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The Middle East is no stranger to macroeconomic issues, but perhaps the country with the 
most tumultuous experience in the past few decades has been Iran. Formerly known as 
Persia, Iran is today on the verge of a political breakthrough that could unshackle its 
economy and change the lives of millions. 

Newspapers and blogs about the country show the country’s youth celebrating on the 
streets. They haven’t much reason to celebrate since the start of century. Former U.S. 
President George W. Bush once described the country as the “axis of evil.” 

When evidence emerged that the country was building its first atomic power station, the 
U.N. intervened. They imposed four rounds of sanctions on the country by the year 2010. 
South Korea, Japan, the EU and the U.S., followed soon after with sanctions of their own. 
With all the major countries in the world cutting off ties, the country suffered and the impact 
of this downturn was felt disproportionately by the young and the poor. 

Tensions were high and the picture looked bleak, but the country turned the situation 
around completely when it struck a historic deal in Vienna in early July 2015. Iran, it 
seems, is now taking a proactive approach to establish a new identity. This allows the 
nation to play a more meaningful role in the Middle East and let its people thrive. 

For a country with a long and eventful history to be brought back onto the world stage 
could have a very meaningful impact on most countries around the world. An entire 
economy is about to be opened up to an increasingly interconnected world. To understand 
the state of the economy in Iran we must look back at how the nation got to where it is 
today and where it could be headed tomorrow.

A BRIEF HISTORY

The Persian Empire was one of the oldest and most powerful regimes in human history. 
The territory had expanded over the decades but was shrinking by the start of the 20th 
century. At the time the country was ruled by the Safavid dynasty, the last of the royal 
dynasties that held control over the region.

In the year 1979, a revolution broke out. Millions protested against the rule of Mohammad 
Reza Shah Pahlavi. The Shah had attempted to change the direction the country was 
heading in. He briefly nationalized oil firms, tried to westernize the population and liberalize 
its policies. The public believed the Shah was a puppet-leader, put in charge by the United 
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States to further their agenda in the Middle East. After the Shah was accused of corruption 
and oppression, the public dissent began to grow and this resulted in the government 
being overthrown in February 1979.

Azadi Tower in Tehran (source: Wikimedia Commons) 

The revolution of 1979 is now called the Islamic Revolution, as the country was turned into 
an Islamic Republic after Ayatollah Ruhollah Khomeini took over. 

The new government went about severing ties with the West, refuting western ideals, 
curbing the political and social rights of women and shaping the nature of education to 
reflect religious leanings of the country. 

Iran had turned into a theocracy, and this alienated it from the rest of the world. 

Several wars and demonstrations later, Iran is a much more moderate country than it was 
in the midst of the Islamic Revolution. 

There was a push for a more democratic government around the early 2000’s, and 
although the country wasn’t entirely democratic it ended up having elections and putting 
the leader of the Alliance of Builders of Islamic Iran, Mahmoud Ahmadinejad. Under the 
conservative leader’s regime, the sanctions on Iran from countries around the world 
expanded after the country’s uranium enrichment program was uncovered. 

The EU, UN and United States all ceases trade with the country. When the deal was 
signed in July 2015, it marked the first time since 1979 that the country could have hope of 
free trade and commerce with major global powers. 
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A LOOK AT THE NUMBERS

Analysing Iran’s economy today can offer fascinating insights into what the country has 
been through and what potential it has for the future. According to the World Bank, Iran’s 
Gross Domestic Product is close to $415.34 billion. That makes it the 29th biggest 
economy(in terms of nominal GDP) in the world, behind Austria and just ahead of the 
United Arab Emirates. 

The GDP is is larger than South Africa and Thailand as well. Wages in the country, as per 
a report by Renaissance Capital, are very close to those in Vietnam. And, with 157 billion 
barrels of proven oil reserves, the country has a whopping 9% of the global capacity for oil. 
Compare that to the 10% that Canada has and you’ll soon see why the oil reserves are the 
most important aspect of Iran for the world. 

