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WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

1. Introduction
Iran has always had a special position in the global eco

nomy, politics and culture. The Islamic Republic of Iran is a 

self-confident descendant of one of the greatest empires in 
the ancient world, the cradle of agriculture and the successor 
of literary culture It managed to overpower even the raiders 
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who took control of it (Axworthy, 2009) [1]. Nowadays Iran is 
a huge market of 78 million educated and dynamic people. 
Despite occasional political ambivalences, this country is ca-
pable of playing an important role in the regional and global 
structures of the world’s economy and politics. This capability 
and potential were first discussed in July 2015, when the 5+1 
countries agreed on a framework deal over the nuclear pro-
gramme of Iran. The main reason for the deal was the lifting of 
economic sanctions against Iran that had been imposed due 
to its nuclear ambitions (Levčenko, 2016) [2].

Since then there has been a great deal of discussion 
about Iran’s readiness for accession to the world’s econo
mic and financial structures and about the possibilities and 
limitations of this new situation. Following the current busi-
ness environment, we will define the determinants of reforms 
and the steps that the Iranian government is taking to adopt 
these reforms.

2. Brief Literature Review
The paper studies the current Iranian economy that we 

will assess on the basis of several primary and secondary li
terary sources. Our aim is to provide readers with an objec-
tive opinion on possibilities and limitations of Iran’s integra-
tion into the international economic structures. That is why 
we consider the sources written by experts who have been 
concerned with the issues related to the Middle East and Iran 
for a long time within their research or teaching practice as 
the main sources for writing of our paper. These experts are 
P.  Magri and A.  Perteghella [5] from the Italian Institute of 
International Political Studies, S. Bazoobandi from Regent’s 
University in London [7], N. Habibi from Brandeis University 
in the USA [10] and A. Bassiri Tabrizi from King’s College in 
London [25]. We also found interesting information needed 
to analyse the current situation in Iran in terms of political 
and energetic factors in the sources written by the American 
experts K.  Katzman [19], R.  Nephew and D.  Salehi-Isfaha-
ni [21] and K. Johnson [23]. Other important sources include 
the study by S. Vakhshouri [22] and data provided by some 
non-governmental organisations and think tanks [15-18; 27]. 
M.  A.  Axworthy and M.  Amin [1; 4] help us explain the is-
sues related to theocracy and development of political eco
nomy in Iran.

The information from the papers written by D. Lipton, the 
First Deputy Managing Director of the International Monetary 
Fund [6], H. Horská, who works for Raiffeisenbank [9], and 
A. Shahine [11] help us explain the financial aspects connec
ted with Iran’s accession to the current world economy.

We assessed the possibilities and limitations of the cur-
rent Iranian economy (2016- 2020) on the basis of the infor-
mation provided by B. Khajehpour [15], who holds an impor-
tant post in the Vienna-based international arm of the Atieh 
Group of Companies which offers strategic consulting servi
ces to Iranian companies.

We also found useful information in papers and publica-
tions written by experts from the Central and Eastern Europe 
that were concerned with Iran’s transition to a more liberal 
economy and the oil sector in connection to energy and geo-
political issues. These were particularly the papers written by 
A. Levčenko [2] and Tretiakov [21], T. Habánik from the Mi
nistry of Foreign and European Affairs of the Slovak Repub-
lic [13], M. Dabrowski [3], who is an internationally recognised 
expert from Poland, the Czech experts R. Tůma from the In-
stitute of International Relations in Prague [8] and B. Turečka 
from the Centre for Middle Eastern Studies at Metropolitan 
University in Prague [25].

3. Purpose
The business environment in Iran is a long-term problem, 

which restricts its adaptation to global markets. According to 
the data released by the World Bank in its 2016 annual ease 
of doing business measurement, Iran ranked 118th among 189 
countries [3]. The private sector in Iran is still largely controlled 
by the state through various restrictive regulations. As a re-
sult, economic activities of small and medium-sized enterpri
ses in the country are very limited. The nuclear-related sanc-
tions against Iran had an adverse impact especially on small 
enterprises as they were not able to face increased costs, 

the sluggish economy and the low purchasing power. Even 
though Rouhani managed to reduce the inflation rate dramati-
cally during his first term as president, the unemployment rate 
increased considerably (Amin, 2017) [4]. Consequently, the 
standard of living was declining because it could be no lon
ger compensated by subsidies as it was during Ahmadine-
jad’s presidency (Magri, Perteghella, 2015) [5].

