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A New Global Crisis

Global Crisis

China on Eco nomic Alert!
T

he Chinese government wants
to do whatever it can to protect
the economy in 2020. It’s got an
enormous task ahead of it.
Beijing has made clear that the
world’s second largest economy cannot
spiral into a slump and risk mass layoffs
as it tangles with rising debt, cooling
domestic demand and an ongoing trade
war with the United States.
In a January 13 report, CNN’s Laura
He said social unrest might be the “black
swan” risk facing the country.
That’s particularly important this
year because it marks the conclusion of
the government’s 13th Five-Year Plan,
during which it promised to establish a
“moderately prosperous society” and end
poverty. Senior members of the Communist Party’s Politburo — the seven most
powerful men in China — said recently
that all efforts must be taken to achieve
those goals in 2020.
In recent months, the government
has bombarded the economy with a
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wave of stimulus measures, from tariff
reductions that could help soothe the pain
from rising prices, to rate cuts that could
fuel more bank lending.
Authorities are also amping up the
language they’re using to describe the situation. China’s State Council in December called on local governments to “go to
all lengths” to prevent massive job losses
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this year — what it characterized as the
country’s top policy priority.
The chief administrative office even
warned that the country could face “massive unexpected incidents” if unemployment balloons — a euphemism in China
widely understood to refer to social unrest
and riots, and one that is rare in public
government documents. In recent years,

the government has said it has to create
11 million new jobs annually to keep employment on track.
While China’s official unemployment data has barely budged over the last
several years, hovering between 4% and
5%, Beijing’s messaging suggests that it
is unusually worried about the slowing
economy and the challenges that the year
could bring.
“Beijing is much more worried about
social unrest than about ballooning local
debt, which at one point seemed to be a
priority,” said David Zweig, director of
Transnational China Consulting Limited
and a professor emeritus at the Hong Kong
University of Science and Technology.
Huge protests, after all, have for
months consumed Hong Kong, which
local officials said last November would
sink into its first annual recession in a decade. The protests have focused on calls
for greater democracy, but economic factors such as the soaring cost of housing
and an increasingly competitive labor

Social unrest might be the
“black swan” risk facing
the country, Zweig added,
using a phrase that Chinese
President Xi Jinping
himself uttered last year to
describe an improbable
but chaotic event.
market have been fueling a growing sense
of dissatisfaction, particularly among the
city’s young people.
Social unrest might be the “black
swan” risk facing the country, Zweig added, using a phrase that Chinese President
Xi Jinping himself uttered last year to describe an improbable but chaotic event.
“2020 is going to be very difficult,
and mass unemployment may be the
most feared problem,” said Frank Ching, a China political commentator and
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adjunct associate professor at the Hong
Kong University of Science and Technology. “It’s not just an economic issue — it
could develop into a political one.”
Mass unemployment — brought on
by a severe economic slowdown and the
failure of businesses in China — could
cause rising social tensions and generate
greater unrest, shaking the legitimacy of
the Chinese regime, he added.
Major political and business figures
in China have expressed concern about
the economy, too.
Late December, Commerce Minister
Zhong Shan told people to tighten their
belts and prepare for a tough year ahead.
“Use every penny on vital things,” he
told dozens of top commerce officials at a
policy meeting.
Alibaba (BABA) founder Jack Ma
also recently acknowledged the difficult
business climate in 2019, telling entrepreneurs in Shanghai last month that “we
also have to know that it might just be the
beginning.”			
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Cover Story

The global trading system has now been significantly
hit by trade tensions, tariff wars, increased
uncertainty and now COVID-19 – with changes
foreseen in its overall structure and order.

A New
Global Crisis
T

Dr. Mohammad Ali Farzin,
Development Economist

he Corona Virus (COVID-19)
pandemic is now a global crisis.
The global impact of the crisis
will (according to UNCTAD) possibly
result in a 2-3% (about $2 Trillion) fall
in the global economy’s GDP. Estimates
had world GDP growth slowing from
2.9% in 2018 to 2.6% in both 2019 and
2020. Now with COVID-19 a fall of
the global growth rate below 2.5% will
create significant long term structural
problems in investments, trade, savings
and business confidence.
6

The economic effects of the new
global crisis – if left uncompensated - will
lead to a combination of: loss of consumer and investor confidence; weaker aggregate demand; widespread insolvency;
rising debt, and heightened debt distress;
asset price deflation; worsening income
distribution; and will cause further global recession.
The Government of Iran has now responded through a combined cash, loan
and payments postponement relief package. The cash transfer and loan is to the
value of 100 Thousand Trillion Tomans
(equivalent to about $25 billion); the
moratorium on all payments to Government by the business community for a
three month period is equivalent to about
$30 billion (includes postponement of
payments such as taxes, employment
IRAN INTERNATIONAL, June 2020, No. 94

insurance contributions, interest rates
on loans, utility bills etc). Besides, the
lowest 20% income earning families
(4.3 million households) have also been
targeted, through direct cash transfers to
the households and through cheap micro/
small loans – so as to keep up the monthly
income of these households near to the
minimum wage. This is equivalent to
about $3 billion.
Before this new outbreak, the world
had also been confronted with three major
crisis in debt, population and global trade.
The Debt Problem
Many countries are in debt and
many creditor countries are also having
political economy problems. Global debt
(national and foreign) is estimated at
$250 Trillion, or 3 times the size of global

GDP, of which: USA’s foreign debt is $20
Trillion; Japans national debt to GDP ratio is 250%, and Greece’s is 181%; China
is a huge creditor; India’s foreign debt is
$540 Billion; and Indonesia’s is $395 Billion. With large scale political economy
issues, and many countries going towards
business insolvency; for example, the EU
debt issues (Germany vis-a-vis Greece,
Italy and Spain).
In all this Iran has remained
relatively debt free (with a low foreign
debt of only $8 Billion) with no foreign
debt crisis threat in Iran – although the
national internal private/banking debt is
fast rising, while national liquidity is also
beyond national GDP.
The new COVID-19 may now prompt
global debt restructuring and waivers, so
as to ensure rehabilitated economies can
sustain.
The Population Challenge
The global population is fast rising
– and creating issues and uncertainties
with regard to its welfare, health and
work. Especially on ageing and the
young population dividend. Over 8
billion people on the planet, with 60%
in Asia alone, and Iran’s is 83 million.
The average age of the population is 30
years (and so relatively young); in Asia

it is 32; in Europe 43 and in the USA it
is 38 years on average. China is 37; India
27 and Iran at only 31. The population
dividend is possible to leverage – as long
as appropriate socio-economic policy is
in place.
Asia’s work force alone is 2.7
billion – or 60% of its own population.
Significant potential for development.
The world is also confronted with an
old aged population problem – that is
dependent on the work force; while many
countries have average ages of 50 years.
Resource allocations and policies
will have to increasingly take a people
and population perspective, given the
scale of the matter, while future private
investments and corporate business will
also be attracted to countries with younger
aged populations, that are healthy and
educated – and not just to cheap work
force regions. Iran will be one of them.
The new COVID-19 pandemic
will change policy towards more health
systems development, and a possible
fundamental change in the way we
consume and produce.
The Global Economic
and Trade Crisis
The global trading system has now
been significantly hit by trade tensions,
tariff wars, increased uncertainty and now
COVID-19 – with changes foreseen in its
overall structure and order. World trade
IRAN INTERNATIONAL, June 2020, No. 94

will continue to face strong constraints
and global trade will also have to respond
to the real economy – the technological
change and need for creating jobs and
accelerating development.
Trade growth in 2018 was weighed
down by new tariffs and retaliatory
measures affecting widely-traded goods,
weaker global economic growth, volatility
in financial markets and tighter monetary
conditions in developed countries. World
merchandise trade value was up 10% to
$19.5 trillion in 2018, partly due to higher
energy prices. The value of commercial
services trade rose 8% to $5.8 trillion in
2018, driven by strong import growth
in Asia. However, WTO had already
expected merchandise trade volume
growth to fall to 2.6% in 2019 — down
from 3.0% in 2018. Now it has been hit
drastically.
The WTO, which oversights global
trade, is now also left uncertain. Its
foreseeable that after COVID-19 a new
global trading order will take shape – and
hence WTO’s structure and functions
will also change. Iran, and eleven other
countries, are not members of WTO.
Trade will possibly no longer play its
conventional role for driving GDP growth
with such high levels of uncertainty.
Strengthening, while restructuring, the
global rules-based trading system is
required – to make it fairer for developing
countries.			
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Special Report

Bold
Decisions
By Dr. Mehdi Karbasian

If we want to maintain our national and
regional authority we must make bold political,
social and economic decisions.

I

n 1969 I was admitted into the university and it was decided that I should
come to Tehran from Isfahan. At that
time, my grandfather, the late Afzal, a
well-known businessman in Isfahan Bazaar gave me some pieces of advice. One
of these advices became an asset in my
life. He told me if you go to college and
get highly literate and even become a professor, it still would not take the place of
experience, because experience in life is as
significant and as valuable as knowledge.
When I was in college and later during work life, I always accepted the topic
of experience a major factor for myself.
In the 1980s, after the victory of the 1979
Revolution, an anti-capitalist and antiprivate sector mood was created by leftist forces, including the Communists, the
Tudeh Party and the People’s Mujahedin
Organization (MKO), as well as young
Muslim revolutionaries under the influence of Dr. Ali Shariati. Part of this situation was because some of the capitalists
were dependent on the monarchy, before
the revolution.
This trend was escalated after the
outset of the imposed Iraqi war (1980),
and in fact the state and centralized economy were shaped due to the war, which at
that time was inevitable. The couponing
system, the government controls, and the
nationalizations made by the Revolutionary Council created an atmosphere that
8
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was not so much in line with the private
sector. I remember that in the 1980s, the
Chamber of Commerce, Industries, Mines
and Agriculture did not play a major role
in the economy and they were not even invited to attend decision-making meetings.
This was largely due to the Iraqi war.
After that, during the reconstruction
and reform eras, this line of thinking was
mainly prevalent among government
managers, and there was no discussion at
all about supporting and developing open
economy and the private sector. At the
same time, large units were in the hands
of government agencies. Since the early
1990s, a group of retirees of institutions
more or less entered the economy and they
had become stronger. The Mostazafan
(Underprivileged) Foundation, the Martyr
Foundation, the Executive Headquarters
of Imam Khomeini’s Orders and Astan
Qods Razavi (Razavi Holy Shrine)
gradually grew and played a role in the
country’s economy, but the private sector
was not able to operate with that strength.
Quick decisions were made due to
foreign exchange shortages in 1372-73
(1993-94) and in 1374-76 (1995-97), instructions were issued that were more for
controlling the economy and this trend was
further strengthened. Of course, the late
Akbar Hashemi Rafsanjani did not believe
in the state control of the economy during
his first term as president, but in the second
9

Special Report
term, that is, from 1374 (1995) onwards,
the state economy gained more power and
government intervention increased and the
private sector could not recover.
This trend continued until 2001 and
between 1380 and 1384 (2001-05) was
the best period for the economy which
also set the private sector in motion. During this time till 1383 (2004), some hard
currencies were transferred to Iran by
Iranians residing abroad. Both the stock
market and housing sector were boosted.
This left a big impact and caused the
prices to change and the stock market
to boom. The private sector was gradually standing on its feet but its status was
weakened in the Ninth and Tenth Governments. Of course, some grew up in these
two governments, part of which were the
private rentier sector, namely those who
were able to take advantage of concessions by the government and institutions.
Clear that the government supported military institutions and funds by
donating property and bringing banks
into grand investment, which weakened
the newly revived private sector. During
this period, the economy was largely out
of the government hand and fell into the
hands of government linked corporations
(GLCs), and some government units that
were transferred in the name of transfer
and by granting 5 or 10 percent in the
stock market came out of the umbrella of
regulatory agencies such as the National
Inspection Agency, Audit Court and the
government itself and were governed by
commercial laws. It was said the stock
exchange will oversee them but the stock
exchange was never able to deal with
them nor had it the power to dismiss managers, referring a case to the court, and so
on, because it did not have the power.
The GLCs were involved in the
contracts and took over the affairs in
the contracting sector, entered the realm
of large corporations, and the situation
of the private sector and the economy
became unfavorable, as corruption went
high in some GLCs. Naturally, when it
is a state-owned company, the regulatory
system can control and monitor, but this
is not possible in GLCs, while the stock
exchange too did not follow the rules. It
is not doing it even today because it can’t
intervene, and I’m skeptical that the stock
market can be transparent.
Then we come to the Eleventh
Government, which focused on the
private sector as a pivotal policy. During
10

this period, changes took place and the
Chamber of Commerce, Industries, Mines
and Agriculture, especially the Tehran
Chamber of Commerce, entered the scene
as a government consultant. Of course,
in some cases the government would
naturally follow the advice of the private
sector and in some cases it would not, but
in any case, a policy starts in 1392 (2013)
and continues until 1396 (2017), and the
private sector is strengthened and the

Iran Nuclear Agreement (known as the
Joint Comprehensive Plan of Action) also
helps the economy get tranquil. In the
next stage ties with Europe are resumed
and exports get a boost. On the other
hand, although banks are not very active,
it gets easier to move money, the price of
money gets better, the exchange rate and
the commission rate ranges from 10-15%
to 2.5-3%, the country attains some calm
and Investment gets moving.

Unfortunately, after failure of the
JCPOA economic problems occur and as
of almost middle of 2018 when the US
president withdrew from the JCPOA and
imposed new sanctions, the government
too in an unprofessional decision, sets
the US dollar’s rate at 42,000 rials
and thus foreign exchange becomes a
security matter. This led to qualified and
unqualified applicants both register orders
and this led to widespread corruption.

In this case, those who were involved
in corruption are not the only ones to
blame, but those who decided to register
the order, because there was no control at
that time. It is because of these directives
that the real private sector is less inclined
to invest, since it is worried that they will
wake up in the morning and see that a new
directive has been issued. Such directives
are consistent with the Ninth and Tenth
Governments. The Eleventh Government

We need to know that a
strong, healthy private
sector can support the
country and let the
government gradually
return to its policy making
and monitoring job and
let the cycle of the people’s
economy to turn.

strongly criticized the actions of the
Tenth Government, but some of the work
done in the Eleventh Government upset
the balance in the economy.
This trend has intensified since 1398
(2019), and now with the outbreak of the
coronavirus the economic situation has
worsened. The first point is that the budget the government has sent to the Parliament for 1399 (2020/21) was unprofessional and the income figures were not
close to reality. At the same time, the European Union has treated Iran unfairly for
the third time. Once under Mr. Hashemi
Rafsanjani, once under George W. Bush,
who called Iran the axis of evil, and once
after the United States withdrew from the
JCPOA, Europe followed the US sanctions. All of this has caused problems for
the private sector, which had just started
to move on.
But in the case of coronavirus, the
virus has caused some of the domestic
consumer production, such as food to
receive support but many other products
have had problems, especially those areas
where production does not match consumption.
Export prices are now more or less
faced with costs such as the cost of moving foreign currency and transportation.
Here the government must intervene and
help exporters turn the wheel of production. This is an important point that the
government must accept. Unfortunately,
the government has failed to give the export awards it had promised.
The Islamic Republic of Iran, which is
currently facing the problem of coronavirus, liquidity and foreign currency supply,
must provide basic assistance to exporters
because it helps domestic production when
it helps exporters, and this is in the interest of the consumer, as the finished cost is
reduced and the drop in foreign exchange
revenues of oil is compensated.
Unfortunately, we have eliminated
the factor of experience from our
calculations and actions. We have
experienced some cases several times and
we continue to make the same mistake:
Wrong experience!
Another issue is that we did not use
the experience of countries like Malaysia
and Turkey, which are also Muslim states.
During the Ninth and Tenth Governments, it was decided to implement the
Chinese experience. That is, while companies are not state-owned, they are conContinued on Page 60
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Hall of Fame

‘Chevalier of Iran
Industry’ Wins
Leonardo Prize
Ahmad Pourfallah, Chairman of the Iran-Italy Joint
Chamber of Commerce, Industry and Mines and
Managing Director of Secco Iran has received his second
international medal of honor from Italy in one year.
The Italian Ambassador to Tehran Mauro Conciatori
presented the award known as chevalier medal to
Pourfallah in a ceremony held in Tehran on June 5.
Pourfallah is the first Iranian businessman to win the
Leonardo International Prize which was presented to
him by Italian President Sergio Mattarella in a ceremony
at the Quirinale in March. Leonardo is Italy’s highest
economic and cultural award.

L

etter from a manager, experienced, knowledgeable
and forward-looking father to his daughter and son
and to all the entrepreneurs in the Iranian industry and
commerce!

My Lovely Girl, My Good Boy!

