing shortfalls. Large short-term borrowing would nullify the benefits of having restructured the
short-term payments arrears through 1993 in the first place. The SFYP implies a strategy in which
annual imports would be cut further to meet any shock induced financing gaps. This form of adjustment
could have a very negative impact on growth and thus on future debt servicing capacity.

4.17 Over time, the means to reducing its external vulnerability would be for Iran to complete ongoing
reforms and reconstruction, and to thereby reduce its dependence on oil prices. To improve its access
to world capital markets, Iran's first priority should be to adhere to the arrangements made to settle the
payments arrears incurred over the last two years. Strengthening its capacity for mobilizing new money
(which would require smaller current account surpluses) requires demonstrating its ability to re-establish
a perfect record of prompt payment and to make regular and steady progress on macroeconomic reform,
and in particular, in the fields detailed in Chapter 111. Then, new external borrowing would need to be
contracted very carefully on maturities and terms closely matching the country's projected cash inflows.

40/ The rescheduling agreements amounted to medium-term commitments for Iran at about LIBOR maturing in six years, including two
years of grace. In other words, for debt rescheduled in early 1994, repayments of principal would begin in 1996 and be completed
in 1999.
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ANNEX A: IRAN- COMPLETED SECTOR WORK

(As of October 1995)

1. Agricultural Sector Note: A StrateEy for Reconstruction and Growth; Report No. 10549-IRN;
May 1992.

2. An A2enda for Trade Reform; Report No. 10999-IRN; August 1992.

3. Industrial and Mining Sector Study; Report No. 10867-IRN; March 1993.

4. Services for Agriculture and Rural Development; Report No. 11956-IRN; June 1993.

5. Designing a National Social Assistance Scheme; Report No. 12079-IRN; June 1993.

6. Fertility and Family Planning in Iran; Report No. 12191-IRN; September 1993.

7. Environment Strategy Study; Report No. 12806-IRN; February 1994.

8. Capital Markets and Financial Institutions; Report No. 13153-IRN; 1994.

9. Education. Training and Labor Markets Sector Study; Report No. 13233-IRN; 1994.

10. Transport Sector Review; Report No. 13962-IRN; 1995.
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STATISTICAL APPENDIX

Table
No.

POPULATION AND EMPLOYMENT

1.1 Population, Labor Force and Employment, 1980-92
1.2 Employment Index of Large Manufacturing Establishments, 1980-90
1.3 Employees' Compensation Index of Large Manufacturing Establishments, 1980-92

NATIONAL ACCOUNTS

2.1 Gross Domestic Product by Industrial Origin at Current Prices, 1980-92
2.2 National Accounts by Expenditure at Current Prices, 1980-92
2.3 Gross Domestic Product by Industrial Origin at Constant Prices, 1980-92
2.4 National Accounts by Expenditure at Constant Prices, 1980-92

BALANCE OF PAYMENTS AND TRADE

3.1 Balance of Payments, 1980-92
3.2 Value of Non-oil Merchandise Exports, 1980-92
3.3 Distribution of Non-oil Exports by Countries, 1985-92
3.4 Composition of Merchandise Imports by End-use, 1980-92
3.5 Origin of Merchandise Imports by Countries, 1985-92

EXTERNAL DEBT

4.1 Summary of Total Debt Stocks and Transactions, 1980-92
4.2 Public and Publicly Guaranteed MLT Debt, 1980-92

PUBLIC FINANCE

5.1 Summary of General Government Finance, 1980-92
5.2 General Government Revenue, 1980-92
5.3 General Government Expenditures, 1980-92

MONEY AND BANKING

6.1 Monetary Survey: End-year Stocks, 1980-92
6.2 Monetary Survey: Annual Changes, 1980-92
6.3 Bank Deposit Rates, 1985-92
6.4 Bank Lending Rates, 1980-92
6.5 Reserve Requirement Ratios, 1989-92
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Table
No.

AGRICULTURE

7.1 Output, Cultivated Area and Yield of Major Crops, 1980-92
7.2 Production, Imports and Prices of Agricultural Inputs, 1980-92

ENERGY AND INDUSTRY

8.1 Production, Exports and Domestic Consumption of Oil, 1980-92
8.2 Official Domestic Retail Prices of Oil Products, 1980-92
8.3 Production of Electricity, 1985-92
8.4 Consumption of Electricity, 1980-92
8.5 Production Index of Large Manufacturing Establishments, 1980-92
8.6 Natural Gas Production and Uses, 1980-92

PRICES

9.1 Price Indices, 1980-92
9.2 Consumer Price Indices, 1980-92

EDUCATION AND HEALTH

10.1 Number of Schools, Classes and Teachers, 1980-92
10.2 Number of Students by Educational Establishments, 1980-92
10.3 Number of Physicians, Dentists and Hospital Beds, 1980-92
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TABLE I.h IWAN - POPULATION, LABOR FORCE AND EMIPLYME71T, IS0-93
(a in -on permo)

19S0 1955 196 1957 19tl 199 1990 1991 19i2 1993
1359 1364 1365 1366 1367 1365 1369 1370 1371 1372

TIal Popueaiak 33.3 47.4 49.4 50.5 51.3 53.0 543 55.J 57.2 53.
Urban 13.3 25.5 26.3 27.6 25.7 29.6 30.6 31.5 DA n.m
RunL 19.5 22.1 22.6 22.9 23.1 23.4 23.7 24.0 ft.s D.m

Labor Force 10.9 12.1 12.8 13.2 13.6 14.0 14.3 14.7 15.1 15.2
Urban 4.9 6.4 7.0 7.4 7.7 *.0 8.2 *.5 n.m La
Rural 6.0 5.7 5.5 5.3 5.9 6.0 6.1 6.2 n.m a.

Total Eployad 9.3 20.3 12.0 11.5 12.1 12.4 12.3 13.1 14.2 14.2
Urban 4.5 5.5 6.0 6.4 6.9 7.1 7.4 7.6 n.4 n.m
Rual 5.0 5.0 5.0 5.1 5.2 5.3 5.4 5.5 n.m 1.m

aMW on C_muac caried out in 1916 ad 1991.
Soure: INm Center or 9Sm.
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TABLE 12: IRAN - EM YNYMIlT INDEX OF LARGE MANUFACTURING ESTABUSElM b 1/, 1961653
(1982-100l

1915 1986 19S7 19U 1939 1990 1991 99 1993
1364 1365 1366 1367 1368 1369 1770 1371 1372

Gren" Index 11.4 114.0 110.3 111.1 111.2 114.7 120.3 120.6 114.8

Food, bcveangc A tobacco 104.2 102.5 100.4 101.9 101.5 105.4 109.5 310.4 107.0

extiles, clothing A laer 112.7 111.4 110.3 109.9 107.6 106.0 111.3 110.1 104.9

Wood A wooden produeta 123.0 128.3 128.3 128.3 138.7 143.1 143.3 139.6 129.9

Paper, cardboard & relted 106.4 103.8 91.0 95.4 93.5 98.6 107.4 1063 107.6
product

chemicals 119.4 117.3 114.6 115.1 117.3 122.9 132.6 332.1 126.2

Non-metallic Iniraja 112.2 109.5 109.2 106.4 106.5 106.7 113.0 114.5 111.8
(except oil & coal)

Buai mdals 141.8 134.1 131.1 136.2 143.5 152.2 154.3 144.1 138.4

Machinery&metalUi equip 128.0 116.6 106.4 107.1 106.4 113.0 124.9 122.0 118.7
mewl & products

I/ Excludes supr industry and aslughheAoue; riseal yeas ending MiLrch 20.
Source: Central BDk of Ima.
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TAKIE 1.3: RAN - EMP`LOYES' COMESA1ON INDEX OF LARGE MANUFACTJURING ESTABLISS1MM TS I/. 19S0-93
(1982- 100)

1935 19W 1987 198 199 1990 1991 1992 1993
1364 1365 1366 1367 1363 136 1370 1371 1372

Commal1d- 149A 146.6 155.9 173.7 1".7 245.5 365. 47X.7 597.3

Pood. bev-'c & tcbo 138.5 137.3 152.8 176.3 200.4 247.2 342.2 470.2 531.2

Tet1. dcathag A kr 144.6 144.3 157.6 177.9 191.5 2165 319.3 409.2 484.5

Wood oipmdwa 143.2 150.5 166.1 190.3 216.7 262.3 396.9 527.5 631

Paper. caxd & aelud 137.1 128.2 143.6 159.3 182.2 219.1 321.3 457.9 577.5
praodua

Chlouls 144.0 144.3 159.1 192.6 217.0 276.0 411.7 537.5 655

Nom-uanlUc slums 133.2 133.3 152.3 167.7 184.0 221.2 330.5 422.4 573
(excpt od i cda)

BDic meuls 133.2 177.6 191.0 225.2 265.0 355.2 436.3 593.9 756.2

Mdbaney & miuUc eqaip- 155.6 133.9 144.2 164.9 186.2 237.0 379.4 507.5 651.5
me & procuda

I1 Ezdude. mgp laims gad almgbaAsua; find yen eucd Mmb 20.

Source: Ccaiol Bak ofIm.
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TABLE2.1: UIAN -GROSS DOMEI M P RODUCr Y IND4USTRAL ORIGIN, 29093
( UIiL Riam at _ prki)

19W I915 1916 1917 19M I9n 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

CDPSI m ket rl a "U. 4 1SMl.4 I S IJ 1D/49.1 j z77. 34 4 21*4 'J OU3.' jA 1

Net b2,m isam 161.3 607.6 612.9 665.0 550.5 753.3 339.6 1434.3 261.7 91.9 -12DD

GrCs Dara. Pied. et 1hdw Cm 6471.1 1671 15614. 194.0 21733.4 270=8 357.0 4976 44A 10711.7 132242.