However, the economy shrunk from $493.8 billion to $415.3 billion in the past year (2014 
to 2015), which represents an economy shrinking at 15.9%. During the year 2014, the 
Tehran Stock Exchange fell by over 21%, mirroring the economic setbacks and lack of 
investor confidence. 

Nominal GDP growth from 1999 to 2015 (source: World Bank) 

Other official figures offer a rare and intriguing perspective of the economy in the Middle 
East nation. The population, currently at 78.2 million, is growing at a steady rate of 1.29% 
on average since 2011. Unemployment rate, as per data collected in August 2014, is at 
10.5% of the working age population. The inflation rate is at 15.2%, which could be putting 
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strain on the economy. Iran exported $50.4 billion worth of goods and imported $55.5 
billion worth of goods over the twelve months leading to January 2015. 

92.4% of the population, aged between 10 and 49, is literate, which is a good indicator of 
the quality of the local labor market. 

So the state of the economy is pretty bad, but when you consider the amount of sanctions 
the country has faced over the decades and the wars that have embroiled it, the state of 
affairs is considerably better than a lot of other nations.

The trade deficit isn’t too high, and inflation seems to be coming under control. the 
population is young, well-educated and desperate for an opportunity to step up businesses 
or gain employment. 

THE IMPACT OF SANCTIONS

By July 1st, 2012, all 27 members of the European Union had banned importing oil from 
Iran. This followed many other developed economies in the world that had shut off trade 
with Iran. 

The United States had gone one step further in 2012. Just a few weeks before the EU ban 
on oil imports, the U.S. began levying sanctions on other countries that were still importing 
oil from there. 

Many professional economists argued that the sanctions were hard to implement, but even 
the most skeptical economist couldn’t deny the global political scenario was about to spell 
doom for the Middle-Eastern country’s economy. 

Sanctions were first considered by the United States, when the Islamic Revolution in 1979 
meant the west had lost an important ally in the Middle East. In 1995, the U.S. expanded 
these to include the firms that were dealing with Iran, to further impact the economy. In 
2006, the U.N. imposed sanctions on the country for refusing to stop its programs for 
enriching uranium. 

Since the start of the century, the proliferation of weapons of mass destruction (or WMDs) 
in the Middle East has been the most pressing concern for global powers. The region is 
seen as politically unstable and if countries were allowed to develop nuclear capabilities, 
the situation could get out of hand really quick. 
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The sanctions were seen as tough and brutal and their impact on the economy was 
undeniable from the start. The share of oil in Iran’s exports dropped from 85% in 2006-07 
to about 78.9% in 2010-2011. 

The sanctions made it difficult for the country to access essential materials it needed for its 
nuclear program, besides affecting the oil and energy sector. 

Since 2012, when the sanctions were expanded even further, the economy began to nose 
dive violently. Close to 18.7% of the population of Iran lives below the poverty line, as per 
the CIA World Factbook. The department said the country was overly dependant on oil 
exports and was being run inefficiently. 

Most of the private sector trade is done on a very small scale, while the large scale 
industries are under government control. 

Expanded sanctions in 2012 sharply increased the inflation rate and the currency 
depreciated 60% by 2013. For the first time in two decades, the economic growth of Iran 
turned negative in both 2012 and 2013. 

The country suffers from a severe ‘brain drain’ as educated young professionals leave the 
nation for greener pastures abroad. The lack of job opportunities for skilled young 
individuals is pushing the labor force to the brink.

INFLATION

The Consumer Prices Index jumped 30% in 2012 and 34% in 2013, due to the sanctions 
being increased. But official figures are only based on a basket of goods consumers are 
meant to be using in the country.

According to experts, actual inflation figures could be as much as twice the official figures 
if the imported goods are taken into consideration. A jar of Nescafe, for example, could 
cost as much as 230,000 rials ($6.30), which is much higher than the 120,000 rials 
consumers were expected to pay at the start of 2012. 

Being shut off from the global economy has other downsides too. Many materials used to 
treat illnesses need to be brought in from abroad. Iran suffers from an acute shortage of 
medicines in its hospitals mainly due to the lack of imported medical supplies. 
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Inefficient management of the expensive medicines brought in have an adverse effect on 
the supplies of cancer, diabetes and other drugs. 