O

ver the 40 years of my responsibility as managing director and
round the clock efforts in the
country’s industrial units and sustaining
various harms, I have come to the following conclusions:
Although insisting on being honest in
the current situation in the country will
make you lag behind your competitors,
never abandon your honesty in your
demeanor.
Although you may face financial
difficulty by prioritizing the interests of
others, especially your partners, make
sure you always follow this professional
principle.
Although you may incur greater costs
12

in providing financial information to
regulatory agencies, you should never
shy away from transparency.
Although on numerous occasions I
have suffered the biggest blows from the
people I have served most, you remember
to be kind and nice. (Don’t try to retaliate).
Don’t expect compensation from those
you have helped in various ways as this
expectation will severely damage your
morale.
Despite the fact that our society has drifted
away from ethics (honesty, righteousness,
helping the needy, gratitude, appreciation,
friendliness, and respectful behavior) in
recent decades, nevertheless, my dear,
make sure you will not take a course other
IRAN INTERNATIONAL, June 2020, No. 94

than these ways. (I know you will be hurt
like I did, but give priority to humanism
against other possessions and assets).
And finally, if you win two valuable
international awards and you receive both
of them from the president of a European
state and a European government but you
don’t see any praise and backup, in your
own country, don’t get disappointed; you
have strived for greater goals.
Looking at the Future of the
Valuable Youth of My Country
With the current trend in the society,
I do not expect a promising future for the
youth of our country. If we want them to
see a better tomorrow which they deserve,
we have to provide the infrastructure
today and let them enter the game in a
way to raise the hope of a better future.
Instead of wasting the facilities and our
own excessive demands design and
provide them honestly and responsibly
platforms and better living conditions.
Let’s stop chanting slogan and
instead turn to wise actions. Let’s set
aside prejudice and open our eyes to what
young people have in developed lands.
Let’s remember that tomorrow we have to
be accountable to our misperceptions and
wrong actions before the next generation.
It is not good to see high inflation, high
unemployment and wide scale poverty in
a country that is estimated to hold 10%
of the world’s underground resources,
is the third-largest holder of oil and gas
reserves, ranks 18th in the world in terms
of trade volume, is one of the ten most
attractive countries in tourism and has
a well-educated and intelligent youth
favored by the rest of the advanced world.
To wrap it up: Lack of competent,
efficient and resourceful management is
our fundamental weakness for progress in
all areas.
How I Saw Life and the World
I saw life full of beauty and I see
it full of ugliness. This is what it is and
what has been! Although life is difficult
and sometimes ugly, we must try to find
beauty among these inhomogeneities and
help others to enjoy the concept. I do not
believe in philosophy: “Life is Being and
Nothing Else.” Each of us has come to
play a role in preserving this Earth and
elevating our lives. Instead of being a
burden on others, help to reduce their grief
and suffering. 		
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Economy

The Secret of Iranian
Economy’s Resistance
W

hy is the Iranian economic
system still in place and why
Trump has failed to achieve
his goal of Iran’s economic collapse? A
goal that many even inside Iran anticipated to occur. But why didn’t these projections come true?
Javad Salehi Esfahani, a Virginia
Tech economics professor, cites at least
three factors for Iranian economy resilience: first, the flexibility of the Iranian
14

economy (especially in the exchange
rate), the second is that a large part of the
economy is state owned; and the third is
the fragile (petty) economy that has little
to do with political or negative news. He
believes that the government should take
steps in this context and increase investment in infrastructure to prevent further
backlogs of production.
What factors, in your opinion,
IRAN INTERNATIONAL, June 2020, No. 94

have caused the Iranian economy
to withstand the sanctions and not
collapse?
Several factors have made the Iranian economy somewhat resistant to the
sanctions. The issue of resilience within
Iran is related to the concept of resilience
or flexibility in the economy. It is economically resistant to external shocks to
be able to show flexibility against blows.
The most important factor for flexibility

This is a phenomenon
we see in the labor force
statistics that Iran has
created 500,000 new jobs
in a year.

is the use of markets. For example, when
the Iranian oil sales fell and the value
of the US dollar went up and the local
currency was depreciated, the economy
would not have been flexible if the government had forced all foreign currency
transfers to take place at the government

rate. But that flexibility gave rise to an
incentive for many to turn to manufacture of substitute goods the price of
which has now tripled.
This is a phenomenon we see in the
labor force statistics that Iran has created
500,000 new jobs in a year. As we kept
our economy somewhat flexible and
took advantage of markets, prices went
up and this made it possible for businesses to increase domestic production
so that the economy would not decline
too much. I think in Venezuela they were
not allowed to do that and things were
IRAN INTERNATIONAL, June 2020, No. 94

fragile. This is a very important lesson
about the flexibility of the economy.
Another thing that is deterring Iran’s
economy is that much of Iran’s economy
is state-owned. We have always been
accustomed to saying that the smaller a
government is, the better it is and what
the government does is not desirable.
But not always. Suppose the electricity
production in Iran was entirely in the
private sector, and the producers were
hearing that the Iranian economy was
collapsing. In that case they would gather their supplies and would go abroad.
Then the electricity would be cut and
this would bring us closer to the state of
disintegration.
The private sector is very sensitive
to future expectations, and it would reduce investment and even production
when negative news flows (about war
and other issues). So the role the govern15
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Viewpoint

ment has in the economy is somehow
making the economy resistant to bad
signals. If a manufacturer thinks that the
bank he is working with is bankrupt, he
may reduce its output. Banks in Iran have
no such role to go bankrupt because the
government has too much control and
can inject capital into them. Our banks
are somehow financially insured. In fact,
many of the bad aspects of the Iranian
economy may play a positive role in
times of crisis.
The third factor is that part of Iran’s
economy is petty economy like agricultural production, which is less sensitive
to important news such as the banking
system crises. A person who owns a farm
and the market for his crops is nearby
will be resistant to any kind of situation
in Tehran and internationally, doing his
job. Most of the fragility are in places
where the private sector has mass production and bad news (which Maynard
Keynes calls animal spirits) suddenly
changes the situation and, because of
the dark future, they would either reduce
their investment or the production, both
of which are harmful. If they cut investment, production and employment will
be reduced by double coefficient. If they
conclude that production is no longer
profitable and decide to shut down the
plant GDP will decline rapidly.
What should decision makers in
Iranian economy do to prevent this
crisis from deepening?
Statistics show that the Iranian
economy has been ineffective for about
10 years. This means that if you look at
the economies of Iran and Turkey between 1991 and 2011, their per capita
output has increased steadily. In fact,
despite all the problems that the Iranian economy has had, it has been able
to move in line with an economy that is
almost successful. But after 2011, Iran’s
economy is virtually no longer booming, and the Turkish economy is growing at seven to eight percent. All the differences that you see between Iran and
Turkey’s per capita income, which have
now grown, are the result of the last 10
years. I think the only characteristic of
these 10 years has been the sanctions
that have hurt the Iranian economy a lot
but have not led to its collapse. But the
question of what might happen hereafter,
16

We Are in A Paradoxical
Economic Situation!
I think the only
characteristic of these
10 years has been the
sanctions that have hurt
the Iranian economy
a lot but have not led to
its collapse.
I have no precise knowledge of what is
happening in the Iranian economy, so I
cannot predict correctly.
For example, if I am told that these
500,000 jobs that were created are because the factories were working at low
capacity and now that the prices of many
commodities have gone up the factories
IRAN INTERNATIONAL, June 2020, No. 94

have also increased production and capacity, if this hypothesis is true I will be
pessimistic about the future. Future job
creation requires new production capacity, especially in industrial sectors that
have a greater role in import substitution
and investment in these sectors is relatively heavy.
When it comes to investing, on the
one hand, we are looking at the question of whether these companies can get
more money from the banking network,
to invest and increase their production.
This is questionable as banks are in crisis and reforms in that sector are slowly
progressing. Another issue is foresightedness; an investor must be optimistic
about the future if he wants to increase
the capacity of his factory by investing.

Dr. Masoud Nili, Economist

O

ur decision-making system is
very complex, with different layers each having different goals
and considerations and these goals and
considerations are typically not intertwined. This means that one type of decision may be made at a particular ministry
level, and then at a higher level, the same
decision is made in a different way. In our
decision-making system, things are very
difficult in terms of information flow and
expert decisions.

When a problem arises or there is a
problem and its consequences appear, everyone enters the field. The public opinion
expects everyone to comment and clarify
their position on the problem. But unfortunately, such an expectation and partnership does not occur before the problem
arises; even on the contrary; often everyone prefers less participation so that responsibilities are distributed because they
cannot guess what the implications of that
decision may be later on.
It is true that we have already
reached relative maturity in terms of
expert capability, but we need a similar
cohesion in the decision-making system
to be able to digest the introductions and
conclusions used in an expert review
while retaining its original identity. When
it is not possible to digest expert decisions
in the decision-making system, the result
of any expert review and effort in practice
would emerge as decisions that are unacceptable not only to those who have made
the initial proposal, but also to those who
want to implement it.
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In this situation, the output of the decision-making system is also not properly
explained to the people because anyone
who wants to explain it is probably not in
agreement with some of the decision itself
and thus the public opinion is not properly informed. On the other hand, since
there is no coherence in decision-making,
this lack of lucidity at the implementation
stage also manifests itself as executive
failure. All of this is due to the fact that
the growth of knowledge in the country,
and especially the growth in economic
knowledge over the past two decades, has
not had a place in the decision-making
and administrative system. It can even
be said that not only has this growth not
been in line with the growth of economic
knowledge, but it has moved in the opposite direction. As a result, today we are
faced with gears that do not spin together.
Much of the openness we have had
in recent years in terms of resources is
related to periods when oil prices have
reached a high level and, as a result, our
Continued on Page 60
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Convergence of Threats, Divergence of Tactics
I

ranian economic activists believe
that the economy has been caught up
under the political spectrum and is
getting tougher in the current situation.
However, despite the poor social conditions and the pressures on the people and
the economy, the capacity of the Iranian
economy is still large enough to open as
a springboard and experience doubledigit growth rates at least for a couple
of years. They believe that one can still
not be concerned about the business environment and still not regard the complex corridors and tastes of economic
18
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management as a declining factor for
economic growth, but now, in the current
situation where the playground has gone
from economics to politics, one cannot
help worry about political approaches
dominating the country because it is
easy to solve the problems facing the
economy. Although these points have
been underlined for many years but no
one seems to be listening.
But what has brought concern to
different levels of society and narrowed
the gap between the demands of different segments of society is the political

situation in the country. Pedram Soltani,
an economic activist, says: “The problem is that economists are so far from
the ground of economics that they have
to shift their demands from economics
to politics and security.” Now, economic
activists have found some kind of convergence with all segments of society,
with workers, retired, teachers, university instructors, youth and all different
segments because these problems are all
common.
The situation in the country today

I think the issues that
threaten stability
and security most,
are naturally bigger
concerns.
is such that it seems things are going to
get worse and the economy is not only
no exception but also fragile due to the
loss of security and confidence. If you
look at the problems and disasters of
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these days of the market, businesses
and the economy of Iran in general,
what are some important points you
can cite here?
I think the issues that threaten stability and security most, are naturally
bigger concerns. The events that took
place in November 2019 shocked all
people and different sectors, including
economic activists. The unrest raised
serious doubts among economic activists that despite the stability and security
we claim to exist in the country have the
hard days arrived and whether there is
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disruption and if these events can trigger heightened unrests and protests or
is it possible to manage this situation
and restore peace to the society? In my
opinion, domestic protests and discontent, as well as conflicts and movements
outside Iran’s borders, whether from our
neighbors or in a dispute with the United
States, have become the most important
threats to the country and everyone’s
concern today, including private sector activists. This has also affected and
even lowered the priorities of other sectors gradually, and is getting bolder and
bolder every day.
What news and events put the
most pressure on you as a private
economic activist during these tough
days?
For me, the most annoying news
was that some of my compatriots were
killed. This is the peak of internal collision that civil protests end up in the
death of citizens. Anyone can extend this
to the future because the cause of this
unrest has not been removed from the
country. Our economic problems are get20

ting tighter and tougher. Those segments
of the society that were dissatisfied and
have political and social demands are
still unhappy because the cause of their
opposition has not been removed. So
this part I believe is the worst news I’ve
heard these days. Afterwards, news of
the public protests is a major concern,
as 60% of protesters in the streets were
confronted with serious economic problems during initial surveys.
From within these protests and even
the victims we heard words that many of
these protesters had severe economic
deprivation and even food deprivation.
There are images of people complaining
even to the police officers telling them
they had no money. They said they could
not provide for their family’s basic needs
and things like this that brought pain to
one’s heart.
Some may think that these are not
their problems and their pains but we are
all human beings and the problems of
others affect us. But if we look deeper
into these damages we will realize that
exacerbating these conditions can lead
us all to be indifferent and say, well, I
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don’t have that pain. This is shortsightedness.
When problems arise, as they do on
the street, it can stir up the whole city
and make life in this city and other cities
and the whole country very difficult and
sometimes impossible.
Even these conditions can exacerbate insecurity and make anyone vulnerable even the most affluent people. Even
if we do not have a humanitarian look,
there is a danger that with the personal
look of everyone, the problems of the
street floor will also put him in trouble.
The next issue was the impact of
business in the country. Certainly, the
Internet cut was another factor for the
decline in security of the people, including economic activists; in the sense that
today, many public services and many
businesses are connected to the Internet
and virtual communications, and the infrastructure of the Internet is imperative.
When the state simply cuts the Internet
and deprives businesses, economic insecurity, along with social insecurity,
becomes more evident. In the past few
days, unfortunately, I have heard a lot of

news from people who are going through
technology, such as the young startups,
programmers, etc. Some of them are extremely skeptical about their work and
also intend to emigrate and some are
planning to close their businesses. Many
have sustained great losses, and these
conditions have destroyed their capital.
So blocking access to the Internet
has had great implications going beyond numbers. The daily loss was estimated at between $60 million and $180
million, but I think the damage is much
larger because it either stopped many investments or reinforced the whispers of
a halt. It also enabled many capitals to
migrate across borders. We have a new
wave of capital outflows. One of the
reasons for the increase in the exchange
rate is the increased demand for leaving
the country. This foreign currency is not
provided in the NIMA system, but rather
from the bottom of the market, and is
outside the Central Bank of Iran (CBI)approved network and is likely to affect
the free market exchange rate. One must
conclude that people are migrating and
moving their capital across borders.
How Do You See Future Economic
Trends?

The problem is that
economists are so far
from the ground of
economics that they have
to shift their demands
from economics to
politics and security.
Unfortunately, I don’t see good
prospects. I open a bracket and explain:
When the economic conditions and business environment of a country are good,
business activists and business managers
are mainly focused on resolving their
business problems. When the economy
is in trouble, business executives come
together in different fields to try and
identify their problems and work together to achieve a collective result.
As the problems get worse and
worse, at a higher level, various economic activists would try to resolve
their problems in a larger body, such as
the size of the chamber of commerce,
with bargaining power and with a louder
voice. But when the problems go even
further, other economic activists have to
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join all segments of the society in order
to overcome the dangers and problems
that are threatening the whole country.
We have gone through three phases. The
problem is that economists are so far removed from the economic land that they
have to move their demands from the
economy to the politics of the land.
The problem is that economists are
so far from the ground of economics that
they have to shift their demands from
economics to politics and security. Now,
economic activists have found some
kind of convergence with all segments
of society, with workers, retired, teachers, university instructors, youth and all
different segments because these problems are all common. I mentioned these
issues because I believe that the bigger
problems become, the more frustrating
the prospect becomes.
Without having to go through all of
my analyses, I myself or any other economic activist would say unconsciously
that we see a vague, worrying, highly
uncertain prospect with no promising
spots and no news that could lessen this
deterioration. The situation is so frustrating that we have both intricate and multilayered issues, both in terms of political
structure and economic context.
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In economics, for example, there
are collections that should not have existed. The complexity of the economy is
enormous. Also, in the social demands
of different strata the demands have
been accumulated and the government
has had a kind of decades of inertia that
the demands of the strata have not been
met in a consistent and logical manner.
So this multiplicity of large and massive
accumulated demands has now made
it so difficult to solve. This is just the
internal situation. As far as the region
is concerned we are in a condition that
our neighbors are holding the sword
on against us. We have had ideological
competition with Saudi Arabia and the
UAE all these years, or we have had differences of taste and strategy.
We have had fundamental issues
with the Israeli regime, but today we find
these countries very openly opposing us,
using every podium to explicitly criticize
Iran. Recently, they have no fear to pressure Iran. We haven’t heard these words
and speeches openly, even in the last
three or four years. But now it has happened. Or in the countries that have been
our allies protests and uprisings have taken place that show they can no longer be
easy and close companions to us.
It is our regional conflicts that
have become apparent. Unfortunately,
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It is our regional conflicts
that have become
apparent. Unfortunately,
one must admit that there
has been a convergence
against Iran, where
external pressure,
including US pressure,
is effective.
one must admit that there has been a
convergence against Iran, where external
pressure, including US pressure, is
effective. Extracurricular pressures, that
is, American pressure, have reached
unprecedented levels. America has never
had such a difficult confrontation with us
in all aspects in history. And we see that
this conflict is following a deteriorating
course. I had previously stated in a
note that we were in a situation where
we were faced with a convergence of
threats and divergence of tactics. It really
happened. Threats have now converged,
but the measures are island-wide and farfetched.
How do you see the prospects givIRAN INTERNATIONAL, June 2020, No. 94

en the recent problems in the country?
The best news is resolving our
most fundamental problems. They will
cascade their own positive impact on
other issues. If our basic problems are
resolved, the main knot in this confused
coil will open, and the coil will slowly
open and its strings released. In my opinion, since our problems with the economy have entered politics and security
issues, we must first resolve the problem
in the field of politics and then move on
to reforming the economy.
The fact is that this situation has
to be looked at in a structured way. In
my opinion, the good news is to see first
of all that the state has decided to hold
a passionate free election. This may
sound strange to you, but in my opinion
the most important thing that hurts our
security is the accelerating process of
declining public trust. It is important
to minimize social capital. We are in a
situation where the government’s hand
is largely locked in economic tools
and it must turn to social openness and
domestic issues.
This does not need to cost local currency but requires passionate and costly
characters to make the decision. A free
election can reverse the flow of hope and
confidence in the country to a positive
one, stopping the destruction process
first and then gradually rebuilding it.
The good news is that we have decided
to fundamentally reform the structure of
government. With the fundamental reforms of the decision-making system, it
is forced to change course.
Some of these changes require a
constitutional amendment, and some require tough decisions at high levels of
the establishment. Some also need convergence at the intellectual level of the
country: Convergence between thinkers
and pundits, not necessarily political
activists. So by activating these people
they can act as the country’s wisdom
peak. If these two events occur the next
good news will be resolving regional
and international disputes. Our issues
are fully manageable with our neighbors
and with the US. The day we don’t hear
people and senior officials from the state
speak of America, Britain, Saudi Arabia
and Israel, I think we are on the path to
recovery that day.
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Future of Iranian Economy