4gHvkia' 116(4 3109.5 3752.9 491.1 52( 7 6669.9 19.1 11221.6 153R10 19o"1 27Z4

Off 8346 14912 640 J93.7 916 17174J 3791 397 5M 7 16W.0 243

b m&ry 1265 27148 2M7 3317z 3769.0 46293. 6419.5 9772 129J27 IZM6 z,mo
M)im 31.7 104.7 102.5 111.0 109.5 13D. 173.2 261.5 349.7 495.0 636
Mmingiaw;Ds 613.2 1296.1 1354.3 1337.2 Z2.1 2906.4 4413.9 633.2 9211.0 123. 17903
W~amd Pase 72.2 139.7 162.6 232.0 260.7 304.3 395.2 554.4 84.3 1079.0 1310
Camezu 1e 540.4 1174.3 1152.9 1167J 1110.7 12`7.6 1437.S 2129.1 2S5D.7 3134.3 4145

Iser g i.3X136 Z3J.0 544. 1015±0 117U.3 1491.0 17123 216UI3 JGi744 4X17.0 54".0
Trals 561.2 Z3D.7 2753.4 35S6l. 44.13 5521 6541.6 645J. 123013A 14535.7 24
Trimmpmi s& mimlIi 560.1 122. 1132.7 1315.9 1491.4 2790.9 26S2.4 4371.0 5273.9 653no I99
Imaho ad _kma 307.4 139.6 121.4 166.9 2C4.5 212.0 35.2 540.4 72.3 9562 1142
Orsmbip me dnUi 4 646.9 1905.3 273.9 2352.3 279.9 3395.5 397.9 5351.3 615.2 57412. 11035
Publi W va 1172.4 1979.3 2343.9 2330.0 240.9 2606.3 3092.6 4230D.9 5326.7 3576.0 12444
P! wA mPN im 143.2 402.4 373.5 454.0 559.7 622. 317.2 2074.2 1403.4 1754.3 279
red bak dmvi 6.9 -192.6 46.4 42.0 6.1 -136.9 .147.J .276.6 509.5 .674.1 -959.0 -1041

Nmdl GDPatFC 5432.5 13677.6 12470. I3903 20763.0 25314.3 31961.2 446329 35U62.1 7723.7 103309.0

Source: Ccnuml Beak Of IML
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TAMA M2 MAN - NATIOAL ACUN7 BY UMNDrrURB. 19W-H
(in ~Um ERh at am" p&m)

1 Ins 111 l97 1it" 199 1910 l9 l992 1993 1994
133 134 lm5 123 1367 234 139 1370 1371 I372 m373

CDP atF V.w Cad "Ms l7 1267.3 1314.9 193 2173.6 272.3 27. 45724 46.8 93736.7 12320.

No 2mgd am 161.3 67.6 5 12.9 5.0 Sims5 753 MA. 1434.1 206.7 91.9 -22

CD i r r"A lairn In*.$ i 2 1 MnI 11 4I5 MA 20U.

IhIuwe I/ -2n8 -15.0 *J61.5 -11A5 -34LO - Y *SAS .51144 -49 -5027 104)7.2
Bqm ofP.&mN?m 13.1 1251.2 53.2 07.0 15114.0 27.2 I0OSL0 93340 22343.0 2Z400 3997.0
lopsvedo pds m n HPl 10.0 122.2 9s.0 920.3 173So 3193.5 5lM. 14710. 115".9 2729.7 2309.3

r _c _. 135.# .121.0 ma. 5Q00o 4asl 3s 1o09 145d0 2336o 275450 101540
0r. P2nd bimdm 2 I4L. 27n9.0 2494.3 2604 295.3 3709.2 Mao. 20164.0 14542.0 2056.0 2791.0

? _. sm 743 sem3 24D.s 5s6L2 17SSA 3.2 3045.0 6604.0 83340 1067.0 17035.0
P- A ad" 667.9 2096.7 10193. I22o.S 1201.2 1424.0 26L20 4240.0 6003.0 9971.0 109LO0

ap is sea 519.7 sQ0 209LS 24125S 12953 29121.1 427.0 s15 0967.0 590. 2213.0

Tod C _d 4311.2 17J 1265 1J43,t 18102 21741.8 7s 36J1.5 4700 721507 SEM
oswinn comp237 IS.M 2126 207A 270.3 29l.7 3M2.7 4050 5S47.0 V7.0 1364.0 l96o
P ol .a2e. 3521.4 ga7.1 2o0467 122. 142405.S 2344I 2065s5. 334.6 40229 573o.7 6967L2.

Tdd Ekm.m. A_npk6o 49" 255. 14102.2 .IWLS rnni zuad mw 55221.5 M751.9 82.? i154as

9gI;j di&_nma *34.7 39.7 205.5 15 2L9 265.1 4.4 0.4 *0.5 0.6 0.0

CGo Omedi 3w2w 172S.2 3735.7 3417.5 35.LZ 4199.9 6 9 1 12uau 1OWA =129.9 4057l.2

Nd fadr bom, So oboe 23.6 .33.3 2L67 .39.*3 .22.4 .211.7 339.3 -731.3 -22.i -294. .3516.6
Nd mdTromin 0.1 0.0 0.0 0.0 0.0 545.5 4".2 623.2 59 24636 2449.2

Grs NUmd*W 6w o 1745.9 367L.9 D3n.9 4975.9 400.5 53 1u601111. 13413.7 1927A4 2123223 395.7

crn N.onel Podut .etM fl.0 jf
1

la5". J91.7 21287.7 27973A NM1 j97j 5439.1 91858.1 l22SZ.4

1/ Note: On udu dab we obbhe km Uw 9san6e d psymenfb in US ddlm _ d tbt 'Wa by an awurg bad_wlsgh4gd .chaag. g. vrown the9094 pwWd;
.is, is e_oo.li wit a -. e w dI_emJ. of mrAuinto fad.r g d afager, hm mmd a bak ia fina room 1920 owubdo.

Sowe: tCmL,a fik of Imm.
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TABLE 2.3: IRAN - GROSS DOMESTlC PRODUCT BY INDUSTRIAL ORIGIN, 19t0 1993
(ia btlli Risk *m 1962 rn)

19 0 1965 19t6 1967 193 1969 1990 1991 199. 1993 1994
1359 1364 1365 1366 1367 1366 1369 1370 1371 1372 1373

CDP at Makul Pkc J 121ff.5 1179.7 1S E4 10594.3 1106.2 1U31 0.5 13 5 14450. 147S. 15064.6

Not wand Wm 232.4 464.9 387.2 34S.3 233.7 266.9 265.3 356.4 401.3 12.8 -129

GDP at 3dai Coot 924 11753.6 1662 1373.2 14.6 1079.9 12045.2 13264.1 14049S 14772.2 15174.0

19149 25JZ6 265a5 2775.8 26M0 27460 296Z5 31212 3351.6 35S5.7 J69

Oil 6.1 1644 1403.0 159& 7 1754.0 18J9.5 22647 25167 2553.5 2645.3 249

L.6iwy 1874 2232.2 26Z57 2084.1 197&1 2109.1 2391.8 202.0 293322 3l0 331Ma
minig M53.9 71.6 62.3 65.5 56.6 58.6 63.1 63.4 72.2 76.3 M0
mommacSmig 964.8 1225.9 1148.0 1275.6 1301J. 1417.9 1643. 1940.3 2C02.4 2C22.4 D63
Wueruadpo.es 92.5 161.3 173.5 193.2 136.3 2D6.7 246.7 235.0 309.1 339.1 373
Cain1u 763.2 in.9 643.9 549.3 433.4 425.9 433.2 509.3 543.5 561.7 596

5ffww 0347.0 5309.4 43 433Z6 39&5 4S55.3 4421.2 4825.2 5212.2 5591.2 35O 0
Tnr 735.3 1 71.5 IN4.1 1042.2 1013.4 1063.9 1136.4 1257.9 1325.0 1370.1 1391
Trm.puuia.&e _mmfic. 903.4 906.9 735.5 642.9 599.7 654.9 796.2 9255 1032.2 1112.7 1123

1 _agm6m 450.0 140.6 113.0 73.0 74.1 67.3 101.5 122.0 140.3 152.1 134
Ouwnripmidwellihg 09.4 1400.5 1249.4 1272.4 2295.2 1237.3 1290.3 1333.5 1490.0 2555.0 2620
P i&reiw. 171625 1468.3 1226.1 2093.4 3D.3 *05.1 376.3 921.9 1003.0 1193.6 1221
P,iva berfvi 399.9 235.4 235.6 261.6 292.1 267.4 293.9 329.1 353.0 360.2 371
_iud book servi cervr. -292.0 463.3 43.4 -2.9 -49.7 -45.6 -.74 -120.7 -131.3 -152.5 -122

N-DIGDPrhFaaocCom 3362.3 2(079.2 9299.5 9137.5 306.6 8910.4 9730.5 10747.4 11496.0 12126.9 12673.0

MEMO (liAm Natlcoal Accum)
TcrefTr& I/ 94.7 *116.2 430.t .716.4 -1126.3 -1225.3 -1360.3 -2439.3 -1571.7 -1671.2 ....
GDPaFarCCot(lbrTO01) 9323.1 11607.4 9i61.7 10019.3 9234.3 9514.6 10664.9 22324.3 12477.3 13101.0

I/ lankn Nilian Aconm dfunidat
Sa,c. Cemnl Banmkoflrw.
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TA E 24: I.AN * NATIONAL ACCOUNTS BY ECPWEDmURE, 1960-94
anIIulla N aUt G=_m_9 2Im)

am1 IN 19 6 19 7 19a IW 19i0 a 1992 9i. 1994
1359 1364 1365 1366 1367 136f 1369 1370 1371 1372 1373

Gra D~llc h.dod IC 1121LA 11732.6 16392. 107362 14130.6 1970.9 12946. 1326.4. 14110.40 14712. 111174.6

No 'hm. w 232.4 464.9 317.2 34.3 233.7 266.9 25.0 356.0 41.0 33 -129.0

CDP at Imbd mgm no" JmJ 11fNA Iff94I3 16IIO* 1311.0 .J 145t.1 =. 1 1

R1w _w I 1 / 941 9S4 2742 551.5 9m1 mlI 979.0 8760 101.0 imo 220o
E dmt M'p 3 11111.6 1399J 127D.6 15S7.1 1729.5 1865.J 2253.0 2529.0 272.0 3155.0 3101.0

epemaouosmd N7 1174.7 13D5.4 946.4 1005.6 791.4 945.7 1274.0 1651.0 I27.0 132.0 635.0

O,wuDu.inikhw,smuwi 25Z75. 3410. 20752 25&4 1411.9 1760 2201.0 2760 5037.0 2245.0 1620
Gum hud bIU 111.4 2153.3 I45.9 1367.6 1143.6 1216.J 1379.0 1943.0 2377.0 2134A 295.0

p ov sedW967.1 1332.6 35.2 790.9 679.3 743.0 7660 1136A I00 1244A.0 2564.0
SuM., 612.3 390.7 710.7 569.7 4643 463.3 613.0 307.0 934.0 A.0 641.0

