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Part One




In the Name of Goa,
The Compassionate, 7he Merciful



During 1386 (2007/08), Iranian economy was
stable and smooth. Sharp rise in prices and ac-
celeration of inflation was a foreseeable phe-
nomenon which was realized. In spite of higher
inflation, other major real sector indicators like
GDP growth and unemployment rate, did not
manifest major changes from medium-term
trends.

Other major development in Iran's econ-
omy in 2007/08 was the government's revision
of the expansionary fiscal policy which resulted
in change of sources of liquidity expansion. Con-
sequently, the build-up of foreign reserve assets
in Central Bank's balance sheet which was the
main source of liquidity growth for many years
was substituted by build-up of Central Bank

Central Bank of the Islamic Republic of Iran

claims on banks. The sharp rise of banks
indebtedness to Central Bank in the said year
compelled the monetary authority to gradually
restrict banks' access to Central Bank's funds
and resulted in CBIl's demand for observing
more discipline by banks in their credit and
lending operations.

On the fiscal front, the overall assessment
of the implementation of government budget in
2007/08 was government's major efforts to raise
tax and non-tax revenue as well as reducing the
budget dependence on oil income. On the ex-
penditure side of government budget, major en-
deavors were directed towards the containment
of current expenditure and the attainment of a
higher and more acceptable realization of
acquisition of the non-financial assets. Mean-
while, the major aim of the government was to
manage current and capital expenditures in a
way that the total approved government ex-
penditure remains unchanged.

Favorable developments in the global crude
oil market in tandem with the rising trend of
non-oil exports brought about the positive de-
velopment in the external sector. However,
intensification of the sanctions imposed on the
Iranian agents and organizations, especially Irani-
an banks, and their limited access to conven-
tionally international banking and financial in-
struments decelerated foreign financing and
raised import costs, which in turn increased
reliance on domestic resources for financing
imports. Thus, capital and financial accounts
deficit rose in the review year, and a large
portion of country's foreign exchange revenues
was allocated for financing imports through
cash transfers.
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National Income

Based on preliminary estimates, gross domestic
product at current prices rose from Rls. 2,038
trillion in 2006/07 to Rls. 2,623 trillion in 2007/08,
showing 28.7 percent growth in nominal terms
and 6.9 percent growth in real terms, which in-
dicates 0.7 percentage point increase at constant
prices compared with the previous year. Mean-
while, non-oil GDP registered 7.6 percent growth,
up by one percentage point compared with
2006/07.

According to preliminary figures, "agricul-
ture”, "construction”, "transport, storage, and com-
munication”, and "social, personal, and house-
hold services" groups had the greatest contri-
bution to the economic growth in 2007/08. The
share of the value-added of "agriculture™ group
in GDP was 0.9 percentage point, "oil" 0.1 per-
centage point, "manufacturing and mining"” 2.7
percentage points, and "services" 3.5 percentage

points.

Based on preliminary estimates, in 2007/08,
private consumption expenditures grew by 9.1
percent at constant 1997/98 prices, while public
consumption expenditures declined by 4.3 per-
cent. This reduction was mainly attributable to
the adoption of contractionary policies in gov-
ernment general budget. Comparing expendi-
ture growth figures of 2007/08 with those of
the previous year is indicative of a rise in the
growth rate of private consumption expendi-
tures and a fall in that of public consumption
expenditures.

In 2007/08, gross fixed capital formation
indicated 2.1 and 12.8 percent growth in ma-
chinery and construction, respectively, at con-

@
)

stant prices. For construction, this increase was
due to the growth in private sector investment
in this sector. The decelerating growth of cap-
ital formation in machinery is attributable to a
decline in the imports of capital goods. The
overall gross fixed capital formation grew by 6
percent in 2007/08, indicating an increase when
compared with the 3.3 percent of the previous
year.

Figure 1. Contribution to GDP growth
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Agriculture

Based on preliminary estimates, the value-added
of the agriculture sector grew by 6.2 percent in
2007/08, showing a rise when compared with
the 4.7 percent growth of the previous year. The
review year witnessed remarkable growth in the
production of farming, horticultural, and live-
stock products. This was mainly attributable to
increased and well-distributed rainfall as well as
rise in banking facilities and government budget
resources allocated to this sector.

In 2007/08, total precipitation level a-
mounted to 458.3 billion cubic meters (278.1 mil-



limeters) ¥, showing 12 percent growth com-
pared with the long-term average and 30 per-
cent increase compared with 2006/07.

According to preliminary data released
by the Ministry of Agriculture Jihad, total farm-
ing and horticultural product was estimated at
90 million tons for the farming year of 2007/08,
showing 3.6 percent growth compared with the
previous year. Of this amount, 73.5 million tons
were farming and 16.5 million tons, horticultural
product, which showed respectively 3.1 and 6.1
percent growth compared with the previous
year. Total livestock products (excluding honey)
were 11,349 thousand tons, up by 7 percent com-
pared with the previous year.

Production of major crops including wheat,
barley, and rice (paddy) grew by 8.3, 5, and 28
percent, respectively, compared with 2006/07.
This raised the total production of cereals by
11.4 percent to 25 million tons. Implementation
of wheat self-sufficiency plan and the support
policy for the guaranteed purchase of wheat
have contributed to the increasing growth of
wheat production over the recent years.