F

riedrich August von Hayek, a
great economist of the Austrian
School says: “The curious task of
economics is to demonstrate to men how
little they really know what they imagine
they can design.”
Government bureaucrats are more
or less everywhere implying the promise
to make this belief, which is not true and
we can build the future through applying
appropriate monetary and financial policies and the key to happiness lies in their
mighty hands. However, this is not an
easy task; other factors, such as people’s
trust in such policies, are imperative.
Nowadays, Iranian citizens wonder
a lot as to what will happen to the economy eventually and whether there is any
hope for improvement. Although as put
by senior Iranian journalist Mohammad
Qaed forecasts about the future must be
assigned to coffee tasseography experts
but in fact the Iranians have a right to be
concerned. Let’s remember except for a
short time after the Joint Comprehensive
Plan of Action (JCPOA), in these years
the people of Iran have been living in a
state of fear and hope; there is no single
day we will not hear of serious crises
facing the country.
The “current sensitive conditions”
have not been dropped from the mouth of
Iranian politicians, and they have always
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Nowadays, Iranian
citizens wonder a lot as to
what will happen to the
economy eventually and
whether there is any hope
for improvement.
urged people not to leave them alone
in these difficult conditions. In recent
times, even the president of the country
has been surprised by a 200% increase
in the fuel price. It is not clear, however,
whether they have a clear plan for the
future; unfortunately, given that the
various political groups in the country do
not even have a common understanding
of the situation and the options ahead, it
is very optimistic to expect unanimity
and sympathy for the move. But the
point is that distrust is not just limited to
Iran, maybe in other countries, even the
developed ones, the level of trust is not
very high.
In a 2016 OECD survey, we read that
even in Sweden, Finland and Denmark,
the so-called successful examples of
efficient world governments, more
than half of people do not trust the
government! However, the worrying
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aspect for our country may be that
social capital is not in good shape, that
is, if elsewhere governments are not
trusted, at least there is relative trust and
cooperation within the society itself and
relations between different social groups
are not bad and it partially offsets that
shortcoming.
Unfortunately for social capital
there is no less catastrophic situation, to
put it more precisely, we can refer to the
2019 Legatum Prosperity Index where
we ranked 129 out of 167 countries in
the social capital component!

Let’s assume, however, that tomorrow all administrative, institutional and
value barriers were removed and a comprehensive policy package agreed by
various political groups became available; in that case is there hope for improvement? Unfortunately, one has to
hesitate in giving a positive response. It
is not easy to gain the trust and companionship of people we have simply lost.
When news of new corruption comes out
every day, without talking to citizens and
their intellectual leaders, we want to run
a “correct” economic policy overnight

The nuclear deal
promoted a vision of a
broader relationship
with the world and had
supporters, but it failed
for a thousand reasons.
and leave all inefficiencies to the current
critical situation and state of war it is unlikely to do miracles.
Now that things are not going well,
and what we have just said is the expression of a tragedy, so what to do? This
writer wants ironically to emphasize the
role of politicians, not economists, in assuming that they have a plan in place,
except in a space with minimal legitimacy and trust. The job of building trust
is going through politics. We are faced
with the “crisis of vision” dilemma in
the country. Until we can sell a desirable future to the public it will not work.
The nuclear deal promoted a vision of a
broader relationship with the world and
had supporters, but it failed for a thousand reasons. We have no prospects now,
and we live in the old-fashioned era, as
the old saying goes, it is no small tragedy
for a country with thousands of troubles.
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Our politicians, of whatever group
and sect, should look for and build on
such a vision, rather than focusing on diversion; when we talk about the absence
of a political project, in reality we have
in mind the fact that no one group has an
attractive prospect for the majority and
does not have the vision to determine
the desirable situation and the general
direction of the country’s internal and
external movement. However, it is unlikely that the future of Iran’s economy
will be better resolved unless our main
political problem, our relationship with
the world’s political and economic powers, is resolved.
I do not remember even having
one country in contemporary history that
has experienced steady progress with
maximum seizures in foreign relations;
Libya, Iraq and North Korea are sad
examples of missed opportunities. In
politics, if there is no other way, it has to
be forged. I recommend to the politicians
in the country not to miss a book
published last year titled “Kissinger the
Negotiator”, to get acquainted with the
manner and character of a person who
had serious crises in his political life and
left them behind unharmed. It will be
inspiring! 		
By: Amir Hossein Khaleghi
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US-Iran
Economic
War
D

r. Mousa Ghaninejad, in
describing the consequences
of US sanctions on the Iranian
economy, recalls the payroll of Andrea
Stramaccioni, the Italian head coach of
the Tehran Esteghlal soccer team, and
described it as a symbol of the current
state of the Iranian economy.
“This story very well shows to
what extent the economy depends on
the international banking system, and
how nonsensical are the slogans about
circumventing the sanctions. This war is
political, and should be settled through
diplomatic channels.”
In your opinion, what is the
relationship between sanctions and the
performance of the Iranian economy?
The claim that the sanctions had no
impact on the performance of the Iranian
economy was clearly a political slogan
that had no real and scientific content
because the Iranian economy - like most
26

other economies in the world today
- is virtually dependent on the global
economy.
For example, much of Iran’s exports
are in oil and the oil trade is a global phenomenon; we can never export oil only to
friendly or neighboring countries, therefore, when the effects of the sanctions
tighten and oil sanctions become tighter
its impacts become more visible. However, earlier sanctions imposed on Iran’s
economy since the beginning of the 1979
Revolution had somehow affected us and
damaged our economic performance.
The Americans have targeted two
important aspects of the Iranian economy
during the “toughening of the sanctions”.
On the one hand, they have tightened the
embargo on oil, and on the other hand,
they have put more pressure on the
Iranian banking system and prevented
our banking transactions with the outside
world. The intensification of these two
sanctions has had a clear impact on
the overall performance of the Iranian
economy.
As the country’s oil revenues fell,
the government faced a budget deficit.
You know that in the last 50 years, on
average, about 30 percent of the government’s general budget came from crude
oil exports. Although there have been
fluctuations in this area over the years,
on average there was a figure that was really high. One cannot ignore or replace
30 percent of public budget resources at
once or in the short term. Of course, the
slogan of converting the oil economy to a
non-oil economy has been given all these
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years, but it remains only a slogan, and
no practical work has been done to address the problem. As a result, one of the
sectors most affected by the intensification of sanctions was government revenues. Another sector was our banking.
Banking sanctions have never been so
severe. The weakening of these two sectors had the greatest and worst effects on
the performance of the Iranian economy
and its effects are still observed.
On the other hand, the misguided
policies that have taken place during the
era of “intensifying sanctions” rather
than those related to the sanctions, are
related to economic thinking in the

country. Basically, how we respond to
an economic dilemma (such as a decline
in oil revenues or a subsidy dilemma or
recession) goes back to the economic
thinking of economic policymakers.
I have said many times - and other
economists have emphasized this as well
- that in the face of tightening external
sanctions and the economic siege, we
must release the economy even more in
order to make the most of our economic
potential. But unfortunately we have been
doing the opposite, and we have made
the sanctions an excuse to intensify price
control policies and market suppression.
This approach can be seen in all areas

The Americans have
targeted two important
aspects of the Iranian
economy during the
“toughening of the
sanctions”.
of economic policy making, including
foreign exchange and trade policies.
And don’t forget that one of the
most damaging indirect effects of the
intensification of sanctions is the wideIRAN INTERNATIONAL, June 2020, No. 94

spread prevalence of economic corruption and rent-seeking. As the government
develops and intensifies its misguided
policies under the pretext of sanctions,
rent-seeking and corruption become
more widespread.
This is a very important question that
needs to be answered without hesitation.
Today we are in an “economic war”.
Although I theoretically disagree with
this term and concept, it seems to have
happened in practice, and politicians on
both sides have repeatedly spoken about
it. The Americans say we have entered
an economic war with Iran to avoid a
military war and we have sanctioned Iran.
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Iranian Economy’s Meager
Productivity Share

T

Iranians also say that we are engaged in
an economic war that is nothing short of
a military war. Some even compare it to
the Iran-Iraq war, saying US sanctions
were deeper and more destructive than
the eight-year war with Iraq.
If we accept the existence of this war,
it is natural that the debate is no longer
just economic, and on both sides of the
spectrum, politicians in the US and Iran
are lining up. I have already criticized
many American politicians’ views on
this issue, saying that the sanctions are
contrary to the intellectual principles that
Americans claim to defend.
Trade sanctions means preventing
free trade that is contrary to the US
Constitution. What Americans are
doing today is a sign of hypocrisy and
of overcoming the political view on
the economy. They have turned the
economy into a tool to achieve their
political goals, otherwise, based on the
ideologies and ideals that Americans
claim to defend, these actions are in no
way justified. In the 2013 anti-sanctions
campaign, I, along with a number of
Iranian economists at home and abroad,
emphasized and exposed these points.
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As the country’s oil
revenues fell, the
government faced a
budget deficit.

IRAN INTERNATIONAL, June 2020, No. 94

We stressed that America’s sanctions
policy is not only wrong but is contrary
to free trade, economic logic, ethics and
the Constitution of the Western countries
including the United States.
But on the other side are Iranian
politicians who, when they say we are
involved in economic warfare, must
understand what it means to be involved in
war. War is in essence a political concept,
not an economic one, so the search for an
economic solution is meaningless. There
must be a political solution to this war,
and to say that we are blocking the path
to diplomacy completely does not make
sense. Because this is about accepting
the stalemate and admitting that we
have no solution. Our politicians say
we will bypass the sanctions. Can war
be bypassed? No matter how much we
say we go around boycotting and find a
way out, or claiming to solve problems
by relying on the economy and internal
initiative, or chanting that boycott is an
opportunity, these words do not change
the realities on the ground. One must see
the facts: this war is a political one and
must be resolved through diplomatic and
political channels.		

he Soviet Union is remembered
in the world with unique symbols
such as the idea of equal

bread,
the aggressive government, decisive
politicians,
overwhelming
military
power, but overwhelming poverty: Words
that in the literature of systemic collapse
draw us to a mysterious corridor.
The same is the pain of all justiceloving governments that by increasing
their size in the public arena, civil
society is marginalized and monopolized.
In this way, helplessness becomes so
overwhelming that a sudden collapse, like
a flood carries everything and everyone
with it. To discuss this, we interviewed
Saeed Leylaz, an economic analyst on
the achievements and economic failures
of the largest communist government in
history.
Some see the Soviet technical and
technological success as an indication
of its economic success. How true is
this argument?
In the Soviet Union, there was a
very clear picture of the inevitability of
fascism attack and Western capitalism
and they thought that the disintegration
of the Soviet Union was the ultimate goal
of emergence of fascism in Europe. To
escape this inevitable fate, the Soviets
signed a non-aggression treaty, or Molotov-Ribbentrop, which is nowadays referred to as a black spot in Soviet history,
while being one of the brightest acts that
could have been carried out to prevent
that inevitable attack. They were able to
get a good opportunity.
In the book “My Battle”, Adolf Hitler makes it clear that the future of Germany is tied to the East, that is, the Soviet lands. With this clear picture of the
future, the Soviet decision to achieve the
Western style wonderful breakthrough
takes only 10 years, and in 1937 they officially proclaim the victory of socialism.
Not only is the socialist system estab-

Saeed Leylaz, Economist

lished, but the Soviet Union turns to an
industrialized state from a medieval peasant state: A country that bears the brunt
of World War II. Interestingly, it was
the West that defeated Hitler’s Germany
while the Americans entered Europe only
eight months before the end of World War
II, until they were convinced that the Soviet Union would definitely defeat Germany and take over all of Europe they did
not enter Europe.
Was the Soviet Union really an
economic superpower?
Not at all! Alongside the Soviet
economy, there are other major issues
that are prominent. The Soviet Union
entered a bureaucracy in such a way that
Leon Trotsky predicted in the late 1920s
in the book “The Permanent Revolution”
that the Soviet Union would collapse as a
result of bureaucracy. In his book “State
and Revolution”, Lenin says that “the
state machine will fail in a communist
system, but since we have not yet reached
a communist system, we must take the
state machine and turn it into a tool of
bourgeoisie repression by the proletariat.”
Just like the Iranian experience, the
Soviets created a parallel entity alongside
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any existing government entity. It dissolves the White Army and creates a Red
Army and launches popular mobilization
forces. And this bureaucracy, which occurs due to ignoring free market mechanisms, given the very young Soviet population at that time goes to the extent that
by 1984 the number of Soviet government employees stands at about 18 million (about six times the current Iranian
economy) and forms one of the largest
states in the world.
Trotsky predicts that this bureaucracy will become the hanging ropes
of the Soviet government, which it did.
The second cause of the Soviet collapse
is the resemblance of socialism to a utopian system. A system whose frameworks
are not based on human instinct but on a
human basis and based on specific human readings. A Utopian system needs
people who are thorough, educated, and
clean, but that is not practically possible.
Freedom and equality are enemies of one
another, and the basic problem of the Soviet Union was that it wanted to establish
equality, but it killed freedom, and when
freedom was killed, the impetus as the
engine of progress would be removed
from society. The socialist system has an
inherent contradiction that does not occur
except in a utopian state.
As a result, when the Soviet Union
collapsed in the wake of that dreadful
bureaucracy, by the mid-1980s, the
number of paid pensioners exceeded
the total active labor force. Under this
condition the Soviet government could no
longer maintain and manage the situation.
The Marxist ideology was quite contrary
to the nature of the American liberal
system, which would enter only where
its interests are served: The mechanism
that led to the boom of the economy in
the United States and created domestic
private giants. What happened in Soviet
Union was exactly the opposite.
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What are the lessons of the Soviet
collapse from the perspective of economic management for policymakers
in other countries?
Any planning system, since it produces special effects and implications that
are beyond human expectation, comes
only from God. In 1397 (March 2018 –
March 2019), the guaranteed purchase
price of wheat from farmers in Iran was
kept constant compared to other changes,
prompting the government to buy three
million tons of wheat less even though
wheat prices had risen five percent. For
this reason, farmers preferred to smuggle
their crops, which made the government
to control the movement of wheat between the provinces, something that leads
to corruption of the monitoring agency.
As a result, the farmers in order
to avoid the imposition and counter the
monitoring system were forced to use
their wheat as livestock feed. Each 9 kg
of wheat was priced at approximately
140,000 rials. In contrast this produced 1
kg of meat that the farmer and livestock
breeders could sell for 500,000 rials on
the market.
This was also the case in the Soviet
Union, where the seeds were sold by the
government and this sparked retaliation
by farmers. The socialist government was
under the pressure of death and life from
the outside and about 15 million farmers
were involved in the conflict domestically. The result was unpromising. This situation is inevitable when you get out of the
natural mechanisms of the economy by
forcibly resolving bureaucratic problems.
I am not opposed to “any” government interference in the economy, and I
believe that in many cases, when the social structure of countries is fragile, such
interference is inevitable. The more the
government willfully or unwittingly intervenes in the economy, the more it will
spoil corruption, which was what actually happened in the Soviet Union. When
the coup against Khrushchev and his liberation thesis took place, it was a coup
against the emerging new class coming
out of Khrushchev’s policies.
No one, like a Marxist, understands
that when economic liberalization occurs
and 25 percent of the country’s food production is done by a group that has taken
advantage of this economic freedom, a
socio-political effect emerges in the society, and this society can no longer be sus30

tained by a single-party system. For this
reason, when the coup against Khrushchev began, Soviet economic productivity began to wane. Double-digit economic
growth is suddenly monolithic, and by
the second half of the 1970s, economic
growth plummeted to two, three percent,
and even zero, while in 1985 about 102
million people retired and only 100 million active work force exists. This is a
mirror of the future of Iranian society.
How close is the Iranian economy
to the Soviet economy in terms of
management, and can there be a
wakeup call or warning for Iranian
economic policy-makers from the
Soviet experience?
This is definitely a warning for our
country. Iran’s economy is the most communist non-communist economy in the
world. In the non-communist countries

In the book “My Battle”,
Adolf Hitler makes it
clear that the future of
Germany is tied to
the East, that is, the
Soviet lands.
of the world, we have one of the most
communist ways of governing the country. I am not against social support for the
lower classes. If we want a 100 percent
free economy, then the proletariat will be
free to hit under the playing table. One
cannot ignore the fragility of the social
structure, but if as a result of rising oil
revenues, governments feel they can run
the country without people’s help and
productivity, its inevitable consequence
is that the economy will collapse in terms
of productivity. Between 1970 and 2012,
the share of productivity in US economic
growth averaged 39 percent, in China 31
percent and in Iran nine percent.
Now, if we add 2012 to 2019 to Iran’s
share the total will not reach even seven
percent, and the share of productivity in
the Iranian economy is negligible. These
statistics mean that all of Iran’s economic growth has been largely through the
“drowning” method and capital injection.
While up to 40 percent of the world’s
economic growth comes from productivIRAN INTERNATIONAL, June 2020, No. 94

Export
ity today. This productivity is not achievable in a system with undisputed domination. The guaranteed purchase of wheat in
1397 (2018/19) confirms this claim.
While the government is under
economic sanctions, it is natural that it
should pursue a policy that would increase
wheat production, but with a specific
bureaucracy deciding who should do
what, it acts exactly the opposite. When
productivity disappears and oil prices fall
accordingly everything is disturbed. So
the government has to quit the society, but
as soon as oil prices rise, the government
forgets everything.
On the whole, the collapse of the
Soviet system cannot be examined with
a one-sided, one-dimensional view. The
Soviet Union is the most peculiar human event in resource allocation, and the
move was so brilliant that after World
War II, some Western institutions and
even Harvard University in the United
States promoted the necessity of planning in Third World countries, and the
Plan and Budget Organization in Iran is
an experience of this kind. The planning
experience in Iran is the second such experience in the world. The achievements
of the Soviet Union were so brilliant that
they penetrated the heart of the American
academic system and their think thanks to
such an extent that the Third Plan of the
former Shah of Iran was written in 1340
(1961/62) by Western institutions.
Only two people in the world
predicted that the Soviet system would
collapse at its peak; Friedrich von Hayek
in his book “Individualism and Order”
in 1935 claimed the system would
suffer structural and inherent problems.
The other was Leon Trotsky who in an
outlook different from Hayek’s predicted
the Soviet Union would face structural
problems and collapse.
In 1920, Trotsky says that if we
were a hypothetical god and could have
guessed all the relations of goods and
services, a socialist system would be in
place, and if not, it would be doomed
to failure. In spite of this astonishing
progress, which brought about 18 to 20
percent economic growth a year, in the
Soviet Union they ignored structural
problems and hurdles. In fact, this
experience should be considered as a
package because the Soviet Union is the
greatest effort of human history to create
an ideal society that failed.