Ch insk 7269 26.0 411.3 697.1 23.2 549.2 S2.0 321.0 100.0 11.0 -579.0

Told C __nm 715 91.7 801. 7541" 756Z9 7516.5 911.0 9)7o 10273.0 0o47.0 11153.0
hwa _ _ commw" 531D.1 7260.6 6543.7 6141.3 6171.8 6327.1 7794.0 3521. 3721.0 927.0 930.0
Gwm.o _m m 1 .4 1696.1 1507.6 1402 1396.1 1139.4 13370 1450.0 352.0 I23.0 1953.0

Ttel DUNN& Abempl.. 63. urn. 1614.5 9463.5 U2l. S m-5 11332. 1274U I334 1229 9 1277.0

h3ah5dIi -1369 466. 6 097.0 930.5 6.6.4 394.2 6.0 0.0 00 0.0 00o

TmcI of ,ds.ff 84.0 -109.9 .66.7 .671.4 -1047.2 .1136.0 -130..0 -2.0 -237.0 *1671.0 -1673.0
Cacl la'u 9526A 1229.9 559.9 35.7 6t2.3 729.3 1190.6 077.0 1230.7 2209.9 1132.3

Neifaaw r 4f.1 4.2 .147 2.8 4.9 -16.9 15.5 67.0 197.0 107.0 297.0 246.0
No4t _ur mha 0.2 0.0 0.0 0.0 0.0 217.3 167.7 166.7 150.6 231.5 233.4

Gri 1kU3 Pludui P M .9 1!7! Simi 11075.6 11377.4 114W33 12373. IX17S 14553.0 JW2 I&=IJ

Grom Duoi. S rI 269.2 2533.7 2331.4 2609.9 2370.0 2636.1 3130.0 3642.0 417l.0 4031.0 392.0
G rm l4 um2Zah 2273.3 2519.0 2333.2 2602.0 2353.1 2701.6 3247.0 3639.0 42315.0 4325.0 4133.0

GrmDm i* 0, 9544J 12307.6 10419.0 10413.1 9547.1 9930.3 1093.0 12181.0 12379.0 13114.0 133670
Gm Nein_i _e 0543.9 22065.9 204.31 10404.2 9530.2 9946.3 10993.0 1237f.0 12216.0 13401.0 13613.0

MEM40: ftm Irn6p Nadmi A _ouis
Tsr cIuW Ihed 94.7 *116.2 430.3 *716.4 .1126.3 -121.3 -13S0.3 -1439.3 -1571.7 -1671.2 ....
GDP00. Pe. C (sAw TOT) 323.1 2l2O7.4 361.7 30919.3 9234.3 9524.6 10664.9 11324.3 12477.3 13101 ....
11 Nol6.2 6940 bM vs Oud.46 frau 3d Warm ml pe- .w in US dIbrwalad k nob br l ewrag dsw6adedwdp ral ove 0 o 1f94 pulett

dii....i mewAn e4. wod _ _ d 4 .inwmm ioa. hA. .W ma b .- d hamk ad ( 1 - w*,IWO ;
S .: Co.auj I rlm
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TABLE 3.1: IRAN - BALANCE OF PAYMENTS, 198094
(in million USS)

19S0 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Exports of GNFS 11 13069 14545 7413 12147 10953 13527 19369 18779 19939 18170 191S6
Merchandise (FOB) 12338 14175 7171 11916 10709 13081 19305 18661 19868 18080 19054

Oil & Gas 11693 13710 6255 10755 9673 12037 17993 16012 16880 14333 14604
Non-oil 645 465 916 1161 1036 1044 1312 2649 2988 3747 4450

Non-factor ervices 731 370 242 231 244 446 64 118 71 90 102

Imports of GNFS 1/ 16111 15314 12867 14377 12963 16466 20726 28788 27018 22293 14052
Merchandise (FOB) 10888 12006 10585 12C05 10608 13448 18330 25190 23274 19287 12683
Non-factor ervices 5223 3308 2282 2372 2355 3018 2396 3598 3744 3011 1369

Resource Balance -3042 -769 -5455 -2230 -2010 -2939 -1357 -10009 -7079 -4128 5104

Net Factor Income 1/ 606 293 299 140 141 248 -816 .1439 -1421 .1587 -1723
Factor Receipts 1004 393 365 206 223 352 828 763 775 1145 609
O/w:Invectment Income 1004 393 365 206 223 352 456 213 287 151 137

Factor Payments I/ 398 100 66 66 82 104 1644 2202 2196 2732 2332
Interest Payments 432 64 49 37 90 IS 78 85 157 143 377
Other Factor Payments -34 36 17 29 -8 86 1566 2117 2039 2589 1955

Net CurrentTransfers 2 0 0 0 0 2500 1200 1200 1196 1200 1200
Current Receipts 2 0 0 0 0 2500 1200 1200 1196 1200 1200

WorkersRemittances 0 0 0 0 0 0 0 0 0 0
OtherCurrentTransfers 2 0 0 0 0 2500 1200 1200 1196 1200 1200

Current Payments 0 0 0 0 0 0 0 0 0 0

CurrentBalance -2434 -476 -5156 -2090 -1869 -191 -973 -10248 -7304 -4515 4581

Debt & Capital Accotut
Long Term Capital (net) -5261 -160 802 719 -57 1026 -74 267 -348 915 -222

Recorded Debt 2/ -267 -267 -280 -203 -178 -127 -11 306 -438 864 -273
Others -4994 107 1082 922 121 1153 -43 -39 90 51 5I

Other capital, FDI & SHT 3/ -2977 704 2325 992 377 2235 1658 5193 4082 -2579 8078

Errors & Omissions -1011 -549 -856 -193 -593 741 960 -2689 -1230 2762 3303

Overall Balance -9661 617 -1173 -187 -956 2329 -349 -2099 -2340 -8941 9134

F1ncing
Arresrs (+ = increase) 0 0 0 0 0 0 0 0 2164 9020 -7902
Net reserves (- = increae) 9661 -617 1173 187 956 -2329 349 2099 176 -79 -1232

1/ There was a reclassificalion ofnonhator 3ervic.s in 1990.
2V Net disbursements based on recorded public and publicly guaranteed MLT debt (Iabic 4.1) up to
1989; bilaeral debt Including rescheduled for th* 1990-94 perdod based on official data.
3/Including debt refinancing in 1993 and 1994 amoundng to US$13.6 billion.
Source: Central Ban} of Iran.
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TABLE 3.2: IRAN - VALUE OP NON OIL MERCHANDISE EXPORTS, 1980^93 1/
(in .111ioo USS)

1980 1985 1986 1987 19S8 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 136S 1369 1370 1371 1372

TOTAL 645.2 465.0 915.5 1160 8 1035.8 1043.9 1312.2 2648.7 2985.3 3746.8

Agr. & Tradliional Goods 601.7 371.0 730.7 990.7 770.3 894.4 1038.4 1937.4 1994.4 2516.1
Caapes 425.1 115.1 356.0 482.1 308.8 344.7 509.1 1161.2 1105.0 1384.0
Codon 5.3 10.6 11.1 10.0 0.4 0.0 0.0 0.0 0.1 1.3
Presh and dry fruits 61.9 113.3 272.4 271.7 252.6 319.1 333.0 531.6 577.0 674.5
Skin and leathers 49.5 60.5 60.6 103.0 78.2 94.2 56.8 76.6 78.0 115.0
Caviar 15.3 19.8 15.7 33.9 43.5 35.7 43.5 35.3 31.1 32.3
Cuings 24.1 12.5 12.5 22.1 28.4 25.4 21.9 21.4 30.0 32.0
Oumtragacanth 0.4 2.1 2.1 1.7 1.7 2.0 3.6 2.3 3.6 4.0
COsin 1.6 1.1 8.7 7.8 8.6 12.0 19.5 28.7 38.8 27.0
Other 18.5 36.0 41.6 58.4 48.1 61.3 51.0 80.3 130.8 246.0

Meal Ores 19.5 30.0 24.9 38.3 32.8 26.9 32.3 51.3 21.2 39.0

dustrial Goods 24.0 64.0 109.9 131.3 232.7 122.6 241.5 660.0 969.7 1191.7
Dctergents and soaps 0.0 0.0 0.8 2.8 0.4 3.8 1.6 2.8 5.6 3.4
Inorgaic chemical products 0.2 4.5 11.0 17.4 32.6 34.2 15.9 40.3 17.7 29.5
Shoc. 2.8 3.0 1.4 4.4 0.2 0.3 0.2 7.1 22.7 11.6
Copperiqgots. sheets& wires 2.7 29.0 60.8 41.8 143.3 17.0 77.3 82.8 131.6 140.6
Ready-made cloths, knitware 10.5 8.8 15.4 9.9 6.9 5.4 11.7 23.5 55.6 36.5
and all kinds of fabrics

Cement, ateones, tiles and 0.1 0.8 3.3 10.2 4.5 6.2 4.2 5.2 4.5 6.2
coostnuctioo materials

Trmnsportatioovehicles 0.3 0.3 2.4 2.2 1.9 1.8 4.7 14.6 79.0 20.4
Other 7.4 17.6 14.8 43.1 42.9 53.9 125.9 483.7 653.0 943.5

11 Fiscal years ending March 20.

|Source: Central Benk of Iran.
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TABLE 33: IRAN - DlSllUBUlON OF NON OIL EXPORTS BY COUNTRIES, 1965-93

I9S5 196 2967 1968 19S9 1990 1991 1992 1994
1364 1365 1366 1367 136i 1369 1370 1371 1372 1373

TOTAL 465.0 915.5 1160.9 1035.S 1044.0 1312.2 2648.7 2987.7 3746U. 4450.