The paper aims to present the determinants of the Iran’s 
economic reform in the near future, implementation of which 
will considerably influence the country’s further development 
and progress (Lipton, 2016) [6].

4. Results
4.1 Requirements related to Iran’s economic reform
Iran’s economy has to meet several key requirements that 

will influence its further progress as soon as possible.
1) It will be necessary to find a suitable way of using Iran’s fi-

nancial assets frozen abroad due to its previous nuclear pro-
gramme. There are many opinions on the value of Iran’s fro-
zen assets abroad and on how these assets can be used 
in the future. It has never been easy to calculate this va
lue owing to a lack of transparency in the financial sector. 
Tahmaseb Mazaheri, the former governor of the Central 
Bank of Iran, claimed the frozen assets were worth between 
USD 20 billion and USD 25 billion (Bazoobandi, 2015) [7]. 
Other officials talked about the sum of about USD 125 bil-
lion (Tůma, 2016) [8]. According to the World Bank, Iran’s fro-
zen assets abroad are worth approximately USD 107 billion 
(Horská, 2016) [9]. After the sanctions were lifted, the Cen-
tral Bank of the Islamic Republic of Iran announced that the 
freed assets were worth USD 29 billion (Habibi, 2015) [10]. 
The value of these assets is calculated differently in every 
statement made by Iranian officials. 

2) It will be important to fund imports. Rouhani and his Cabinet 
promised to improve people’s living standard. He can keep 
this promise by supporting imports of important goods 
such as pharmaceutics, industrial installations, raw mate
rials and consumer goods. 

3) Another prerequisite to Iran’s economic reform is restruc-
turing of state-owned enterprises. The public sector plays 
an important role in Iran’s economy. Most enterprises are 
controlled by the state. According to the official statistics, 
30 per cent of the business done in Iran is controlled by 
the Social Security Organisation (SSO). It is the biggest so-
cial insurer organisation in Iran that owns assets and com-
panies in several sectors of the economy. When Rouhani 
came to power, it was disclosed that the SSO and most 
of its subsidiaries had become bankrupt or were facing fi-
nancial problems and corruption. Since this organisation is 
controlled by the state, it is likely that the Iranian govern-
ment will use part of the assets to save the businesses that 
are on the brink of bankruptcy. 

4) The Central Bank of Iran needs to be more independent. 
Rouhani’s Cabinet reacted to the parliament’s requirements 
and promised to make the Central Bank more indepen
dent. The cabinet approved the division of monetary and 
fiscal policies. What is more, it announced that the mone
tary policy would be exclusively controlled by the Central 
Bank, which would be able to control the quantity of mo
ney in circulation and continue reduction of the inflation rate 
(Shahine, 2013) [11].

5) The economic reform requires also the banking sector re-
form. The Iranian banking sector reform is an important step 
the government has to take (Alves, Felisbert, 2016) [12, 78]. 
The Iranian banking network is one of the biggest networks 
in Muslim countries. Iran has recently made a lot of chan
ges in the banking and financial sectors, and it focuses on 
the support of private banks (Habánik, 2017) [13]. Private 
banking in Iran began with the establishment of new finan-
cial institutions and privatisation of state-owned banks. 
Nowadays, most Iranian banks are officially private. How-
ever, in reality these banks are owned by the elites closely 
linked to the government. This is probably one of the fac-
tors that limits the growth of Iran’s private sector. There are 
concerns that owners of big enterprises would like to trans-
fer their economic power to politics.
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6) It is important to stabilise the Iranian rial exchange rates. 
Fluctuations in the value of the rial was common during 
the presidency of Mahmoud Ahmadinejad, especially in 
final years of his term. Foreign currencies became more 
expensive literally from one day to another and some-
times even on an hourly basis. When Rouhani came to 
power, the Iranian currency became more stable, and it 
is no longer endangered by sharp fluctuations. However, 
the rial’s value has recently started dropping again. It was 
also affected by Donald Trump’s victory in the American 
presidential election. In the last week of November 2016, 
one US dollar equalled to 40,000 rials. This dramatic in-
crease in the currency rate resulted in cessation of cur-
rency trading in the free market. Many exchange offices 
removed the US dollar from their lists of traded curren-
cies. Even though some experts think it was just a short-
term drop, others believe that the rial needs to weaken 
so that it reflects its real value. The increase in foreign 
exchange rates is connected with the economic power. 
Exchange rates have been rising naturally over the past 
three years depending on the inflation rate. Rouhani’s 
Cabinet’s task is to weaken the rial in order to reduce the 
national budget deficit in the upcoming Iranian fiscal year. 
In other words, the Iranian government can get more rials 
for a dollar because oil, as the largest revenue source, is 
quoted in a foreign currency, and it is converted to the 
rial at a lower exchange rate that is official. Oil prices will 
play an important role. These days, it has been estima
ted that in 2017 the Iranian oil will be sold for USD 65 to 
USD 70 a barrel. However, we can predict that oil prices 
will not increase dramatically and will remain at USD 50 a 
barrel (Perteghella, 2015) [5]. Therefore, it will be neces-
sary to increase the exchange rate in order to reduce the 
national budget deficit. 
4.2 Goals and objectives defined in the «Iran’s Sixth 

