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Fiscal Budget 2016

The Iranian Government has declared that

Iran is undergoing special economic
circumstances for the period between
reaching a nuclear deal and the lifting of the
sanctions and has introduced its second
package for ending the recession. This
package focuses on boosting demand and
increasing effective demand as well as the
shortcomings faced by the financial and

production sectors.

The aforementioned package is essentially
based on simple Keynesian approaches for
stimulating demand, which it seems to be an
over simplification of Iran’s structural
economic problems and are unlikely to
achieve its goals.

Based on the economic time series released
by the Central Bank of the Islamic Republic
of Iran (CBI), Iran’s GDP in 2013 amounted to
IRR1, 972,852 billion and reached IRR
2,031,596 billion in the following year. Both
figures which have been calculated against
fixed prices in 2004, indicate that Iran’s
economy grew by 3% during the period
between 2013 and 2014. Among various
economic sectors “industries and mines” and
“oil” sectors contributed most, to Iran’s
economic growth during the 2013 financial
period. It is noteworthy that mines enjoyed
a 9.8% growth, which is the highest growth
rate within the “industries & mines” sector.
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On the other hand, construction which falls
within the “industries” category experiences
a negative growth of 0.4% in 2013, due to
the wide scale recession in this sector.

Although according to Statistical Centre of
Iran, point to point inflation rate ending 21
November 2015 dropped to 9.9%, thus
becoming a one digit figure, the falling
inflation rate is mainly due to the ongoing
recession, the declining oil prices during the
past year as well as the strict control of
liquidity in the previous two years. It is
important to note however, that the point to
point inflation relating to goods (21
November 2015) reached 5%, whilst point to
point inflation referring to services reached
15%. This is due to the fact that the
foodstuff and
consumable products on a large scale as a

Government imported
means to curb inflation. However, since
services cannot ordinarily be imported, the
service sector which is essentially related to
wages remained at 15%.

From the 2016 budget, it seems that the
exchange rate of USD and IRR is predicted to
be approximately 29,970 IRR/USD, whilst the
2015 budget was based on the 28,500
IRR/USD exchange rate. In addition, there
are indications that the 2016 budget is going
to be based on oil prices of approximately 40
USD/barrel with a 24% decline, compared to
the previous year’s budget which predicted
53 USD/barrel. The share of oil in Iran’s
2016 budget is approximately 660,000 billion
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rials, experiencing a 17% growth compared
to the 2015 budget.

Other major changes in the 2016 budget
compared to the 2015 budget include
Government civil expenses which amounted
to IRR570,000 billion, experiencing an 83%
growth in comparison with the IRR310,000
billion in the previous year.

Macro EconomyMonetary

variables & Policies

Having declared special circumstances in a
specific time span which begins from when a
nuclear deal was reached and the lifting of
the sanctions which has introduced its
second package for ending the recession, the
Government Economic Staff has introduced
its second rescue package which focuses on
stimulating demand and eliminating the
financial challenges faced by production
units. This politically motivated rescue
package which is based on simplified
Keynesian approaches for stimulating
demand, underestimate Iran’s structural
shortcomings and are unlikely to overcome
its economic challenges, even for a limited

period.

In addition, most of the topics ratified by
the Monetary & Credit Council during the
recent months include the package for
ending recession and reducing interest rates.
The most important scopes of such
ratifications include “determining the new
rates of legal reserves”, “methods of
granting loans for purchasing high enduring

household items and loans for purchasing
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vehicles”, “granting loans to production
units” as well as “interbank credits”. Some
of the most important such ratifications are
stated below:

1. Legal reserves ratio of various
deposits of commercial banks and
non-bank credit institutes to be
between 10% and 13%. These ratios
have been set by the CBI and are
revised on a quarterly basis, based on
the performance of banks’ and credit
institutes.

2. Permits for  purchasing sales
documents of passenger and
agricultural vehicles (tractors and
combines) via manufacturers by
IRR250 million per unit (maximum
80% value of each unit) for a period
of at least 7 years with a 16% interest
rate via banks and non-bank credit
institutes and the CBI shall grant
credit to the banks and non-bank
credit institutes at 14% interest rate.

3. Granting loans to manufacturers
through commitment purchasing
(discount of installment sales
documents) via banks and non-bank
credit institutes with a 16% interest
rate (necessary credit for
implementing this project is provided
by the CBI at 14% interest rate.