Aotria G3.0 15.1 1.2 12.1 17.1 17.7 29.7 37.3 46.3 23.0
DsIghin 2.4 9.4 11.6 7.2 8.4 10.4 40.5 18.5 24.7 13.0

1.6 4.5 *.1 8.0 11.3 13.2 29.S 50.7 74.5 53.0
-lw a 0.3 6.2 10.8 17.9 4.7 1.9 2.1 1.0 2.4 1.0

1.0 4.7 5.7 3.9 4.5 5.0 6.7 3.9 3.8 3.0
Fuw 4.3 16.9 29.2 19.2 25.7 36.1 62.4 *6.1 90.1 38.0

4.2 12.1 7.0 5.3 9.3 24.4 2S.5 17.4 32.0 3B.0
hIlay~ 54.1 a.s 116.0 106.9 134.3 159.0 210.5 22=.2 259.9 152.0

3.9 J2.9 31.9 36.9 52.9 52.1 70.9 25 106.9 96.0
Wx 30.3 22.0 90.9 63.7 22.3 26.9 59.3 0.0 0.0 0.0

- s- 0.0 0.0 0.0 0.0 0.0 0.0 0.0 139.3 32.9 .....
L*Imd Amsb Emima 65.2 163.3 155.1 145.8 143.6 152.5 390.0 336.1 351.7 152.0

. G _ 113.6 283.1 355.9 239.3 359.2 399.8 762.5 749.3 85.1 447.0
Odbx 176.1 296.5 320.4 319.6 250.2 413.2 955.8 1242.9 1730.5 3429.0

S Cwm Ca,Bel A of b
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TABLE 3.4: IRAN - COMPOSITION OF MERCHANDISE IMPORTS BY END-USE. 1980-93
(i milion USS)

1980 1985 1986 1987 19S8 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

TOTALIIMPORTS 10844 11408 9355 9369 8177 12807 1 877 29677 2970 20037

Raw Miter" & 1ntennediAe Coob 6207 7411 5461 5498 4829 754S 1184 124767 18195 12567
Induasties and mines 4580 5570 4017 4161 3492 5859 9574 120491 ha.
Cosruciin 517 391 405 407 424 488 830 1417 11a.
Services 770 1136 724 644 596 748 1117 2555 n.a.
Agr. and anima hbubandy 340 314 315 286 317 453 333 304 D.1.

C l8 C roo& 1738 2421 2199 2209 1369 2915 4363 "911 S212 SO0S
Indutries and mines 882 1100 1190 1223 1128 1375 2489 5531 n.a.
Services 708 1078 887 954 665 1421 1575 3772 .a.

Agriculbtre 148 243 122 32 76 119 299 608 n.4.

Consumer Goods 2899 1576 1695 1662 1479 2344 2505 3441 3141 2232

Others 0 0 0 0 0 0 0 0 522 152

Sousce: Iran Center of Statistcs
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TABLE 3.5: IRAN - ORIGIN OF MlERCHANDISE IMPORTS BY COUNTRIES. 1985-93
(in million US$)

1985 1986 1987 1988 1989 1990 1991 1992 1993
1364 1365 1366 1367 1368 1369 1370 1311 1372

TOTAL 11408 9355 9369 8177 12807 18722 29627 29859 20037

Argentina 472 254 381 159 457 545 458 433 363
Austrelia 315 243 327 216 451 684 395 235 302
Austria 250 163 146 161 226 450 580 552 394
Belgium 347 341 316 393 493 797 1212 1052 537
Bruzil 239 246 552 343 362 645 719 400 342
Deumark. 100 95 lOS 102 139 147 236 237 199
Frawne 69 48 91 243 266 489 1026 814 663
Italy 553 609 569 417 803 1499 2575 2869 1939
Japan 1609 1267 1053 836 973 1933 3176 3639 2341
Netherlands 289 293 232 286 410 576 827 666 374
Romasni 398 85 95 96 109 49 137.2 139 75
SoviitUnion 116 93 198 217 200 305 395 0 0
Spain 210 133 106 110 219 287 S25 313 IS5
Switzerland 389 229 212 215 306 546 793 760 525
S. Korea 292 234 242 127 477 635 729 669 469
Turkey 898 587 474 425 699 726 1020 661 408
United Arab Emirates 350 537 390 276 949 971 1400 1588 1120
U.K. 677 634 550 556 567 1015 1340 1668 1007
W. Germany 1900 1708 1795 1472 2024 3430 5993 6934 3997
Yugosa% is 119 86 102 124 169 210 536 152 73
Otbrtz 1816 1470 1433 1403 2508 2783 5255 6078 4754

Sairce: Cenital 1ISnk of Iran.
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TABLE 4. 1: IRAN - SUMMARY OF TOTAL EXTERNAL DEBT STOCKS AND TRANSACTIONS. 19S0-93
(in millionx USS)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

Total debt outsanding & dial 4508 5003 4769 3975 4169 5926 6219 10880 15977 23039
Medium- & Long-Term PPO e/ 450B 1336 1355 2280 2055 1862 1797 2065 1716 5423
Refinanced debt 0 0 0 0 0 0 0 0 0 2786
IMF Credit 0 0 0 0 0 0 0 0 0 0
Short-Term bi 0 3667 3414 1695 2114 4064 4422 8815 14261 17616

Total Diabuaemmai 265 87 42 11 157 0 139 438 1344 1577
Medium- & LAong-Term PPG 265 87 42 11 157 0 139 438 1344 1577
MLTnon guamnteaed 0 0 0 0 0 0 0 0 0 0
IMF Purchea 0 0 0 0 0 0 0 0 0 0
Short term

Total Principal Repaymente 532 354 322 214 334 124 225 184 193 390
Medium- & Loc-Term PPG 532 354 322 214 334 124 225 14 193 390
MLT non guaateed 0 0 0 0 0 0 0 0 0 0
IMF Repurchu 0 0 0 0 0 0 0 0 0 0

Total Chae 432 265 234 227 319 307 430 619 639 865
Mediunm- & Lon-Teml PPG 432 64 49 37 90 18 28 41 91 172
MLTnon guanteed 0 0 0 0 0 0 0 0 0 0
IMFCharges 0 0 0 0 0 0 0 0 0 0
Shod-Term 0 201 185 190 229 289 402 578 548 693

Total Debt Sevies 964 619 556 441 653 431 655 803 832 4041
Mediuzn- & Long-Term PPG 964 418 371 251 424 142 253 225 284 562
MLT non guaranteed 0 0 0 0 0 0 0 0 0 2786
IMFCbargea 0 0 0 0 0 0 0 0 0 0
Short Term 0 201 185 190 229 289 402 578 548 693

a/ PPG: indicats public & publicly guaranteed.
b/ Data provided by the Irmaia authorities; aid Fund staff estimates.
In 1993. it includes earm and oil prernancing outstanding at the end of Iranian FY1372

Sorce: Debt and Interntional Finance Diviaion. Inernttional Economics Depanment World Bank
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TABLE 4.2: IRAN - PUBLIC AND PUBUCLY GUARANTEED MLT DEBT. 19B0-93
(by cmeditors, in million USS)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

TOTAL DEBT OUTSTANDING &DISB. 4508.0 2402.0 2412.5 2280.0 2055.0 1861.6 1796.9 2064.7 1715.5 2790.6
011hi 903.0 532.0 565.7 53993 413.0 262.0 225.3 140.4 195.0 290.6
Multilateral 621.0 355.0 358.7 316.8 202.4 143.1 115.7 75.6 136.1 210.9

of which IBRD 621.0 355.0 358.7 316.8 202.4 143.1 85.7 45.5 133.3 190.4
Bilateral 282.0 177.0 207.0 222.5 210.6 118.9 109.7 64.9 58.9 79.7

PrivaLe 3605.0 1870.0 184t.8 1740.7 1642.0 1599.6 1571.6 1924.3 1520.5 2500.0
Financial Institutiona 1055.0 1055.0 1057.6 1056.3 1055.4 1055.0 1055.0 1055.0 0.0 1.4
Supplierg 1245.0 363.0 366.2 296.4 232.9 196.7 171.0 257.4 244.5 437.2
Export Credit 1305.0 452.0 423.0 387.9 353.8 347.9 345.6 611.9 1276.0 2061.4

TOTAL COM rrMErNTS 0.0 0.0 41.0 0.0 242.1 233.0 1240.4 2594.0 3242.2 230.5
orradal 0.0 0.0 0.0 0.0 181.1 0.0 280.0 36.0 180.4 165.0

Multilateral 0.0 0.0 0.0 0.0 0.0 0.0 280.0 36.0 453.8 165.0
of which IBRD 0.0 0.0 0.0 0.0 0.0 0.0 2.0 0.0 432.0 165.0

Bilateral 0.0 0.0 0.0 0.0 181.1 0.0 0.0 0.0 1390.0 0.0
Private 0.0 0.0 41.0 0.0 61.0 233.0 960.4 25S8.0 1398.4 65.5

Financial Institutions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 7.2
Suppliers 0.0 0.0 41.0 0.0 61.0 233.0 52.7 478.0 265.2 17.6
Export Credit 0.0 0.0 0.0 0.0 0.0 0.0 907.7 2080.0 1133.2 40.7

TOTAL DISBURSEM{ENTS 265.0 87.0 42.0 11.0 156.8 0.2 139.3 437.6 1344.4 1576.8
ofr,cil 4.0 0.0 0.0 0.0 1.0 0.0 30.0 0.0 117.9 162.4
Multilateral 4.0 0.0 0.0 0.0 0.0 0.0 30.0 0.0 116.8 76.0

of wbichbBRkD 4.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 113.9 58.3
Bilateral 0.0 0.0 0.0 0.0 1.0 0.0 0.0 0.0 1.1 86.4

Private 261.0 87.0 42.0 11.0 155.8 0.2 1093 437.6 1226.5 1414.4
Financial lantitutiota 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.4
Suppliers 155.0 87.0 42.0 11.0 155.8 0.2 109.3 177.5 146.5 321.0
Export Credit 106.0 0.0 0.0 0.0 0.0 0.0 0.0 260.1 1080.0 1092.0

TOT'AL REPAYMENTS 532.0 354.1 321.8 214.1 334.5 123.9 224.8 183.7 192.7 389.7
Orldai 89.0 67.1 141.8 83.7 89.2 104.9 85.5 89.7 71.4 73.9
Multilatera 70.0 47.8 56.0 73.6 84.8 60.9 67.1 40.5 56.0 7.0

of which IBRD 70.0 47.8 56.0 73.6 84.8 60.9 67.1 40.3 26.0 8.9
Bilateral 19.0 19.3 85.8 10.1 4.4 44.0 18.4 49.2 15.4 66.9

Private 443.0 287.0 180.0 130.4 24S.3 19.0 139.3 94.0 121.3 315.8
Financial Institutions 45.0 0.0 2.0 1.4 0.9 0.4 0.0 0.0 0.0 0.0
Suppliers 282.0 165.0 129.D 88.6 215.5 11.0 137.1 94.0 62.1 117.7
Export Crdit 116.0 122.0 49.0 40.5 28.9 7.7 2.2 0.0 59.2 198.1