Five-year Development Plan for the 2016-2021 period»
When predicting development of its economy, Iran re-

lies on its five-year development plans that are approved 
by the parliament and proposed by the supreme leader and 
the president. The aim of Iran’s 6th Five-Year Development 
Plan (2016-2021) is an economic growth rate of 8%. This 
plan envisages that the average 2.5% annual growth rate can 
be reached only by an increase in productivity (Khajehpour, 
2016) [14]. This is the most significant goal, and all experts 
agree that Iran needs some time to increase its productivity 
and efficiency in all the sectors. Article 18 of the Plan obliges 
the judicial bodies and armed forces to supervise the effi-
ciency growth. This confirms the fact that individual elements 
of the state power are interconnected in order to reach the 
common goal. The eight-percent growth rate will depend also 
on massive investments in the latest technologies and infra-
structure. The eight-percent GDP growth requires 15.4% in-
vestment growth (Habánik, 2017) [13].

New tax legislation should come into force in Iran by 
March 2018. The plan also aims to improve the business envi-
ronment, reduce monopoly power, reduce corruption and in-
crease transparency.

The financial sector must be ready to increase efficien-
cy of the capital market and insurance companies in coope
ration with Iranian and foreign investors and enhance regula-
tory power of the Central Bank over the banking sector in or-
der to prevent further corruption. Furthermore, the Plan aims 
to achieve a balance in shares of the so-called «bad debts» in 
Iranian banks and make banks grant loans to small and me-
dium-sized enterprises. One of the goals is to increase the 
stock market capitalisation to 90% of GDP, which however 
seems to be an unreachable goal because the current Tehran 
Stock Exchange market capitalisation to GDP ratio is 25% 
(Khajehpour, 2016) [14].

What is more, the Plan aims to boost attractiveness of the 
country in relation to foreign direct investment. Iran would like 
to attract USD 12 billion in foreign direct investment a year. If 
this goal is achieved, foreign investment will be much higher 
than it is today. However, this sum is still considerably lower 
than Iran’s economy will need in the coming years.

The optimistic scenario supposes that at the end of this 
five-year period 30% of the oil revenues will be transferred 
to the National Development Fund, which is Iran’s sovereign 
wealth fund. This, however, requires an annual increase in de-
posits by 2% (Khajehpour, 2016) [14].

The Plan also defines plenty of other objectives, such as 
achieving the value of the Gini coefficient equal to 0.34 by 
March 2021, reaching a one-digit inflation rate equal to ap-
proximately 8.9% and reducing the unemployment rate to 
7%. Other major goals are to improve Iran’s ranking in the 
annual ease of doing business measurement from the 118th 
to the 70th position and to reduce the country’s reliance on 
oil revenues from the current 31.5% to 22% (Khajehpour, 
2016) [14].

Furthermore, the development plan specifies the goals in 
the field of economy for the coming five years, especially ex-
pansion and modernisation of the rail transport, support of the 
value added industrial production, diversification of exports, 
development of the oil and petrochemical sectors, which are 
the key industries, and the related development of infrastruc-
ture, transport, building industry, agriculture and information 
technologies. 

