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I. Basic Macroeconomic Indicators
Table 1: Basic Macro-economic Indicators

	     INDICATORS
	2006-7
	2007-08
	2008-9
	2009-10
	2010-11*

	Population (mid-year; million [mln])
	70.4
	71.6
	72.8
	74.1
	75.3

	Average exchange rate (Iranian Rial [IRR] / USD)
	9195
	9285
	9574
	9920
	10214

	Inflation rate (CPI average; %) 
	11.9
	18.4
	25.4
	10.8
	9.5

	GDP at current prices (local currency billion [bln])
	2,044,024
	2,654,949
	3,166,217
	3,233,304
	3,639,283

	GDP at current prices (USD bln)
	222
	286
	331
	326
	338

	GDP / capita (in crt. prices; USD) 
	3,152
	3,990
	4,538
	4,399
	4,484

	Real GDP growth (%) 
	5.8
	7.8
	1.0
	1.1
	1.6

	Unemployment rate (ILO definition; eop; %) 
	11.3
	10.5
	10.4
	11.9
	14.6

	Industrial output growth (%) 
	6.7
	8.5
	10.8
	4.5
	4.0

	Agricultural output growth (%)
	9.3
	4.7
	6.2
	3.0
	2.8

	Services output growth (%)
	5.6
	6.5
	6.8
	5.8
	-2.2

	Remittances - Current transfers, net (USD bln) 
	0.56
	0.67
	0.40
	0.47
	0.16

	General Gov. Budget balance /GDP (%) 
	0.7
	2.7
	-0.7
	-2.7
	-1.4

	Gross government debt (USD bln) 
	44
	51
	72
	70
	73

	Gross government debt / GDP (%)
	19.7
	17.9
	21.8
	21.6
	21.7

	Export (fob, USD bln)
	76
	98
	101
	88
	80

	Import (fob, USD bln)
	50
	58
	70
	67
	59

	Trade balance (exp. fob. - imp.fob.; USD bln)
	26
	39
	31
	21
	21

	Current account balance (USD bln) 
	21
	33
	23
	10
	9

	Current account / GDP (%) 
	9.3
	11.4
	6.9
	3.2
	2.5

	Foreign reserves (excluding gold; eop; USD bln)
	42.5
	52
	71.8
	85
	100


*Forecast
Sources:

(1) Central Bank of Iran

(2) Statistical Center of Iran

II.
Economic Overview and Outlook

Real Sector 

The Iranian economy continued to feel the effects of the global economic crisis in financial year (FY) 2010-11. It is expected to recover mildly around an estimated real gross domestic product (GDP) growth rate of 2%. The slowdown in economic growth is in its third consecutive year as real GDP growth since the beginning of FY 2008-09 till the end of FY 2010-11 is expected to be around 1.2%. This is considerably lower than the 6.8% average real output achieved in the two years prior to the global crisis. The high growth era came as a result of high oil prices and expansionary fiscal and monetary policies, none of which are an important factor at the moment.

The government hit the brakes on the economy since the eruption of the global crisis and lowered credit growth which reduced inflation while pursuing a much prudent fiscal policy to make up for the revenues loss as a result of drop in oil prices.

In FY 2010-11 real output is expected to reach USD 338 billion (bln) which is only USD 52 bln higher than the level reached at the end of FY 2007-08. Considering that during the pre-crisis era the Iranian economy was able to add the same output level in just a single year, the slowdown in the economy is more visible even when the 10% depreciation of the Iranian rial is factored in the national output calculations.

Even though these internal factors together with sluggish external demand conditions hurt the economy in the short-run, the recent reforms like the approval of an ambitious energy price reform by Parliament is likely to bring significant medium- and long-term benefits by increasing economic efficiency, and would help improve the macroeconomic outlook. 

External Sector 

In the first nine months of the current FY 2010-11, USD 22.4 bln of non-oil products (including gas condensates) were exported from Iran which is up by 22% annually. Similarly, imports reached USD 47 bln during the same period which is up by 26% compared to same period last year.  

China had the largest share of the imports of 18%, Iraq with 17% and UAE with 13%. On the other hand, UAE exported 32% of the goods imported into Iran while China and Germany came after it with shares of 8.5% and 7% respectively.

The overall annual export figure is expected to fall down to USD 80 bln during the current fiscal year from USD 88 bln a year ago due to lower oil revenue. Similarly, imports are expected to scale back by the same amount and drop to USD 59 bln which will bring trade deficit to USD 21 bln representing only 6.2% of the GDP. 

The current account surplus is not expected to change much in the current fiscal year compared to a year ago due to trade deficit and capital account inflows. The current account surplus as a percentage to GDP is continuing its free fall from double digit rates seen before the global crisis started to 2.5% by the end of FY 2010-11.

Table 2 and 3 indicate that the bilateral trade of Iran with ETDB member states is low. With Pakistan, trade volume and growth is very low for the past three years while it is constantly growing with Turkey on the back of high energy prices. The expected USD10 bln trade volume in 2008 with Turkey is largely based on oil products although there is ample potential for non-oil sector trade.  
	Table 2. Iran-Pakistan Foreign Trade Figures (USD, Mln)
	

	 
	2004-2005
	2005-2006
	2006-2007
	2007-2008
	2008-2009
	2009-2010
	

	Trade from Iran to Pakistan
	242
	450
	406
	571
	507
	1,017
	

	Trade from Pakistan to Iran
	147
	188
	168
	226
	187
	204
	

	Source: SBP
	
	
	
	
	
	
	

	Table 3. Turkey-Iran Foreign Trade Figures (USD, Mln)

	 
	2005
	2006
	2007
	2008
	2009
	2010*

	Trade from Turkey to Iran
	913
	1,067
	1,441
	2,029
	2,024
	3,042

	Trade from Iran to Turkey
	3,470
	5,627
	6,615
	8,200
	3,406
	7,645

	Source: Turkish Statistical Institute
	
	
	
	

	*Jan-Dec 2010
	
	
	
	
	
	


With oil production stagnant and non-oil exports dampened because of weak external demand, trade surplus together with current account surplus is expected to mildly shrink in the coming years while surplus to GDP ratios are likely to fall. This in turn may drop the reserve build up which is close to the USD 100 bln mark at the moment.