4. Grating loans for Iranian made, high
enduring consumable products via
credit cards (based on Murabahah
for those who have a specific income
with a ceiling of IRR100 million and a
maximum  two-year  repayment
period.
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5. In order to stimulate the interbank
market and in line with the policies of
supporting domestic production, CBI
gradually reduces interest rates via
granting seven-year credit lines and
deposits in the interbank market at
banks and non-bank credit institutes.

6. Interest rates of loans relating to the
supply of intermediary products
which are financed by the CBI to the
correspondent banks are set at 18%
and interest rates for commitment
purchasing for manufacturers is 20%.

The head of CBI, has stated that CBI shall
continue its policy of reducing interest rates
and that the time span for executing the
aforementioned policies relating to ending
recession is 6 months.

It is noteworthy that there are two overall
polices in this package which include:

Demand Stimulation Policies

1. Demand stimulation via the
Government:
Encouraging exports for industries
which face challenges in selling their
products, supporting the exports of
technical and engineering services,
accelerating the pace of handing over
civil projects as well as supporting
small and medium sized business
projects which have experienced
over 80% progress.

2. Stimulating demand via easing the
processes of granting loans and
facilities:
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CBlI has injected funds in the

interbank markets in order to solve

the short-term financial challenges of

the banks. Furthermore, the CBI has

via reducing legal reserve

requirements to 10% aimed at

stimulating demand.

Policies on stimulating credit
demand:the most important polices
on stimulating credit demand
include:

Granting loans and facilities for

purchasing durable consumable

products at 16% interest rate. These

loans are mainly granted for

purchasing automobiles and

household appliances. In this regard,

the Government and the CBI have

approved of granting mortgages in

the amount of IRR700 million.

However, since property prices are

more than the mentioned amount in

Tehran and other big cities, such

mortgages are unlikely to stimulate

demand for housing and to have a

significant impact on the recession as

far as the property market is

concerned.

Financing Policies
1. Policy on solvig financial

shortcomings:

This policy is to be executed by
increasing the Banks’ capital which is
to be funded via Iran’s Foreign
Currency Account, selling the shares
of insurance companies and banks,
selling the non-profit making assets
of the banks, intensifying measures in
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encounter illegal credit institutions,
launching a government debt market
and issuing Islamic Treasury Bonds
and using them in order to fund
government dues, as well as
increasing the capital of leasing
companies.

2. Policy on providing funding for
economic activities:
This policy is to be implemented via
introducing a financing package for
the production sector by issuing
Murabahah Sukuk which are to
provide liquidity  for  various
enterprises, launching commitment
purchasing tools as a means to
provide finance for enterprises,
launching a plan for financing the oil
and gas sector via the capital market
and introducing a financing model for
industrial units based on the capital
market.

Banking Statistics

Emerging countries’ monetary policies target
inflation via controlling the interest rates or
rediscounting. In other words, monetary
policies are executed by changing the
interest rates. However, during the past
three decades, monetary policies in Iran
have been implemented via increasing or
supply.
monetary policies in Iran have not been as

reducing money Consequently,
effective as they should have been and have
never been able to reach the determined
objectives for controlling inflation and
achieving economic growth as set forth in
Iran’s second, third, fourth and fifth Five-
Year Development Plans. This is due to the
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fact that there are numerous shortcomings
in monetary policies which directly rely upon
money supply and having realized such
most advanced countries
during the 1990s based their monetary

shortcomings,

policies on economic rules. Furthermore,
there is no interest in Iran due to the
governing Islamic Banking Laws. Instead,
loans provide profits rather than interest.
Profit rates vary according to various
economic sectors and hence, in most
feasibility studies proxies replace interest.
For instance, average profit rate on loans or
deposits are replaced as proxies of interest.
In addition, during the past three decades
profit rates for term deposits are mainly
determined via the CBI and the Monetary
Council and ultimately, the actual profit of
term deposits have become negative since
during the previous three decades inflation
rate in Iran has exceeded the nominal profit
rate. Moreover, the profit rates of deposits
and loans as set forth by the CBI and the
Monetary Council have been insufficient in
bringing the markets to equilibrium. This is
even more the case, as far as term deposits
are concerned and in the Iranian economy
where inflation is a long-term phenomenon.
Consequently, in Iran’s economy an
underground money market with much
higher rates than the official rates have
emerged where in some cases such rates
reach as high as 40%.