TOTAL CHARGES 432.0 63.6 49.4 37.3 90.3 18.4 27.8 41.2 90.8 172.3
OtVi,ac 65.0 36.6 27.3 25.6 49.4 17.0 13.4 20.1 21.7 29.2
Multilateral 49.0 23.6 25.8 25.1 20.3 13.4 9.8 7.8 8.5 12.1

of whicb lBRD 49.0 2.3.6 25.8 25.1 20.3 13.4 9.8 5.2 6.0 12.0
Bilaterrl 16.0 13.0 1.5 0.5 29.1 3.6 3.6 12.3 3.2 17.1

Private 367.0 27.0 22.1 11.7 40.9 1.4 14.4 21.1 79.1 143.1
Pinncial Inslitutions 153.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Supplien 104.0 14.0 15.0 7.0 38.8 1.0 14.4 13.4 19.3 26.8
Export Credit 110.0 13.0 7.0 4.6 2.1 0.3 0.1 7.7 59.8 116.3

Source: Debt and International Firnce Divition, InterraLional Economics Department. World Bank.
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TABLE 5.1: IRAN - SUMMARY OF GENERAL OOVEPNMENT FINANCES. 198v-94
(in BilLion Rills)

1980 1925 1926 1927 1922 1929 1990 1991 1992 1990 1994

1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Total Revenues inC. OPCP 1402.6 2749.0 1827.5 2436.0 2475.2 3533.9 6677.0 2379.0 12299.0 2892S.0 33927.0

oan A Gatcsemtaa 828.B 118.7 434.7 766.0 809.3 1515.1 3375.0 3549.0 5146.0 21649.0 2390.0
with Pmfit fromn ale of Foreign Exchalnge 29.0 220.0 146.0 244.0 141.5 744.3 2257.0 2511.0 4078.0 4775.0 -

NoaI Reveuts 51.3.B 1560.3 1452.B 1672.0 1665.9 2012.1 3302.0 4330.0 7153.0 7332.0 10019.0

Tax Reveses 340.9 1034.6 1024.2 1030.1 986.6 112&0 1695.0 2765.0 3776.0 4061.0 5491.0

Income Taxes 129.9 530.5 579.4 612.3 646.0 659.0 924.0 1396.0 1991.0 2616.0 3254.0
Production & Consumption Taxes 49.9 230.3 220.0 216.6 195.1 179.0 269.0 417.0 540.0 322.0 353.0
International Trade Taxes 161.1 273.8 224.8 201.2 145.5 350.0 502.0 952.0 1245.0 1123.0 1224.0

Non-Tax Revenue 67.5 223.4 119.8 131.5 109.6 175.0 562.0 619.0 963.0 1506.0 2274.0

Specil Revenue 105.4 302.3 302.8 342.4 414.6 450.0 622.0 917.0 1224.0 1765.0 2254.0
OPCP-ext budgetary revenue 0.0 0.0 0.0 166.0 155.1 205.2 417.0 529.0 1130.0 0.0 0.0

Total Expenditume incl. OPCP t/ 2357.2 3625.6 3465.9 4076.9 4708.9 4935.7 7078.0 9489.0 13074.0 34909.0 40329.0

CturmntExpeaditmm 1623.7 2548.1 2410.3 2911.4 3394.2 3325.2 4624.0 6076.0 2850.0 26723.0 2S516.0

Capital Expenditure 56B.1 765.2 746.6 729.2 216.4 931.5 1766.0 2527.0 2949.0 6425.0 9526.0
Special Expendinm 105.4 302.3 309.0 342.0 414.6 450.0 622.0 917.0 1224.0 1765.0 2254.0
Net lending 0.0 0.0 0.0 -3.2 -7.2 -1.7 0.0 -31.0 -9.0 -4.0 -27.0

OPCPexpenditue 2/ 0.0 0.0 0.0 98.1 91.5 170.7 0.0 0.0 0.0 0.0 -

OvelU deficit -954.6 -866.6 -1578.4 -1640.9 -2233.7 -1401.8 -401.0 -1110.0 -775.0 -5922.0 -6402.0

FLnancine 974.6 684.5 1431.8 1443.6 202.6 1215.0 683.0 1169.0 1164.0 6664.0 6403.0

Domestic (et) 3/ 951.8 659.3 1325.6 1419.0 2023.1 1216.1 682.0 1132.0 1160.0 6562.0 6352.0

Banking system 688.6 554.7 1272.0 1307.7 2024.5 1137.8 557.0 962.0 908.0 6361.0 6025.0

Nonbatkrufancing 263.2 104.6 107.6 111.3 58.6 72.3 225.0 171.0 252.0 201.0 267.0

Foreign (net) 22.8 25.2 4.6.2 24.6 -1.5 -1.1 1.0 37.0 4.0 102.0 51.0

Discrepancie4/ 20.0 -182.1 -146.6 -197.3 -152.1 -126.8 222.0 59.0 329.0 736.0 1.0

1/ The bscal account, have been adjuxted in 1993 a 1994 to retleCt quas Ircal to,egn exchangtr

bsses hncuffed during those years

2/ Included in recurrent expenditures tor the 199094 perod
3n tcluding OPCP operations.
4/ Primarily refectu deLays im finatzing the accounts.
Sounce: Central Bank of Iran.
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TABLE 5.2: IRAN - GENERAL GOVERNMENT REVE1UE, 1980-94 a/
(In Billion Rials)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Totl Revenues 1402.6 2749.0 1887.5 2436.0 2475.1 3533.9 6676.3 8379.3 11168.0 29096.0 32966.2

Oil and Gen Revemua oftwik 1/ S18.8 1188.7 434.7 766.0 809.3 151S.1 337s.0 3549.0 5146.0 21649.0 23908.0
Profit from sale of Foregin Exchange 29.0 220.0 146.0 244.0 141.5 744.3 2257.0 2511.0 4078.0 4775.0 -

Non-oil Revenues Qnid. pecinon") 513.8 15603 1452.8 1670.0 16S6.8 2018.8 3301.3 4830.3 6022.0 7447.0 90SR.2

Tax Revsumes 340.9 1034.6 1024.2 1030.1 986.5 1188.0 1695.0 2765.0 3775.0 4176.0 4529.8
Income Taxes 129.9 530.5 579.4 612.3 646.0 659.0 924.0 1396.0 1991.0 2729.0 2890.8

Government Corporations 2/ 11.0 191.0 205.0 190.2 198.0 126.0 162.0 244.0 465.0 470.0 829.0
Private Corpostions 35.3 167.2 168.2 184.2 194.5 213.0 333.0 530.0 833.0 1131.0 1569.8
Slaries 52.0 87.0 93.0 70.8 69.7 89.0 127.0 230.0 212.0 339.0 480.0
Professions 9.0 36.2 54.9 79.9 86.5 114.0 155.0 219.0 293.0 470.0 ....
Real estate 31 19.7 37.9 46.8 72.1 80.8 85.0 109.0 128.0 141.0 180.0 ....
Other 2.9 11.2 11.5 15.1 16.5 22.0 26.0 31.0 35.0 127.0 ....
Reconruction tax on vwlth 0.0 0.0 0.0 0.0 0.0 10.0 12.0 14.0 12.0 12.0 12.0

Taxes on Production & Consumption 49.9 230.3 220.0 216.6 195.1 179.0 269.0 417.0 539.0 323.0 353.0
Cigarette 7.9 119.2 135.6 109.0 92.8 71.0 120.0 122.0 76.0 46.0 37.0
Petroleum Products 28.6 55.7 39.0 48.2 34.7 39.0 54.0 44.0 50.0 61.0 71.0
NonalooholicBeverages 0.0 11.2 8.5 19.9 29.1 29.0 36.0 42.0 39.0 49.0 53.0
Automobiles 4/ 0.0 14.6 13.2 9.7 8.2 7.0 47.0 141.0 275.0 77.0 74.0

Others 13.4 29.6 23.7 29.7 30.3 33.0 12.0 68.0 99.0 90.0 118.0
Taxes on Int'i trarde& TrTnations 161.1 273.8 224.8 201.2 145.4 350.0 502.0 952.0 1245.0 1124.0 1286.0

Customs Duties 100.0 109.0 76.0 66.2 49.8 70.0 115.0 180.0 213.0 237.0 142.0
Commercial profitTax 52.0 115.3 119.0 86.8 57.3 91.0 161.0 389.0 489.0 417.0 590.0
Order registration be 5/ 7.1 27.0 20.4 44.7 35.4 179.0 215.0 306.0 400.0 244.0 390.0
Other6/ 2.0 22.5 9.4 3.5 2.9 10.0 11.0 77.0 143.0 226.0 164.0

Noa-TaxRevRw 67.5 223.4 119.8 131.5 109.6 175.0 562.0 619.0 963.0 1506.0 2274.0
Government Monopolies 0.1 35.6 22.4 15.6 21.2 26.0 30.0 35.0 73.0 153.0 137.0
Inome From Fomign Inveaments 25.5 5.4 4.5 5.2 3.7 4.0 4.0 4.0 48.0 29.0 29.0
Other revenues 41.9 182.4 92.9 110.7 84.7 145.0 528.0 580.0 842.0 1324.0 2108.0

Special Revenues 7/ 105.4 302.3 308.8 342.4 414.6 450.0 627.3 917.3 1284.0 1765.0 2,254.4
OPCP revenue 0.0 0.0 0.0 166.0 155.1 205.8 417.0 529.0 1130.0 - -

MEMO:
Import duties 153.2 243.9 202.6 156.0 109.6 165.0 280.0 572.0 714.0 660.3 -

Private ector 153.0 231.7 198.7 154.8 108.2 162.0 277.0 569.0 702.0 654.0 -
Public ector 0.2 12.2 3.9 1.2 1.4 3.0 3.0 3.0 12.0 6.3 -