Fiscal Outlook 
As a result of the limited scope for capital inflows, the decline in fiscal revenues has recently led to a reduction in government spending as a percentage of GDP. General government budget deficit spiked in FY 2009-10 with a deficit of 2.7% of GDP whereas due to slightly improving budget revenues as a result of increased economic activities, the deficit is expected to narrow to 1.4% of GDP in FY 2010-11.  

The government’s decision to phase out all subsidies by the end of 2014 is a crucial step in adjusting fiscal balances of the country. The first general stage of the implementation of the subsidy reform was put into effect in December 2010. Subsidies are estimated to cost the government around USD 100 bln annually. 

Fruits, gasoline, diesel, cooking gas, electricity, and water are among the major items that have hiked in price, while bread prices have not changed yet. Government is paying USD 4 bln alone in bread subsidies which will also be phased out gradually. 

The plan initially covers 25% of the true cost of water and 45% of the true cost of electricity while the government is estimated to make USD 5 bln on revenues from the hike in water and electricity prices in the country. 

Government gross debt jumped at the onset of the global crisis but has stabilized since then at around USD 70 bln, which is equivalent to 21.7% of GDP in 2010/11. With the oil prices gradually picking up since late FY 2009-10, the government gross debt is likely to be curtailed at the best in the coming years. 
Inflation Dynamics

Tight monetary policy and falling global commodity prices led overall CPI inflation to fall to single-digits in the final month of FY 2009-10. The consumer prices plunged from an end-of period CPI inflation of almost 30% in October 2008 to about 7.5% in March 2010. 

The prices started to climb gradually as the country’s CPI inflation increased in the Iranian calendar month of Aban (October 23 – November 21) and stood at 12.5%, up from 9.2% a month ago. Cumulatively, the CPI inflation for the first eight months of the current FY 2010-11 rose 10.2% mainly on account of rise in food and transport prices.

Due to removal of subsidies, CPI inflation is expected to exceed 15% during the current fiscal year. With full annual effect of subsidy reductions on every-day items compounded by a recovery in global commodity prices and an expansionary fiscal policy, the CPI inflation is looking to reach 20% in the next fiscal year. Inflation is likely to remain a concern in the short-run as there are constraints on the Central Bank in terms of deploying direct instruments to combat inflationary pressures and the Bank’s lack of control over the expansionary fiscal policy. 

Monetary Policy 

Iran has closed on reaching the USD 100 bln mark in foreign exchange reserves as the Central Bank officials have changed some 15% of its foreign exchange reserve to gold stocks in FY 2010-11. With the gradual recovery in global oil prices, the reserves are expected to continue to be built in the current fiscal year and onwards. 

Part of a reaction to the external financial limitations applied on the country, the US dollar rates rose sharply in late September 2010 and surged to around Rials (Rls) 12,500 rials, but the Central Bank's intervention measures quickly reduced the market price to around Rls 10,500. The government is expected to control the volatility of the rial but continue to depreciate it gradually to increase country’s export competitiveness.

Compared to FY 2008-09, the Iranian Rial is allowed to gradually depreciate at a cumulative rate of 10% in the current fiscal year. Even though the Central Bank has sufficient foreign-exchange reserves to cover any volatility in the currency, some of the depreciation reflects economic fundamentals. Thus, the rial is likely to be allowed to fall gradually over the coming period.

Broad money growth measured in M2 accelerated in FY 2009-10 as it rose by 23.9%, up by 8 percentage points compared with previous year. The banking system’s support for the broad money growth during the global crisis years went up after considerable moderation in FY 2008-09. In the first quarter of FY 2010-11, M2 level is up by 4.7% compared to the previous quarter. Considering that during the same quarter a year ago the M2 was up by 3.7% implies that the acceleration trend is likely to continue. 

Monetary base moderated considerably as it rose by 11.9% in FY 2009-10, indicating a fall of 35.7 percentage points compared with the previous year. The monetary base reached its historical high of Rls 603 trillion by the end of FY 2009-10. The figure is more than double the level realized during the FY 2006-07 period. But in the first quarter of FY 2010-11 there was a major turnaround as the monetary base dropped 3.3% compared to the end of previous fiscal year.   

Labor Market 

Based on the Statistical Center of Iran (SCI) estimates, Iran's total population grew by 1.5% to 74.1 million persons in FY 2009-10 and is expected to rise by 1.2 million by the end of FY 2010-11. According to official estimates, workforce in Iran stands close to 23.8 million persons at the end of FY 2009-10, up by 4.1% compared with the year before. At the same time, labor force participation rate reached 38.9%, indicating 2.4 percentage points rise compared with the previous fiscal year. According to the SCI, as a result of these developments unemployment rate climbed up by 1.5 percentage points compared to previous year to reach 11.9% in FY 2009-10. Due to the slowing economy this rate is expected to reach 14.6% by the end of FY 2010-11. 