Monetary & Banking Sector during
the Curent & Previous Year

Latest CBI Statistics on Deposits & Loans
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The latest statistics of the CBI regarding
Iran’s banking sector resources and loans
show that total deposits until June 2015
grew by 19.5% compared to the similar
period in the previous year. As the following
table demonstrates the banks’ and credit
IRR 8,660.6
Trillion by June 21* 2015, which compared
to the previous year (March 20" 2015)
growth IRR467.8

institutes’ deposits reached

demonstrates a of

In

thousand billion or a 5.7% growth.
addition, in the period between March 20"
2015 and June 21 2015 the banks’ granted
facilities amounted to IRR 6,912 thousand
billion. This is an increase of IRR 1,025.7

thousand billion during the aforementioned
period or an increase of 17.4% compared to
the similar period in the previous year.
Another
banking sector position in terms of resources

ratio which reflects upon the
and granted facilities is “granted facilities to
deposits ratio less statutory deductions”.
Although this ratio amounted to 91.5% by
June 21% 2015 and reached 90% in the
similar calendar month in the previous year,
this ratio is still well above the suitable rate
which is 85%.

Table 1
Million Rials )June 21, 2016 )June 21, 2014 | Growth Rate %
Granted Loans 6912948 5887191 17.4
local & Foreign Deposits 8660621 7250020 19.5
Deposits Less Statutory Deposits 7680109 6437593  ------
Granted Facilities to Deposits Ratio 90.0 915 e
Less Statutory Deductions
Table 2

Variable Amount @Billion Rial9 As of

Bank Notes & Coins Issued 416802.3 September 22, 2014

Notes & Coins Held by Parties ~ 2970.000 May 21, 2015

Liquidity 8470000 May 21, 2015

Monetary Base 1310500 March 21, 2015

Point to Point Inflation Rate (%)

September 22, 2014

Average Inflation Rate (%) 15.1 September 22, 2014
One-Year Deposits Profit Rate 20 May 21, 2015
Participation Bonds’ Profit Rate (%) 21 May 21, 2015
Money Multiplier 6.46 May 21, 2015
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Figure 1- Interest Rate - IRAN
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Figure 2- Interest Rate of Deposits

General Analysis:

Since there is a time gap between the
finalization of negotiations and increase in
government revenues resulting from the
unfreezing of its assets, one cannot expect to
see the positive economic outcomes
immediately. Although the Statistical Centre
of Iran has announced that po9nt to point
inflation rate from November 21° 2015
reached 9.9% and hence, has become a one
digit figure, the falling inflation rate is mainly
due to the ongoing recession and the

20 orecast
=

constantly falling oil prices in the past year
and the sever controlling of liquidity, during
the previous two years. It is also important to
note that point to point inflation rate relating
to commodities in November 21° 2015 was
5%, whereas point to pint inflation rate
relating to services was 15%. This is mainly
due to the fact that the government
imported foodstuffs and consumable
products on a large-scale in order to counter
inflation via imports. Therefore, since
services are not usually imported, inflation
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relating to the service sector which is mainly
associated with wages remains at 15%.

Statistics show that PPl in April 20™ 2015 has
experienced a 0.2% increase compared to the
previous month. However, this figure has
risen by 8.9% compared to the same period
in the previous year. Point to point inflation
of the producers as of March 21% 2015 until
April 20" 2015 experienced a drop, and point
to point inflation rate of the consumers
experienced a rising trend. Yet since the
inflation of the producers is a leading
indicator, consumers’ inflation rate is
expected to fall in the coming months.
During the past week, the Statistical Centre
of Iran announced point to point inflation
rate in November 21° 2015 to stand at 9.9%,
which conforms to our forecast. As
mentioned earlier, falling prices were due to
declining spending power, private sector
consumption and the ongoing recession
during the past two years, which was
followed by a shrinking liquidity. Indeed,
official statistics reveal that the average
Iranian family saved very little during the
previous year and that during the past
decade, not only has the average family not
been able to have positive savings, but has
endured debt and the continuance of this
trend shall have disastrous effects on the
Iranian economy.