At the end of 2007/08, the total outstand-
ing facilities (net) extended by banks and credit
institutions to the agriculture sector amounted
to Rls. 208.6 trillion. This indicated 36.2 per-
cent growth compared with the previous year-
end. Of this amount, 48 percent were extended
by Bank Keshavarzi (Agriculture Bank) and
51.9 percent by commercial banks. In this year,
the share of the agriculture sector in total out-

(1) Ministry of Energy, Iran Water Resources Management
Company, Monthly Precipitation Report, August 2007

Central Bank of the Islamic Republic of Iran

standing facilities (net) extended by the banking
system was 14.1 percent.

Figure 2. Estimated production of major
farming crops
(million tons)
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The total amount of facilities extended by
Bank Keshavarzi was Rls. 55,413.5 billion by
the end of 2007/08, up by 4.7 percent com-
pared with the previous year. Of total credits
paid by this bank, 80.3 percent were from non-
statutory resources and the remainder from
budget law notes, administered funds, and con-
tracts, showing 9.4 percent increase and 10.9
percent decrease, respectively, compared with
2006/07.

Figure 3. Outstanding facilities extended
to non-public agriculture sector
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According to the Treasury General, in
2007/08, acquisition of non-financial assets
(development expenditures) for development of
"agriculture and natural resources” and "pro-
vision of water resources and establishments"
amounted to RIs. 7,600.8 billion, down by 35.2
percent compared with 2006/07. Meanwhile,
the guaranteed purchase price of various farm-
ing crops increased up to 50 percent.

By the end of 2007/08, Insurance Fund
for Agricultural Products insured 1,725 thousand
persons active in "farming and horticulture”,
"livestock and poultry ", "aquaculture,” "silkworm
raising”, and "natural resources" sub-sectors, in-
dicating 3.4 percent fall compared with the pre-

vious year.

In 2007/08, 273 thousand tons of agri-
cultural goods, valued at Rls. 772.6 billion, were
traded on the Agricultural Stock Exchange.
Agricultural goods offered and traded on the
Agricultural Stock Exchange in this year in-
cluded corn, barley, soybean meal, sugar, rice,
pistachio, raisin, sugar beet residue, feed wheat,
and wheat bran.

In 2007, world primary energy consumption @
grew by 2.4 percent to 11.1 billion tons oil
equivalent. Of this amount, 10.4 billion tons oil
equivalent was consumed by non-OPEC and
0.7 billion by OPEC Member Countries. The
highest amount of consumption was related to

(1) Includes oil, natural gas, coal, nuclear energy and hydro-
electricity.

oil by 35.6 percent and the lowest to nuclear
energy by 5.6 percent. lran's primary energy
consumption amounted to 182.9 million tons oil
equivalent, up by about 1.8 percent. Oil and
natural gas are the primary energies consumed
largely by Iran, while other energies are con-
sumed sparingly.

In the review year, world crude oil
production reached 81.5 mb/d, showing 0.2
percent reduction compared with 2006. Crude
oil production by OPEC Member Countries,
accounting for 43.2 percent of world crude oil
production, decreased by 1.0 percent to 35.2
mb/d. World crude oil consumption, however,
grew by 1.2 percent to 85.2 mb/d.

In 2007, besides rising demand, a host of
factors such as changes in inventory levels of
crude oil and gasoline in the US, depreciation of
US dollar against other hard currencies, short-
ages of refining capacity, political and military
tensions in the Middle East and Nigeria, and
continuation of Iran's peaceful nuclear issue
were responsible for run-up in crude oil prices.
In this year, the average price of each barrel of
OPEC crude oil basket ® reached $69.05, up by
11.3 percent.

OPEC, in its December 2006 Conference,
approved its production cut of 500 thousand
b/d, effective as of February 1% 2007. The Con-
ference held on September 11", 2007, decided to
increase the volume of crude supplied to the
market by OPEC Member Countries (excluding
Irag and Angola) by 500 thousand b/d, effective

(2) Includes eleven types of crude oil: Arab Light (Saudi Arabia),
Basra Light (Irag), BCF 17 (Venezuela), Bonny Light
(Nigeria), Es Sider (Libya), Iran Heavy (Islamic Republic of
Iran), Kuwait Export (Kuwait), Qatar Marine (Qatar), Minas
(Indonesia), Murban (UAE) and Saharan Blend (Algeria).



November 1%, 2007. This decision was taken to
maintain oil market stability. At its 146" Meet-
ing in Abu Dhabi, on December 5", 2007, OPEC
agreed to keep output levels unchanged. Addi-
tionally, the group assigned production quotas to
recently joined members, Angola and Ecuador.

Iran's average crude oil production, in
adherence to the production quotas set by the
OPEC, amounted to 4.1 mb/d in 2007/08. Crude
oil exports increased by 2 percent to 2.5 mb/d;
however, exports of oil products plummeted by
25.2 percent to 199 thousand b/d compared with
the previous year. The average spot price of
Iran's crude oil export grew by 30.9 percent to
about $78.04.