Six Challenges Iran
Is Facing in Exports

Today, for a variety of reasons, exports have been
the focus of the export drive, and all the pillars of
government are looking for something positive to
happen in the export sector.

A

ssessments show that Iran’s
exports are currently facing
the risk of being classified as
“economic uncertainty”, “uncertainty in
the international situation”, “unfavorable
business environment”, “economic
vacuum in diplomacy”, “weak export
rules and regulations” and “productivity
and competitiveness weaknesses.”
On the other hand, “economic
stability”, “rapid response”, “export
persistence”, “product diversification”,
“strong communication” and “support
and accountability” are some of the
requirements and preconditions that
policy makers can consider in exporting
steel industries.

Explaining the general approach of
the country’s trade programs, the deputy
minister of Industry, Mine and Trade for
commercial affairs said that the export
runway for the industry is green but the
government import policy is based on
restrictions and sanction. In this regard,
the steel industry has been referred to as
a capacity that can replace oil exports; in
fact, from a policy perspective, completing the value chain in the steel industry
is an important advantage that should be
considered as a model by other industries
in the country.
On the other hand, the person in
charge of Export Support Arm outlined
support programs for the steel and mining
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sectors. In this regard, the managing
director of Export Guarantee Fund
believes that the Iranian businessmen
are not familiar with export guarantee
fund services and this has led them to
move towards banking services, while
the most operational part is to support
exporters of guarantee fund services.
Accordingly, in cases where LCs are not
usable, guarantee fund insurance can be
a substitute for LCs and help to recover
exporters’ claims.
Six Export Challenges
According to this classification,
the first challenge lies in the uncertainty
and unpredictability of the economic
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environment. The former head of Iran
Chamber of Commerce, Industries,
Mines and Agriculture (ICCIMA) stated
that the problem has been constant in
recent years but has escalated in the
past two years. There is a problem in
this regard that economic activists do
not know what foreign exchange and
international decisions, policies and
conditions will be for the next month or
a year. Therefore, this leads to instability
in decision-making, and the overall
export environment of the international
dimension is challenged.
From Mohsen Jalalpour’s point
of view, the second challenge is the
uncertainty in the international situation.
He said: Today in our country the outlook
about governance is different and
economic activists cannot make decisions
based on these different outlooks. Mr.
President has recently argued that they
know no other way than interacting
with the world and insist that they are
interested in communicating with the
world, but in the same week pulses have
come from some other decision making
institutions that we cannot work with
the world, but should rather rely on our
internal capacities and look at ourselves.
As an economic activist, I do not approve
or disapprove either of these two views,
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but we need to know what the overall
direction of the world is to adapt to it.
The former head of the ICCIMA
also
mentioned
the
unfavorable
business environment as the third
concern. According to him, part of this
unfavorable business environment is
due to foreign sanctions, and another
part to laws and regulations, as well
as shortcomings in policymaking. But
the lack of an economic outlook at
the Foreign Ministry and a focus on
political affairs was the fourth challenge
highlighted by the economist. Jalalpour
pointed out that 99% of the Foreign
Ministry’s focus is on political issues and
only 1% goes to economic affairs. In this
context, there is a need for an economic
outlook in the Iranian embassies, and
as long as this outlook is not in place,
the country’s export needs cannot be
properly addressed.
In this context, the inefficiency of
other export laws and regulations was
the fifth challenge mentioned by Jalalpour. He emphasized that the country’s
trade and customs base is focused on
imports but to improve exports there is
a vacuum of facilitating rules and regulations. Ultimately, the sixth challenge lies
in the weakness in productivity and competitiveness. He explained: In the past
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years we have not been able to take effective action in the field of competitiveness, and the main reason was because
the economy is state owned. When there
are companies and institutions that are
financed by government resources, it is
impossible to create rivalry and be present in the global space, while also helping exports.
Meantime,
Hossein
Modarres
Khiabani, Deputy Minister of Industry,
Mine and Trade for Commercial Affairs,
pointed to the importance of exports
as a macroeconomic goal and said:
“Today, due to some foreign exchange
and trade policies, as well as significant
price differences between foreign and
local currencies many commodities
have export capabilities that need to be
exploited. We used to export about 3,500
out of 8,000 categories of commodity
tariffs before, but today we have more
than 4,200 categories. So today, exports
are important to us in many ways, and
non-oil exports are replacing oil exports,
and most of our forex needs will be met.
The official also cited the use of
empty and surplus capacities as a way
to expand exports. “At present we have
surplus capacity in our products and the
domestic demand is shrinking, and it is
here that exports can play a role,” he said.

In the absence of exports some of our
production units will be shut down; there
are empty capacities of all kinds of goods
that must be used. The developed countries of the world are developing up to 10
industries, but we invested in more than
65 industries out of 100, which resulted
in a waste of resources because it was
not based on comparative advantage. On
the other hand, in some cases we formed
upstream industries but did not pay attention to the downstream and its inputs;
in fact, the upstream supply chain does
not participate in the downstream sector,
which in itself causes problems.
On the importance and attention to
the capacities of the mining industry, he
said: The mining industry has a very high
capacity and can replace the oil industry.
We hold 2% of the world’s mineral
reserves and are on the copper and iron
ore belt. Today we can plan on the mining
and steel industries to replace oil. Steel
also has a high potential; the value chain
formed today for steel can be a model for
other industries as well.
At the same time, the official
continued: “Exports can also benefit the
market by adjusting prices, as well as
maintaining sustainable employment.
The recently created export space has
led to the return of 40,000 workers to the
factories and the recruitment of 100,000
new workers. All of this has happened

Today we can plan on
the mining and steel
industries to replace
oil. Steel also has a high
potential; the value chain
formed today for steel
can be a model for other
industries as well.
because of improved exports. Today our
export runway is green, but we imposed
restrictions and sanctions on imports and
banned the import of more than 1,500
items. According to the latest statistics,
our trade balance is $100 million positive.
So the existing facts prove that the
overall trend is toward exports and the
state does not hold an import-oriented
outlook. The government’s policy on
exports is geared towards development
and growth, but imports are primarily
controlled. Part of import control aims
at managing foreign exchange resources,
the deputy minister said. “Measures have
also been taken, including that export
incentives have been restored, we have
launched an Export Development Task
Force to resolve problems, and we have
raised the guarantee fund’s capital.”
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Today, for a variety of reasons, exports
have been the focus of the export drive,
and all the pillars of government are
looking for something positive to happen
in the export sector.
Modarres Khiabani pointed to the
unequal conditions for exporters in the
international arena and said: Today, the
most cruel and severe sanctions have
been imposed on our country; all the
requirements of an exporter such as
banking, securities, transportation ... are
faced with the sanctions. So the conditions
of our businessmen and producers are not
equal to those of any country. The $32
billion the country fetched from exports
in the first nine months is almost like a
miracle.
“There is a constant competition in
the international environment that needs
to be responded to on a timely basis; it
is no longer time to make a decision or
set a tariff and take no action until a few
years later. We must act internationally
based on the requirements of the day. We
cannot be consistent in the circumstances
when sanctions are applied and need to
be responded to. However, as has been
the case for the past six months, exchange
rate stability has reduced the number of
guidelines and directives. We are meant
to avoid rushing emotions and decisions,
but naturally some of the decisions come
from the peripheral environment”.
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ne of the most important roles
often accepted for the state in the
economy is the supply of public
goods. Goods that if consumed by one
person do not limit access by others, and
often the market fails to make them or
at least fails to provide them. One of the
most important of these commodities is
‘security’, which has various dimensions
and is, in every respect, a primary socioeconomic necessity. As the life security
of a person is the first condition for many
choices, including the choice of vehicle,
place of residence, travel destination, etc.,
the primary requirement for economic
activities including investment, whether
on a micro or macro level, it will be
“economic security” with different
dimensions.
As a provider of public goods, the
government is also responsible for providing economic security, as it is responsible for providing social security to citizens. An issue that can have a dual role in
the economy; security affects economic
conditions and economic conditions
play a role in providing security. In other
words, since markets are an appropriate
space for reflecting the economic dimensions of social relations, the economic
status of individuals will be closely
linked to social security, as the recent
unrest in the country confirms this claim.
Economic security means the creation of a viable platform for economic
activities whose lack of practice actually impedes the optimal allocation of
resources and removes economic activity from its healthy form. The context
should be such that different businesses
can make long-term planning without
worrying about environmental risks.
In other words, economic security
means providing a legal, social and political environment in which economic
activities are least threatened by the business environment. In the Business Environment Assessment Index, which is
reported annually by the World Bank and
some international institutions, microinvestor support is one of the key pillars
that considers investment security as part
of economic security in countries.
The degree of protection of shareholder rights, the guarantee of performance and the enforceability of contracts
are among the characteristics that are de34

Great Danger!
Certainly, if our country
also had stronger trading
partners with a broader
level of trade, it would
be far more difficult to
sanction it by a bully
like America.
fined for this type of security. Until the
investor is assured that the outcome and
output of his business will not be materially and spiritually violated (such as
copyright) and until he is certain that no
breach will be made of his contracts and
agreements, even with the expectation of
profits above, there will be no interest in
investing.
Just like offering someone a cheap
trip with the best accommodation and facilities but with an unsafe vehicle. Naturally, the appeal of such a proposal would
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be too small for many. Of course, economic security is not limited to property
rights and capital security. High inflation
rates, in turn, create uncertainty and insecurity. If a commodity producer or service provider fails to correctly predict the
cost of their future production inputs that
means their investment security is at risk.
The likelihood of a ban on imports or exports is a major insecurity.
The concept of business planning
may be questioned if production entities
are suddenly not allowed to import and
raw materials cannot be used at the desired quality or on the other side export
of finished products is suddenly banned
and initial targeting is disrupted. Pricing itself is literally an insecurity for
the investor. Commitment to supplying
the product at an orderly price that is
undoubtedly below market price means
disrupting the profitability of the firm and
reducing its economic security.
Stability in peaceful foreign policy

and positive international relations also
clearly have an impact on economic security. With current industries and businesses in various forms requiring international communication, the result of
any international sanctions or restrictions
would be to endanger economic security.
An investor is confident that as soon as
he can meet the needs of global markets
and that international constraints are not
likely for his business, an important factor is the lack of economic insecurity.
This is even the case for the other
party. A broader business relationship
with other countries means increasing
economic and even political security,
because when countries’ financial
interests are intertwined, threatening
the security of a country will mean
threatening the economic security of a
large number of countries, which will
naturally get united. A country that has
invested heavily in another country or
has a high level of trade with it will not
only risk it, but will also stand against
potential risks from others.
Certainly, if our country also had
stronger trading partners with a broader
level of trade, it would be far more difficult to sanction it by a bully like Amer-

As a provider of public
goods, the government
is also responsible for
providing economic
security, as it is
responsible for providing
social security to citizens.
ica. If Europe had suffered a significant
economic loss by cutting off its ties with
Iran, it would not have easily passed it
and would not have endangered its own
economic security. Therefore, there is
also a bilateral relationship between security and foreign investment, and if it is
strengthened by the comprehensive security of foreign investment, its domestic
security will also be strengthened.
In addition, the likelihood of lack
of access to the Internet is also a form
of economic insecurity. The role of the
Internet is not only in the softwarebased businesses of the Internet or
start-ups, but today even in the simplest
manufacturing jobs, it is very important
and disconnecting them from the global
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information network is a serious threat. It
may be unthinkable for a foreign investor
that for some days there may be no way
to connect with international sources.
Therefore, even the possibility of such an
event can severely affect the economic
security and consequently the decision to
invest.
Various internal and external studies
have more or less agreed that rule-oflaw, economic-political stability, security
of persons and assets, the predictability
of litigation in contractual disputes, as
well as other security-related factors
(especially economic security) all affect
investment and as a result economic
growth.
In other words, the necessary condition for the realization of an investment
is the security of all aspects related to it.
In the absence of the necessary security,
capital and labor will leave the economy.
Conversely, if the current economic context and future prospects indicate capital
security and economic-political stability,
long-term investment will be strengthened and economic growth will follow.
Especially for developing countries and
transition economies, attracting foreign
investors will be difficult if investment
security is not guaranteed.
Given that the Iranian economy is
facing more external constraints and internal deficiencies than ever before, reducing the various dimensions of socioeconomic security is considered a major
risk and a serious threat to the country’s
long-term investment and growth. However, the variable changes in the “formation of gross fixed capital” in national
accounts also reflect this worrying trend,
especially in recent years.
How can one expect a foreign investor to consider investing in Iran, given
the international pressures, the security
of businesses and domestic investors in
various forms, such as the imposition of
bans and restrictions, changing attitudes,
and in this recent experience with the
outage of the Internet? Iran’s damaged
economy needs more than ever to provide economic security to domestic and
foreign investors so that it can provide
the conditions for economic growth by
strengthening capital formation.
By: Mohammad Kosari
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Preventing Socio-Economic Crises in Iran
T

he self-immolation of young
Tunisian street vendor Mohammed
Bouazizi on December 17, 2010,
marked the beginning of a series of
popular uprisings that not ended the
23-year-old rule of Zine El Abidine Ben
Ali in Tunisia, but within a short period
of time triggered a wave of protests and
popular revolutions in the Middle East
and North Africa known as the Arab
Spring. The intensity and speed of the
protests in the Arab Spring has prompted
social science scholars to question
what factor or factors can explain the
fundamental roots of the protests. The
answer is not that complicated!
Indeed, although black swans, that
is instantaneous events that act as the
trigger for political instability, are by
definition unpredictable, economic recession, increasing inequality, pervasive
corruption and bankruptcy of social security infrastructure are socio-economic
trends that can lead to political instabilities. Specifically, two factors of youth
unemployment, especially educated
youth, and pervasive corruption, along
with increasing inequality, are identified
as fundamental factors explaining why
the Arab Spring is widespread.
Although protests against economic
policies in our country are not unprecedented, the protests of January 2018
should be considered in terms of geographical extent, temporal continuity,
and protesters’ slogans as a turning point
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in the economic relationship between the
establishment and citizens.
Similar to the starting point of the
Arab Spring, a limited rally in protest
against the unauthorized financial institutions in 2018 acted as a trigger and quickly brought the country into a nationwide
crisis. In fact, although the impact of the
banking crisis on drying up resources in
our country’s financing system has been
profound, this crisis alone cannot explain
the extent of the protests in 2018.
The protests of November 2019
differed from previous economic protests
in that the government itself acted as a
trigger for the sudden implementation
of the gas quota scheme. As to why
the government decided to implement
this plan despite their awareness that
large numbers of Iranian citizens
were wrestling with serious livelihood
challenges, must be sought in the crisis
the government was facing in funding the
financial resources of the budget. In fact,
the government’s budget crisis is just one
of the many challenges facing the Iranian
economy, and in recent years Iranian
economists have repeatedly warned about
social, political and security implications
of postponing solutions.
In a nutshell, the challenges of the
Iranian economy, including the water
crisis, the environment, pension funds,
the state budget, the banking system,
and unemployment, can be divided into
two broad categories: limited and pervaIRAN INTERNATIONAL, June 2020, No. 94

sive, in terms of impact on citizens. The
limited super challenges directly affect a
specific geographic area (such as the water and environmental crisis) or a specific
age group (such as the pension crisis). In
contrast, the pervasive super challenges
(such as the unemployment crisis) simultaneously affect a large portion of the
country’s population.
From a social point of view, the
pervasive super challenges have the
greatest capacity for crisis. In fact, a 2010
report published by the International
Labor Organization showed that at the
beginning of the Arab Spring, youth
unemployment was the highest rate in the
world, especially among the most highly
educated. Similarly, statistics show
that the unemployment rate of about 80
percent of the small towns involved in
the protests of January 2018 was higher
than the Iranian average.
According to the Ministry of
Intelligence, most of the detainees in
the country’s recent protests are youths
who are either unemployed or employed
with low income. In fact, according to
the Ministry of Cooperative’s Strategic
Statistics and Information Center, about
one-third of the youth between 24 and 25
in Iran are neither employed nor studying.
The importance of youth unemployment
stems from the fact that the effects of
this phenomenon are not confined to
economic livelihoods, but can lead to
social problems through risky behaviors,

postponement of marriage, addiction and
the like. In a word, unemployment among
young people, and especially educated
youth, is not only a sign of despair for the
present time, but also a sign of despair
for the future.
The second point of concern for the
super challenges of the Iranian economy
is the mechanism of their interaction with
each other. In particular, super-challenges such as the water crisis and the environment itself can aggravate the unemployment crisis. In fact, the most violent
and widespread protests have occurred
in Khuzestan and Esfahan provinces
in 1986 (2017/18), which are suffering
from severe environmental problems.
Similarly, the super challenges of
pension funds not only directly endanger the livelihoods of older citizens, but
can also lead to serious devastating effects from the public equity perspective
through the state budget channel. In fact,
the most important economic crisis in
the country should be looked for in the
structural problems of the state. Due to
the highly governmental structure of the
Iranian economy, any crisis in the state
budget structure strongly influences
other economic variables. For example,
the government’s budget deficit, on the
one hand, leads to chronic inflation and
a further decline in the purchasing power
of citizens, and on the other hand, by restricting government investment capacity, it jeopardizes economic growth and