On the other hand, the number of employed persons went up by 2.4% to 21 million persons in FY 2009-10. In terms of breakdown of employment in major economic sectors we see that the highest share of employment was related to services and the lowest to agriculture. In FY 2009-10, the shares of agriculture, manufacturing, and services sectors in employment were 20.8, 31.8, and 47.4%, respectively. Compared to FY 2008-09 the figures indicate that the shares of agriculture and manufacturing sectors fell and that of services sector went up. 

Future Outlook 

The Iranian economy is on the verge of one of its biggest transformations. Encouraged by IMF and other international organizations, in December 2010 the government began a programme to phase out subsidies on everyday items by March 2014. Subsidies have encouraged over-consumption and smuggling and added around USD 100 bln burden to the budget.

The move of economic liberalization also coincides with the government aims of reducing imports and diversifying non-oil exports. The timing of this transformation makes it more stressful as it overlaps with the post-global crisis era. But the benefits of the reforms carried out currently will be felt for decades to come in the economy.

Due to the fact that some prices of consumption goods would have to be increased by as much as 20 times in order to eliminate the subsidies, there is an unavoidable risk of bringing inflation rate up sharply. For several years to come, inflation is likely to be an issue in the Iranian economy. But considering that inflation had come down from about 30% two years ago to about 12.5% at present, the government has a good basis for subsidies reform.

To diversify its market and attract foreign investors, Tehran Stock Exchange (TSE) began offering derivatives, based on Iranian banks, in the current fiscal year. The exchange is introducing six futures contracts on two banks. This development is likely to support TSE which has the world’s second-best performing equity index. 

Maintaining its liberalization policy, the economy continued with its privatization process in FY 2010-11 as shares of state-owned banks were continued to be sold at the stock exchange. The authorities intend to recapitalize the banking sector ahead of their full privatization.

Iranian real GDP is expected to pick up slowly from its three-year low to reach around 3% in the coming years. This is still below the pre-crisis performance of above 6% average economic growth rate. Iran’s growth prospects rest heavily on the oil investment which is a point of concern due to limited access to external and domestic financing. Even if the artificially low domestic energy prices are eliminated gradually, the energy sector needs short to medium term support for the required investments. 

III. Review of Operations Under 2008-10 CPS Period

During 2008-10, the Bank’s operations in Iran were concentrated across two categories i.e. lending through financial intermediaries and corporate finance Loans.

Lending through Financial Intermediaries 

In this category, the Bank offered financing facilities under the framework of SME Development Loans (SDL) and Short Term Trade Finance (STTF) loans. In case of SDL, the Bank approved financing facilities of USD 15 million each for Bank Mellat, Bank Keshavarzi, and Bank Parsian. The facility was fully utilized by Bank Parsian; partially utilized by Bank Keshavarzi and Bank Mellat. The former intends to use the remaining part of its entitlement; however, business relationship with the later could not be continued due to the constraints emerging out of international political developments. As regards STTF, the Bank approved financing of USD 20 million revolving facility for four banks; and these included Bank Mellat, Bank Keshavarzi, Bank Parsian, and Export Development Bank of Iran. Bank Keshavarzi did not make use of this facility while the other three used smaller portions from their facilities. In the latter half of 2010, business relationships with Bank Mellat and Export Development Bank of Iran could not be continued due to certain international constraints.

Iranian banks have worked with foreign financial institutions but these were commercial institutions. Operations of international development institutions are limited in Iran as it is restricted to those of only Islamic Development Bank and the World Bank. This has limited the exposure of Iranian banks to documentation and other pre-conditions required by multilateral development banks for business relationships. As the Bank approved different financing facilities for the above mentioned Iranian banks it had to wait for a fairly long period of time to get their feedback and concurrence on the proposal. The procedure and the documentation requirements sought by the Bank from Iranian banks were found to be extensive and new by the latter. For some banks, the legal issue concerning the governing law was also a cause of concern. The Bank has specified that for its agreements the governing law would be the English Law. Iranian legal system is based on French civil law. Agreeing to work under English Law was like asking the banks to sail in unchartered waters as they had scant experience of dealing with this law. This invariably caused delay.
In the second half of 2010, the issue of international political developments created difficulties in smooth operations with some of the Iranian banks. Some of the state-owned Iranian banks were put under the spot light and ETDB’s correspondent banks in Turkey found it difficult to execute financial transactions with these banks.

In order to address the challenges mentioned above, the Bank would review its required documentation requirements with a view to improving and simplifying them for easy comprehension and quick turnaround times. The Bank would refocus its efforts to engage more deeply with the emerging private banks in Iran particularly those which are financially sound and have sizeable SME portfolio. The Bank would also improve and streamline its internal working procedures to reduce processing time at its end. In order to address operational constraints, the Bank would explore possibilities of using other appropriate local Turkish banks that would be able to do transactions with the Iranian banks.

Corporate and Project Finance 

A total of 12 project proposals for corporate and project finance facilities were evaluated in the Bank in the last two years. In terms of sectoral distribution, there were 2 projects each in agribusiness, irrigation, energy, infrastructure, and manufacturing sectors; and 1 each in Information Technology and transport sectors. Out of 12, 8 were from the private sector and the other 4 were from the public sector.

Three projects were presented before and got approved from the Board of Directors and loan agreement for one of these was signed with the client. However, no disbursement could be made till the end of December 2010 for want of completion of legal formalities on the part of the client.

Major challenges being faced in speedy finalization of project approval requirements is the difficulty in obtaining financial information from the clients which is up-to-date and is in English. Requisite government approvals have also held up a couple of projects. The Bank intends to work more closely with concerned government agencies and private sector clients in order to support early completion of required formalities.

Loans and Repayments
During the last two years the total amount of loans disbursed to entities in Iran amounted to around USD 35.2 million. And total repayments during the same period were estimated at USD 2.5 million.