Figure 4. Average spot prices of crude oil
during 2007
(dollar/barrel)
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Electricity generation amounted to 203.8
billion kWh, up by 5.9 percent compared with
the previous year. Of total generated electricity,
190.2 billion kWh (93.3 percent) was generated
by power plants affiliated to the Ministry of
Energy and 13.6 billion kWh (6.7 percent) by
other institutions. In this year, the highest amount
of electricity (91.1 billion kWh) was generated
by steam power plants while diesel power plants
accounted for the lowest amount of generation

Central Bank of the Islamic Republic of Iran

Figure 5. OPEC members' quotas in 2007
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Others Saudi Arabia
25.1 311

UAE.  Venezuela Iran
8.7 7.8 13.1

(0.2 billion kWh). Meanwhile, the highest growth
in generation of electricity belonged to gas and
combined cycle power plants by 9.3 percent;
however, the amount of electricity generated by
hydroelectric power plants showed 1.7 percent
decline.

In 2007/08, consumption of electricity
rose by 5.8 percent to 155.6 billion kWh. The
highest growth of consumption belonged to street
lighting by 12.1 percent. Electricity consumption
by commercial sector grew by 9.1 percent, in-
dustrial 8.7 percent, public 5.7 percent, and res-
idential 4.9 percent. Consumption of electricity
by agriculture sector fell by 1.2 percent. Resi-
dential and industrial sectors had the highest
shares in the consumption of electricity by 33.6
and 31.8 percent, respectively.

According to preliminary estimates, manufac-
turing and mining sector exhibited a relatively
favorable growth of 8.7 percent in 2007/08. The
value-added for manufacturing and mining sec-
tors were estimated at 8.3 and 17.7 percent, re-
spectively. Of special note is that, according to
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the 4™ FYDP Law, the Plan target for manu-
facturing and mining sectors was 11 percent. The
growth rate in production of petrochemicals by
32.7 percent, and growth in production of con-
struction materials (due to remarkable growth
of supply in housing sector), and also mineral
products such as copper ore and iron ore, by
respectively 22.7 and 18.5 percent, contributed
to the realization of high growth in manufac-
turing and mining sectors.

In the review year, production of cold coil
grew by 31.4 percent, refrigerators and freezers
20.8 percent, plate glass 20.4 percent, washing
machines 20.0 percent, cement 13.5 percent,
steel products 9.7 percent, porcelain tiles 7.4
percent, crude steel 3.1 percent, and passenger
cars 2.7 percent compared with the previous
year.

According to the Ministry of Industries
and Mines, 8,135 operation permits were issued
for new manufacturing establishments and ex-
pansion of existing units, up by 20.3 percent
compared with the previous year. Required in-
vestment and job opportunities based on op-
eration permits increased by 68.1 and 14.6 per-
cent, respectively. Per capita investment based
on operation permits was RIs. 1.8 million. The
highest per capita investment was related to the
province of Markazi by Rls. 14.7 million and the
lowest to Sistan and Baluchestan by Rls. 0.14
million. The ratio of the highest to lowest per
capita investment is 105.3 times, pointing to the
existence of a wide gap of industrial investment
in provinces.

In this year, the Ministry of Industries
and Mines issued 48.2 thousand establishment
permits for the establishment of new manufac-

turing units and the expansion of existing units,
showing 11.3 percent reduction compared with
the previous year. Of the factors responsible for
reduction in the number of establishment per-
mits was the obligation to submit a feasibility
report to general departments of the Ministry of
Industries and Mines in some provinces. The
amount of investment required for the estab-
lishment of the mentioned units and job oppor-
tunities created (in case of operation of manufac-
turing units) grew by 12.2 and 1.3 percent, re-
spectively, compared with the previous year.

Figure 6. Investment and employment
growth rates based on operation permits
issued for manufacturing establishments
(percent)— Employment growth rate
Investment growth rate
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The outstanding facilities extended by
banks and credit institutions to the manufactur-
ing and mining sector grew by 22.8 percent to
Rls. 383.1 trillion, compared with end-2006/07.
The outstanding facilities extended to the public
manufacturing and mining sector declined by
49.1 percent and facilities extended to the non-
public manufacturing and mining sector in-
creased by 27.4 percent. This is indicative of
the banking system's orientation towards reduc-
tion of government undertakings and private sec-
tor encouragement to further participate in eco-
nomic activities.



Based on the data released by the Treas-
ury General, government development expendi-
tures in the form of credits for the acquisition of
non-financial assets in the manufacturing and
mining sector and industrial research project
amounted to RIs. 2,546 billion in 2007/08, down
by 6.2 percent. These expenditures fell by 19.7
percent to RIs. 615.7 billion, at constant 1997/98
prices. Out of the approved figure for acquisition
of non-financial assets (Rls. 3,207 billion), only
79.4 percent was realized.

According to the Ministry of Industries and
Mines, 198 projects worth $3.8 billion were ap-
proved to be financed out of the OSF. Chemical
and cellulose products, with 58.8 percent share
in approved facilities ($2.2 billion), ranked first
among major manufacturing and mining groups.