If unemployment,
especially youth
unemployment, is the
deepest socio-economic
crisis in our country
at present, the biggest
challenge facing the
government and the
economy will be to
achieve economic growth.
employment in the country.
According to what has been said, the
implementation of the gas quota scheme
and its subsequent protests can be considered as one of the last alarms of the
socio-economic crisis in the Iranian society. The gas quota scheme is among the
few economic reforms that the main beneficiaries in the medium and long terms
are those sectors of society that are most
at odds with their livelihoods. Despite
this, and despite the government’s efforts
to compensate for the short-term losses
of the lower sections of society by distributing the proceeds from the project,
the November 2019 protests suggest that
the authorities do not enjoy much credit
by the citizens.
Indeed, a distinction between midIRAN INTERNATIONAL, June 2020, No. 94

dle-class protest movements and those of
the lower classes needs to be sought in
leadership and clear political agendas. In
protests against the gas quota scheme and
similar livelihood protests, the protesters
have a clear desire to improve their welfare, but it is never clear how and from
what channels this demand should be
met. In addition, the lack of clear leadership in such protests minimizes the
possibility of social dialogue and understanding. In fact, although inflation is
fundamentally monetary, and the government’s emphasis on the limited inflationary effect of rising gas prices is consistent
with reality, the government’s actions to
severely suppress prices in other markets
show that the authorities themselves do
not believe in what they say.
According to eyewitness accounts, a
female police officer slapped Mohammed
Bouazizi in the face and his desperation
for his rights after trying to meet with
authorities prompted a self-immolation
in front of the municipal building, which
he said he only wanted a job. In fact,
what prompts Bouazizi to set himself
on fire and urge other citizens to stage
protests is not just livelihood poverty but
a sense of humility and innocence. From
this perspective, inappropriate response
to citizens’ livelihood protests can lead to
deep social scars.
The stabilization of energy carriers’
prices for a long time has led to high
social, economic and political costs of
implementing this project despite the
general welfare of the less privileged
classes of society as a result of the
reform of gas prices. In fact, the cost
of postponing economic reform is not
only borne by the citizens but also by
the government that has to pay for the
political costs of decades of mistaken
economic policy.
If unemployment, especially youth
unemployment, is the deepest socioeconomic crisis in our country at present,
the biggest challenge facing the government and the economy will be to achieve
economic growth. From this perspective,
increasing investment in the country and
its inability to do so in the current context
is a major concern that is subjecting the
country’s economic and political future
to serious instability.		
By: Navid Raisi
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Implications of Economic Insecurity in Iran Today
E

conomic insecurity in the economic literature differs from what
is considered at the community
level. Hussein Abbasi, a member of the
US Department of Economics at the University of Maryland, emphasizes that if
we confuse the boundaries of economic
insecurity with economic concerns, then
government policies and interventions
will go astray. It is as if the government,
by allocating foreign exchange (42,000
rials per USD) last year for travel, virtually donated cheap foreign travel to those
who were not economically insecure. If
the definition of economic insecurity extends to this gender of prosperity, then the
group that is literally in economic insecurity will be neglected. Abbasi explains
the concept of economic insecurity in the
following interview.
If we specifically want to talk
about the last two years of the Iranian economy, have the consequences of
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economic insecurity been more for the
downstream groups?
Yes, when the economic situation is
good, everyone will benefits, and when
the situation is bad, everyone will lose.
The problem is that if there is a rent, when
the economic downturn is in place, a very
small group may benefit enormously,
making the nation very angry and they
have the right to be. When there is a rent,
this always happens. The root cause of
these issues is either government control
or the existence of double prices at some
point in the economy.
At the point where the government
controls and takes over the distribution
of a resource, it is the source of the rent,
and in bad circumstances, the rent goes
to “cousins” and people are angry. In bad
circumstances, people naturally have assets that can be used as risk cover, such
as gold, home, venture capital, and so on.
Those who do not have these assets fall
into the trap of economic insecurity.
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Unfortunately, in the last half century, governments in Iran have proven that
they do not think directly about the distribution of income. Government policies
are consumer welfare policies that the
lower classes may use as bread subsidies
and may only suffer losses, such as fuel
and gas subsidies. Consequently, in bad
circumstances, given that the government
has no ambition to identify the group that
really suffered from economic insecurity,
policies may also be policies that do not
cover the lower group.
The government goes ahead with the
same trend and formula as “Dear Consumers! I will provide you welfare.” No
matter how much the government was
told that if you give 42,000 rials per USD
for each commodity, it would not be possible to set the price at the same rate and
we saw the result.
It seems that whenever the external threat to the economy of Iran and

the country is affected, economic security is at stake. What is the origin of
these threats: inside or outside?
In economic dimensions such as the
Iranian economy, you cannot answer this
question very explicitly. We are not a village to die of starvation if we are sieged.
We are a big economy of 85 million. Of
course the external threat will work and
there is no doubt about it. Without connecting with the world, we are getting
worse every day. But our deterioration
may be at a negative 10 percent growth
rate, maybe at zero or even positive one
or two percent. There is a distinction between the two.
Without outside contact, you cannot
have more than two percent economic
growth. But when you have an external
threat, the economic growth rate slips to
zero or minus one percent; when you are
in the wrong forex policy the growth rate
is negative 9 percent. That is, considering any external threat, you must multiply

the degree of economic imprudence to
determine its outcome. If your degree of
economic imprudence is low, the effect of
the external threat is low, if the degree of
economic imprudence is high; the effect
of the external threat is high and people
pay the costs.
Can we witness the presence of a
‘Kamal Darwish’ in the Iranian economy
under the current circumstances?
That inflation is an economic issue
is 100 percent true. Inflation was once
unknown to economists, but its time in
the world is now over. Among our economists at Iranian universities you can find
at least 20 Kamal Darwishes under 40
years of age. But we take our Kamal Darwishes from the decision-making circle.
We have no problem with shortage of
Kamal Darwishes. The problem is with
the politician who has put his hand in all
areas.
Look what the President said in one
of his recent remarks: “Economy is not
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books; some think economy is books.”
With such a line of thinking at its highest level, no Kamal Darwish and even no
Milton Friedman can do anything in Iran.
For example, they made the bad economic decision about the foreign exchange
rate and removed anyone who disagreed
with them and then said they all agreed.
Later, however, the media announced
three opponents of the meeting, one of
whom was Dr. Masoud Nili. You don’t
find any Kamal Darwish like Dr. Nili who
understands Iran’s economy.
Apart from Dr. Nili, you can find 20
Kamal Darwishes at Iranian universities,
each of whom can perform better than
the government’s economic team. The
question is not the presence of a Kamal
Darwish; it is about a politician who must
understand that economics has principles
and must be governed by these principles,
and until that happens, Milton Friedman
himself can do nothing for the Iranian
economy.		
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India and
Fixing the
Employment
Crisis!

H

ow could the second most populous country solve the employment problem? A number of
international institutions believe that India has overcome the problem of unemployment by developing the Internet and
digitizing it. Although India’s population has grown by more than 100 million
since 2010, the unemployment rate has
not changed much. Of course, there are
some doubts about the definition of unemployment in India. Therefore, another
indicator that can show the labor market
situation in the country is the per capita
income, which has grown by 77 percent
from 2009 to 2017. One of the reasons for
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this favorable performance has been the
increasing share of IT. The IT share from
GDP has grown from about 1 percent in
1998 to 7.5 percent in 2012.
The employment generating pace in
this sector has been remarkable. The IT
department and outsourcing processes
alone have created 550,000 to 600,000
jobs over the three-year period leading
up to 2017. Realizing this figure in other
industries required more costs and more
time. India provided its young population
with the use of the Internet and communication technologies. This experience can
be useful for countries looking to solve
the employment equation.
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The job market in this century is
rapidly evolving. The advent of the Internet and virtual platforms has now made
a big difference in creating value added
for companies. Today, the world’s leading
companies are expanding their businesses
based on commerce and Internet business. It goes without saying that nations
and countries that are left behind and continue to insist on creating old-fashioned
jobs may be far behind the economy of
other countries. Creating Internet jobs
based on what is known as E-Commerce
requires the establishment of Internet
networks and easy and cheap Internet
access for people. One of the countries

that have made great strides in creating
Internet employment over the past decade is India: A country that was faced
with widespread and deep poverty in the
not too distant past. But today, economic
observers see a different image of India.
According to IMF projections India will
become the world’s fifth economic power
by 2019. But how could India create an
E-Commerce platform in a country with
a closed culture and deep poverty?
Digital India:
Infrastructure Preparation
With different metrics and measuring
standards, India is fast becoming a leading

According to data
released on September
2018, India had the
largest number of
Internet users (560
million) after China.
digital country. Conditions are set for a
sharp drop in Internet costs, increased
access to smartphones, and high-speed
Internet connectivity. This has led India
to be seen as the fastest growing digital
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and Internet platform, a country that is
digitizing faster than many developed
and emerging economies.
According to data released on
September 2018, India had the largest
number of Internet users (560 million)
after China.
The advances in Internet access and
the growth of Internet users have also had
its economic impact. The share of Indian
adults with at least one digital financial
account has more than doubled since
2011 to about 80%.
An analysis of 17 mature and emerging economies finds India is digitizing
faster than any other country in the study
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save Indonesia—and there is plenty of
room to grow: just over 40 percent of the
populace has an Internet subscription.
The list of these countries includes
developed countries including Sweden,
UK, USA, Canada, Japan, Germany and
France. The Country Digital Adoption
Index covers three elements: 1. digital
foundation, or the cost, speed, and reliability of Internet connections; 2. digital
reach, or the number of mobile devices,
app downloads, and data consumption;
and 3. digital value, the extent to which
consumers engage online by chatting,
tweeting, shopping, or streaming. India’s
score rose by 90 percent between 2014
and 2017, second only to Indonesia’s improvement, at 99 percent, over the same
period. In absolute terms, India’s score is
low, at 32 out of a maximum 100, comparable to Indonesia’s at 40, but significantly lagging behind the four most- digitised
economies of the 17: South Korea, Sweden, Singapore, and the United Kingdom.
60-65 Million Jobs by 2025
With more than half a billion Internet subscribers, India is one of the largest
and fastest- growing markets for digital
consumers, and the rapid growth has
been propelled by public and private sector alike. India’s lower-income states are
bridging the digital divide, and the country has the potential to be a truly connected nation by 2025. Much more growth is
possible. As India’s digital transformation
unfolds, it could create significant economic value for consumers, businesses,
microenterprises, farmers, government,
workers, and other stakeholders.
Digital adoption by India’s businesses has so far been uneven, but new digital
business models could proliferate across
most sectors. We find that core digital
sectors such as IT and business process
management (IT-BPM), digital communication services, and electronics manufacturing could double their GDP level
to $355 billion to $435 billion by 2025,
while newly digitising sectors (including
agriculture, education, energy, financial
services, healthcare, logistics, and retail)
as well as digital applications in government services and labor markets could
each create $10 billion to $150 billion of
incremental economic value in the same
period. Some 60 million to 65 million
jobs could be created by the productivity surge by 2025, although redeployment
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will be essential to help the 40 million to
45 million workers whose jobs will likely
be displaced or transformed by digital
technologies, based on our estimates.
In India’s new and emerging digital
ecosystems of the future—already visible in areas such as precision agriculture,
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digital logistics management, and digital
healthcare consultations—business will
have to find a new way to engage with
customers. All Indian stakeholders will
need to gear up to capture the opportunities and manage the challenges of being a
connected nation.

Digital Leap Well Under Way
By many measures, India is on its
way to becoming a digitally advanced nation. Just over 40 percent of the populace
has an Internet subscription, but India is
already home to one of the world’s largest
and most rapidly growing bases of digital
consumers. It is digitising activities at a
faster pace than many mature and emerging economies.
India’s Internet user base has grown
rapidly in recent years, propelled by the
decreasing cost and increasing availability of smartphones and high-speed connectivity, and is now one of the largest in
the world.
Digital services are growing in parallel. Indians now download more apps—
12.3 billion in 2018—than residents of
any other country except China.
The average Indian social media
user spends 17 hours on the platforms
each week, more than social media us-

With more than half
a billion Internet
subscribers, India is
one of the largest and
fastest- growing markets
for digital consumers,
and the rapid growth has
been propelled by public
and private sector alike.
ers in China and the United States. The
share of Indian adults with at least one
digital financial account has more than
doubled since 2011, to 80 percent, thanks
in large part to the more than 332 million
people who opened mobile phone–based
accounts under the government’s JanDhan Yojana mass financial-inclusion
IRAN INTERNATIONAL, June 2020, No. 94

programme.
India’s digital surge is well under
way on the consumer side, even as its
businesses show uneven adoption and
a gap opens between digital leaders and
other firms. This report examines the
opportunities for India’s future digital
growth and the challenges that will need
to be managed as it continues to embrace
the digital economy.
Indian mobile data users consume
8.3 gigabits (GB) of data each month on
average, compared with 5.5 GB for mobile users in China and somewhere in the
range of 8.0 to 8.5 GB in South Korea, an
advanced digital economy. Indians have
1.2 billion mobile phone subscriptions
and downloaded more than 12 billion
apps in 2018.
The public and private sectors are
both propelling digital consumption
growth. The government has enrolled
more than 1.2 billion Indians in its biometric digital identity programme, Aadhaar, and brought more than 10 million
businesses onto a common digital platform through a goods and services tax.
Competitive offerings by telecommunications firms have turbocharged
Internet subscriptions and data consumption, which quadrupled in both 2017 and
2018 and helped bridge a digital divide;
India’s lower-income states are growing
faster than higher-income ones in Internet
infrastructure and subscriptions. Based
on current trends, we estimate that India
will increase the number of Internet users by about 40 percent to between 750
million and 800 million and double the
number of smartphones to between 650
million and 700 million by 2023.
The public sector has been
one strong catalyst for India’s rapid
digitisation. The government’s effort to
ramp up Aadhaar, the national biometric
digital identity programme, has played a
major role. The Goods and Services Tax
Network, established in 2013, brings all
transactions involving about 10.3 million
indirect taxpaying businesses onto one
digital platform, creating a powerful
incentive for businesses to digitise their
operations.
At the same time, private-sector innovation has helped bring Internet-enabled services to millions of consumers
and made online usage more accessible.
For example, Reliance Jio’s strategy of
bundling virtually free smartphones with
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subscriptions to its mobile service has
spurred innovation and competitive pricing across the sector. Overall, data costs
have dropped by more than 95 percent
since 2013: the cost of one gigabyte fell
from 9.8 percent of per capita monthly
GDP in 2013 (roughly $12.45) to 0.37
percent in 2017 (the equivalent of a few
cents). Average fixed-line download
speed quadrupled between 2014 and
2017. As a result, monthly mobile data
consumption per user is growing at 152
percent annually—more than twice the
rates in the United States and China.
Private-sector competition has
helped bring down digital costs, thereby
boosting usage. One consequence of the
competition and growing private-sector
service offerings is that data costs in India
have plummeted by more than 95 percent
since 2013, providing a major impetus for
continued growth in Internet access and
usage. Digital marketplaces, or online
platforms that enable the sale of goods
and services, are changing labour market
dynamics by creating new value chains of
workers linked to organised, digitally en44

abled businesses. E-Commerce in India
generates close to $20 billion in merchandise value annually and employs between
150,000 and 200,000 people, mostly in
goods delivery and logistics.
In line with expected Internet
penetration for India by 2025, McKinsey
has estimated that E-Commerce is likely
to become four to six times its current
size and could create 500,000 jobs, based
on today’s job intensity. Similarly, cab
aggregators such as Uber and Ola book
three million to five million rides daily,
providing work for 600,000 to 700,000
drivers.
With the biggest 30 cities accounting for more than 90 percent of their business, there is ample room to expand. In
China, the biggest cab operator, DiDi,
books around 25 million rides per day
and says it provides flexible job opportunities for 21 million drivers.
Measuring the value that digital
technologies can create across sectors is
at best an approximate science, based on
a wide range of variables. Nonetheless,
the range of potential value that we find
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across India’s economy from a full-on
embrace of digital is significant.
While this value cannot be added
up and translated into GDP, the boost
to growth that digital potentially offers
is substantial, and millions of jobs are
at stake. Managing the transitions will
be challenging, especially in the labour
market. One imperative for policy makers and business leaders will be to retrain
workers on an unprecedented scale. But
the accompanying opportunities may allow India to make a step change in its
economy, improving productivity, offering innovative solutions, and enabling
millions of ordinary Indians to find more
fulfilling and higher-paying work.
With both private- and public-sector
action promoting digital usage, India’s
states have started bridging the digital
divide. Lower-income states are showing
the fastest growth in Internet infrastructure, such as base tower stations and the
penetration of Internet services to new
customers. While low- and moderate-income states as a group accounted for 43
percent of all base tower stations in India

in 2013, they accounted for 52 percent
of the incremental towers installed between 2013 and 2017. Low-income states
like Uttar Pradesh, Madhya Pradesh, and
Jharkhand were among the five fastestgrowing states in Internet penetration
between 2014 and 2018; Uttar Pradesh
alone added more than 36 million Internet
subscribers in that period.
Boosting Women Employment
The wave of digital transformation
has also empowered women in India by
helping them find gainful employment,
one area where they lag behind women
in poor countries. For example, 54,800
women have become village-level entrepreneurs at government-run Common
Service Centers, providing digital services to the local population. In fiscal 2016,
the Babajob portal recorded a sevenfold
increase in openings for female cab drivers and an increase of more than 150 percent in women’s applications for driver
jobs. The business process outsourcing
(BPO) industry in India employs approximately 4 million workers, about 30