1/ Including revenue from the foward sales of oil of RIs 118.5 billion in 1360 XRs 126 billion
in 1361; RIs 194.1 billion in 1362; Rls 91 billion in 1363 and Rbs 31.6 billion in 1364; also including revenue
adjustmets for the Foreign Exchange obligations Aount from 1990 onwards.
2/ Including procumrement and distribution oceters.
3/ Including property taxes and stamp duties on rea estate transaotions.
4/ Revenues from taxes on domestically manufaured crs. Tax rate was 5% before 1364, 10% for 1363
and 15% thereafter.
5/The registration fee of2% was increasedto3% in 1364, to 5% in 1365 and 1366, andfurSther
to 15% in 1368.
6/ Including a specirl tax on the value of imported camrs at a rate of 10% prior to 1364,
20% in 1364 and 30% thereafter (Amendment 30, Budget Law 1365).
7/ Revenues earmaked for special expenditures.
s/ Note: Due to reclcsllion of the Items queted in tarble 5.2, the figures mq differ when comprsd with those in table 5. 1.
Source: Cental Bank of Iran.
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TABLE 5.3: IRAN - GENERAL GOVERNMENT EXPENDITURE, 19S0-93 a/
(In billion Rials)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

Total Expenditures and lendin, 2357.2 3615.6 3465.9 4076.9 4708.9 4935.7 7078.0 9489.0 13074.0 34909.0

Currat Expaiditura 1/ 1683.7 2548.1 24103 2911.4 3394.2 3385.2 4280.0 5561.0 7806.0 13637.0
General Services 252.3 274.8 278.5 291.8 331.6 350.6 468.0 696.0 856.0 1597.0
National Defense 375.0 480.2 470.2 460.7 525.9 634.0 729.0 849.0 946.2 1707.0
Social Services 603.9 951.5 1026.8 1125.6 1327.5 1559.5 2056.0 2699.0 4030.0 6604.3
Economic Services 237.7 225.3 126.1 259.5 281.9 226.7 340.0 422.0 465.8 2899.4
Other Expenditures 214.8 616.3 508.7 773.8 927.3 614.4 687.0 895.0 1508.0 829.3

OPCP expenditure 0.0 0.0 0.0 98.1 91.5 170.7 404.0 514.9 1044.0 0.0

Capital Expenditur.I 568.1 765.2 746.6 729.2 816.4 931.5 1766.0 2527.0 2949.0 6425.0
General Services 24.6 36.0 34.7 29.6 36.9 47.5 90.3 112.0 123.0 275.0
National Defense 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.0
Social Servicer 166.8 140.8 114.5 173.4 226.8 275.6 610.0 852.0 1177.0 1964.0
Economic Services 322.2 497.1 471.0 438.4 435.2 562.8 1042.0 1533.0 1617.0 4161.0
Other Expenditures 54.5 91.3 126.4 87.8 117.5 45.6 23.7 30.0 31.8 25.0

Special Expenditure 2/ 105.4 302.3 309.0 342.0 414.6 450.0 627.3 917.3 1284.2 1765.0
Net leading 0.0 0.0 0.0 -3.8 -7.8 -1.7 0.0 -31.1 -8.8 -3.8

1/ Excluding OPCP expenditure, cxpenditures related to foreign exchange losses in 1993 equivalent to 6,120 billion rials and other
adjustments relating to Foreign Exchange obligations Account (equivalent to 6,966 billion rials).
21 Expenditure financed through earmrked special revenues.
a/ Note: Due to reclassification of the items shown above, the figures may differ when compared with those in table 5.1 and/or 5.2.
Source: Central Bank of Ian.
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TABLE 6.1: IRAN - MONETARY StJRVEY: END-YEAR STOCKS, 1980-94
(in billion RibB)

1980 1985 1986 19S7 1988 1989 1990 1991 1992 2993 1994
1359 1364 1365 1366 1367 136S 1369 1370 1371 1372 1373

Forml Assets( ef) 713.5 771.9 773.3 736.8 667.3 762 9 1323.0 I90 .0 1450.0 987.0 3203.0
FomignAemts 909.5 857.0 S81.0 837.6 784.6 917.0 1596.0 1610.0 1841.0 11438.0 13662.0
FomignLabilities 196.0 85.1 107.7 100.8 117.3 155.1 273.0 420.0 391.0 10451.0 10459.0

Domestc Aeuts (net) 3934.2 8481.7 10179.9 12307 1 15396.2 18272.7 22066.5 2S041.7 34989.0 48122.0 60163.0

Domestr Ced 5231.3 11585.0 13761.9 15967.6 19043.9 22526.9 26844.0 33142.0 40057.0 53728.0 68227.0
ClmuiGow.nm *() 158"0 5776.9 7428.1 8747.5 10537.2 11673.6 1643.0 12234.0 12277.0 15676.0 20465.0

Cbira 2353.0 6919.3 8691.0 10155.6 12219.4 13522.9 14049.0 15049.0 15733.0 22464.0 28674.0
Deposiu 769.0 1142.4 1262.9 1408.1 1682.2 1849.3 2406.0 2825.0 3456.0 6788.0 8209.0

OminusNofinL pub. erL 586.9 726.2 755.4 803.7 1027.5 1155.6 2044 2611 4190 7276 9732
BMJII 562.3 692.6 631.0 636.7 675.6 684.8 1221.0 1658.0 2134.0 3994.0 4978.0
Banks 24.6 33.6 124.4 167.0 351.9 471.0 823.0 953.0 2056.0 3382.0 4754.0

aaw oh pri aterecbor 3060.4 5081.9 5578.4 6416.4 7479.2 9697.5 13157.0 1829Z0 23590.0 30776.0 38030.0
Bnkb 30f0.4 5081.9 5578.4 6416.4 7479.2 9697.5 13157.0 28297.0 23590.0 30776.0 38030.0

Otiw htes (ml) -1297.1 -3103.3 -3582.0 -3660.5 -3647.7 -4254.2 -4777.5 -5100.3 -5068.0 -5606.0 -8064.0
Clasnoan bmk:BMJII 393.9 355.9 295.0 315.0 319.9 322.6 384.3 1316.6 2332.0 1296.7 ....
Impon deposits: BMJII -229.7 -250.3 -308.4 -324.8 -327.7 -460.6 -594.8 -487.1 -542.8 -2235.0 .....
Capital accoumhs: BMJII -178.0 -250.8 -2CI.4 -265.4 -270.5 -275.0 -275.0 -280.5 -280.5 -306.3 .....

Other items (aet): BMJII .413 -863.7 -1173.4 -898 -695.7 -962.8 -1340.7 -1631.5 -1283 -7042.2 .....
Credit rom bMJII: Banks -393.9 -355.9 -295.0 -314.9 -319.9 -322.6 -3S4.3 -1316.6 -2332.0 -1296.7 .....
Capitalaccounts: Banb 0.0 -315.2 -296.1 -281.2 -233.1 -238.0 -196.8 -432.1 -1003.6 -4446.4 .....
Other items (net): Banks -476.4 -1423.3 -1542.7 -2891.2 -2120.7 -2317.8 -2370.2 -2269.1 -1958.1 8423.9 .....

Broad Mosey 4633.8 9253.6 10953.2 13043.9 15956.6 19034.6 23388.0 29231.0 36438.0 49108.0 63368.0

Momy 2327.1 5171.1 6038.1 7146.7 8021.3 9262.7 11614.0 14243.0 16941.0 23385.0 31956.0
O^rrescy 1231.2 2176.3 264Z44 29826 3445.6 36448 4119.0 4580.0 5359.0 68320 8701.0
D dmanddeposltr 1095.9 29948 3395.7 41641 4575.7 561Z9 7495.0 9663.0 115820 16553.0 23255.0

BMII 123.8 247.5 227.1 369.9 263.2 275.5 419.0 6020 5720 973.0 1524.0

Ban 972.1 2747.3 3168.6 3794.2 4312.5 5342.4 7076.0 9061.0 11010.0 15580.0 21731.0

QsMa2.mey 2306.7 4062.5 4915.1 5897.2 7935.3 9771.9 11774.0 1498&80 19497.0 25723.0 31412.0

Trne deposits at BMjII 1.9 4.0 3.5 5.8 5.8 5.B 5.8 7.0 8.0 0.0 .....
Tuie deposiu at Bank, 2304.8 4078.5 4911.6 5W92.4 7929.5 9766.1 11768.2 14981.0 2949.0 25723.0 .....

Sour-e: Centual Bank of Inn.
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TABLE 6.2: LRAN - MONETARY SURVEY: ANNUAL CHANGES, 1980-94
(in bUlion Rish)

19S0 1985 1986 19S7 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Forelgn Ael. (mel) 713.5 5S.4 1.4 -36.5 -69.5 94.6 561.1 -133.0 260.0 -4i0.0 2216.0

Domdic Aued (mto) 3934.2 4547.5 1696.2 2127.2 30S9.1 2876.5 3793.S 5975.2 6947.3 L3133.0 12041.0

Claimi on Oovemwmnt (met) 1584.0 4192.9 1651.2 1319.4 1789.7 1136.4 -30.6 591.0 43.0 3399.0 4789.0

Claims on NonrLn. pub. ent. 586.9 139.3 29.2 48.3 223.8 122.3 8B8.2 567.0 1579.0 3086.0 2456.0

Claims on Private Seclor 3060.4 2021.5 496.5 838.0 1062.8 2218.3 3459.5 5140.0 5293.0 7186.0 7254.0

Other Ifens (net) -1297.1 -2806.2 -478.7 -78.5 12.8 -606.5 -523.3 -322.8 32.3 -538.0 -2458.0

brhed Maoey 4647.7 460.7 1699.6 2090.7 3619.6 2971.1 4353.4 543.0 7207.0 12670.0 14260.0

Currcncy 1231.2 602.0 466.1 340.2 569.9 92.3 474.2 461.0 779.0 1473.0 1869.0

Demand eposits 1280.1 1714.7 400.9 76S.4 411.6 1042.2 I877.2 2168.0 1919.0 4971.0 6702.0

Termdeposits 2136.4 1944.0 832.6 982.1 2038.1 2836.6 2002.1 3214.0 4509.0 6226.0 5689.0

Source: Centrl Bank ol Iran.
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TABLE 6.3: IRAN-DEPOSIT RATES, 1985-94
(In percent)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Short-term invest. Deposit 6.0 6.0 6.0 6.0 6.5 6.5 6.5 7.5 8.0 8.0

Long term investment Deposit

One-Yearl .. .. .. .. .. 9.0 9.0 10.0 11.5 11.0

Two Year 1/ .. .. .. .. .. 10.0 10.5 11.5 13.5 13.0

Three Year 1/ .. .. .. .. .. 11.0 11.5 13.0 14.5 14.0

Five Year 1/ .. .. .. .. .. 13.0 14.0 15.0 16.0 15.5

Bonds 2/

Seven Yean 10.5 10.5 7.0 7.0 7.0 7.0 7.0 7.0 7.0 ....