Money Multiplier

According to the Banker money base during
the 2014 financial period experienced a
growth of just 10.7%, the volume of which
reached IRR 1,311,470 billion and
experienced a 21.4% growth. In other words,
with liquidity increasing by IRR3,220,000
billion during the 2013-2014 financial
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periods, money base increased from
IRR970,000 billion to IRR1,310,000 billion.
Hence, money base increased by only
IRR340,000 billion during the mentioned
periods. Therefore, one may conclude that
liquidity growth did not result from money
base increase. In such condition, main
concern is from rising inflation resulting
inflating money base rather than from falling
liquidity growth. Money multiplier results
from dividing liquidity with money base and
statistics issued by the CBI show that money
multiplier increased from 4.7 units in March
20" 2013 reaching 6 units by March 20™
2015. Indeed money multiplier is an
indicator of financial development and is also
a reflection of government and CBI success in
their monetary and fiscal policies in reducing
the non-performing loans of the Banks and to
regulate money base, whilst also introducing
interest rate.

Money multiplier is approximately 15 units
in some countries such as the USA and
Canada, whilst in others it is approximately
40 units. Money multiplier is also an indicator
of fluid money markets. Each unit represents

more credit money has been created via
commercial banks. Due to the to the
recession, existing numerous economic
shortcomings, together with the growth of
non-performing loans and losses experienced
a number of commercial banks in the
previous three years, money multiplier
growth seems unthinkable or strange at the
very least, since as mentioned before, money
multiplier results from dividing money base
into liquidity.  The increase of money
multiplier is due to CBI’s inability to calculate
the volume of liquidity. This is due to the fact
that a portion of liquidity, which is not
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accounted for by the CBI, is controlled by the
illegal financial institutions. Hence, liquidity
calculated is less than actual liquidity which
in turn increases money multiplier.

Economic Growth & Contributions of

Various Economic Seat®in GDP

Based on the estimates of the Statistical
Centre of Iran, GDP increased from
IRR1,972,852 billion in 2013 to IRR2,031,596
billion in the following year. These figures
have been calculated on the basis of fixed
prices in 2004. This indicates a 3% growth
between 2013 and 2014, in which Industries
and Mines and Oil sectors have contributed
the most. It is noteworthy that the Industries
and Mines Group experienced the highest
growth which was 9.8% and the Building
Construction Sector, which falls under the
Industries category, experienced a negative
growth of 0.4% due to the recession in the
housing and construction sector.
Furthermore, there are two types of
investment in Iran’s oil and gas sector: firstly,
investment in order to sustain current
production of wells and secondly, investment
for developing new fields and expanding
current well production. One should note
that Iran’s service sector growth was less
than other sectors in the past two decades
mainly due to the inexistence of a suitable
business environment in other sectors
especially in the industries and mines and
agricultural sectors. In developed and
advanced countries, the service sector
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growth is similar to that of the industries and
mines and agricultural sectors due to the
need for a high volume of side services
resulting from increased production in other
all sectors such as industries, mines and
agricultural as well as oil sectors.

In addition, non-productive sectors (non-
productive) account for a considerable
portion of bank loans. Details of allocation of
facilities (bank loans) in April, May, June and
July indicate that during this period, the
agricultural sector accounted for only 7.6% of
bank loans when this sector has provided
more added value in comparison with other
sectors in the past two decades. The main
reason for this is that there are high
potentials and relative advantage in Iran’s
agriculture and animal husbandry in
comparison with other sectors. Housing and
construction sector, which is highly
interconnected with other economic sectors
accounted for 10% of bank loans, the main
reason for which, is the recession in this
sector and visa-versa. Industries and mine
sector which enjoyed a considerable growth
of 7.2% in Iran’s economy, during the past
year, accounted for approximately 30% of
bank loans whilst commercial (approximately
12.9%) and service sector (approximately
39.1%) attracted 52% during the months of
April, May, June and July. The service sector
accounts of approximately 50% of Iran’s GDP
and hence, 50% of total bank loans ought to
be allocated towards this  sector.
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Table 4 GDP Growth Component
Economic Sectors

| Growth in 2013| Growth in 2014

Agriculture %4.7 98 .
Qil %-8.9 %8 . 3
Industries & Mines %-2.9 %0 . 5
Service %-1.5 o4 . 8
GDP Against Fixed Prices Base Year 2004 %-1.9 %8 . 5
GDP Against Fixed Prices Base Year 2004 (excluding oil) %-1.1 o . 3

IRR137.2 Trillion shows an increase of
IRR137.2 thousand billion or 15.6%. It is

Hence, the latest statistics show that
credit facilities granted in the form of

working capital to all economic sectors
amount to IRR1018.7 thousand billion in
the period between 20 March 2015 and
22 September 2015. In other words,
63.6% of total facilities granted, which
compared to the similar period in the

noteworthy that of the IRR479 thousand
billion in credit facilities, IRR389.2
thousand billion or 81.2% has been
granted in the form of working capital.
This indicates that facilities via the banks
have been a priority during the current

previous year which amounted to year.