The auto industry has been affected by the sanctions too. Automotive parts are generally 
made in a number of different countries, and importing these into Iran has been an issue 
since the sanctions were imposed. The country continues to build vehicles every year 
despite this. An estimated 1.6 million vehicles were made here in 2010. That number has 
now decreased to less than a few hundred thousand and many have lost their jobs in the 
sector over the past decade.

The only industries thriving, so-called mini-boom industries, are the carpentry and 
construction sectors. This has been attributed to purchases made by Iranians looking to 
escape inflation. They buy new and luxurious houses since they can’t move money 
abroad. 

Tehran’s city center is filled with luxury cars and classy apartments as the country's rich 
find it easier to tie money into property and vehicles rather than have it waste away in a 
savings account. 

The falling currency, meanwhile continues to erode the hard-earned savings of the poor 
and middle class here. As the global oil prices collapsed, the situation got even worse. 

LIFE IN IRAN

Since 2010, the value of money in Iran is one-third what it used to be. Hyperinflation has 
caused a steep drop in the currency’s value over the past half decade.

Trouble with international financial systems also meant Iranians didn’t have access to 
capital. Financial managers and investment specialists have often complained about Iran 
not being included in the SWIFT system that allows over 9,000 banks across the globe to 
be connected for international money transfers. 

The ease of doing business has taken a significant impact and the economy is still very 
much based on cash transactions. Foreign journalists from Al Jazeera recently explained 
how they had to carry all their money in cash as debit and credit cards were invalid in the 
country. 
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Food prices were the worst hit, as the cost of buying feed for livestock from abroad 
increased, the price of chicken tripled in just a year. 

Restrictions have also been disastrous for the auto and logistics industries. Many major 
companies are cutting back on costs by hemorrhaging jobs. Unemployment in the skilled 
sector is on the rise. 

THE MARKET IN TEHRAN

A number of indices track the performance of well known emerging and frontier markets 
around the world. The MSCI Emerging Markets Index could be one of the most popular of 
these. As of 2015, the index includes stocks from countries such as India (7.65%), South 
Africa (7.89%), Taiwan (12.64%), South Korea (14.32%) and, of course, China (24.84%). 
Iran is not included.

In fact, Iran is not included in any index tracking the growth in the developing world. This 
looks like it is about to change. Obama’s intervention in the country and the subsequent 
deal look like catalysts that might open up the economy and let capital flow into the oil-rich 
nation like never before. Risk-hungry investors are already eyeing up the $100 billion stock 
market in Tehran.

Experts believe the deal may have offered an opportunity for the country’s largest stock 
exchange and financial sector to rival the United Arab Emirates. A contributor on Forbes 
even said the country could turn into ‘the United Arab Emirates on steroids’. Oil reserves 
are the key to the country’s future and, with some clever decisions on part of the 
authorities, the country could find itself on par with frontier markets such as Kazakhstan in 
terms of economic growth. 

Kazakhstan is a giant in Central Asia that can easily be compared to Iran. The nation has 
tremendous oil and gas reserves and one of its biggest companies is a state-run oil firm. 
Kazmunaigas Exploration is the government’s most valuable asset and it even weighs 
1.7% on the MSCI Frontier Markets Index. 

Iran’s relationship with the world could let it leverage its massive reserves of a prized 
commodity. This could help the economy strengthen and drive up the value of local assets. 
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THE LAND OF BLACK GOLD

Oil is so abundant in Iran that it influences policy making and the economy in a big way. 
The country has a proven reserve of 150 billion barrels in the ground. Bear in mind these 
are conventional reserves that put it in fourth place in the world. It ranks just behind 
Canada, but if you take away Canadian unconventional reserves (shale gas), Iran would 
rank third.

Oil and gas production in Iran (source: Wikimedia commons) 

A study in 2006 claimed that the oil in Iran would last another 98 years if no new sources 
of the black liquid were found. That is a century’s worth of liquid gold. 