IV. Review of Key Sectors and Investment Opportunities

Iranian economy relies heavily on its energy exports. In the wake of global economic slowdown in the last two years the volumes and prices of energy exports came down from their historic high marks. This led to a massive slowing down of Iranian economy in 2009-10 although it managed to avoid contraction in its GDP. This has since forced the government to expedite its drive to diversify its economy, increase exports of non-oil products, and encourage participation of private sector in economic activities. Another positive outcome of the economic pressures is the fact that the government has taken a policy decision to phase out various subsidies that are extended to general public; fuel subsidies being the most generous and wasteful. Withdrawal of these subsidies would not only improve the domestic financial situation but would also force the local businesses to be more efficient making them more competitive in global markets.
Oil and gas sector remain the main driving force of the economy and the government is planning to further develop its capacities in order to take maximum benefit from these natural resources. Agriculture sector has been a priority in the recent past with the objectives of achieving food security and improving rural livelihoods. Manufacturing sector has built a solid base but it needs to improve its efficiencies as well as production and marketing practices to gain greater share of foreign markets. 

Energy, agriculture, infrastructure, and manufacturing remain key priority sectors for the Bank’s engagement with Iran. It would also evaluate investment opportunities in telecom, mining, tourism, and retail sectors.

i) Energy

Iran is making great efforts to boost investment in its resource rich oil and gas industry. The sector is very vital for the country as it constitutes about 20% of GDP and about 80% of export earnings. The state-owned National Iranian Oil Company (NIOC) is responsible for oil and gas production and exploration. The proven oil reserves stand at about 138 bln barrels by the end of 2009, which corresponds to 10.3% of the world's total proven oil reserves. It is the world's fourth and Organization of Petroleum Exporting Countries (OPEC) second largest oil producer. The proven natural gas reserves are estimated to be about 29.61 trillion cubic meter-Tcm (1,045 trillion cubic feet-Tcf) and are the world’s second largest natural gas reserves (16%). According to the Fifth Development Plan (2010-2015), Iran is planning to make an investment of nearly USD 70 bln for the development of oil and gas sector.

During 2009-2010 Iran's primary energy consumption amounted to 204.8 million tons oil equivalent, indicating 4.9% increase compared with the previous year. Oil and natural gas constituting 41% and 58% respectively are the primary energy sources consumed by Iran. During 2009-2010, natural gas consumption amounted to 141.2 bln cubic meters, up by 6.4% compared with the year before. In order to meet the national demand and export gas to international markets, development of gas reserves is very important for Iran. About 87% of urban population and more than 30% of Iran's rural population uses natural gas; these figures are planned to be increased to 95% for urban and 40% for rural areas by the end of 2025. The Fifth Development Plan (2010-2015), envisages improving the natural gas production capacity to 900 million cubic meters. Iran also has plans to produce 70 million tons of liquefied natural gas (LNG) by 2015, becoming a major supplier to the world markets. Around 62% of Iranian natural gas reserves are located in non-associated fields, and have not been developed, indicating great potential for future gas development. Major natural gas fields include the South and North Pars gas fields, the Tabnak gas field, and the Kangan-Nar gas field.

In 2009-2010, Iran's average crude oil production, in accordance with the production quotas set by the OPEC, was around 3.66 million barrels per day (m b/d). Compared with 2008-09, average crude oil exports fell by 13.3% to 2.1 m b/d; however, exports of oil products rose about 11.2% to 109 thousand b/d. During financial year 2009-2010, the average spot price of Iran's crude oil export declined by 14.2% to about USD 68.96. Iran's existing oilfields have a natural decline rate estimated at 8-13% per year (300,000-500,000 b/d). With current recovery rates at just 24-27% (compared to a world average of 35%), the fields are in need of up gradation and modernization to enhance oil recovery efforts (i.e., gas reinjection). Iran plans to increase national oil production to 8 mb/d by 2015.
In 2009-2010, electricity generation grew by 3.0 % to reach the mark of 222.3 bln kilowatt-hour (kWh). About 85% of electricity was generated through steam, gas and combined cycle power plants while hydroelectric, diesel and wind power plants accounted for only 7.8 bln kWh. The electricity produced by the private sector and large industries increased its share from 9.8% in 2008-2009 to 11.8% in 2009-2010. Total electricity consumption rose by 4.4% to 169.0 bln kWh in 2009-2010. Residential and industrial sectors have the highest shares in consumption of electricity standing at 33.6 and 31.5%, respectively. However, recently consumption from the agriculture sector has been growing very rapidly; it grew by 8.2% in the previous year.

According to the National Petrochemical Company, production of petrochemical products amounted to 34.4 million tons in 2009-2010, indicating 14.6% rise compared to previous year. In 2009-2010, petrochemical exports grew by 14.6% to reach 14.0 million tons. The value of petrochemical exports amounted to USD 9.1 bln, up by 16.6% compared with the previous year. Methanol, polyethylene, butadiene, ethylene dichloride, and ethylene were the main export-bound petrochemical products. Iran also plans to add a total of 43 million tons per annum (tpa) of capacity by 2015. This would represent at least 5.3% of global petrochemical output and 36% of Middle Eastern production. Due to the rationing scheme, the country’s current gasoline consumption is estimated to be around 64 million liters per day.
Iran’s oil fields, natural gas resources as well as relevant infrastructure, are under developed and need substantial investments. About USD 66 bln has been invested in Iran’s oil industry in the last four year and USD 48 bln of these have been secured from domestic sources. The country is looking to significantly boost investment in areas of cleaner fossil fuels, energy efficiency and renewables. In addition, the reduction of subsidies for energy products is aimed at rationalizing domestic consumption and creating more room for the exports. This would also reduce the pressure for imports of refined products mainly gasoline. The country has also added nuclear to its energy mix with a capacity of 1,000 megawatt.