India’s Internet user base
has grown rapidly in
recent years, propelled by
the decreasing cost and
increasing availability of
smartphones and
high-speed connectivity,
and is now one of the
largest in the world.
percent of them women.
A three-year awareness programme
in rural India on opportunities in the BPO
industry enhanced women’s enrolment
in training programmes and increased
school enrolment among girls by three to
five percentage points.
Prospects of Growth
India’s digital transformation is
under way and accelerating. The growth
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prospects that this brings to the economy
are potentially very substantial. To realise
that potential will require an embrace
of digital and fleetness of foot among
companies, especially those lagging
behind their peers. Even digital leaders
have room to grow. India’s government
is trying to open a clear development
path with its Digital India initiative,
which, among many other things, is
actively promoting the spread of digital
infrastructure and the harnessing of
data and working to make broadband
connectivity available in the poorest
states and most remote gram panchayats.
Individual Indians have already signalled
their embrace of all things digital, as
shown by the rapid growth in data
consumption over the past few years.
Digital India is already a reality, but
an unfinished one. New efforts, new
investment, and new imaginative feats
will be needed for the country to move
to the next level of digital adoption and
secure a dynamic, technology-driven, and
prosperous future.
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Global Economy

Sound Economic
Patterns
South Korea, Malaysia, India, Turkey

The role of export
earnings has become
much more pronounced
in the context of the
recession that dominates
the country’s economy.

F

eryal Mostofi, Chairwoman of
Investment Committee of Iran
Chamber of Commerce, Industries,
Mines and Agriculture, believes export
promotion is one of the most important
pillars of economic development. Most
countries pay special attention to the issue and try different ways by providing
infrastructure and offering various incentives and concessions, including tax
breaks to encourage exports because exports stimulate economic growth and development and can have positive impacts.
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In the current downturn, some
manufacturers have inevitably left the
economy and stopped working. Many
other manufacturing units, on the other
hand, are operating at lower capacities
and are struggling to survive. Therefore,
companies that have been able to stay
competitive and continue to operate
have to deal with many problems and
need assistance. But in the meantime, the
government’s 1399 budget bill (2020/21)
has raised concerns for exporters. In the
budget bill under Note 6 mention is made
of duties and tax refunds as well as zero
rates and tax exemptions from exports,
which are the concern of many exporters
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and need to be reformed.
In this section of the budget, duties
and tax refunds are subject to the Central
Bank of Iran (CBI) regulations. One of
the shortcomings of the CBI circular
is the 4-month deadline set for the
return of the foreign currency fetched
from exports. Given the difficulties and
constraints posed by the sanctions and
recession, exporters face many problems
in this regard.
Export procedures have been prolonged because one commodity may
reach destination after going through
several other destinations which means it
takes longer for the client to receive his
goods. On the one hand, due to financial
sanctions, foreign customers face restrictions in paying for the goods. In addition
to the delay in handing over the goods the
exporters face higher risks, reduce their
bargaining power and foreign clients demand more time to return the money in
installments.
All these conditions make it very
difficult for the exporter to return the
foreign currency he earns from exports

within the set deadline and require a thorough review. Another important issue that
is directly related to the return of foreign
exchange is the Forex Management Integrate System known as NIMA, which
is not determined by the mechanism of
actual supply and demand of the foreign
currency. While the exporter has to purchase some of its raw materials at the
open foreign exchange rate, its export
currency falls below this value, which
discourages the exporter from hastening
the return of its export currency.
The producer is not like a speculator seeking to profit from fluctuations, but
his main concern is the production cycle
and filling the production capacity and focusing on the production and sale of the
product. Therefore, the exporter tends to
return the export currency to the country
because he needs liquidity to produce,
and this export revenue can flow through
the blood vessels of the company and enable it to continue operating.
The role of export earnings has
become much more pronounced in the
context of the recession that dominates

the country’s economy. But with the
mechanism in place, the tendency of the
exporter is reduced. In order to increase
the exporter’s willingness to export and
return the resulting foreign currency, we
must trust the mechanism of forex supply and demand and allow the market to
determine the price.
As the foreign exchange rate approaches this equilibrium, the flow of
export currencies into the country has
accelerated, so if the government wants
to return the export currency into the
country’s economic cycle it should know
that the exporter is much more eager than
the government, but this important task
should be fulfilled in a just mechanism.
As a result, if the forex rate moves towards liberalization, the export currency
will return to the country more easily and
quickly, and there will be no need for any
special measures that could provide the
basis for corruption.
Looking at the experiences of
successful exporting countries in tax
policy, South Korea and Malaysia are
actively abolishing and reducing taxes
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that somehow affect export spending
and revenue, while in Turkey and India,
where most of the government revenues
come from taxes, they have been partially
and selectively reduced by export taxes.
In the Iranian economy, where the
government budget relies on oil sales,
given the recent restrictions imposed by
the sanctions and the government’s move
to become independent of oil revenues,
the more appropriate model is to offer
gradual export discounts slantwise and
reduce them gradually.
This will enable the government
to prepare the ground for encouraging
exporters to join the world market, and
by gradually reducing these exemptions,
to increase government revenue from
taxation and independence from oil revenues, and for the exporter to improve
his competitiveness. Therefore, the government policies must be in line with
support for the exporters. Under the difficult economic conditions exporters are
facing, the government should not count
on the revenue from taxes and duties on
exporters.		
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Climate Change
& Financial Risk
By: Pierpaolo Grippa, Jochen Schmittmann,
and Felix Suntheim

C

limate change is already a reality.
Ever-more-ferocious
cyclones
and extended droughts lead to
the destruction of infrastructure and the
disruption of livelihoods and contribute to
mass migration. Actions to combat rising
temperatures, inadequate though they
may have been so far, have the potential
to drive dislocation in the business world
as fossil fuel giants awaken to the need
for renewable sources of energy and
automakers accelerate investments in
cleaner vehicles.
But measuring economic costs of
climate change remains a work in progress. We can assess the immediate costs
of changing weather patterns and more
frequent and intense natural disasters, but
most of the potential costs lie beyond the
horizon of the typical economic analysis.
The economic impact of climate change
will likely accelerate, though not smoothly. Crucially for the coming generations,
the extent of the damage will depend on
policy choices that we make today.
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Policymakers and investors increasingly recognize climate change’s important implications for the financial sector. Climate change affects the financial
system through two main channels. The
first involves physical risks, arising from
damage to property, infrastructure, and
land. The second, transition risk, results
from changes in climate policy, technology, and consumer and market sentiment
during the adjustment to a lower-carbon
economy. Exposures can vary significantly from country to country. Lower- and
middle-income economies are typically
more vulnerable to physical risks.
For financial institutions, physical
risks can materialize directly, through
their exposures to corporations, households, and countries that experience climate shocks, or indirectly, through the
effects of climate change on the wider
economy and feedback effects within
the financial system. Exposures manifest
themselves through increased default risk
of loan portfolios or lower values of assets. For example, rising sea levels and
a higher incidence of extreme weather
events can cause losses for homeowners
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and diminish property values, leading to
greater risks in mortgage portfolios. Corporate credit portfolios are also at risk, as
highlighted by the bankruptcy of California’s largest utility, Pacific Gas and
Electric. In what The Wall Street Journal
called the first “climate-change bankruptcy” (Gold 2019), rapid climatic changes
caused prolonged droughts in California that dramatically increased the risk
of fires from Pacific Gas and Electric’s
operations. Tighter financial conditions
might follow if banks reduce lending,
in particular when climate shocks affect
many institutions simultaneously.
For insurers and reinsurers, physical
risks are important on the asset side, but
risks also arise from the liability side as
insurance policies generate claims with
a higher frequency and severity than
originally expected. There is evidence
that losses from natural disasters are already increasing. As a result, insurance is
likely to become more expensive or even
unavailable in at-risk areas of the world.
Climate change can make banks, insurers,

and reinsurers less diversified, because it
can increase the likelihood or impact of
events previously considered uncorrelated, such as droughts and floods.
Transition risks materialize on the
asset side of financial institutions, which
could incur losses on exposure to firms
with business models not built around the
economics of low carbon emissions. Fossil fuel companies could find themselves
saddled with reserves that are, in the
words of Bank of England Governor Mark
Carney (2015), “literally unburnable” in a
world moving toward a low-carbon global economy. These firms could see their
earnings decline, businesses disrupted,
and funding costs increase because of
policy action, technological change,
and consumer and investor demands for
alignment with policies to tackle climate
change. Coal producers, for example,
already grapple with new or expected
policies curbing carbon emissions, and a
number of large banks have pledged not
to provide financing for new coal facilities. The share prices of US coal mining

Climate change will
affect monetary
policy, too, by slowing
productivity growth and
heightening uncertainty
and inflation volatility.
companies reflect this “carbon discount”
as well as higher financing costs and have
been underperforming relative to those of
companies holding clean energy assets.
Risks can also materialize through
the economy at large, especially if the shift
to a low-carbon economy proves abrupt
(as a consequence of prior inaction),
poorly designed, or difficult to coordinate
globally (with consequent disruptions to
international trade). Financial stability
concerns arise when asset prices adjust
rapidly to reflect unexpected realizations
of transition or physical risks. There is
some evidence that markets are partly
pricing in climate change risks, but asset
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prices may not fully reflect the extent
of potential damage and policy action
required to limit global warming to 2˚C
or less.
Central banks and financial
regulators increasingly acknowledge the
financial stability implications of climate
change. For example, the Network
of Central Banks and Supervisors for
Greening the Financial System (NGFS),
an expanding group that currently
comprises 42 members, has embarked
on the task of integrating climate-related
risks into supervision and financial
stability monitoring.
Given the large shifts in asset prices
and catastrophic weather-related losses
that climate change may cause, prudential policies should adapt to recognize
systemic climate risk—for example, by
requiring financial institutions to incorporate climate risk scenarios into their
stress tests. In the United Kingdom, prudential regulators have incorporated climate change scenarios into stress tests of
insurance firms that cover both physical
and transition risks.
Efforts to incorporate climaterelated risks into regulatory frameworks
face important challenges, however.
Capturing climate risk properly requires
assessing it over long horizons and using
new methodological approaches, so
that prudential frameworks adequately
reflect actual risks. It is crucial to ensure
that the efforts to bring in climate risk
strengthen, rather than weaken, prudential
regulation. Policies such as allowing
financial institutions to hold less capital
against debt simply because the debt is
labeled as green could easily backfire—
through increased leverage and financial
instability—if the underlying risks in that
debt have not been adequately understood
and measured.
Climate change will affect monetary
policy, too, by slowing productivity
growth (for example, through damage to
health and infrastructure) and heightening
uncertainty and inflation volatility. This
can justify the adaptation of monetary
policy to the new challenges, within the
limits of central bank mandates. Central
banks should revise the frameworks for
their refinancing operations to incorporate
climate risk analytics, possibly applying
larger haircuts to assets materially
exposed to physical or transition risks.
Central banks can also lead by example by
integrating sustainability considerations
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into the investment decisions for the
portfolios under their management (i.e.,
their own funds, pension funds and, to the
extent possible, international reserves), as
recommended by the NGFS (2019) in its
first comprehensive report.
Financial sector contribution
Carbon pricing and other fiscal
policies have a primary role in reducing
emissions and mobilizing revenues (see
“Putting a Price on Pollution” in this issue
of F&D), but the financial sector has an
important complementary role. Financial
institutions and markets already provide
financial protection through insurance
and other risk-sharing mechanisms, such
as catastrophe bonds, to partly absorb the
cost of disasters.
But the financial system can play an
even more fundamental role, by mobilizing the resources needed for investments
in climate mitigation (reducing greenhouse gas emissions) and adaptation
(building resilience to climate change) in
response to price signals, such as carbon
prices. In other words, if policymakers
implement policies to price in externalities and provide incentives for the transition to a low-carbon economy, the financial system can help achieve these goals
efficiently. Global investment requirements for addressing climate change are
estimated in the trillions of US dollars,
with investments in infrastructure alone
requiring about $6 trillion per year up
to 2030 (OECD 2017). Most of these investments are likely to be intermediated
through the financial system. From this
point of view, climate change represents
for the financial sector as much a source
of opportunity as a source of risk.
The growth of sustainable finance
(the integration of environmental, social,
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Climate change can make banks, insurers,
and reinsurers less diversified, because it
can increase the likelihood or impact of
events previously considered uncorrelated,
such as droughts and floods.
and governance criteria into investment
decisions) across all asset classes shows
the increasing importance that investors
attribute to climate change, among other
nonfinancial considerations. Estimates of
the global asset size of sustainable finance
range from $3 trillion to $31 trillion.
While sustainable investing started in
equities, strong investor demand and
policy support spurred issuance of green
bonds, growing the stock to an estimated
$590 billion in August 2019 from $78
billion in 2015. Banks are also beginning
to adjust their lending policies by, for
example, giving discounts on loans for
sustainable projects.
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Sustainable finance can contribute to
climate change mitigation by providing
incentives for firms to adopt less carbonintensive technologies and specifically
financing the development of new
technologies. Channels through which
investors can achieve this goal include
engaging with company management,
advocating for low-carbon strategies as
investor activists, and lending to firms that
are leading in regard to sustainability. All
these actions send price signals, directly
and indirectly, in the allocation of capital.
However, measuring the impact that
sustainable investments have on their environmental targets remains challenging.