The producer price index in the two sec-
tors of manufacturing and mining reached 349.2
and 288.4, showing 15.4 and 7.6 percent growth
(at constant 1997/98 prices), lower than PPI's
general index changes at 16.8 percent.

Share price index of manufacturing com-
panies (industrial index) increased by 2.8 percent
at end-2007/08 compared with end-2006/07.
Tehran Stock Exchange Dividend and Price In-
dex (TEDPIX) advanced by 17.6 percent. Mean-
while, 6.4 million tons of metal products, valued
at Rls. 58 trillion, were traded in the Commod-
ities Exchange. Steel products accounted for
72.8 and 94.8 percent of the value and weight
of metal products traded in the Commaodities
Exchange.

Industrial exports reached 21.9 million tons
in terms of weight and $11.6 billion in terms of
value, indicating 13 and 20.1 percent growth,
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respectively, compared with the previous year.
In this year, the share of industrial exports in
total non-oil exports reached 68.1 and 75.8 per-
cent in terms of weight and value, respectively.

Rebound in housing market which had started
in the second quarter of 2006/07 in urban areas,
ran into 2007/08, and boosted construction ac-
tivities. The noticeable growth in private sector
investment in new buildings in urban areas (at
current prices), by 80.7 percent to Rls. 205.2
trillion, was an indicator of this boom. Simi-
larly, investment in new buildings in small and
medium-sized cities amounted to RIs. 106.4 tril-
lion, pointing to a significant growth of 104.9 per-
cent. The same growth was observed in Tehran
and other large cities (53 percent for Tehran and
65.6 percent for other large cities).

The remarkable growth of investment
(particularly by private sector) in new buildings
in urban areas in 2007/08 was largely due to the
benign outlook for housing market and increase
in construction costs. The total number of res-
idential buildings constructed by private sector in

Figure 7. Number and total floor space of
residential buildings constructed by
private sector in urban areas
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2007/08 came to 491.9 thousand with a total floor
space of 60.7 million square meters. This shows
9.8 and 9.2 percent growth in number and floor
space, respectively, compared with the previous
year.

The positive growth in the number of
construction permits is a leading indicator that
signifies an improvement in the trend of con-
struction, pointing to a benign outlook for invest-
ment in this sector in near future. In 2007/08,
construction permits issued by municipalities in-
creased by 21.1 and 50.3 percent to 209 thou-
sand and 105.3 million square meters in terms
of number and total floor space, respectively.

According to the Budget Law for 2007/08,
a sum of Rls. 10.6 trillion was approved to be
allocated to the acquisition of non-financial
assets for the housing sector, urban and rural
development, and supportive plans. Accord-
ingly, based on the data released by the Treas-
ury General, Rls. 14.5 trillion was paid by the
government, indicating 36.1 percent excess-
realization compared with the approved figure.

Outstanding facilities extended by banks
and credit institutions to non-public housing sec-
tor rose by 23.5 percent to Rls. 284.9 trillion
compared with end-2006/07. Meanwhile, based
on the report released by Bank Maskan, in
2007/08, Rls. 68.3 trillion facilities (including
profit receivables) were paid to 393.3 thousand
applicants, showing respectively 6.7 and 9.1 per-
cent decline compared with the previous year.
This was mainly due to a fall in loan-to-value
ratio following a surge in housing prices in
2006/07 and 2007/08 on the one hand and a halt
in the implementation of the project of the

"extension of facilities with and without depos-
iting" by Bank Maskan @ as of May 2007, on
the other. This led to reducing the applicants'
willingness to request for housing loans.

In 2007/08, land price index rose by 53.3
percent to 192.8 (2004/05-100). The highest
growth of this index by 57.3 percent belonged
to Tehran. Construction services price index
reached 182.9, showing a remarkable increase
of 30.5 percent. The highest growth in the sub-
groups of this index belonged to the "daily wage
of unskilled construction worker", "wage paid for
well-digging” and "daily wage of bricklayer".
Moreover, WPI of metallic and non-metallic
construction materials (base year-1997/98) in-
creased by 22.4 and 14.1 percent, respectively.

In 2007/08, a sum of RIs. 16,589.3 billion was
approved for the implementation of acquisition
of non-financial assets projects in the transpor-
tation sector, up by 18.8 percent compared with
the approved figure for the previous year. Ac-
cording to the Treasury General, the govern-
ment spent Rls. 13,590.7 billion for the imple-
mentation of transportation sector projects, show-
ing a rise of 11 percent compared with the pre-
vious year and a realization of 81.9 percent
compared with the approved figure. The highest
realization belonged to "applied research” and
"air transport” by 572.0 and 535.9 percent, re-
spectively.

(1) Based on the approval of the Money and Credit Council, as of
July 2005 until June 2007, Bank Maskan paid up to 50
percent of the applicants' score in the Housing Savings Fund
for the purchase of housing units, without depositing. The
ceiling for the payment of housing facilities (with and
without depositing) was Rls. 180 million.



In the review year, of total RIs. 47 trillion
approved for the issuance of government par-
ticipation papers, Rls. 6 trillion was related to
the financing of transportation sector projects.
In this year, 93 percent of the issued par-
ticipation papers were sold for the financing of
this sector.