Table 57 GDP Sources

Iran GDP 2014 2015 Unit
GDP Annual Growth Rate 0.60 3.70 Percent
GDP 415.34 493.80 USD Billion
GDP Constant Prices 531939 511719 IRR Billion
Gross Fixed Capital Formation 755886 803515 IRR Billion
GDP per capita 2949.29 2945.29 usD

GDP per capita PPP 15572.83 15551.69 usD

GDP From Agriculture 30191.00 231145 IRR Billion
GDP From Mining 677059 655596 IRR Billion

GDP From Services 1558114 1406140 IRR Billion



Table 6:Unemployment Rate

Figure 3- Unemployment Rate

2004 10.3

2005 12.1

2006 12.9 Unemployment rate
2007 10.6

2008 9.9

2009 11.4

2010 14.6

2011 15.3

2012 15.5

2013 10.4

2014 103

2015 10.1

2016 10

Figure 4iran Youth U nemployment
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Exchange Rate The figure 5 demonstrates the rate of US

The USD devalued against the Euro in
October 2015 in the global markets; the
most important reason for which was the
falling interest rate in the United States.
In short, the US economy is on a road of
recovery. However, due to the ongoing
recession in other economies such as
Europe, China and Japan, the Federal
Reserve delayed the decline of interest
rates, which in turn led to the
devaluation of the USD against the
currencies of the mentioned economies.

In Iran’s economy since foreign currency
fluctuations are managed, hence,
according to the law of one price,
purchasing power parity (PPP), Iran
should devalue its national currency by
11% annually (assuming Iran’s inflation
rate is 15% and US inflation rate to be
4%). However, in the past two decades,
governments have tried hard not to
devalue due to their desire to keep
inflation under control. Hence, they have
not devalued every year (as opposed to
the PPP assumptions). This is also partly
due to the fear of politician outcome of
inflation. Hence, most governments have
tried to pass on devaluation to avoid its
political pressure. The past two decades
show that whilst PPP does apply in Iran,
devaluation occurs not annually, but
every seven years by approximately 200%
(the following diagram shows the
devaluation trend).

This sudden devaluation of 200% inflicts a
huge shock to the economy and affects
many key variables such as GDP and
inflation.

Dollar against the Iranian  Rials
between1999-2015. And the following
diagram has used the ARIMA Model to
predict the exchange rate by using
historical data. Results show that
increasing rate of the Dollar against
Iranian Rial shall continue in the future
years (following 2015) and Iran’s national
currency shall fall against the hard
currencies such as the USD and the
British Sterling in the years to come, the
reason for which is explained by PPP.
Unlike the first two figures, figure 7
shows a declining trend.



Figure 5 AmericanDollars to Iranian Rials (USD/IRR)
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Important Events Relating to Foreign mentioned deficit to continue until 2020. A

Currency Markets

wSRdzOGA2Y 2 F
Reserves

Reports indicate that Saudi Arabia is
currently facing economic problems. Selling
approximately USD27 billion’s worth of
bonds in the previous week supports this
hypothesis. The rulers of Saudi Arabia have
exhausted their revenues which are mainly
from the sale of oil, for funding the war in
Yemen and for supporting their military
ambitions in the region. They have used
much of their resources in supporting their
allies in Yemen, Syria, Lebanon and lIraq in
their conflict for influence in the region.

Having been worried about Iran’s growing
influence some political factions in Saudi
Arabia use ISIS for questioning the
legitimization of the Saudi rulers. They are
concerned that the youth might be
disillusioned by their rulers and become
radicalized. However, some analysts believe
that being drawn towards radicalization has
little to do with economic conditions.