In general, the development plan provides a good basis 
for necessary reforms of Iran’s economy. Nevertheless, histo-
ry shows that insufficient business environment legal reforms 
might not be an issue. The problems may arise from unwilling-
ness or inability of political elites to pass the new legislation. 
Therefore, the Rouhani’s Cabinet must reduce bureaucracy in 
Iran and make space for implementation of new rules and le
gislation [15].

4.3 Importance of oil and natural gas for the future of 
Iran’s economy 

Iran’s significant crude oil and natural gas reserves will be 
an important driver of economic growth in medium-term and 
long-term horizons [16].

 Nonetheless, this sector will not avoid reforms either. Iran 
is using 34 oil fields, including 22 offshore fields (accounting 
for more than 71% of the country’s oil reserves) and 12 on-
shore fields (2015) [17]. The country also possesses crude 
oil reserves in the Caspian Sea Region, but the exploration 
and development of these reserves were ceased due to dis-
putes with neighbouring Turkmenistan and Azerbaijan. What 
is more, Iran shares the offshore and onshore oil fields with the 
neighbouring countries (Iraq, Qatar, Kuwait and Saudi Arabia). 

Nowadays, the largest producing fields are in Ahwaz-
Asmara, followed by Maroun and Gachsaran located in 
Khuzestan province. The Iranian Heavy crude stream ac-
counts for most of the country’s oil production at approxi-
mately 45% [18]. The crude oil reserves come mainly from 
offshore fields (Gachsaran, Marun, Rag-e-Safid, Ahwaz, 
Bangestan, Mansouri and Bibi Hakimeh) located in the 
south of Iran. The Iranian Light crude stream is another sig-
nificant oil source coming from several offshore regions of 
Khuzestan. The fields in Ahwaz-Asmari, Karani and Agha 
make up two thirds of the Iranian Light crude stream [18]. 
International sanctions have caused a decline in the ener
gy sector and led to cancellation of a large number of up-
stream projects. When sanctions were imposed in 2011, 
Iranian oil production dropped dramatically from 3.7 million 
barrels per day in 2011 to 2.7 million barrels per day in 2013 
(Katzman, 2017) [19]. 

The four rounds of the UN sanctions and more severe re-
strictions imposed by the USA and the EU in the previous pe-
riod significantly diminished Iranian oil exports. The sanctions 
and restrictions had an adverse impact on the whole sector, 
which is strongly regulated. The National Iranian Oil Compa-
ny (NIOC) is exclusively responsible for all activities related to 
oil and natural gas production in the country. The Iranian Con-
stitution prohibits foreign or private ownership of natural re-
sources. However, foreign or private companies are allowed 
to cooperate in exploration and development of the Iranian oil 
industry (Tretiakov 2016) [20]. 

Oil and gas reserves will further have a great impact on 
Iran’s economic growth. All assessments done by experts 
agree that renewed Iranian oil exports will stimulate the 
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economic growth, while natural gas can ensure long-term 
growth. During the sanction period, the Iranian oil export 
plummeted by more than 50% and commodity prices fell as 
well (Nephew, Isfahani 2015) [21]. On the other hand, the Ira-
nian natural gas production has significantly risen in the past 
two decades mainly due to the largest Iranian natural gas 
field called South Pars, which contains 14 trillion cubic met
res of natural gas. These days, most of Iran’s gas is con-
sumed domestically, which supports Iran’s domestic econo-
my. In the future, natural gas can be exported largely through 
gas pipelines or as liquefied natural gas. We can assume that 
oil and natural gas production can contribute from USD 125 
to USD 375 billion to Iran’s GDP and create almost 300,000 
new jobs by 2035. The estimates differ substantially because 
we cannot predict commodity prices due to the fact that they 
are influenced by investment that Iran will be able to attract 
in order to boost its productivity.

One of the determining factors is also the technological 
challenge that Iran is facing, including infrastructure across 
the entire country. The sixth National Development Plan for 
the 2016-2021 period envisages USD 150 billion investment 
in the oil and natural gas industries. The Cabinet’s priority 
is a tremendous production growth in the remaining depo
sits of the South Pars field, which was neglected during the 
sanction period.