Based on the report on Consumer Price
Index in urban areas, transportation price index
(base year-2004/05) grew by 13.5 percent at
end-2007/08 compared with the previous year.
The price index of travel expenses, with 21.4
percent rise, accounted for 45 percent of the
increase in transportation price index. This
increase was mainly due to the rise in the fares
of taxis and intercity buses by 25.2 and 17.8
percent, respectively.

Moreover, in 2007/08, Producer Price
Index for land and air transport sectors grew by
15.6 and 15.0 percent, respectively.

In the review year, the number of passen-
gers carried by roads (public transport) reached

Figure 8. Number of carried passengers
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455.6 million, showing 8.5 percent growth. Mean-
while, 485.0 million tons of goods (with or with-
out bill of lading) were carried through roads,
showing 10.8 percent increase compared with
the previous year. Moreover, 4.5 million tons of
goods (oil and non-oil) ™ were transited through
roads, showing a slight reduction of one percent
compared with the performance of the previous
year.

The length of the roads under the su-
pervision of the Ministry of Road and Trans-
portation (excluding rural roads) reached 73.5
thousand kilometers, showing a mere 1.2 per-
cent growth. The length of freeways and high-
ways increased by 12.3 and 13.0 percent to 1.6
and 6.2 thousand kilometers.

The average age of buses in service in the
public transport system reached 13.0 years, show-
ing 2.3 percent decline compared with the pre-
vious year. For minibuses, this index grew by
2.6 percent to 23.3 years, and for taxis it fell by
17.4 percent to 5.7 years.

Figure 9. Volume of carried goods
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(1) Includes road transit, entrance through border roads, exit from
ports, entrance into ports, exit from border roads, and port-to-
port transit by trucks.
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The length of main railroads reached 8.7
thousand kilometers at end-2007/08. Railroads
carried 24.5 million passengers, showing 14.6
percent rise compared with the previous year.
Railway freight traffic went down by 6.0 per-
cent to 31.0 million tons. Moreover, in the re-
view year, 1.6 million tons of goods were trans-
ited through railroads, showing 6.7 percent rise
compared with the previous year.

Total number of locomotives amounted
to 635, showing 2.6 percent increase. Further-
more, the ratio of "locomotives in service to
total locomotives™”, with 0.3 percentage point
increase, reached 56.9 percent.

Rail transport indices are still lower than
international ones. At present, there exist 4.3 me-
ters of railroad per one square kilometer in Iran,
while the corresponding figure for Germany is
96.0, Japan 53.0, South Africa 16.4, and Turkey
11.2 meters. Moreover, there are only 20 rail-
way wagons per one million persons in Iran,
against 240 wagons in Germany, 230 in Japan,
40 in South Africa, and 25 in Turkey.

In the review year, 66.7 million tons of
commercial and 40.3 million tons of oil goods

were carried through ports, showing 4.9 percent
growth and 13.5 percent decline, respectively.
Container operations in ports amounted to 1,963
thousand TEU ®, up by 18.0 percent compared
with the previous year. The number of passen-
gers embarking and disembarking at ports in-
creased by 5.2 percent to 3.9 million persons, of
whom 58.3 percent were related to Gheshm Port.

The number of cargo ships, with over
1,000 tons capacity, grew by 1.2 percent com-
pared with 2006/07 and reached 9,266. The
number of cargo ships, with less than 1,000 tons
capacity, increased by 14.4 percent to 23 thou-
sand.

Total number of passengers departing and
arriving at airports reached 31.8 million, showing
4.3 percent growth compared with the previous
year and 115.2 percent realization compared with
the target set in the 4™ Plan.

The amount of cargo carried by air (do-
mestically and internationally) grew by 0.6 and
5.1 percent to 32.3 and 129 thousand tons, respec-
tively. The number of national air fleet increased
from 76 to 123, showing a remarkable growth of
61.8 percent.

Performance Percentage change
Indices Unit 2005/06  2006/07  2007/08 2006/07  2007/08
Airport capacity for departures and arrivals million persons 62 67 72 8.1 7.5
Replacement and development of national air fleet aircraft 78 76 123 -2.6 61.8
Air fleet productivity hours 7.48 7.36 7.26 -1.6 -1.4
Share of non-public sector in domestic flights percent 36.0 39.7 43.9
Share of non-public sector in international flights percent 47.3 49.8 53.1

10

(1) One TEU equals a 20-foot container.



Based on the Statistical Center of Iran (SCI)
estimates, Iran's total population was 71.5 mil-
lion persons in 2007/08, of whom 49.6 million
dwelled in urban and the remainder in rural
areas.

Of the key objectives of the 4" FYDP is
to reduce unemployment rate to 8.4 percent by
the end of the Plan (2009/10). According to the
data drawn by the SCI in the "Labor Force
Survey", unemployment rate stood at 10.5 per-
cent in 2007/08, showing 0.8 percentage point
decline compared with 2006/07. This rate was
12.5 percent for urban areas and 6.6 percent for
rural areas, showing 0.9 and 0.5 percentage point
fall, respectively, in urban and rural areas.