For instance, Dr Abdolkhalegh Abdollah of
the UAE University believes that people
attracted to Jihadi factions are mainly
motivated by faith rather than economic
reasons. According to Saudi analysts, Riyadh
has already spent UD62 billions of its foreign
currency reserves and has borrowed another
USD4 billion from its domestic banks last
June. It is expected that Saudi Arabia shall
face a 20% budget deficit in 2015. Based on
the Capital Economic report Saudi Arabia’s
resources declined to USD85 billion in 2015
(an 8% of GDP). The IMF expects the

{ I dzRA

few days ago, this country closed its budget
on a USD90 billion deficit.

I NI 0Al Q& | dZNNBy Oe
Analysis Iran’s nuclear deal is a strong signal
to the regional countries regarding the
changing outlook of the United States in the
region. In addition to the actual impact of
changing US polices in the region, the
psychological impact in such countries that
represented the USA in the region, shall be
immense. In any case, increasing pressures
on Saudi Government might push this
country towards extreme measure, affecting
the oil market, which is important to us from
an economic viewpoint. However, in spite of
its budget deficit the Saudi Government may
continue its policies of reducing oil prices.
The longer this policy continues, the more
likely they are to terminate it, due to
increasing economic pressures on the Saudi
rulers, which may lead to internal divides. In
any case, increasing budget deficit in Saudi
Arabia and other Arab countries in the long-
run may be a positive indication for Iran,
which is keen to see growing oil prices.
However, in the short-run, we may witness
increasing supply and a competition over the
guota of oil supply in the region.

Oil Sector, Oil Prices & Oil and Energy News

Oil prices continuously fell in the previous
months from USD44.69 to USD43.44
between September and October 2015, a 3%
decline. The main reason contributing to
the falling crude oil prices are the increase of
US As strategic reserves and increasing
supply. The US proven oil reserves is
estimated to stand at approximately 479.6
billion barrel. Furthermore, Iran announce in
the last OPEC Summit this month, its desire
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to increase its supply share by 500 thousand
barrel/day. This also led to further decline to
USD34.69 in December 2015. The main
reason for this is that OPEC members
continue to produce more than the
permissible limit on 30 million barrel/day
(current production is 31 million barrels/day).

Figure 8 crude Oil Price Dollars Per Barrel
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One should note that since oil and energy are
important economic factors in advanced
countries which are also importers, falling oil
prices contributes towards accelerating their
growth.

Crude Oil Price

_19974(11 1978Q1 1982Q1 1986Q1 1990Q1 1994Q1 1998Q1 2002Q1 2006Q1 2010Q1 2014Q1

Nominal Price

Most Important Oil & Energy Related Events

The oil industry is a sector in which foreign
companies had an active presence prior to
the sanctions and are keen to return to
following the lifting of sanctions. These
companies are interested to contribute in
Iran’s expansion and exploration projects.
Their role would be as financiers or suppliers
of parts and equipment. However, foreign
companies face some challenges in returning
to Iran’s market. First, is the format of
current oil contracts. Second, is the lack of a
comprehensive plan in Iran oil industry,
which allows authorities to make discretions
in their decision makings. This increases the
risk of foreign investors. Third, refers to the
increasing cost of oil production due to the

Forecast

Real Price (Dec 2015 S)

lack of investment during the sanction years.
Fourth, is the current oil price which
discourages international companies to
invest in this sector. However, one of the
most important challenges is lack of
investment during the sanction years. In fact
Iran needs to attract a certain amount of
foreign investment and with the sanctions
gone, not only should Iran return to this plan,
but should compensate for the years of
sanctions.

The lIranian Petroleum Minister at the
International Oil Exhibition claimed Iran
need approximately USD200 billion of
investments in its oil, and petrochemical
sector. Perhaps he exaggerated a little at the
time. However, Wall Street Journal later
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claimed that Iran’s oil sector requires
USD186  billion of investment and
subsequently, Mr. Saeed Ghavampour, the
Planning Director of the Ministry of
Petroleum announced that based on the
planning carried out, Iran’s oil industry
needs at least USD100 billion and USD200
billion maximum of investment in the Sixth
Development Plan.