There are concerns over unsubstantiated
claims of assets’ green-compliant nature,
known as “greenwashing.” There is a risk
that investors may become reluctant to
invest at the scale necessary to counter
or mitigate climate change, especially if
policy action to address climate change is
lagging or insufficient.
The IMF’s role
The analysis of risks and vulnerabilities—and advising its members on
macro-financial policies—are at the core
of the IMF’s mandate. The integration of
climate change risks into these activities
is critical given the magnitude and global

nature of the risks climate change is posing to the world.
An area where the IMF can
especially contribute is understanding
the macro-financial transmission of
climate risks. One aspect of this is further
improving stress tests, such as those
within the Financial Sector Assessment
Program, the IMF’s comprehensive and
in-depth analysis of member countries’
financial sectors.
Stress testing is a key component of
the program, with these stress tests often
capturing the physical risks related to disasters, such as insurance losses and nonperforming loans associated with natural
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disasters. Assessments for The Bahamas
and Jamaica are recently published examples, with a scenario-based stress test
analyzing the macroeconomic impact of a
severe hurricane in the former and a massive natural disaster in the latter. More
assessments of this kind are in progress
or planned for other countries. The IMF
is also conducting an analysis of financial
system exposure to transition risk in an
oil-producing country.
The IMF has recently joined the
NGFS and is collaborating with its members to develop an analytical framework
for assessing climate-related risks.
Closing data gaps is also crucial.
Only with accurate and adequately standardized reporting of climate risks in
financial statements can investors discern companies’ actual exposures to
climate-related financial risks. There are
promising efforts to support private sector disclosures of such risks. But these
disclosures are often voluntary and uneven across countries and asset classes.
Comprehensive climate stress testing by
central banks and supervisors would require much better data. The IMF supports
public and private sector efforts to further
spread the adoption of climate disclosures
across markets and jurisdictions, particularly by following the recommendations
of the Task Force on Climate-related
Financial Disclosures (2017). Greater
standardization would also improve the
comparability of information in financial
statements on climate risks.
The potential impact of climate
change compels us to think through,
in an empirical fashion, the economic
costs of climate change. Each destructive
hurricane and every unnaturally parched
landscape will chip away at global output,
just as the road to a low-carbon economy
will escalate the cost of energy sources
as externalities are no longer ignored
and old assets are rendered worthless.
On the other hand, carbon taxes and
energy-saving measures that reduce the
emission of greenhouse gases will drive
the creation of new technologies. Finance
will have to play an important role in
managing this transition, for the benefit
of future generations. 		
PIERPAOLO GRIPPA is a senior economist and
FELIX SUNTHEIM is a financial sector expert
in the IMF’s Monetary and Capital Markets
Department. JOCHEN SCHMITTMANN is the
IMF’s resident representative in Singapore.
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Global Emigration

Financial Emigration
and Elite Immigration
A

lthough the high demand of the
global supply chain for skilled
and creative forces is the most
important factor in the continued immigration of the country’s elites to foreign
governments, the poor quality of Iranian
policymakers should never be forgotten
in this respect. These forces are guilty of
never providing a fundamental strategy to
attract the knowledge of Iranian experts
in the domestic environment: The process
that has led people to take a huge amount
of historical and scientific experience
with them and move them to the destination country at minimal cost. However,
the global economic cycle, which largely
welcomes the immigration of both skilled
and unskilled labor force, often welcomed skilled and specialist Iranian work
force and this very factor is the basic key
in understanding the implications of departure of our scientific elite from the
scene of the Iranian economy.
Meantime, since people in Iran have
a higher level of income and social status,
they have a higher chance of leaving the
country successfully and continue to work
in a new environment; so when uncertainty
rises in the economy and the economy is
not ready to use specialists, everything
will be ready for the flight of the elite.
These people not only have the ability
to adapt to the secondary environment
but also their financial strength and
ability would allow them to take risks.
Therefore, when the landscape is blurred
indoors and in the new environment
the possibility of falling into poverty is
eliminated, the preference is to escape!
From the financial and capital points of
view too, the exit of the economic elite is
the first and most natural consequence of
widespread economic disruption.
Even at times of uncertainty deepened by the recent crises, these individuals not because of technical knowledge
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First, payments made
by an immigrant to their
family in Iran are less
than five percent of the
total income they earn in
a foreign country.
but thanks to their high experiences and
suitable wealth are able to easily restore
stability to their financial outlook due to
their ability to purchase a property or invest in a third country: A dilemma that not
only diminishes the international position
of the country, while its implications being more acute than the few benefits it
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may have, presents new difficulties for
the national economy. Therefore, statements made by political officials and
statesmen that the benefits of elite immigration outweigh the consequences of labor and capital outflow from the country
are easily refuted. By focusing more on
this issue and examining economic statistics, there are two main reasons that are
sufficient to refute the claims of government officials.
First, payments made by an immigrant to their family in Iran are less than
five percent of the total income they earn
in a foreign country. This is due to the
type of immigrant’s labor force who often
enters new geography with their family
and with the intention of residing perma-

nently. More precision on the quality of
immigration of skilled labor proves this.
It is only natural that this person spends
or saves most of his income in the same
environment. For example, a Pakistani
worker immigrates alone and returns to
his family in Pakistan 70% of the total
income he earns by working as a driver,
waiter or salesman. Since this person
does not spend much on welfare issues
and does not pay attention to continuing
his studies at university, he often returns
most of his income to his family and his
country.
The second case is not very credible
given the persistence of productive activity of immigrants after a pause in Iran,
since the return of capital to the country
requires a level of social and economic
stability that has at least in recent years
been less likely to emerge. If this was
raised by government officials about 15
to 20 years ago and they were hoping for
the return of creative immigrant forces to
the country that would be plausible. What
was clearly seen as a motive for the return
of Iranians abroad was that during the era
of reform or the first government of Hassan Rouhani, they tended to return some

The second case is not
very credible given the
persistence of productive
activity of immigrants
after a pause in Iran,
since the return of
capital to the country
requires a level of social
and economic stability
that has at least in recent
years been less likely
to emerge.
of their capital to the country. But this is
not the case right now, and all the evidence points to the widespread desire of
economic activists to move their wealth
out of the country.
Moreover, when wealth and knowledge generating individuals and currents
leave the country, they totally cut or minimize their contacts with the country due
IRAN INTERNATIONAL, June 2020, No. 94

to the specific environment of the Iranian
economy. If we do not consider the low
level emotional connection of immigrants
with friends and family as a result of nongeneration of economic wealth from this
conduit, almost most of these individuals or companies or investors after leaving the country would not cooperate with
the Iranian economy in any form of consulting, trading or investing. Here, too,
Iran’s economy is cut off from the outside
world, so that isolation would become the
main theme of domestic business.
One of the inauspicious consequences of this practice is the penetration
of the spirit of xenophobia in the Iranian
economy to the deepest layers, which
even engulfs ordinary people, reducing
the possibility of the Iranian economy
cooperating with foreign experts or expatriates seeking to return to the country.
Apparently xenophobia is a subject most
of us attribute to governments in Iran, but
it is not something that can be concealed
at the individual and social levels. There
are many events in the author’s personal
memory that are of the same gender and
can be fully interpreted in the context of
xenophobia. The huge and irreversible
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In “Prosperity” Race

consequences of this issue are more pronounced when we rarely see foreign experts in a metropolis like Tehran. In fact,
while we rarely encounter immigrants
seeking to work or invest in Tehran or the
rest of the country, it is taken for granted
in cities such as Istanbul, Dubai, or other
major cities in the neighboring countries.
The high rate of admission of these countries and the flood of foreigners whether
specialist or capitalist, has led to the development of metropolises such as Dubai
with the capital of Iranian businessmen.
When you have an environment in which
the flow of ideas, thoughts, and attitudes
is a constant, positive thing, solutions are
found to resolve the issues. In Iran, however, a large wall has been erected to prevent any new ideas from penetrating. So
when no one is willing to cooperate, nor
the country is willing to attract new ideas
and foreign intellectual, scientific, and
financial forces, from Asia, America and
Europe, the flow of development stops.
This will make the vast majority of elites
who have absorbed huge money for long
years on their training and education be
offered to foreign countries in full scale.
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Dubai is a clear example
of having experienced
a long period of growth
and development with
the capital and creativity
of foreign forces,
including the Iranians.
These foreign governments were
once the United States, Canada and the
United Kingdom, which were the first
to attract Iranian capital and manpower.
This has changed recently, and the
trend has been to increase immigration
to neighboring countries, which are
currently small in size. If it continues, it
will impose different consequences on the
Iranian economy than ever before. In the
past, due to Iran’s long distance from the
United States and Canada the presence of
Iranian immigrants in these countries or
the inflow of financial capital from Iran
to these areas had no tangible impact on
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society. But if the ongoing immigration
trend to neighboring states continues,
because of the long border with these
countries and other interactions the
benefits of immigration will become more
tangible to the inhabitants of the country
than ever before. The big issue with this
process is the psychological effect of
touching development and prosperity in
the neighborhood. As noted earlier, Dubai
is a clear example of having experienced
a long period of growth and development
with the capital and creativity of foreign
forces, including the Iranians.
But in the end, I’m addressing
policymakers who seem to be indifferent
to the growing issue of financial and
human capital outflows. You might
imagine that this would lead to a mass
withdrawal of the protesting elite from the
country, which is not bad. But it should
be noted that without the presence of
these experts, it is impossible to move the
country towards economic growth, and
without economic growth, the country’s
stability will definitely be in danger.
By: Mohammad Reza Farahi

We Lag Behind Our Counterparts

A

ccording to Legatum Prosperity
Index 2019 the world is more
prosperous than it has ever been.
Nearly 90 percent of world countries
experience more prosperity than they
did 10 years ago. The London based
Legatum Institute analysts say the improvement in global prosperity has been
driven by more open economies and
improvements to people’s lived experiences. People’s lived experiences have
improved due to better health, education,
and living conditions.
Using the Prosperity Index framework, nations around the world can assess their strengths and weaknesses in
order to determine the economic and
strategic choices that need to be made
to further build inclusive societies, open
economies, and empowered people to
drive greater levels of prosperity.
The key findings from 2019 report are:
Global prosperity continues to
improve, but the gap between the stron-

Gap between Strongest
and Weakest Performing
Countries Continues
to Widen
gest and weakest performing countries
continues to widen
The improvement in global
prosperity has been driven by more
open economies and improvements to
people’s lived experiences
Economies are more open due to
the improvement in the investment environment and digital connectivity, as well
as a reduction in administrative burdens
People’s lived experiences have
improved due to better health, education,
and living conditions
Stagnating institutions are holding back further improvements to global
prosperity
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People are more tolerant, although
there is less freedom to speak, associate,
and assemble
Overall, the world is more prosperous than it has ever been, with Denmark
overtaking Norway as the strongest performer. North America remains the most
prosperous region, although, as a result
of its prosperity stagnating, the gap with
Western Europe has narrowed.
Iran’s prosperity record in 2019 like
the previous years is not so bright. Iran
is 119th in the overall Prosperity Index
rankings. Since 2009, Iran has remained
at the same position. In none of the Legatum reports you will see the name of Iran
in the list of countries that have marked a
significant improvement in any pillars of
prosperity. It is frustrating to know that
Iranian prosperity is lower than those of
Kenya and Zambia in Africa.
Of the 167 countries measured and
tracked for prosperity in this year’s index,
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148 (containing 88% of the world’s
population) have seen an improvement
in their prosperity since 2009. Although
Myanmar (124th) has seen the most
improvement in prosperity, government
treatment of the Rohingya Muslims is
cause for concern. Togo (144th) and
Kyrgyzstan (88th) are the second and
third most improved countries, rising 14
and 18 ranks respectively.
The framework of the index captures
prosperity through three domains:
inclusive societies, open economies and
empowered people.
The Inclusive Societies domain captures the relationship structures within a
society, between individuals and broader
institutions, and the degree to which they
either enable or obstruct societal cohesion and collective development.
These social and legal institutions
are essential in protecting the fundamental freedoms of individuals and their ability to flourish. This domain rests on the
pillars of safety and security, personal
freedom, governance and social capital.
Inclusive Societies Domain
Iran’s overall score of Inclusive Societies domain dropped from 40 in 2009
to 39.3 in 2019. The country ranked 151
in this domain in 2019, which indicates
no change compared with 10 years ago.
In the MENA region, Iran ranks 14.
The safety and security pillar of
Inclusive Societies domain measures
the degree to which war, conflict, terror
and crime have destabilized the security
of individuals, both immediately and
through longer lasting effects.
Iran’s score in this pillar improved
from 54 in 2009 to 56.8 and the country’s
ranking improved by seven places to
131 in 2019. The country’s ranking in
the MENA region was 12th in the 2019
report.
The personal freedom pillar
measures progress toward basic legal
rights, individual liberties and social
tolerance. Iran’s score rose from 15.5 in
the past decade to 16.9 and its ranking
improved by two places to 163. In the
MENA region, the country ranked 17th
among 19 countries.
The governance pillar measures
the extent to which there are checks and
restraints on power and whether governments operate effectively and without corruption. Iran’s score dropped
from 38.8 to 38.3 over the 10 years and
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its ranking dropped by four places to
138 among 167 countries. The country
ranked 14th in the MENA region.
The social capital pillar measures
the strength of personal and social relationships, institutional trust, social
norms and civic participation in a country. Iran’s score slid from 51.8 in 2009 to
45.2 in 2019 and its ranking plummeted
by 71 places to 129. The country’s ranking in the MENA region was 12th.

proved by 18 places to 110 over the period. The country ranks 15th in the MENA
region.  
The economic quality pillar measures how well a state’s economy is
equipped to generate wealth sustainably
and with the full engagement of its workforce. Iran’s score has plunged from 44.1
to 42.8 and its ranking has dropped by
six positions to 101 while it ranks 10th
in the region.

Open Economies Domain
The Open Economies domain
captures the extent to which an economy
is open to competition, encourages
innovation and investment, promotes
business and trade, and facilitates
inclusive growth.
For a society to be truly prosperous,
it requires an economy that embodies
these ideals. This domain rests on the
pillars of investment environment,
enterprise conditions, market access and
infrastructure, and economic quality.

Empowered People Domain
The Empowered People domain
captures the quality of people’s living
experience and associated aspects that
enable individuals to reach their full
potential through autonomy and selfdetermination. This domain rests on the
pillars of living conditions, health, education and natural environment.
Iran’s overall score in this domain
improved from 61.7 to 64.5 while its
ranking remained unchanged at 90 over
the 10-year period. The country was
placed 11th in the MENA region.
The pillar of living conditions measures the degree to which a reasonable
quality of life is experienced by all, including material resources, shelter, basic
services and connectivity. Iran’s score
has improved from 74.3 to 77.1 over the
past decade but its ranking has dropped
by two spots to 73. In the MENA region,
Iran ranks 12th.
The health pillar measures the
extent to which people are healthy and
have access to services essential for
maintaining good health, including
health outcomes, health systems, illness,
risk factors and mortality rates. The
country’s score has improved from 70.3
to 71.3 over 10 years while its ranking
has slid by three positions to 88 in 2019.
The country ranks 12th in the MENA
region.
Iran performed most strongly in
terms of education and living conditions,
but was weakest in personal freedom.
The biggest improvement compared to a
decade ago came in market access and
infrastructure.
The education pillar measures
enrolment, outcomes and quality
across four stages of education (preprimary, primary, secondary and tertiary
education), as well as skills in the adult
population. The country’s score has
climbed from 58.3 to 65.5 over the past
decade and its ranking has jumped by 14

Iran Is 119th in
the overall Prosperity
Index Rankings
Iran’s overall score in the Open
Economies domain has improved from
38.4 in 2009 to 41.2 in 2019 and the
country’s ranking has increased by four
spots to 124. In the MENA region, Iran
ranked 14th in this domain.
The investment environment pillar
of Open Economies domain measures
the extent to which investments are
adequately protected and readily
accessible. Iran’s score has dropped from
42.8 in the past decade to 42.7 and its
ranking has deteriorated by seven places
to 126 in 2019. In the MENA region, the
country ranks 14th.
The pillar of enterprise conditions
measures the degree to which regulations
enable businesses to start, compete and
expand. Iran’s score has improved from
37.9 to 39.4 over 10 years but its score
has dropped by five positions. Iran ranks
16th in the region.
The market access and infrastructure pillar measures the quality of the
infrastructure that enables trade, and
distortions in the market for goods and
services. The country’s score has jumped
from 28.9 to 39.7 and its ranking has imIRAN INTERNATIONAL, June 2020, No. 94
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places to 71. The country ranks sixth in
the region vis-à-vis education.  
The natural environment pillar
measures aspects of the physical
environment, which have a direct effect
on people in their daily lives and changes
that might impact the prosperity of
future generations. The country’s score
has increased from 43.9 to 44.1 over the
past decade but its ranking has remained
unchanged at 152. The country ranks
14th in the region.  
It is important to note that the
pillars within each domain do not only
associate with other pillars in the domain,
but interrelate with pillars across other
domains and each pillar should therefore
be understood in the wider context of the
index.

World More Prosperous
than It Has Ever Been
The highest ranking went to Denmark, Norway and Switzerland. Sweden, Finland, the Netherlands, New Zealand, Germany, Luxembourg and Iceland
are also among the top 10 countries in
the ranking. The poorest countries are
the Central African Republic, Yemen
and South Sudan. It would be unfortunate if you knew that only four countries
- Yemen, Eritrea, Sudan and Syria - are
worse off than Iran. Even South Sudan at the bottom of the table - experiences
individual freedom three steps higher
than Iran.
It is not difficult to see the decline
of the two components of personal
freedom and social capital that has made
Iran unable to make good use of its
human resources capacity for the sake of
prosperity.
The story of Iran’s prosperity, however, has become boring. While the
economy of our middle-income country
has the potential to create greater prosperity for its citizens, the inefficiency
of bureaucracy, the weakness of governance, and the tightening of the scope
for individual freedoms have made Iran
lag behind its counterparts in the prosperity race. It is a fact that, without realizing it, we still have to see Iran’s prosperity decline and falling in the world
rankings.
By: Moloud Pakravan
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The government,
the heads of the three
powers and the ruling
establishment must
accept the private sector
as an honest advisor and
give it responsibility.
trolled by the government. It is true that
Chinese companies have been created in
the form of GLC but their behavior and
management have a special formula, but
in this case we did some work and abandoned some other part.
In fact, the GLC is now a competitor
to the private sector, and they are not being
monitored by the public sector. I believe
that some of their decisions would lead
to corruption and they do not serve the
national interest. Now that the country
is faced with coronavirus, apart from the
human toll and the economic crisis that we
hope will be resolved as soon as possible,
given the decree the Supreme Leader has
issued to the heads of the three powers
they are expected to be more sympathetic
and put aside their differences. Based on
40 years of experience, they are expected
to make bold decisions and know that in
the current juncture, the executive branch
alone cannot solve the problems, and
some of our problems cannot be solved
until our international interactions are
resolved.
If we want to maintain our national
and regional authority we must make bold
political, social and economic decisions.
We need to know that a strong, healthy
private sector can support the country and
let the government gradually return to its
policy making and monitoring job and let
the cycle of the people’s economy to turn.
At the same time, the shadow of politics
on the economy should be diminished,
and politics should return to its place.
Meantime, the private sector, in the form
of the chamber of commerce, should
reduce criticism, speech, and statements,
and offer bold practical solutions. The
government, the heads of the three powers
and the ruling establishment must accept
the private sector as an honest advisor
and give it responsibility.
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economic decision-makers have received
God-given resources. When these resources are abundantly available to decision makers, one is unwilling to think of
economic reform and make decisions to
keep the economy away from the wrong
course.
In such circumstances, decision
makers are usually reluctant to pursue
economic reform, and there is no demand
for reform decisions at all, as the abundance of resources provides openings in
the various fields that make the structure
unnecessary to reform. Conversely, when
resources decline due to falling oil prices
or being exposed to sanctions, such as today that pressure on resources has made
a very difficult and special conditions we
have never experienced before, the conditions for economic reform become ex-

In our decision-making
system, things are very
difficult in terms of
information flow and
expert decisions.
tremely unfavorable.
The commonality of these two very
different situations is policymakers’
refusal to make the right economic
decisions; in the face of abundant oil
revenues, they think why they should
take measures that would reduce their
popularity as in the scarcity of resources
the cost of implementation of the right
decisions go up sharply.
In fact, we are in a paradoxical
situation, which means that when
resources are abundant, we evade the
right decisions, and when resources are
scarce and we are unwillingly directed
to a course to make the right decisions
for the sake of economic reforms the
grounds are not favorable. In fact, in
both conditions (resource abundance and
resource scarcity), we are faced with the
policymaker’s refusal to make the right
decisions to solve problems, and the
demand for sound economic policies,
both in terms of resource abundance and
resource scarcity, is a small demand.