Unemployment rates among male and fe-
male population were 9.3 and 15.8 percent, re-
spectively. This is indicative of a fall in the un-
employment rate for both men and women. Of
major challenges the labor market is facing with
in the coming years are increased participation
rate of women and the growing number of fe-
male university graduates.

A review of employment by economic
sectors reveals that the services sector accounted
for the highest share of employment while the
lowest share was related to the agriculture sec-
tor. The shares of agriculture, manufacturing,
and services sectors in employment were 22.8,
32.1, and 45.1 percent, respectively, in 2007/08.
Comparison of these figures with those of the
previous year indicates that the share of the
agriculture sector fell and the share of the man-
ufacturing sector went up. Implementation of
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projects supporting the expansion of Small and
Medium Enterprises (SMEs) in the two sectors
of manufacturing and services led to the reduc-
tion of the share of the agriculture sector.

Figure 10. Unemployment rate @
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In 2007/08, in connection with the guide-
lines of the 4™ FYDP, the following measures
were taken to reduce unemployment.

Based on Note 29 of the Budget Law for 2001/02
and Note 3 of the Budget Law for 2002/03, by
the end of 2007/08, a sum of RIs. 12,708.2 bil-
lion was allocated to agent banks by the Pres-
ident Deputy for Strategic Planning and Control.
Accordingly, these banks approved Rls. 16,699.8
billion projects (131.4 percent of government
disbursed funds) and concluded Rls. 15,483.5 bil-
lion contracts (121.8 percent of disbursed funds).
The total facilities paid by banks in this form
amounted to Rls. 13,392.9 billion (105.4 percent
of disbursed funds). In case the mentioned con-
tracts become operational, 280,986 job oppor-
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tunities will be created, constituting Rls. 47.7
million for each job opportunity. In 2007/08, the
government did not disburse funds to agent banks
for job creation projects under administered funds
scheme. In this year, the administered funds allo-
cated for job creation (final approved) projects
decreased by RIs. 17.6 billion compared with
end-2006/07.

The ceiling of the credits extended out of banks'
domestic resources for the payment of subsidy
on profit and commission was determined at
Rls. 4,921.5 billion. According to the perform-
ance of the agent banks by end-2007/08, out of
Rls. 801.4 billion administered funds deposited
by the President Deputy for Strategic Planning
and Control, the subsidy paid on projects (at
Rls. 3,710.8 billion) amounted to Rls. 103.7 bil-
lion, which was 12.9 percent of the total deposited
amount. Moreover, in case of the operation of
these projects, 49,139 job opportunities will be
created. Therefore, RIs. 75.6 million contracts
were concluded for each job opportunity. In
2007/08, no amount has been paid into the agent
banks' accounts for the payment of subsidy on
profit and commission. The amount of paid sub-
sidy was Rls. 20.9 billion.

In 2007/08, the ceiling for credits allocated
out of banks' domestic resources increased by

12

Rls. 133.4 billion, compared with end-2006/07,
to Rls. 7,929.3 billion. Meanwhile, President
Deputy for Strategic Planning and Control
deposited Rls. 1,181.3 billion into banks ac-
counts, up by Rls. 255.3 billion compared with
2006/07 year-end. Therefore, by end-2007/08, a
sum of Rls. 2,899 billion was allocated to pro-
jects in the form of concluded contracts. In case
of the operation of these projects, 41,318 new
job opportunities will be created, each enjoying
Rls. 70.1 million investment.

Based on the executive by-law for supporting
the expansion of SMEs, by the end of 2007/08,
Rls. 573,913.8 billion projects were referred to
banks, of which Rls. 263,149.0 billion were ap-
proved. Of total RIs. 197,961.5 billion concluded
contracts, 45.3 percent were related to enter-
prises with less than 10 employees and 54.7
percent to enterprises with 10 to 49 employees.
Total facilities paid out of this source amounted
to Rls. 168,819.9 billion by the end of 2007/08.

Among various economic sectors, manu-
facturing and mining, with 49.2 percent, had the
highest share in receiving these facilities. Com-
paring the balance of the mentioned account
in 2007/08 with that of 2006/07 reveals that
Rls. 247,889 billion projects were referred to
banks, of which Rls. 128,407 billion were ap-
proved. In this year, RIs. 94,556 billion facil-
ities were extended which will create 693,364
job opportunities in case of the operation of
these projects.



Budget Law for 2007/08, as the third Budget
Law during the course of the 4™ Plan (2005-10),
was drawn up within the framework of the
Twenty-Year Vision Plan, general policies of
the government, the 4™ Plan, as well as sectoral,
trans-sectoral and provincial Development Plan
Documents of the country.

Government general budget sources and
uses (approved) reached Rls. 639,451.7 billion.
Total government budget sources include rev-
enues, with a share of 43.4 percent, disposal of
non-financial assets 27.5 percent, and disposal
of financial assets 29.1 percent. Expenses, ac-
quisition of non-financial assets, and acquisition
of financial assets constituted respectively 62.5,
28.8, and 8.7 percent of the approved uses out
of these sources.