The Government is promoting investment in oil and gas sector including petrochemical industry through buyback contracts. The Bank shall focus on small-medium sized projects aimed at increasing production capacity, rehabilitation and development of transportation and distribution networks, and enhancing exports of value-added petrochemical products. The Bank shall also support projects for improving efficiency in the use of energy resources. Iran also has a vast potential in renewable energy sources including solar, wind, geothermal, which is not being properly harnessed. The Bank shall also look into opportunities to support Iran to utilize the potential of these sources.

ii) Agriculture

Iran covers an area of 1,648,000 square kilometers (kms). It has a population of around 73.61 million of which around 21.3 (28%) live in rural areas and is engaged in agriculture. Iran has total of around 163.6 million hectares of land of which 30 million is arable; but only 18 million hectares is presently being used. Agriculture accounts for almost 10% of Iran's GDP, 26% of non-oil exports, and 80% of domestically consumed foodstuffs. Main agriculture products are wheat, milk, fruits, nuts, potatoes, tomatoes, rice, barley and grapes. Production of crops accounts for about two-thirds of total farm income in Iran

Of the 18 million hectares which are being cultivated around 8 million are irrigated and 10 million hectares are rain-fed. Only 10% of the country receives adequate rainfall for agriculture and most of this area is in western Iran. Considering the diversity in climatic conditions production of many different agronomic and horticultural products is possible in Iran. Construction of large reservoir dams has made a major contribution to water management for both irrigation and industrial purposes.

The Iranian agriculture sector has undergone many changes in the past ten years. The government has adopted a policy to develop the agricultural sector and move closer to self sufficiency. There has been noticeable progress in that respect. The country moved from being a net importer of wheat to an exporter of this crop in 2006. However due to drought in 2007-08, once again the country had to import over 5 million tons of wheat. Production of other crops such as corn, barley, saffron, pulses, canola, soybeans, witnessed an increase during 2002-2006, but decreased in 2008. This resulted in an increase in imports of different products such as wheat, barley, corn, soy meal, sugar and oilseeds.

Domestic production of meat (lamb, chicken, beef and goat) is estimated at over 2 million tonnes annually, which is almost sufficient to meet domestic demand. However some imports of various types of halal meat are allowed in order to maintain price stability. The government has announced plans for increasing local milk production from the current 6.5 million tons to 12 million tons within the next 8 years.

The area under pistachio cultivation is estimated at around 0.3 million hectares, with production of about 0.24 million ton dried pistachio nuts annually. Pistachios are one of Iran’s leading export commodities, constituting 11% of non-oil exports. On average, 70% of Iranian pistachio nuts are exported and in the recent past the country was world’s top exporter of pistachio. Water shortages, antiquated cultivation methods and poor marketing and packaging are key weaknesses of Iran in this sector. Limited funding by banks, under-mechanized systems and the high costs of water make Iranian produce uncompetitive.

Saffron is another important agriculture product of Iran. It is grown over 50,000 hectares and production is around 200 tons annually. Till 2004, Iran used to be the number one exporter of the product in the world; however, it has lost its top place in the world’s saffron market to Spain, mainly because of poor packaging.

Iran is one of the largest producer and exporter of dates with an annual production of more than 1 million tonnes in more than 40 varieties. 

Processed/value added food products market, still in its early stages, has grown considerably in recent years. Currently a large number of small domestic food-processing companies are active in Iran.

Government’s emphasis, in the past few years, to increase production of domestic cereals and other crops as well as favourable climatic conditions have led to substantial increase in production figures. This has created a need for adequate and modern storage systems. The available facilities are well short of the demand. On the basis of recent production figures, Iran faces a shortage in storage systems for 2-3 million tonnes (MT) in respect of grains/oil seeds. For the past two decades there is a steady trend of labour force moving out of rural areas and migrating to urban centres in search of better job opportunities and living standards. This increases the need for bringing in greater mechanization and modern technology in the sector.
The Bank would support development of infrastructure to boast agriculture production. It would also invest in suitable projects to increase value addition in the sector so that export volumes are increased and competitiveness of Iranian products in international markets is enhanced.

iii) Manufacturing

Iran ranks fifth in the world in terms of cement production. Cement industry in Iran provides raw materials for development projects including dam-building, housing construction, and road building. In 2010, cement production crossed the figure of 60 million tons showing an increase of 18% over the previous year. The number of cement processing units in the country is around 54. Currently cement factories in the country have been operating at 92-95% of their capacities making the country self-sufficient in this area. Over 64.8 trillion rials has been invested in the country's cement industry in the past three decades, adding close to 19,000 direct jobs in the sector. With these investments the cement capacity would hit 74 million tons.
Cement is one of the key non-oil export commodities of the country and its main export markets are Iraq, Azerbaijan, Turkmenistan, Qatar and Saudi Arabia. According to the report of Iranian Mines and Mining Industries Development and Renovation it is expected that cement exports would have touched the mark of five million tons by the end of 2010. In terms of value, cement exports in 2008 were recorded at USD 58 million which rose to USD 600 million in 2009. Under Vision 2025, cement production capacity has been predicted to increase to 110 million tons, of which 20 million tons would be exported annually.

Iran has the Middle East’s largest auto making industry. In terms of the units produced, Iran's auto industry, is ranked amongst the top five in the developing nations. Many famous international automakers are active in Iran such as Peugeot, Kia, Volvo, Benz, Scania, Nissan and Mazda. This has been the fastest growing industry in Iran in the recent past. In the last ten years, it has experienced over 20% average annual growth rate. This is about 3 times more than the industry growth rate and 5 times more than the overall economy growth rate.