Investing in Resilience
By: Bob Simison

O

fficials in The Bahamas have
a blueprint for building up
coastal resilience in the wake
of Hurricane Dorian, after the islands
were also hit with storms in 2016 and
2017. Investing in the archipelago’s
hundreds of kilometers of coastal forests,
mangroves, reefs, and seagrasses will
provide protection that seawalls and
jetties can’t while costing less, according
to research led by Stanford University
and the Bahamanian government.
Elsewhere in the hurricane-plagued

“Malawi is one of the
least developed countries
in the world and also one
of the countries hardest
hit by climate change,”
Caribbean, Dominica, Grenada, and
Jamaica are at various stages of creating
the ability to better withstand and recover
from natural disasters related to climate
change. In Africa, Malawi, Mozambique,
and Zimbabwe are pursuing a “buildIRAN INTERNATIONAL, June 2020, No. 94

back-better approach” for roads, rails,
and ports; restoration of agricultural
livelihoods; and promotion of resilience
to climate shocks, disasters, and extreme
weather events following massive
flooding from this year’s back-to-back
tropical cyclones Idai and Kenneth.
“This is becoming the new norm,”
says Eyerusalem Fasika, the African
Development Bank’s acting country
manager in Lilongwe, Malawi, as the
changing global climate makes natural
disasters bigger and more frequent. The
landlocked southern African nation of
18 million has created a Department
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of Disaster Management Affairs to
coordinate and direct the implementation
of disaster risk management programs
in the country. “Ten years ago, I never
would have imagined this frequency
and level of disasters,” she says. “Our
thought processes have to change.”
There’s a new emphasis in disasterprone nations on preparation and
adaptation, encouraged by international
organizations such as the African
Development Bank, the International
Monetary Fund, and the World Bank.
Investing in resilience is likely to result
in less human suffering and fewer lives
lost than simply pouring resources into
relief and recovery after disasters, these
groups are finding.
In June 2019, the IMF endorsed investment in resilience building by disaster-prone nations, citing lower expected
losses, improved economic performance,
and better continuity of public services.
It acknowledged, however, that many
vulnerable countries are likely to find
such investments unaffordable. According to the United Nations Environment
Programme, the costs of adapting to climate change in developing economies
may range from $56 billion to $300 billion by 2030, or two to three times the
currently available funding.
And yet, according to IMF
economists, investing in resilience may
cut the costs of postdisaster intervention
by at least half. It’s a case that
international organizations are making to
donor groups and nations.
“Never let a good crisis go to
waste,” writes former Rockefeller
Foundation President Judith Rodin in
her 2014 book The Resilience Dividend.
Rodin continues to advocate adaptation
to climate change.
“Disasters help get people’s attention,” she says in an interview. “Before
this concept was fully developed, people
didn’t tend to rebuild resiliently. Everywhere, it’s the poor and vulnerable who
get hit the hardest, whether they live on
an island or in a city.”
In March 2019, Tropical Cyclone
Idai blasted Malawi, Mozambique, and
Zimbabwe with days of high winds and
heavy rains, killing more than 1,300
people. A month later, Tropical Cyclone
Kenneth hit some of the same areas and
compounded the devastation, bringing
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total damages from the two storms to $4
billion. It was the first instance on record
of such sequential disasters in a single
season and left almost 3 million people
without housing, electricity, or running
water. More than 800,000 hectares of
crops were wiped out.
“Malawi is one of the least developed countries in the world and also one
of the countries hardest hit by climate
change,” says Pritha Mitra, the IMF’s
mission chief for Malawi. “We are looking at adapting to climate change and
whether it’s actually an opportunity to
not only boost growth, but also reduce
inequality. In sub-Saharan African countries, the people who are most affected
by climate change are the poorer households, so climate change is exacerbating
already-large inequalities.”
In the cyclones’ aftermath, the African Development Bank approved a $100
million, four-year grant program that
would directly benefit 1 million people
across the three countries. The project
includes measures to improve agricultural productivity and resilience by upgrading irrigation systems and livestock
practices. In addition, it envisions making infrastructure such as roads, electrical grids, water supplies, and sanitation
systems more resistant to big storms. The
program will also enhance early-warning
systems and institutional and community
capacity to respond to disasters.
Farmers and remote households in
places like Malawi depend on mobilephone services for early warning of
weather events, planning what crops to
plant, and gaining access to financing,
Mitra says. So strengthening telecommunications systems to withstand catastrophic storms is important for building
resilience, she observes.
“These countries can’t necessarily
do it all on their own,” Mitra says. “These
are poor countries. As the disasters
become bigger and more frequent, and
thus more costly for all the various donor
countries and international organizations,
perhaps it is going to be cheaper if we all
help with building resilience up front.”
That’s a major takeaway from a 2019
working paper by IMF economists Alessandro Cantelmo, Giovanni Melina, and
Chris Papageorgiou. These researchers
rank countries by probability of sustaining a natural disaster based on 20 years
IRAN INTERNATIONAL, June 2020, No. 94

There’s a new emphasis
in disaster-prone nations
on preparation and
adaptation, encouraged
by international
organizations such as
the African Development
Bank, the International
Monetary Fund, and
the World Bank.
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of data through 2017. They identify the
34 most disaster-prone nations and find
that they are mostly small or low-income
countries in the Pacific or the Caribbean,
with the Marshall Islands, St. Vincent
and the Grenadines, Tuvalu, Micronesia,
and St. Lucia at the top of the list.
The study shows that natural
disasters such as droughts, floods, and
storms can often cause damages totaling
50 percent of a country’s GDP, with
indications that frequency and size of
catastrophes have risen over the past
20 years. The costs of Hurricane Ivan
for Grenada in 2004 amounted to 148
percent of GDP and those of Hurricane
Maria for Dominica in 2017 reached 260
percent, reflecting the relatively small
size of the countries’ economies.
Small nations can’t just bounce
back from calamities on that scale. On
average, the economies of disaster-prone
countries grow by 1 percent less each
year than those of non-disaster-prone
countries because major resources have
to be diverted to recovery from such
calamities, the researchers find. Climate
change may triple that growth gap, the
study shows. As their economies stagnate
and revenues decline, disaster-prone
nations carry significantly higher public
debt than non-disaster-prone countries.
The researchers have developed a
complex economic model to compare
the effects of investing in resilience with
those of simply providing disaster relief.
It shows that disaster-prone countries
would benefit only modestly by selffinancing the higher costs of adaptation.
“International aid is crucial,” they write.
If forthcoming, such help in paying for
resilient infrastructure can yield dramatic
results, the economists find.
“To eliminate the welfare losses from
natural disasters via grants that finance
the extra cost of resilient infrastructure,
donors would have to disburse less than
half the amount required to finance postdisaster intervention,” the study shows.
Other recent IMF work in Caribbean
nations has shown that investing in
structural resilience would increase
potential economic output by 3–11
percent, with a growth dividend of 0.1–
0.4 percent a year.
The IMF has outlined a threelegged approach to disaster resilience
that is consistent with maintaining
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fiscal sustainability. Countries need to
get their fiscal houses in order, with
supportive funding from the international
community because of the scale of the
costs involved.
The first element of the approach is
structural adaptation, such as strengthened roads, bridges, telecommunications,
water supplies, and sanitation systems.
The tiny Caribbean island of Dominica,
with a population of 74,000, was devastated by tropical systems in 2015 and
2017. Damages the first time equaled
the country’s GDP and the second time
amounted to twice its GDP. Under an
IMF pilot program, Dominica’s government is developing a plan to improve the
resilience of the nation’s infrastructure
by 2030. But doing so in a fiscally sustainable way will require donor aid totaling $200 million, the IMF estimates.
A second leg is postdisaster and
social resilience, such as contingency
planning and related investments to
ensure an efficient disaster response with
minimal disruption to public services,
such as those for sheltering people and
knowing where to direct relief. For
example, following a 2016 cyclone,
Mozambique created a social registry
for use in distributing supplies after
a disaster while investing in stronger
schoolhouses that function as community
shelters, says IMF African Department
adviser Marshall Mills.
The third pillar, and really the
central one, is creating financial
resilience in advance of disasters,
according to Uma Ramakrishnan, an
assistant director in the IMF’s Western
Hemisphere Department and a lead
author of the IMF’s paper on building
resilience in disaster-prone developing
nations. Her portfolio includes The
Bahamas, Barbados, and Jamaica. She
cites a recent six-and-a-half-year IMF
project in which Jamaica put tremendous
effort into strengthening its finances so
that major external shocks, including a
major storm, won’t irreversibly damage
the nation’s fiscal capacity. Over nearly
300 years of recorded history, Jamaica
has weathered dozens of hurricanes,
including 17 named storms since 1951,
usually causing flooding, fatalities, and
economic devastation.
As a first layer of financial
resilience, Jamaica has been pouring
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Iran-Iraq Trade
up to $20 Billion
The study shows that
natural disasters such
as droughts, floods, and
storms can often cause
damages totaling 50
percent of a country’s
GDP, with indications
that frequency and size of
catastrophes have risen
over the past 20 years.
money into a contingency fund to
provide ready cash in the event of a
disaster. The fund has reached about
J$2 billion ($15 million), according to
Ramakrishnan. A second is arranging
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standby financing for catastrophes in
the form of a $285 million credit line
from the Inter-American Development
Bank. And a third is arranging disaster
insurance through various risk-transfer
mechanisms, including the Caribbean
Catastrophe Risk Insurance Facility and
a possible market-based instrument such
as a catastrophe bond, although details
regarding the instrument aren’t fully
public.
“There is more to be done in Jamaica
on structural and social resilience, and
that will come next,” Ramakrishnan
says. “In Jamaica, they always say they
are just one hurricane away from all their
economic gains being wiped out.”
BOB SIMISON is a freelance writer and editor who
previously worked at the Wall Street Journal, the
Detroit News, and Bloomberg News.
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eighboring countries are always
of particular importance among
export destinations. On the one
hand, due to the proximity of the access
routes, they compensate for most of the
major logistical costs (which currently
comprise between 20% and 30% of the
finished goods price) and on the other
hand, due to geographical range and cultural proximity and sometimes political
relations they are regarded a good target
for our manufactured goods. Alongside
these advantages, trade interaction with
neighboring countries is relatively more
stable than other international destinations and points of origin, especially
under special circumstances such as the
sanctions.
Iraq, meanwhile, has a 1,458-kilometer-long border line with Iran, dating
back nearly 380 years to the Treaty of
Qasr-e Shirin (Zahab) between the Ot-

While the Iranian side
hopes to raise volume
of trade with Iraq to
$20billion, there is
concern that the current
situation will turn the
inherently timid capital
out of the common
economic path.
toman Empire and the Safavids in 1639,
historical relations (apart from common
neighborliness), and neighboring the five
provinces of Khuzestan, Ilam, Kermanshah, Kurdestan and West Azarbaijan,
and more importantly sharing linguistic,
religious and traditional convergence,
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enjoys a unique status.
Iraq has a completely oil-based
economy. In 2017, it exported more than
$60 billion, of which 94.7 percent was
crude oil and 2.43 percent was refined
oil. In the same year, Iraq recorded nearly
$29.7 billion in imports, 30 percent of
which came from Turkey and 24 percent
from China. In recent years and especially
after the sanctions against Iran economic
relations between the two countries
entered a new chapter. According to
the World Trade Organization statistics,
between 2014 and 2018, Iran’s exports to
Iraq recorded an average growth of seven
percent in value annually, while its total
imports declined by one percent in the
same period.
In 1397 (2018/19), the volume
of Iran’s trade with Iraq as the second
export destination of Iranian goods,
weighing about 20 million tons was
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nearly $9 billion, with a trade balance of
$8.9 billion. According to the head of the
Trade Promotion Organization of Iran, in
that period Iran accounted for 29 percent
of the Iraqi market share. Annual exports
of electricity, engineering services and
export of Iranian gas to Iraq are other
areas of bilateral cooperation between
the two countries. Iran has exported $200
million worth of gas to Iraq per month in
1397, according to the IRI oil minister.
Iran’s exports to Iraq, increased by
20 percent, reached $2.5 billion in the
first 100 days of the calendar year 1398
(March 2019 – March 2020), according
to the secretary general of the Iran-Iraq
Joint Chamber of Commerce, showing
an increase of 20% compared to the same
period of the year before. On the other
hand, the country is one of the main
customers, and perhaps the main market
for FMCG, which has a good financial
circulation.
On this basis, Iraq can be considered
a serious business partner for Iran and bilateral relations enjoying all cultural capacities and commonalities, convergence
in social subcultures, alignment of border
regions, and sometimes positive political approaches, are subject to numerous
economic and political components. In
the course of recent years of trade policy
reversal and in the same manner as the
above mentioned subscriptions, the Iraqi
market in recent years has been, and will
continue to be, a strategic position not
only for our public economy but for the
private sector.
Confirming such compliance is that
in the days when the region is in the
throes of events, many are concerned
about relations among regional states;
and more worryingly, it warns of an
uncertain future. These conditions affect
both political and cultural relations as
well as economic relations.
Iraq is no exception. On the one
hand, domestic and political issues in
Iraq and the usual wrangling of countries
in the area of internal

power, such as the
results of its parliamentary elections and
subsequent social upheavals: An election
that shifted the balance of power in the
country. However, analysts say there is
no significant difference in the political
beliefs of the dominant group, Saeron,
led by Muqtada al-Sadr and other older
Iranian allies. But it should be noted that
the economy is an area of 
interest, and on the other hand,
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On the whole, it seems that a
group of Iranian export products to Iraq
recognized as the definitive needs of Iraq,
for reasons such as consumer culture
proximity, favorable target market quality
and consumer interest and competitive
pricing relative to other countries’
products, such as Turkey, is virtually
without competitors. Regardless of the
fleeting social fluctuations and emotional
space created by social networks, they will
continue to evolve. But this ruling cannot
be decisively influenced by the policies
of groups and parties ruling power, one
of which is large-scale projects and
strategic partnerships between Iran and
Iraq, which currently have no significant
stake in online cooperation but may in
the future. Another agenda is production
within Iraq, which, although low on
value added goods, poses a threat to the
same segment of Iranian export products
in the Iraqi market.
On the other hand, it should be noted
that a large part of the Iranian consumer
market, especially FMCG, falls into

Iraq has a completely
oil-based economy.
In 2017, it exported
more than $60 billion,
of which 94.7 percent
was crude oil and 2.43
percent was refined oil.

changes in management and economic
policies, such as the imposition of import
restrictions and tariff bans by Iraq in
recent months, have also overshadowed
trade relations between the two countries.
While the Iranian side hopes to raise
volume of trade with Iraq to $20billion,
there is concern that the current situation
will turn the inherently timid capital out
of the common economic path.
Whether or not the danger of
social and political disruption threatens
economic relations depends on its extent
and the Iraqi policymaker’s reaction to
certain demands of society. Meanwhile,
the influence of some local border
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officials, some provincial decisions, and
tribal and ethnic relations can also be
considered as effective risks. However, if
you respond positively to the likelihood
of such a risk, you will not have much
of an impact. But the most damaging
economic ties between the two countries
are political decisions and economic
policies that certainly have a lasting
effect.
An example was the imposition of
some import bans and the increase in
tariffs on 63 items of Iranian goods last
year by Iraq, which emerged as one of
the trade barriers to the development of
relations between the two countries and

hampered earlier targeting between the
two countries.
It is important to note that Iraq is a
transitional country, and that is why it is
sometimes confined to unstable, shaky
and spontaneous transitional policies.
Although on this side too, there is no
better situation in the field of spontaneous law making, however, since the legislative or law enforcement situation in
Iraq has been more skeptical of political
diversity, the duration of such an approach and more importantly the nature
of subsequent actions in policymaking
and the prospects of trade ties with that
country affect business relations with

that country more. Of course, it should be
emphasized that the laws of Iraq usually
apply to all business parties and are not
necessarily specific to Iran or any other
country, but whether specific or public is
a threat in the context of business environment analysis.
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the first group and is mainly associated
with Iraqi businessmen (the private
sector). Therefore, their effectiveness
is cross-sectional unless they are also
subject to the laws of creation. In this
case as well, this would mean shrinking
the whole market cake and there would
be no difference in countries’ share of
consumer market cake (provided that
quality and economics were maintained
due to economies of scale). For example,
agricultural commodities that may lose
their market due to seasonal bans and
self-sufficiency policies are subject to
such an approach. An increase in tariffs
on certain products (most recently on
dairy and cement) is subject to this view
if not interpreted by the pressure of
political and power lobbyists.
By: pouya Firouzi
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