According to the "Law on Amendment
to the Budget Law for 2007/08" approved in
December 2007, the government was author-
ized to raise expenses up to Rls. 36,300 billion,
provided that the ceiling for general budget will
not increase. Of this figure, Rls. 10,500 billion
was financed through a replacement in the use
of credits allocated for expenses, and RIs. 25,800
billion was appropriated through a reduction in
the amount of credits for acquisition of non-
financial assets.

With the approval of the mentioned Law,
government general budget sources remained
at the level stipulated in the Budget Law for
2007/08. On the uses side, Rls. 25,800 billion

(1) Excluding the figure for transparency in the price of energy
bearers
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was transferred from acquisition of non-finan-
cial assets to (current) expenses. Upon the men-
tioned amendment, share of expenses in total
uses of budget reached 66.5 percent and that of
acquisition of non-financial assets 24.8 percent.
Total uses of government from the oil export
revenues stipulated in the Budget Law for
2007/08 reached Rls. 334,993.9 billion, indicating
a reduction of 10.2 percent compared with the
approved figure for the previous year (including
budget supplements).

Government general revenues amounted
to Rls. 298,203.1 billion in the review year,
showing 29 percent growth compared with the
previous year and a 7.5 percent in excess of the
approved figure. Share of tax revenues in total
revenues declined from 65.6 percent in 2006/07
to 64.3 percent in the review year. Government
tax revenues rose by 26.5 percent to Rls. 191,815.3
billion in 2007/08, compared with the previous
year, representing 97.2 percent realization in
comparison with the approved figure. Direct tax
revenues faced an excess-realization of 1.2 per-
cent and indirect taxes, an under-realization of
9.6 percent in this year. The highest share of tax
revenues (65.9 percent) belonged to direct taxes,
as before.

Share of tax revenues out of government
general revenues decreased during 2003-08. This
share reached 64.3 percent in 2007/08, against
82.6 percent in 2003/04. Therefore, government
reliance on tax revenues to cover current ex-
penses declined over the past five years.

13
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Figure 11. Government budget
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In this year, other government revenues
grew by 33.8 percent to Rls. 106,387.8 billion,
indicating 32.6 percent excess-realization com-
pared with the approved figure.

Revenues received from disposal of non-
financial assets amounted to Rls. 174,791.8 bil-
lion, down by 4.4 percent compared with the
previous year, showing 99.5 percent realization
in comparison with the approved figure. Of total
disposal of non-financial assets, Rls. 173,519.1
and 1,272.7 billion were related to oil export
revenues, and sale of movable and immovable
assets, respectively, indicating a fall of 4.6 per-
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cent and a rise of 38.9 percent compared with
the respective figures of the previous vyear.
However, receipts from disposal of movable
and immovable assets faced 61.1 percent under-
realization as compared with the approved
figure. Receipts from sale of crude oil reached
Rls. 139,699.1 billion, up by 5.9 percent against
the previous year.

Disposal of financial assets, including do-
mestic and foreign financing, declined by 2.8 per-
cent to RIs. 156,614 billion compared with the
preceding year, showing 84.1 percent realization
as compared with the approved figure. The 15.9
percent under-realization in disposal of finan-
cial assets was mainly due to 69 percent under-
realization in foreign financing and 42.8 percent
under-realization in privatization of public corpo-
rations. In the review year, the withdrawal from
the OSF amounted to Rls. 106,994.3 billion, down
by 25 percent in comparison with the previous
year. Of total sources for disposal of financial
assets, 68.3 percent was financed through with-
drawal from the OSF.

In the composition of the government budg-
et sources, 53.4 percent was financed through
oil, indicating a reduction of 11.7 percentage
points against the corresponding figure of the
preceding year by taking the Budget Supple-
ments into account. These sources comprised
crude oil export revenues, tax on oil perform-
ance, provisional dividend of government share
in value of crude oil production, and the gov-
ernment withdrawal from the OSF.

In the review year, the government ex-
penses rose to RIs. 421,334.1 billion, represent-
ing 1.3 percent increase against the previous year,
and 99.1 percent realization compared with the



approved figure. Meanwhile, national government
expenses declined by 0.9 percent, and provincial
expenses grew by 7.9 percent, constituting re-
spectively 72.6 and 27.4 percent of government
expenses.

Government paid a total of Rls. 147,715.8
billion for the acquisition of non-financial assets,
indicating 1.5 percent growth compared with
the year before and an under-realization of 6.9
percent compared with the approved figure. Of
total payments by the government for the acqui-
sition of non-financial assets, 76.7 percent were
in the form of national and 23.3 percent in the
form of provincial expenses.

Therefore, the government operating bal-
ance ran a deficit of Rls. 123,131 billion, in-
dicating a reduction of 33.3 percent against
Rls. 184,657.3 billion deficit in the year before.
Net disposal of non-financial assets amounted
to Rls. 27,076.1 billion, down by 27.3 percent
compared with the previous year. Government
operating and non-financial balance, due to op-
erating balance deficit and surplus in net disposal
of non-financial assets, posted Rls. 96,054.9
billion deficit, showing a decline of 34.8 per-
cent compared with the previous year deficit of
Rls. 147,431.2 hillion. This was largely attribut-
able to a decrease in the operating balance def-
icit. Operating and non-financial balance deficit

Central Bank of the Islamic Republic of Iran

was mainly financed through withdrawals from
the OSF.