But Iran could have a lot more under its soil. The National Iranian Oil Company (NIOC) 
has been finding new resources since the 1990’s. They’ve made significant oil discoveries 
in the past few decades. The government owned entity continues to invest heavily in the 
sector to try and find new sources of oil. 

The government was looking at over $100 million in potential investment from foreign 
nations for oil exploration if the sanctions are lifted. Now that a deal has been struck Iran 
can start looking for this capital and deploy it towards exploring areas of the country such 
as the Caspian Sea, Central Kavir and the North Eastern Border. Altogether, the NOIC 
believes there are more than a 150 places where oil could be found.
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The production of oil slowed down considerably when the fresh round of sanctions were 
passed a few years ago. Some countries continued to import oil from the country, despite 
these restrictions. The top five countries that imported Iran’s oil were China, India, Japan, 
South Korea and Turkey. Many of these countries claim their economies would suffer 
greatly if they were to cut down on oil imports from Iran. 

But production of oil did take a hit after sanctions made it difficult to import the equipment 
needed to keep pumping oil. This is about to change after the sanctions are lifted. The 
government promises to increase production by 500,000 barrels a day within a week, and 
by a million barrels a day after a month. 

Iran’s oil minister Bijan Zanganeh believes the biggest impact of sanctions was on the 
transfer of money, shipment and insurance for the country’s oil. If these restrictions are 
taken away, the production could be ramped up very fast. 

WHAT LIES AHEAD?

For years, Iranian officials held out on global demands for a restriction on their nuclear 
program. As every major power in the world implemented sanctions on them, the 
government staunchly denied the program was for anything other than peaceful research 
and development. They continued to invest in the project and were unwilling to let go of 
their assets.

But with the country signing a deal to effectively end its program, the world could witness 
the reintroduction of one of the largest countries onto the global stage. Iran could be the 
largest country to be added to the global economy since the Post-Communist era in 
Eastern Europe. 

No one is more happy about this than common Iranians. People could be seen celebrating 
the deal on the streets when news of the deal broke. 

Experts believe the news couldn’t be more optimistic. Iranian economist Mehrdad Emadi, 
who works in the London office of Betamatrix Consultancy, says the deal could allow Iran 
to accelerate growth momentum. He believes the $420 billion economy could grow by 1% 
or 2% in the year following the lifting of sanctions, and then expand at a rate of 7% or 8% a 
year for the next decade. 

A growth rate that high could match the Asian Tigers India and China. 
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Foreign trade could be the most crucial sector for the country going forward. Current trade 
with the European Union brings in 7.6 billion EUR every year. According to Emadi, this 
could increase by 400% by 2018. 

With a more liberal foreign policy looking more certain than ever, the experts who have 
been watching Iran remain as optimistic as ever. Iran could go in a number of ways that 
will reflect the opening up of other major economies in the past.

It remains to be seen who Iran picks as the major ally and what it’s policies will be going 
forward. Russia and Turkey both went through such phases in 2012-2015 and 2002-2007, 
respectively. According to Renaissance Capital analysts Iran over the coming decade 
could mirror Russia, in that it resists change to any sector besides its energy sector. 
Russia is another oil giant that follows this policy till date and has capitalized on its 
massive oil reserves, while keeping other parts of the economy off-limits. 

In an ideal world, Iran will follow the example of Turkey between 2002 and 2007. It could 
start owning and recapitalising banks, promote corporate transparency, protect 
shareholders, push for socio-economic reforms, reduce corruption and improve ease of 
doing business. 

Analysts expect the deal to go through and the sanctions to be lifted in phases. All phases 
of lifting sanction should not take longer than a year, so predictions are based on the 
assumption that by late 2016 Iran’s economy will be completely normalized. 

Renaissance Capital expects the investment scenario in Iran to work out in four phases:

Phase I involves the market being opened up to foreigners gradually. With the only 
remaining countries left to open their economies being North Korea and Ethiopia, the 
Iranian market is the largest that investors will ever experience. We can expect to see a lot 
of enthusiasm from investors on Iran. The big players will slowly dip their toes. Investors 
could see this phase play out over the year 2016.