Five Years 10.0 10.0 6.5 6.5 6.5 6.5 6.5 6.5 6.5 ....

Three Years 9.5 9.5 6.0 6.0 6.0 6.0 6.0 6.0 6.0 ....

Two Year 9.0 9.0 5.5 5.5 5.5 5.5 5.5 5.5 5.5

Beginning ian 1992, rates have been market determined and actual rates are calculated retroactively after the year.
1/ These new types of deposits were introduced at the beginning of 1990.
2/ Banks also hold some interest-free bonds.

Source: Central Bank of Iran.
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TABLE: 6.4: TRAN - BANK RATlES LENDING, 1980-94
(In Percent per Annum)

19S0 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Agriculturc Da ra 4-8 4-8 4-8 4-8 6-9 6-9 9 12-16 12-16

Industry rnd Mining na a 6-12 6-12 6-12 6-12 11-13 11-13 13.0 16-18 16-18

Housing 11 na na S-12 S-12 8-12 8-12 12-14 12-16 12-16 12-16 iS

Trade 21 na na 8-12 8-12 8-12 8-12 17-19 18+ 18+ 18-24 18-24

Services 2/ Da a 10-12 10-12 10-12 10-12 17-19 18+ 18+ 18-24 18-24

Export na na na na na Da 17-19 17-19 17-19 18 18

Weighted avcnge rate 31 na na ma na oa ma ma 13.3 13.8 16.3 16.6

Thewe rates were im effect from 1363 (1984/85).
11 Beginning in 1991. rtes arc based on the area of reaidential units.
2/ Beginnig in 1991. raes are market determined.
3/ Fund staff estimtes.
Source: Central Bank of Iran.
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TABLE 6.5: URAN - RESERVE REQUIREMENT RATIOS, 1989-94

(as percent of deposits)

1989 1990 1991 1992 1993 1994
1368 1369 1370 1371 1372 1373

Commercial banks:

Demand Deposits 27 27 30 30 30 30

Qarz ul-Haana savings deposits It 25 25 30 30 30 30

Short-term investment deposits 25 25 25 25 25 25

One-year invcstment deposits 25 25 25 25 25 25

Two-year investment deposits 25 15 15 15 15

Three-year investment deposits 25 15 15 15 15

Five-year investment deposits 25 15 15 10 10

Prepayments for letter of credit 0 0 0 0 30 30

Specialized banks:

Demand Deposits 17 17 17 17 10 10

Qatz ul-Hasanah savings deposits 1/ 15 15 15 15 10 10

Short-term investment deposits 15 15 15 15 10 10

Onc-year investment deposits 15 15 15 15 10 10

1/ Savings deposits as in a conventional banking system, except that they earn no Teturn.

Source: Central Bank of Iran.
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TABLE 7.1: IRAN - OUTPUT, CULTIVATED AREA,
AND YELD OF MAJOR CROPS, 1980-94

prelm.
1980 1985 1986 19B7 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Cotlto
Producti (000 tons) 204.1 323.7 358.9 341.0 380.0 395.0 437.0 412.0 330.0 276.0 367.0
Area (ODD hi) 145.0 186.1 187.9 192.0 192.0 228.0 221.0 205.0 171.0 141.0
Yield (taos/ha) 1.4 1.7 1.9 1.8 2.0 1.7 2.0 2.0 1.9 2.0

Wheat
Productioa (000 tons) 5849.8 6630.5 7556.4 7600.4 7265.0 6010.0 S012.0 8793.0 10340.0 10732.0 10,370.0
Area (000 hi) 5953.7 6194.5 6304.0 6591.1 6553.0 6257.0 6278.0 6193.0 6640.0 6807.0
Yield (toa/ha) 1.0 1.1 1.2 1.2 1.1 1.0 1.3 1.4 1.6 1.6

Barley
Production (000 taos) 1352.5 2296.5 2504.6 2730.9 3394.0 2847.0 3548.0 3102.0 3092.0 3058.0 2,794.0
Area (000 ha) 1576.7 2084.0 1973.1 2220.4 2576.0 2651.0 2628.0 2157.0 2086.0 1962.0
Yield (tlos/ha) 0.9 1.1 1.3 1.2 1.3 1.1 1.4 1.4 1.5 1.6

Rice
Production (000 tons) 1310.6 1771.8 1783.9 1803.3 1419.0 1854.0 1981.0 2357.0 2360.0 2281.0 2,282.0
Area (000 ha) 462.2 474.7 471.0 527.0 467.0 519.0 524.0 573.0 596.0 588.0
Yield (tos/ha) 2.8 3.7 3.8 3.4 3.0 3.6 3.8 4.1 4.0 3.9

Sugar becta
Production (000 tons) 3536.6 3923.7 4965.1 4455.5 3454.0 3535.0 3641.0 5000.0 6005.0 5407.6 5,295.0
Area (000 ha) 157.7 144.8 176.6 171.5 147.0 149.0 149.0 173.0 205.0 179.7
Yield (toas/hx) 22.4 27.1 28.1 26.0 23.5 23.7 24.4 28.9 29.3 30.1

Oil seeds
Productimax (000 tons) as 137.0 137.0 226.0 298.0 236.0 202.0 137.0 267.0 315.9 300.0
Area (000 bh) or na as Da 142.0 179.0 193.0 159.0 248.0 295.5
Yield (taos/ha) 2.1 1.3 1.0 0.9 1.1 1.1

Pistachio
Productio (000 toas) DA 105.0 98.0 114.0 126.0 130.0 163.0 182.0 202.0 229.0 153.0
Area (000 h) As as ra oa 125.0 131.0 154.0 161.0 171.0 202.0
Yield (tos/ha) 1.0 1.0 1.1 1.1 1.2 1.1

Gres tea
Productio (000 tons) 145.0 147.9 180.9 192.1 193.0 124.0 166.0 188.0 249.0 254.0 248.0
Area (000 ha) 32.2 31.5 34.5 32.1 32.0 32.0 32.0 32.0 32.0 32.0
Yield (toaos/ha) 4.5 4.7 5.2 6.0 6.0 3.9 5.2 5.9 7.8 7.9

Tobacco
Production (000 taos) 26.5 28.2 27.7 25.3 21.0 15.0 19.0 20.0 22.0 20.5 .....
Are (O00O ha) 23.1 23.2 22.5 21.7 14.0 15.0 17.0 18.0 19.0 17.1
Yicld (toos/ha) 1.1 1.2 1.2 1.2 1.5 1.0 1.1 1.1 1.2 1.2

Oaions
Productioa (000 tos) 658.7 719.3 823.7 923.1 612.0 692.0 1213.0 1125.0 1305.0 957.0 1,380.0
Area (000 ha) 41.4 39.3 43.7 44.4 25.0 25.0 60.0 44.0 46.0 39.0
Yield (tons/ha) 15.9 18.3 18.8 20.8 24.5 27.7 20.2 25.6 28.4 24.5

Potatna
Productimo (000 tons) 1338.5 1725.5 2349.0 2347.8 1443.0 2033.0 2516.0 2612.0 2700.0 3222.0 3,370.0
Ares(00sha) 92.5 111.4 144.5 150.2 105.0 121.0 149.0 141.0 155.0 151.0
Yield (tos/ha) 14.5 15.5 16.3 15.6 13.7 16.8 16.9 18.5 17.4 21.3

Sourec: Bank Markazi Jomhouri Islami Iran (Ceotral Bak).
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TABLE 7.2: IRAN - PRODUCTION. IMPORTS AND PRICES OF AGRICULTURAL INPUTS, 198902
(productima and impoeu in toes prices in RiaLWk)

1980 1985 19S6 1987 198S 1989 1990 1991 1992
1359 1364 1365 1366 1367 136S 1369 1370 1371

Ammocium Sulphat
Production 3S40 8698 8536 8098 8155 8854 1020D0 1000
Impor 35602 33024 35835 19297 14724 150Q0 0 200Q0

Diammsnum Phospbawe

Productimo 7835 na 1115 13397 4701 67400 128280 3470Q0
Impors 6D266 947410 794855 954161 728807 62 0 670000 690ODD

Urea
Production 124757 47997 132536 140281 182497 3507Q0 463700 751002
Imports 224638 514529 665167 58g273 365857 256369 n2 152Q00

Amnoium Niurate

Production 17251 19265 33691 41447 46620 1030D0 86000 100000
Import 0 0 0 2027 S612 15000

Tripple Super pbosplate

Production 0 0 0 0 0 0 0 0
Impors 23 0 14 10 14 na na -

Potiunm eulpiate

Productior 0 0 0 0 0 0 0 O
Imports 0 0 15000 12964 8037 35900 100000

Urea

Int'l price 109 126 241 196
Domestic 9 9 9

Ponisl

Int'I price 79 78 148 143
Domestic 10 10 10 30

Diammonium phospbate

Int'l pice 138 137 242 203
Domestic 12 12 12 22

The exchange rateuid are as foDow: 1989.1990 IUSS=RhI 140and 1991,1992 IUSS- Rh 16C0.

ISarce: MnGigty of AgricultWre
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TABLE B.1: IRAN - PRODUCTION, EXPORTS, AND

DOMESTIC CONSUMPTION OF OIL, 198094
(In tbousnd beaiel per day)

1980 1985 1926 1927 1982 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Crude Oil Production 1476 2504 2176 2460 2557 2947 3231 3366 3692 3609 3603

Crude Oil Expotst 770 1460 1250 1546 1647 1223 2224 2460 2397 2124 2220

Net Cruc Oil Expo.s in
the form d casipmeet 0 276 275 208 233 170 136 149 274 280 185

NeL Exporte of Rermed

Producsb 141 -129 -173 -196 -247 -25 -64 -29 -77 -31 29

Domestic Consumption 524 242 729 606 839 221 916 920 1077 1125 1159

D iwrepancy 41 49 35 96 25 158 17 -194 21 51 10

I/ Dbcreancy inchzde cbange in inveotoiret, crude oil flowing in the pipelines, rermning wastage, and
wvstage of oil due to war damage to the piplines and tknken.