The Ministry of Petroleum developed Iran’s strategy rela
ted not only to oil industry but also to the entire energy sector 
after signing the JCPOA deal. The Joint Comprehensive Plan 
of Action includes the following tasks (Vakhshouri, 2015) [22]:
1) Reintegration into international markets and expansion of 

Iran’s share of the oil and natural gas market by means of 
refined products and petrochemicals. This task should be 
accomplished through the oil-for-goods and oil-for-servi
ces strategy. Iran should offer lower prices and discounts 
on transit fees and create the so-called investment chains 
along with its partners.

2) Attracting investment and new technologies, especially by 
new conditions and larger stimuli. The focus will be on the 
petroleum refinery segment. The resources of the National 
Development Fund of Iran (NDFI) will be used for granting 
loans and project-based cooperation with foreign partners. 
The priority task is to merge investments in processing and 
petrochemical sectors in order to sell a final product to an 
investing company or its country.

3) Production of value-added goods, reduction of the crude 
material export volume and increase in the non-oil export 
volume. This task can be accomplished only if Iranian 
plants refining oil, natural gas and condensates increase 
their capacity. What is more, the capacity of petrochemi-
cal plants and production of value-added petroleum pro
ducts should be increased as well. Natural gas will be used 
to produce electricity; then electricity should be exported 
instead of natural gas.

4) Increase in the economy’s resistance to changes in case of 
further sanctions. The efforts will be focused on the export 
of refined petrochemical products and electricity instead of 
the export of raw materials. It will be important to obtain 
foreign technologies thanks to deeper involvement of fo
reign companies as long as investment in the petroleum re-
fining sector is made.

5) Activation of energy diplomacy tools especially by expan
ding the energy export to the neighbouring countries, with 
the focus on the GCC countries. It will be necessary to 
improve economic relations with the neighbouring coun-
tries by means of investment and export of goods as well 
as export of goods through territories of the neighbouring 
countries and vice versa. Another important step will be 
to create a long-term partnership with the neighbouring 
countries, the GCC countries, the European countries, In-
dia, China and Japan by means of long-term energy sup-
ply contracts or these countries’ investment in Iran’s ener
gy sector.
4.4 Positive outlooks for Iran’s economic growth
A positive outlook for the Iranian economy follows from 

its strengths thanks to which Iran can reboot its economy, 

reintegrate into the international financial system and reduce 
the unemployment rate (Johnson, 2015) [23].

Diversified economy is a key factor of Iran’s future de-
velopment. The largest natural gas proven reserves and the 
fourth largest crude oil reserves in the world are strong sti
muli for the Iranian economy in the short and medium terms. 
Another positive fact is that Iran’s oil and natural gas pro-
duction costs belong to the lowest among the OPEC mem-
ber countries. However, production in the oil sector is ob-
solete, especially due to a lack of investment and non-ad-
vanced production technologies. One of the priorities of the 
«Iran’s Sixth Five-year Development Plan for the 2016-2021 
period» is an increase in value added in the oil and natural 
gas sectors, especially refined products, transport and sub-
sequent sale in the global markets.

Iran’s economy is the least dependent on oil and natu-
ral gas production among the countries of Middle East. Go
vernment revenues from oil production have been decli
ning for a long time due to the sanctions and low oil prices 
which have fallen by almost 75% since 2014. In 2014, on-
ly 23% of the gross value added came from oil and natural 
gas production. On the other hand, this value reached 50% 
in Kuwait and 51% in Qatar in the same year. At the begin-
ning of the millennium, Iran’s reliance on oil production was 
almost double. 

The retail business, the real estate sector, the building in-
dustry and services contribute together to GDP more than oil 
and natural gas. More than twenty Iranian companies have 
revenue of more than USD 5 billion, but only six of them are 
oil production companies. The government’s revival plan for 
the Iranian economy focuses mainly on supporting the indus-
try, modernisation of production, extraction and processing 
of natural resources, increase in the quality of oil and natu-
ral gas products as well as their transport, value-added pro
ducts, information and communication technologies, agricul-
ture and water resources management. The aircraft and auto-
mobile industries, as well as tourism, are also becoming sig-
nificant [16].