Hence, both negotiating parties are keen on
financing the oil and gas projects. The lack of
a comprehensive strategy in many sectors
has meant that Iran’s expertise and
capabilities are not focused. This leads to
their ineffectiveness, especially in the field of
energy, which is particularly important to
Iran economy. Iran is unable to engage in
long-term commitments, due to the
inexistence of long-term strategies. Hence,
foreign investment in this sector tends to be
short-term and in smaller scales. The
attraction of the announced USD200 billion
required investment is likely to be very slow,
even if western countries fully confirm this
figure. Iran is also in desperate need of
making adjustments in social sciences under
which category economy and politics fall.
Therefore, one should not expect any major
change as far as attracting foreign
investments is concerned.

Average Extraction of Ira’ s  Oi

Is 24%, whereas Average Extraction of

World Oil Wells is 35%.

Keramati, head of Iran’s reserves and field
development research institute
claimed:”24% of Iran’s known reserves are
exploitable”. However, the wells in other
parts of the world are 35% and in other parts

Iran Economic Prospe&eport

such as Saudi Arabia, Norway and Kazakhstan
aim to increase their output to 70%. He
continued: of the 650 billion barrels of Iran’s
known reserves, only 156 Dbillion s
exploitable using current technologies. This
means that over 490 billion barrels are not
accessible. He indicated that for every one
percent increase in the rate of extraction
equals 6.5 billion barrels of crude oil, which is
worth billions of Dollars and can create
wealth for Iran. He also claimed that boosting
output from Iran oil fields requires upgrading
current technologies at hand and additional
investments. “The required investment
should come from extraction”. He added.

External Sector

The variables of the external sector and
foreign direct investment (FDI) are stated in
the following table. In view of accessible data
until 2013, the FDI has been predicted until
2015 via the autoregressive integrated
moving average method (ARIMA). This
prediction shows an upward trend, the main
reason for which is due to the improving
political conditions and diplomatic relations
of Iran following the Nuclear Deal in Vienna
and the lifting of sanctions. However, the FDI
share in Iran’s nominal GDP has seen a
continuous declining trend from 2002 until
2008. This trend become upward a little, as
of 2008 | untilthe end of 2013 and during
2013 FDI fell to less than 1% of nominal GDP
(approximately 0.7%), which shows a small
reduction compared to 2012. As indicated in
figures 9, 10 and 11, forecasts show that
during the 2014, 2015 and 2016 periods
Iran’s FDI shall experience a constant but
slow, upward trend. Hence FDI’ share of
nominal GDP shall increase a little.
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Furthermore, Iran’s current account balance declining trend in the future years; the main
has been on the rise in the recent years. reason for which, is large scale imports aimed

at countering inflation in the previous two
This is due to the 10.5% FOB value of years.
imported products. During the 2013 period,
Iran’s FOB export value fell by 5.1% in
comparison with 2012, reaching
approximately USD93 billion. Iran’s oil
exports also fell by 4.9% during 2013,
reaching USD64.8 billion. Non-oil exports fell
by 5,6% reaching approximately USD28.2
billion, but in general, current account to
GDP ratio has been constantly declining in
the recent years. This is indicated in table 7.
In addition, figure 13 shows that the share of
Iran’s current account in GDP has been
constantly declining in the recent years
reaching approximately 41% in 2015. It is
predicted that this share shall continue its

Table 7- Iran International Trade Indicators

Iran Trade
Balance of Trade -2405 637 3947%7.2 -6529 USD Million
Export 5430 6091 145518 5430 USD Million
Imports 7835 5454 77729 3071 USD Million
Current Account -1008 15861 59787 -14018 USD Million
Current Account to GDP 0.41 3.83 11.98 -10.63 Percent
Crude QOil Production 3300 3300 6677 510 BBL/D/1K
Foreign Direct Investment  4488.6 4322.1 4488.6 15.6 USD Million
Terrorism Index 4.22 4.66 5.83 1.9



https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&cad=rja&uact=8&ved=0ahUKEwjGltjG7vjJAhUBOhQKHdx5B-gQFgguMAM&url=https%3A%2F%2Fwww.wto.org%2Fenglish%2Fres_e%2Fstatis_e%2Fits2014_e%2Fits2014_e.pdf&usg=AFQjCNHlM1ox9pg7yS9sX6CmGUxg_dEang&bvm=bv.110151844,d.d24
http://www.tradingeconomics.com/iran/exports
http://www.tradingeconomics.com/iran/imports
http://www.tradingeconomics.com/iran/current-account
http://www.tradingeconomics.com/iran/current-account-to-gdp
http://www.tradingeconomics.com/iran/crude-oil-production
http://www.tradingeconomics.com/iran/foreign-direct-investment
http://www.tradingeconomics.com/iran/terrorism-index
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Hgure 9- IRAN Foreign Direct Investment
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Table 8 Iran Imports and Exports

year Imports Exports
2004 25.3 29.9
2005 31.3 38.8
2006 42.5 55.4
2007 45.5 63.2
2008 67.3 95.1
2009 59.0 69
2010 70.0 107.5
2011 93.6 128.6
2012 70.0 67
2013 60.1 93
2014 61.3 95.7