Soure: Centr Bak of Irmn.
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TABLE 8.2: IRAN - OFFICIAL DOMESllC RETAIL PRICES OF
OIL PRODUCTS. 1980-94

(in Riab per Liter)

1980 1985 1986 1987 1988 19S9 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Gaoline
High Octane
Coupon 40 40 40 40 40 40 na ne De B na
Punp 30 30 80 80 80 80 70 70 70 70 70

Regular
Coupon 10 30 30 30 30 30 na no na ne na
Pump 30 30 60 60 60 60 50 50 50 50 50

Kerorene
Coupon 2.5 2.5 4 4 4 4 4 4 4 4 4
Pump nD na na na na nn na 15 15 15 IS

Gas Oil
Coupon 2.4 2.4 4 4 4 4 4 4 na no na
Pump 10 10 10 10 10 10 10 10 10 10 10

Fuel Oil 1.2 1.2 1.2 1.2 2 2 5 5 5 5 5

nf: not applicable

Source: Central Bank of Irn.
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TABLE 8.3: IRAN - PRODUCTION OF ELECTRICITY, 1985-93
(Million KWH)

1985 1986 1987 1988 1989 1990 1991 1992 1993
1364 1365 1366 1367 1368 1369 1370 1371 1372

TOTAL 1/ 40071 42548 46197 47600 52712 59102 59710 65998 73261

Hydroeletric 5550 7517 6390 7311 7522 6083 7056 9530 9823

Steam 20200 22860 25360 26968 33056 38836 41947 42362 48166

Gas 9570 7160 7305 8146 6974 8723 9463 10866 12419

Diesel 1400 1508 1499 1350 1173 1254 1244 1224 927

Private Sector

Other 3351 3503 3643 3825 3987 4206 2016 1926

1/ Includes Power Plant Consumption.

Source: Ministry of Energy.
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TABLE 8.4: IRAN - CONSUMPTION OF ELECTRICITY, 1980-92
(Million KWH)

1980 1985 1986 1987 1988 1989 1990 1991 1992
1359 1360 1365 1366 1367 1368 1369 1370 1371

TOTAL 16381 30812 32619 34740 36147 39956 45107 49175 52306

Household 5118 11316 12416 13668 13994 15791 17344 19128 19509

Industrial 5879 8834 8703 7848 7852 8466 10220 10637 13262

Commercial 4057 6914 7812 9201 9569 10867 11930 13609 14004

Agricultural 695 2439 2160 2565 2947 3352 3716 3792 3576

Otbers a/ 632 1309. 1528 1458 1785 1480 1897 2009 1955

a/ Includes electricity for rural areas, sacred places and street lighting.

Source: Ministry of Energy.
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TABLE 8.5: IRAN - PRODUCIION INDEX OF LARGE MANUFACTURING ESTABLISRMENTS. 1980-93
(1982= 100)

1980 1985 1986 1987 1988 1989 1990 2991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

Food, Beverage &Tobaco 95.1 120.7 104.1 95.2 92.5 93.6 108.5 120.2 125.2 120.3

Textiles, Clothing & Lea&her 76.3 121.8 102.3 95.3 84.8 82.4 90.9 102.8 100.3 93.5

Wood and Woodea Producu 63.9 102.4 96.4 99.6 97.2 111.9 112.2 114.1 125.1 108.2

Paper and carboard Produca 64.3 117.8 81.2 77.7 88.2 90.3 134.4 123.1 126.1 120.9

Cbemicals 80.0 127.9 108.7 113.6 95.6 117.6 161.6 176.2 167.1 158.7

No Metallic minerals Produas 77.3 116.6 108.5 115.3 108.4 120.2 135.1 143.8 154.6 148.8

Basic Mewasl 69.5 166.1 133.6 105.0 108.1 123.2 202.6 251.8 255.5 227.2

Machinary & metalic Products 70.2 133.4 83.6 71.6 65.2 66.6 104.8 153.6 258.3 128.0

Genler Index 77.3 126.9 100.6 94.2 86.7 91.8 118.7 141.3 143.2 129.3

Source: CentUal Bank ofrIn.
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TABLE 8.6: IRAN - NATURAL GAS PRODUCTION AND USES, 19S0-94
(in biliWon stndmad cubic meters)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Grom Production 1/ 34.4 25.3 30.9 30.7 32.2 37.0 46.2 48.0 48.4 54.9

Domcstic Consumption 24.1 15.6 20.3 20.2 21.3 23.5 32.2 35.1 36.9 ....

Exports 0.0 0.0 0.0 0.0 0.0 2.1 2.9 2.9 0.0 0.1

Flared 10.3 9.7 10.6 10.5 10.9 11.4 11.1 11.1 11.5 11.6

1/ Excludes Gas reinjected.

Source: National Iranian Oil Company.
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TABLE 9.1: IRAN - PRJCE INDICES, 1950-94
(1952 -100)

1980 198S 1986 1957 18 199 1990 1991 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

INDICES:

WbolealePricelbdex 73.6 124.5 155.5 202.1 246.5 291.9 361.7 457.9 610.9 765.7 1,090.2

Ccmnmer Price Index 68.3 135.4 167-5 213.9 275.7 323.8 352.8 421.9 513.2 685.3 380.9

Imported Ooods Index al 92.7 97.0 92.8 94.5 221.9 380.0 533.1 562.5 769.4 97S.5 1,439.8

Exported Goods Inadexa/ 101.7 59.4 45.3 53.5 S7.5 148.6 239.5 285.0 365.2 359.2 556.1

Terms of Trade 109.7 92.2 45.9 56.9 39.5 39.1 44.9 51.2 47.5 39.1 38.6

GDPDefltor 70.1 129.1 146.5 180.0 210.5 251.1 297.7 367.9 459.9 634.4 564.9

GROWTH RATES:

Wholeale Price 7.33% 25.14% 29.72% 21.97% 13.42% 23.911 26.60% 33.41% 25.34% 42.37%

Consumer Price 23.54% 6.54% 23.71% 27.70% 28.59% 17.45% 8.96% 19.59% 21.64% 33.63% 25.45%

GDP Defltor 4.73% 13.48% 22.f7% 16.94% 19.29% 18.56% 23.55% 25.01% 37.941 36.33%

el Tbese defor base an R valuhe.

Soume: Central Bank of Iran.
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TABLE: 9.2 IRAN - CONSUMER PRICE INDICES. 1980-94
(annual averages, 1982= 100)

1980 1985 1986 1987 1988 1989 1990 1992 1992 1993 1994
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372 1373

Toetu (CPI) 68.3 13S.4 167.S 213.9 27S.7 323. 32.8 421.9 513.2 685* 8B0.9

Food, Beverage and Tobacco 67.4 134.0 172.2 205.3 243.8 281.2 293.3 364.8 469.5 577.5 793.5

Clothing 66.0 135.1 14.6.5 206.9 322.0 441.0 538.6 604.9 663.0 766.4 1067.6

Housing 2/ 81.2 136.3 163.3 201.1 256.5 300.5 323.3 386.6 481.4 572.3 696.5

Household Purniturm 56.2 130.2 172.9 275.9 424.4 512.2 527.8 560.5 630.6 762.4 1086.4

Communication &Trnspct 58.9 144.4 168.4 241.7 331.6 368.0 449.4 600.4 734.9 887.0 1283.5

Water, Fuel, and Power 1/ 81.2 136.3 163.3 201.1 256.5 300.5 323.3 393.1 550.7 646.0 697.7

Health and Medical Cam 94.0 126.5 135.2 139.0 145.9 171.0 196.0 255.2 394.1 562.4 792.4

Educaion & Social Activities 73.7 160.3 298.0 436.1 609.2 607.7 562.4 604.6 679.6 888.9 1318.2

Services and others 65.1 133.3 160.5 214.4 245.9 280.8 330.1 380.3 433.6 594.4 859.5

CPIsddof Year a.3 135.4 167.5 213.9 275.7 323.J 352.1 421.9 S13.2 6*5.8 8*0.9

I/ The pre-1990 consumption survey did not distinguish between the caegones of housing, waver. fuel and power.
Source: Central Bank of Inn.
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TABLE 10.1: IRAN - NUMBER OP SCHOOLS, CLASSES AND TEACHERS. 1980-93

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

Number of Schools ./

Total 51696 66720 67933 70776 74009 78192 82961 87087 88940 93064

Urban 13055 17080 17964 19500 21079 22889 25553 27374 28802

Rural 38641 49640 49969 51276 52930 55303 57408 59713 60138

Number or Cbaa

Total 253775 352987 359428 375625 402842 434320 462907 497641 519712 558443

Urban 125517 174541 183388 193004 209775 227659 247385 267374 284480

Rurvl 128258 178446 176040 182621 193067 206661 215522 230267 235232

Number of Tehers

Total 353325 455186 461908 474197 499350 545996 584954 625460 660999 721095

Urban 200716 264917 273881 284191 302372 333871 363432 392059 419400

Rural 152609 190269 188027 190006 196978 212125 221522 233401 241599

Above data bued on academic year (August to June).
a! Includes kindergartens. primary, guidance, and higb schools.
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TABLE 10.2: UIAN -NUMBER OP STUDENTS BY EDUCATION ESTABLISHIMENTS. 1980-93
(in Thousands)

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993
1359 1364 1365 1366 1367 1368 1369 1370 1371 1372

TOTAL 789g 10561 11175 12011 13046 14044 15018 16018 16825 20186

Kindergartens 172 107 123 146 178 217 227 252 169 133

Primay Schools 4799 6788 7233 7758 8262 8817 9370 9788 9937 9863

Junior high schools 1575 2210 2300 2467 2725 2996 3233 3542 4000 4440

Higb schools (day and nighu) 942 994 1077 1174 1363 1461 1589 1770 1995 2244

Technical and prfessional scbools 202 195 201 203 210 212 230 261 280 3404

Colleges and tecber Training 6 46 51 55 65 76 84 104 107 102

Otbersn 202 221 190 208 243 265 285 301 337 .....

Above data bhcd o ademic year (Augunt to June).
U/ Includes students enrolled in technology instituts. an schools. bchth schools. adult schools -
and schools for exoeptiona children.
Source: Ministry of Education.
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Table 10.3: IRAN - NUMBER OF PHYSICLANS, DENTISTS, AND HOSPITALS BEDS, 1980-92

1980 1985 1986 1987 1988 1989 1990 1991 1992
1359 1364 1365 1366 1367 1368 1369 1370 1371

Physicians 14725 16580 17200 17950 18350 19200 20200 22000 23511

Dentists 2310 2530 3205 3435 3600 4200 4500 4770 5900

Hospiad Beds 57927 70184 71321 74365 77804 82085 82694 85810 89308

Source: Medical Council of Iran and Ministry of Health and Medical Education.
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