Educated people also contribute to positive prospects for 
growth of the Iranian economy. Education in Iran has its rich 
history and traditions. There are two Iranian universities inclu
ded in the Shanghai Ranking, which annually publishes top 500 
world universities. In comparison, India has only one university 
included in this ranking. Furthermore, Iran can be proud of its 
fast growing scientific activity, which is measured by the num-
ber of articles and papers published in reputable international 
journals. There are currently almost 5 million students studying 
at universities in Iran. In 1979, there were only 100,000 univer-
sity students in the country. 45% of university students spe-
cialise in humanities, 32.5% study engineering and only 4.3% 
are specialised in medicine (Habánik, 2017) [13].

The problem young Iranians are facing is not their educa-
tion, but their integration in the labour market. The govern-
ment can create 700,000 jobs annually. However, there are 
1.2 million graduates completing their university studies eve-
ry year (Habánik, 2017) [13]. The youth unemployment rate is 
still rising and its current rate is 30%. The Iranian economy 
needs different graduates who will not lack managerial and 
business skills. Young people who cannot find a job at home 
go abroad. The exact brain drain rates are not known because 
official institutions do not provide this information. It is esti-
mated that one third of fresh graduates leave the country eve-
ry year (Tureček, 2013) [24]. 

One of the strengths of Iran’s economy is a high degree 
of urbanisation. Also, the Iranian economy can grow due to 
a high number of urban population. Iran has eight cities with 
a population of more than one million (Tehran, Mashhad, 
Isfahan, Karaj, Tabriz, Shiraz, Ahvaz and Qom). The popula-
tion of Tehran itself is more than 8 million. Up to three quar-
ters of Iranians live in urban areas, which is twice as much 
as in India. In this respect, Iran surpasses even some Euro
pean countries. However, the current infrastructure does not 
correspond with a high percentage of urban population. The 
roads, railways, airports and harbours will have to under-
go a large-scale reconstruction. Tehran’s GDP has a higher 
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purchase power parity than, for example, Berlin, Hamburg or 
Rome. Also, its GDP is higher within Iran.

Strategic position at the crossroads of trade routes. The 
legendary Silk Road, which connected East and West, tra-
versed the territory of Iran as well. Iran’s area and position can 
make this country a gate to the West-East and North-South 
trade routes. Iran shares its borders with seven countries the 
population of which amounts totally to 430 million. Approxi-
mately 40 million of these inhabitants belong to the middle 
class that should grow by 5.2% a year (Bassiri Tabrizi, 2015) 
[25]. At present, China is the largest Iran’s trading partner ac-
counting for 40% of its trade, followed by India and Turkey 
(Bassiri Tabrizi, 2015) [25]. That is why Iran will have to build 
new infrastructure to the neighbouring countries or connect 
the existing infrastructure to the international routes [26].

Numerous middle class A strong and growing middle class 
with increasing purchasing power is one of the important fac-
tors and common characteristics of all fast-growing econo-
mies. Approximately 56% of Iran’s population belong to the 
middle class and their annual income exceeds USD 20,000 
[27]. This is more than double that of China (24%) and India 
(21%) [27].

5. Conclusions
If a country wants to be successful in the contemporary 

global economy, it must be able to adapt to dynamic changes 
and the fact that foreign influence is part of this system. The 

Islamic Republic of Iran is now standing at the crossroads. It 
must definitely answer two questions as to whether it opens 
up to the world and is willing to reform its economy.

Favourable business environment is the basic prerequisite 
for attracting investors. In this respect, Iran is trying to create 
a suitable entrepreneurial environment through a vast array of 
measures that should:
•	 ensure legal protection of investment;
•	 liberalise the market through privatisation of the remaining 

state-owned properties; 
•	 help fight the corruption; 
•	 ensure stable and trustworthy banking system controlled by 

the strong and independent Central Bank; 
•	 exploit the potential that Iranians residing abroad have and 

that ha not been used sufficiently. 
Political and religious elites in the country are concerned 

about impacts of the reform on Iranian society. The econo
mic reform is not an easy process and today it is difficult to 
foresee exactly how this reform will affect the country. If Iran 
wants to make use of the advantages resulting from the lifting 
of sanctions, it will have to find a way to persuade those who 
doubt the necessity of the Iranian economy reform, particu-
larly its liberalisation. The results of the presidential election, 
which was held in May 2017, indicate that the transformation 
of Iran’s economy and its reintegration into the regional and 
global economic structures will continue. 
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