The sector is characterized by 25 automakers (both in public & private sectors); around 1.3 million units’ annual automobile production (in 2008); over 1000 auto-part manufacturers; and 650000 direct & indirect employment.
Iran Khodro Company (IKCO) is the largest car maker in Iran and the Middle East.
Founded in 1962, IKCO produces vehicles under 11 brand names. Domestically it is the largest vehicle manufacturing company in Iran, having 47% share of domestic vehicle production. It exports cars to a number of countries, including Belarus, Russia, Syria, Tajikistan, Turkey, and Venezuela. Export opportunities are, however, restricted to relatively low volumes. IKCO is also country’s main producer of commercial vehicles, possessing 71% and 77% of bus and minibus market share respectively. SAIPA and Pars Khodro are other among major Iranian automakers which have participated in joint projects with France's Citroen and Renault, Japan's Nissan and South Korea's KIA Motors. Local producers face little foreign competition leaving the market somewhat artificially inflated. State-owned car companies IKCO and SAIPA employ around 400,000 people, and as many as double this figure in related fields in different factories and workshops. 
Iran has also been able to develop a sizeable component manufacturing capability. Currently up to 400 factories with over 230,000 employees manufacture parts for the Iranian auto industry. This strength in component manufacturing is one of the factors that give Iran a competitive edge over other emerging regional producers.

Currently around 1.3 million cars are being produced. This is insufficient to meet local demand. The shortfall of supply shows up in both the waiting lists for new vehicles produced by Iran’s domestic manufacturers and in the number of passenger cars between 15 and 30 years old within the overall vehicle stock.

Iran's steel production capacity has reached to about 15.8 million tons by March 20, 2009, with big projects becoming operational in various parts of the country. The total crude steel output of Iran hit 10.5 million tons during 2008-2009. The figure is expected to increase to 18.2 million tons by the end of 2009-2010. Iran is also one of the world’s ten largest producers of wide steel sheets and the exclusive producer of it in the Middle East. In 2009 Iran announced that the country had succeeded in achieving self-sufficiency in steel production.
The Bank would support manufacturing sector through lending operations as well as through its products that are extended in collaboration with financial intermediaries. These would support SMEs that are active in manufacturing sector and intend to expand their business to export markets.
iv) Mining

Iran has rich mineral deposits, which needs to be tapped. Iran has the world's largest zinc reserves and second-largest reserves of copper. It also has important reserves of iron, uranium, lead, chromate, manganese, coal and gold. The government owns 90% of all mines and related large industries and would like to attract foreign investment for the development of the mining sector. Iran holds 12% of the Persian Gulf region's aluminum and with the implementation of on-going development projects it would be transformed into one of the top ten producers in the world. Iran plans to increase aluminum production to 1.5 million tons by 2025. 

Copper industry in Iran has shown progress with copper production growing by 3% to over previous year to reach the figure of 206,113 tons in 2008-2009. Extraction of sulfuric stone from copper mines also crossed 22 million tons mark in 2008-2009 recording a 3% growth in comparison with the year before.

The Bank shall provide support for projects that lead to transfer of technology and introduction of modern machinery and equipment in the mining sector.

v)
Municipal Infrastructure
Public transport, municipal water supply and solid waste management are important issues concerning municipal management in Iran. About 70% of the population in Iran resides in urban areas. Due to migration and traffic congestion in the major cities there is a pressing need to develop subway and Bus Rapid Transit (BRT) systems. Iran also places special emphasis on the development of rural regions. The objectives are to extend provision of potable water, electrification, roads, industrial complexes and sanitation to rural areas. 

The Bank shall provide financial support for municipal infrastructure projects particularly those relating to development of urban transportation and sewage system. Bank’s projects may encourage cooperation of several municipalities to provide municipal services, on a regional level, particularly in water supply systems. In addition, the Bank shall support commercial bank lending to municipalities and their utility companies for feasible and financially viable projects. 
vi) Transportation
In transportation sector, the government is planning to undertake several projects including highways, arterial and rural roads, railroads, ports, and airport facilities. In 2009-10, a sum of Rls. 34.6 trillion (USD 34 bln) was approved for the implementation of projects in this sector, showing 67.7% increase compared with the previous year. Around 80% of the allocated amount has already been utilized.

The total roads network is about 180,958 kilometers (kms) consisting of 9,145 kms of highways. The country is making significant investments in order to develop national road network as well as to improve connections to neighbouring countries. About 6,500 kilometers of roads are being built in various parts of the country. Construction of North Free Way which would connect Tehran to the Caspian region and Qom to Mashhad is one of the largest road building projects in the country. In 2009-10, the number of passengers carried by roads grew by 6.1% to reach 897.8 million persons. Meanwhile, 515.7 million tons of goods were carried through roads, showing a 0.8% increase compared with the previous year. Iran’s geographical advantage due to its accessibility to transit corridors of north-south and west-east provide it an excellent opportunity to be a transit hub. The country is planning to tap this potential through the development of roads and railroads network. 