Figure 11- IRAN Imports

Imports, billions US dollars

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Figure 12- IRAN Exports

Exports, billions US dollars

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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Figure 13- IRAN Current Account to GDP
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Iran Economic Overview

Opportunities

Iran is the second largest economy in the
Middle East after Saudi Arabia with an
estimated nominal GDP of $397bn in 2015. It
has the second largest population in the
Middle East after Egypt with around 80
million people. Over 60% are estimated to be
less than 30 years old and the workforce is
highly educated.

EU trade with
around $8bn and is expected to quadruple in

Iran currently stands at

the next 2 years.

Iran’s economy is currently reliant on the oil
and gas sector, though the country is looking
to diversify its economy. Iran also possesses
significant agricultural, industrial and service
sectors.

Iran has the second largest gas reserves in
the world and fourth largest oil reserves. It

and

2012 2014 2016

has highlighted its desire to increase oil
output to 1bn barrels per day in 2016.

The main imports to Iran are non-electrical
machinery, iron and steel, chemicals and
related products, transport vehicles,
electrical machinery, tools and appliances.

The Iranian Government is keen to attract

foreign investment, with foreign direct
investment needed across all major
economic sectors.

Over a trillion S of investment in

infrastructure is likely to be needed over the
next 10 years. Key opportunities will also
include the energy sector, automotive and
airline manufacturing sectors. There may be
an increased demand for consumer goods
such as electronics and clothing.
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Disclaimer

This material is for information purposes only and does not constitute an offer to sell, nor a
solicitation of an offer to buy any specific shares.

The analysis provided by this publication is based on information that we consider reliable and
every effort is made to ensure that the facts we publish are correct. However, we do not
represent that all facts and figures are complete and accurate; therefore, we cannot be held
legally responsible for errors, emissions and inaccuracy.

This publication does not provide individually tailored investment advice and may not match the
financial circumstances of some of its recipients. The securities discussed in this publication may
not be suitable for all investors. The value of an investment can go down as well as up. Past
performance is no guarantee of future success.

About us

Novin Investment Bankheadquartered in Tehran, Iran and affiliated mainly by Eghtesad Novin
Bank, a highly credited commercial bank is the Firstiranian investment Bank, Fully Authorized by
Securities and Exchanges Orggation of Iran. Novin IBwas founded in 2008 with a clear
imperative to provide vast range of investment banking services, at a rare moment of financial
surge in Iranian economic history.

Novin IBis a fee-for-service specialized firm that, along with managing transactions, provides
strategic, corporate and financial advisory services to high-growth advanced firms in Iran and in
the region. Covering all the investment banking services, it is specialized in the field of asset
management and private banking as well as underwriting, market making, M&A and brokerage.
With a highly credited track record, Novin IBhas the highestlevels of assets under management
in its funds and private banking sector and also as the most innovative investment bank in Iran,
has carried out the first issuances of Islamic financial securities such as Sukuk ljarahand
Murabahahin Iranian capital market.

N o v i ncliehtde’ irgludes Iran’s largest and most prominent conglomerates in Oil & Gas,
Petrochemicals, Power, Communication, Civil & Construction, Steel, Transportation,
pharmaceuticals and other industrial and financial sectors as well as HNWIs. Enhancing its
customers’ wealth and exploring new investment opportunities, it has the biggest capital market
financing for Telecommunication Company of Iran and the IPO of Khalij Fars Petrochemical
Holding Company among its experiences.

N o v i ninteln&idnsl outreach makes it distinguished among other local investment banks in
Iran and as an inspired investment banker, NIBis delighted to provide best fitted investment
vehicles such as ETFs and mutual funds or any other direct equity investment to its diligent

customers all around the world to enjoy this rare emerging brilliant situation of Iran.
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