Phase II could last between 2017 to 2018, where investors start to notice the difficulties 
and problems of investing in this frontier market. Local knowledge will be incredibly 
valuable in this stage. As investors work out how the Revolutionary Guard, the clergy and 
the economy are all interlinked here, they could expect to see some pullback as risk-
intolerant investors back out.
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Phase III. With increased access comes increased criticism. Open economies are subject 
to dialogue on the local economy, perceived corruption, difficulties in doing business and 
price controls. How Iran reacts to these issues will be the key issue between 2018 and 
2020. 

Finally, Phase IV, which investors can expect between 2020 and 2025, will involve the 
aftermath of the decisions Iran has taken over the past half decade. Experts in the field 
expect oil prices to remain low for the foreseeable future, so in this geo-political scenario 
Iran’s future depends on the struggle between the conservatists and the liberalists. 

RECENT UPDATES

Since the deal was struck, Iran has made considerable progress towards ending its 
nuclear program and getting its oil back on the market. But the road ahead is as murky as 
it has ever been. 

Oil prices have fallen to lows not seen since the start of the century. WTI and Brent are 
both closely converging around $30 a barrel. According to the IMF, The Islamic Republic 
needs oil to stay above $70 to balance its budget. The key to this is OPEC cutting 
production, but the only OPEC player bigger than Iran is Saudi Arabia. 

1-year chart of brent crude oil prices (source: Bloomberg) 

Geopolitical tensions between the two nations means they will not cut back oil production 
together and raise the price of the commodity. Saudi has already started cutting back on 
benefits to its citizens as the government runs out of cash. 
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But Saudi Arabia has a tremendous reserve that could sustain the economy for many 
years to come and withstand lower oil prices. Iran, however, cannot wait to put it’s barrels 
back on the market and start building a reserve of it’s own. 

With its biggest trade partners such as Sudan, Bahrain and the United Arab Emirates 
downgrading their trade relations with the country, the Iranians may soon realise that 
torching the Saudi embassy was a major economic misstep. 

Perhaps this mistake may have come at the worst possible time. The Obama 
administration is unlikely to push aggressively for the lifting of sanctions on a country that 
has returned to calling for ‘divine revenge’ against one of its closest allies in the Middle 
East. 

What matters most now is who takes over after the Presidential election in the United 
States this year. Both Democrats and Republicans have taken a firm stance on the Iran 
issue, despite the fact that the country hasn’t continued to follow the terms of the nuclear 
deal. 

US Secretary of State John Kerry recently told reporters that Iran has made significant 
progress on the nuclear deal. All the stockpiles of uranium have been shipped out of the 
country, which makes it unlikely that the government would have access to any raw 
materials that could be used to create nuclear weapons. Kerry believes that if things go 
according to the plan, Iran could be only “days away” from complying with the curbs and 
seeing the sanctions lifted. 

The U.S., it seems, is keeping a close eye on the activities in the country and steadily 
lifting sanctions. Despite being able to only sell to six countries since 2012, the Iranian 
government chose to sustain production and store all the excess crude in oil tankers and 
ships. In 2016, the International Atomic Agency may be able to verify whether they have 
complied with the curbs that were part of the agreement, and then the excess crude will 
start flowing to other countries immediately. 

CONCLUSION

The opening up of Iran’s economy with the nuclear deal is one of the biggest positives for 
the frontier markets asset class in the coming years. Iran is a big, resource rich economy 
with a well-diversified portfolio of income streams and a young population. 
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Like with other frontier market opportunities, there are considerable risks that still loom 
over the country. The sanctions could be lifted more slowly or not at all after the Obama 
administration leaves office this year or the Saudi government could wage all out 
economic war on the country, leaving it marginalized in the region for years to come. 

But if things go to plan and Iran deals with Middle Eastern powers more carefully, the 
economy could see a sudden spike in productivity. Beyond oil, the country will start 
receiving foreign investment, see factories being built and cars being manufactured. The 
demographics of the country will pay off in a big way. 

Although it won’t be easy, investors with a tolerance for risk could find themselves 
overwhelmed with the opportunities present in the Middle Eastern country. 
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