Total length of main railroads in Iran is 11,760 kilometers and 3,352 km is under construction. The 4th five-year Development Plan (2005-2010) has set a target growth of 15% annually for the railroad network. The role of private sector is being expanded by inviting them to participate in infrastructure development projects and freight sector. Privatization and implementation of cross-border projects will improve the country's rail links with its neighbors. Total number of locomotives rose by 2.2% to 659 in 2009-2010. In 2009-2010 compared with the year before, the total goods (domestic and transit) and passengers carried by rail amounted to 32.8 million tons and 27.7 million persons, indicating 0.9% fall and 5.3% rise, respectively,. The share of the railways in transit transportation is about 19%. 
In the sea transport sector, the nominal capacity of commercial ports reached 150 million tons in 2009-2010, showing 5.6% increase compared with the previous year. Moreover, the capacity of the commercial sea transportation fleet was 5.4 million tons, up by 10.2% compared with the year before. Improving the quality of the services offered at the container terminals and decreasing the unloading and loading time of the ships at Iranian ports are the key strands of the strategy to develop country’s logistic advantages. In 2009-2010, ports container capacity was raised by 10% to reach 4.4 million Twenty-foot Equivalent Units (TEU). Container operations in commercial ports grew by 23.2%, from 2.2 million TEU in 2008-2009 to 2.7 million TEU in 2009/10, indicating 61.5% utilization of ports capacity in container transport. 

Iran's aviation sector is in a growth phase. Total number of passengers departing and arriving at airports reached 36.3 million, showing 10.3% growth compared with the previous year and represented 118.6% of the target set in the 4th Development Plan. The amount of domestic cargo carried by air increased by 11.8% to reach a figure of 38 thousand tons; while international cargo decreased by 7.1% to come down to 83 thousand tons. 

The Bank would like to engage in projects concerning the development of roads, railways and urban transport infrastructure, as well as those that aim to improve and expand its logistics infrastructure.

vii) Tourism 

Iran is considered as one of the most attractive tourism hubs in the Middle East due to the country's unique natural, historical and archeological sites. UNESCO has indicated 8 World Heritage Sites in Iran namely Bisotun, Soltaniyeh, Bam, Pasargad, Takht-e-Soleyman, Naghsh-e-Jahan, Tchogha-Zanbil and Perspolis. According to the Cultural Heritage and Tourism Organization of Iran, the number of foreign tourists that visited Iran rose from 0.8 million in 2004 to 2.180 million in 2008-2009. The average tourism revenues per arrival amounted to USD 938.

The most visited cities in Iran inter alia are Tehran, Yazd, Isfahan, Shiraz, Tabriz and Kish Island. In diversifying its economy, the tourism sector offers a good alternative for Iran. The most important requirements for the growth of this sector is the development of suitable infrastructures such as accommodation facilities, restaurants, communication and transportations facilities, health services and other related services. In order to realize the existing potential, the sector has been given special focus in the Vision 2025 Plan of the country. The target is to attract about 2% of international tourists by 2025. 

In this regard, the government approved construction projects amounting to USD 50 bln in areas of touristic attraction. Construction of tourism complexes, five stars hotels, indoors and out door amusement parks, shopping centers, and other recreational facilities are among the projects under implementation. Iran has also started to implement educational programmes in the fields of hotel management and operating tours. The country plans to develop a wide array of tourism activities including sports, ecotourism and religious tourism. 

Government’s priority and the available potential present opportunities for Bank to support viable projects, especially those relating to accommodation facilities like hotels, motels, and roadside service complexes, and recreational facilities as well as projects in sports and ecotourism.

viii) Infrastructure / Construction
Majority of Iran’s population comprises of younger segments. Their housing and allied needs are going to help maintain a growth momentum in the sector in the foreseeable future. At its current level, Iran's construction sector is valued at around USD 20 bln by industry sources. In the coming years it is expected to grow at around 4% per annum. 

Not only the country needs around 4 million new residential units but also the requirement of having earthquake resistant buildings is also valued at USD 140 bln. Apart from this, there is need of expansion and modernization of other industrial plants and production facilities. In early 2010, the government announced projects worth USD 110 bln in the construction sector.
These are based on the premise that the country needs to invest resources in improving and expanding its domestic oil refinery industry. There are plans that the country would build seven new refineries at a cost of USD 27 bln by 2013. 

There are plans to expand Iran's main airports, with Iranian Airports Holding Company looking to attract investment in excess of USD 1 bln into the aviation sector. The main ongoing expansion project is the Imam Khomeini airport in Tehran, whose capacity would be increased to 20 million passengers a year. 

In the transport area, there are plans to integrate Qeshm Island to the mainland via rail and road; plans to build four new metro rail lines in the capital; and of establishing rail link with Azerbaijan. 

Iran also plans to start construction of the ninth Iranian gas trunk line pipeline, the completion of a second gas pipeline from Turkmenistan and expansion work on three gas processing facilities. The government has also signed USD 7.6 bln Iran-Pakistan gas pipeline project. 

In order to improve technical capacity in the sector, Iran has signed agreements with Turkish counterparts for exchange of information and experiences. The long-term objectives include cooperation in public housing projects, research and training of experts, production of construction materials and utilization of products of latest technology. The cooperation in construction sector could contribute in achieving USD 30 bln trade volume between Turkey and Iran.

Iran has a strong potential to emerge as a major player in construction materials sub-sector as it has one of the world´s largest natural stone reserves. Currently an amount of more than 10 million tonnes is being extracted annually from more than 500 quarries which are then processed in more than 3,330 stone-working plants. But most of these are low-tech enterprises which needs modern technology and business skills.
The Bank would like to partner with local and international financial institutions to finance key projects that would expand and modernize Iran’s economic infrastructure.
ix) Telecom and IT
The Iranian telecommunications market offers substantial potential for growth. The penetration rate for mobile phones in Iran currently hovers over 60% which is much lower than that of Iran’s neighbors in the United Arab Emirates (129.9%) or Saudi Arabia (83.6%). Iran’s demographics provide a sound foundation for the expansion of the telecommunications industry; country’s population is over 70 million people, nearly 70% of whom are under the age of 30 and the literacy rate is over 80%. As network quality and coverage improves, the Iranian consumer will develop a greater brand and product awareness, demanding greater mobile offerings and innovative service packages. From a revenue aspect, Iran is one of the most attractive markets in the Middle East region. By the end of 2009, it was the fourth-largest market in the region at USD 9.2 bln and is expected to grow in the coming years to around USD13 bln with an estimated growth rate of 6-7% per annum.

