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Sharp deceleration in GDP growth 

• The economy of the Islamic Republic of Iran heavily depends on the export of oil. Economic 
sanctions against the country related to its nuclear programme were tightened further by the 
European Union and the United States. These sanctions along with overall declining oil 
production and a cut in subsidies are having negative impacts on economic growth.   

• Although the subsidy reductions had been announced in advance, the unexpected scale of the 
changes and high inflation depressed private consumption despite some compensatory cash 
handouts by the State. The programme of making further reductions in subsidies has been halted 
now.  

• The economy is estimated to have contracted by 0.9% in 2012 compared with its 4% growth rate 
in 2011. To promote economic self-sufficiency, the Government discouraged the export of 
agricultural goods, such as wheat, flour and sugar, and industrial products, including steel, 
aluminium and other metals. The Government is prioritizing investment in the oil and gas sectors 
to arrest falling output. 

• In the Islamic Republic of Iran, severe economic sanctions along with overall declining oil 
production will keep GDP growth very low in 2013.  

 

High inflation persists 

• The Islamic Republic of Iran has been experiencing double-digit rates of inflation. Inflationary 
pressures in the country became stronger, driven by stringent economic sanctions and the 
removal of subsidies. With major weakening of the domestic currency, imported inflation rose. 
Overall inflation rose to 25.2% in 2012 and the rate is expected to remain equally strong in 2013.  

• While economic sanctions are hurting the entire economy, people in the lower income groups are 
suffering the most due to high inflation and unemployment.  

 

Fiscal policy is being tightened gradually 

• Fiscal policy in the Islamic Republic of Iran is being tightened gradually as oil exports fall which 
consequently reduces government revenues. About 60% of the country’s total fiscal revenue 
originates from oil exports.  

• In the country’s fifth five-year development plan (2010/11–2015/16), it is envisaged that subsidies 
will be completely eliminated within five years, with the domestic price of energy and other 
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commodities linked to market prices. Some major subsidies for consumers were removed but the 
Government tried to maintain support for industry and manufacturing as rates for electricity, water 
and gas increase. Consumers were provided cash transfers to compensate them for losses 
resulting from the withdrawal of subsidies.  

• However, the process of removing the subsidies suffered a setback with intensification of 
sanctions related to the country’s nuclear programme as inflation climbed. The country operates 
an oil stabilization fund, which receives payments when oil revenue is higher than budgeted and 
vice versa.  

 

Balance of payments position weakens 

• The balance of payments position of the Islamic Republic of Iran weakened considerably owing to 
the tightening of economic sanctions. Export of oil slowed as a result of the falling output of both 
oil and gas. Both trade and current account balances turned into deficits in 2012 from a surplus 
position in 2011. Depreciation and volatility of the exchange rate in 2012 made management of 
the balance of payments more difficult. 

 

Policy challenges and importance of regional cooperation 

• In order to realize its development potential, South and South-West Asia will have to overcome a 
number of development challenges, including large concentrations of poverty, rising inequality, 
poor levels of human development, wide infrastructure gaps, lack of a diversified base for high 
value added products and exports and high risk of disasters.  

• This subregion faces the dual challenge of raising productivity to ensure that incomes are rising 
and poverty is falling, and creating enough jobs for a growing working-age population, which is 
expanding by about 2% per annum. With almost 60% of the population under the age of 30, 
Governments of countries in the subregion have to take advantage of this demographic bulge. 
Otherwise, the consequence can be social unrest, conflict and insecurity.  

• Countries in the subregion should maximize growth through productive job creation and 
appropriate structural change to reduce poverty and inequalities. Countries in the subregion 
should also provide good-quality education, health, sanitation and other infrastructure to make the 
most of the youth bulge. In addition, a minimum social protection floor should be established that 
meets the basic needs of vulnerable populations. 

• South Asia faces growing energy demand, and a number of energy challenges. The subregion’s 
energy deficits are particularly detrimental in terms of growth and poverty alleviation as parts of 
the subregion faces regular and sustained power outages. Potential of countries within the 
subregion to provide electricity and natural gas at competitive rates should be utilized and 
infrastructure should be set up to import energy from them. Islamic Republic of Iran is in a good 
position to meet the growing energy needs of countries in the subregion. 

• Strengthened regional cooperation can help solve a number of the challenges facing South and 
South-West Asia and can be an important development strategy to ensure a sustainable future 
for the subregion. Greater regional integration not only increases intraregional trade, but also 
promotes efficiency-seeking investment in the subregion’s supply chain and production networks. 
This, in turn, creates more and better jobs in addition to building productive capacity of countries 
in the subregion.  

 