Regulatory and legal hurdles forbid foreigners from owning majority stakes in telecom companies with most of the fixed sector still under the monopoly of the government-owned incumbent, Telecommunications Company of Iran (TCI). The country's mobile telephone segment is still in a rapid-growth phase, with the data segment in particular developing very fast in terms of number of users and amount of use. Data's share of total revenue is expected to double over the next five years, reaching USD 4.5 bln by 2014. More than 23 million have access to the internet.

The mobile phone network has witnessed a very sharp growth during the last few years. One key factor facilitating this development is the emergence of two private sector operators which are Taliya and Iran Cell. Iran's Tamin Telecom is country's third mobile operator that started operations in 2010, and would be offering services in major cities. The company, which is an affiliate of the Social Security Investment Company of Iran, is looking to launch 2G and 3G services throughout the country in the coming years. It intends to cover 60% of Iran's population with 2G services, and 40% of the population with 3G services, by 2014. The UAE's Etisalat had previously been expected to roll out Iran's third mobile network as part of a consortium with Tamin Telecom but later pulled out because of contractual reasons. 

Currently, the government sector through the Telecommunication Company of Iran has over 27.7 million mobile phone subscribers, while the private sector operators offer services to 4.38 million subscribers. 

Full internet service is available in all major cities and is increasing very rapidly. Many small towns and even some villages now have full Internet access. The government aims to provide a substantial number of government and commercial services via the Internet and to equip every school with computers and Internet connections. Internet has become an expanding means to accessing information. Iran is also the world’s fourth largest country in terms of numbers of bloggers. 
Saman Bank was the first bank to introduce online banking services in Iran. Since then it has been at the forefront of expansion and enhancement of electronic banking. In 2010, a state-linked technology group (the Rouyesh Technical Centre) established the country’s first online supermarket. 
Software exports stood at around USD 50 million in 2008. The government’s drive to automate manual processes is expected to account for about 70% of demand for software development, but there are also some 15,000 private-sector businesses and enterprises that have software needs. Foreign investment in the sector is minimal, although some links are being developed with foreign software firms. Poor intellectual property protection in Iran has also hindered the development of Iranian software companies because of lack of foreign direct investment in this sector. 


The Bank would seek to support development of technology parks and zones that could lead to further development of software and technology related businesses. It would also like to engage in projects that are aimed at increasing the coverage and quality of mobile telecommunications services.

x) Retail

With a young population of 70 million and expectation of good oil prices resulting in substantial disposable income, Iran offers an attractive market for retail businesses. The prospect of using Dubai having strong logistical and commercial connections adds to the attractiveness of the Iranian market.

At present the Iranian retail industry is largely in the hands of cooperatives, many of them government-sponsored, and some independent retailers in traditional markets. The bulk of food sales occur at street markets where prices are mostly set by government agencies rather than market forces. Although a growing number of mini-markets and supermarkets are emerging, but these are mostly one-off, independently owned operations. The most significant chains are the state-owned Etka, Refah and Shahrvand supermarkets, all of which are gearing up for expansion. 

Iran is an attractive prospect for a modern and experienced retail group who can muster experience of handling joint ventures and effectively managing the public sector regulatory and administrative procedures. Among the foreign investors and groups that have interest in the Iranian market is Carrefour which wants to exploit the growth potential of this market. Turkish supermarket group Migros Turk was, at one point, was interested in opening stores in Tehran and conducted significant research accordingly, though in the end it opted out. Similarly, electronics chain JVC, also had plans to enter the market. 

Imports still account for a considerable proportion of consumer goods consumption in Iran. United Arab Emirates-based companies meet much of the demand; they re-export from Western and Asian countries, making Iran the UAE’s most important re-export market. 

The limiting factors in the growth of this sector could be the high land prices in Tehran and international political developments which are making it difficult to have financial and commercial relations with certain Iranian entities.
V. Conclusion

Iran is endowed with rich natural resources and a young educated population. These positive attributes have also brought unique challenges in their wake. Large reserves of oil and gas has brought valuable foreign exchange into the country but this dependence on primary commodities and external demand has exposed the economy a bit too much to the volatilities of global economic cycles. The government has realized this handicap and has been striving to diversify the structure of the economy and its exports by placing emphasis on petrochemicals, manufacturing, agriculture, and tourism sectors. At the same time, increasing number of young educated Iranians are entering the labour force each year and need jobs to contribute to the growth of the economy. A pervasive role of the public sector had, up till now, prevented the private sector to create the jobs needed by the growing population. However, through its privatization programme and other incentives to the private sector the government is now affording greater space to this sector. In the coming years, it is expected that:
· The productive capacity in the oil and gas sector would be enhanced and modernized. Product range from these commodities would be diversified by promoting petrochemical products and liquefied natural gas. The Bank would support these venture through co-financing arrangements with other development partners and bank.

· Agriculture infrastructure would be expanded and opportunities for engaging in agribusiness activities would be encouraged. Irrigation and storage facilities are the two pressing needs of the agriculture sector and government is willing to support the development of these facilities. The Bank would support these projects with financial and technical assistance.
· Growing consumer needs would require development and expansion of production facilities in manufacturing sector. The Bank would seek to finance viable projects in this field particularly those sponsored by the private sector.
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