Ratio of government revenues to GDP
rose slightly from 11.3 percent in 2006/07 to 11.4
percent in the review year. In contrast, ratio of
expenses to the same variable decreased to 16.1
percent in 2007/08 from 20.4 percent in the year
before. Ratio of acquisition of non-financial
assets to GDP reached 5.6 percent in 2007/08,
against 7.1 percent in the previous year. Ratio
of operating balance deficit to the mentioned
variable fell from 9.1 percent in 2006/07 to 4.7
percent in 2007/08. Ratio of operating and non-
financial balance (total budget deficit) to GDP
also declined to 3.7 percent in 2007/08 against
7.2 percent in 2006/07, representing a reduction
of 3.5 percentage points. The mentioned trends
reveal adoption of contractionary policies by the
government in 2007/08.

2003/04 2004/05 2005/06 2006/07 2007/08

Revenues 7.2 7.5 11.9 11.3 11.4
Expenses

(current) 16.3 16.7 19.6 20.4 16.1
Acquisition of

non-financial

assets 6.7 5.2 7.0 7.1 5.6
Operating

balance 9.1 -9.3 -1.7 -9.1 -4.7
Operating and

non-financial

balance -4.0 -3.6 -3.6 -7.2 -3.7

Average growth

2003/04 2004/05 2005/06 2006/07  2007/08 (2003-08)
Revenues 13,502 15,157 26,168 26,559 28,511 18.7
Tax revenues 11,149 12,352 17,575 17,422 18,339 12.4
Expenses (current) 30,528 33,934 43,212 47,777 40,283 6.9

(1) The CPI has been used to adjust the price change effect.
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Despite a rise of 7.3 percent in govern-
ment per capita revenues (at constant prices),
the government per capita expenses (at constant
prices) declined by 15.7 percent.

In total, in the Budget Law for 2007/08,
the government's attempts to control growth of
expenses together with a justifiable realization of
acquisition of non-financial assets, while prevent-
ing increase in the ceiling of sources and uses,
iS praiseworthy.

Figure 13. Ratio of operating and
operating and non-financial
balance deficit to GDP

(percent)
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Positive developments in the global crude oil
market and upward trend of non-oil exports im-
proved the external sector significantly. Based
on the preliminary data, total foreign exchange
receipts from export of goods, which were large-
ly related to oil and gas export, reached $97,401
million in 2007/08. Total oil and gas export rev-
enues (including crude oil, natural gas, oil prod-
ucts, and gas condensates) grew by 31.9 percent
to $81,764 million. Non-oil exports (customs and
non-customs) also rose by 11.3 percent to $15,637
million.

According to the data released by Iran's
Customs Administration, 32,118 thousand tons of
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goods worth $15,312 million were exported in
the review year, indicating respectively 15.7 and
17.8 percent rise in terms of weight and value
compared with the previous year. Total non-oil
exports (customs and non-customs) grew by
11.3 percent to $15,637 million in 2007/08 as
compared with the year before. Total value of
imports (through customs) reached $48,439 mil-
lion, up by 16.1 percent compared with the figure
for 2006/07. Weight of goods imported amounted
to 41,696 thousand tons, showing a fall of 4.1
percent against the year before. Total value of
imports, including non-customs imports, reached
$56,582 million in 2007/08, up by 13.1 percent
compared with the preceding year. It should be
mentioned that the difference between customs
imports and total imports is related to adjustment
on customs data for full coverage of imports.

Trade balance, therefore, posted a surplus
of $40,819 million in the review year. This,
together with the $7,199 million deficit in for-
eign services balance and the $461 million sur-
plus in the transfers account, resulted in the
$34,081 million surplus in the current account of
balance of payments. However, non-oil current

Figure 14. Balance of payments
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account ran a deficit of $47,683 million, up by
14.6 percent compared with the previous year
deficit of $41,609 million. This indicates the
greater role of oil sector in the external sector of
the lranian economy. Thus, total non-oil ex-
ports could meet 3.3 months of imports require-
ments. In 2006/07, non-oil exports met almost
four months of imports requirements.

Capital account (net) ran $12,357 million
deficit, indicating a noticeable growth as com-
pared with $4,383 million deficit of the previous
year. This was largely due to the $10,804 mil-
lion deficit of the short-term account, which in
turn was owing to an increase in banks' foreign
assets and the commercial credits allocated for
oil exports. Long-term account ran a $1,554
million deficit, largely owing to repayment of
debts from buy-back contracts, repurchase of
Eurobonds, and repayment of debts resulting
from project finance.

Foreign exchange obligations increased
by 23.9 percent from $45,338 million in 2006/07
year-end to $56,184 million at end-2007/08. Nota-
ble rise in the ceiling of foreign exchange obli-
gations at end-2007/08, after a long period of
stability and slight fluctuation, was largely owing
to greater coverage of data in recent years.

Outstanding amount of actual obligations
at end-2007/08 reached $28,647 million, up by
21.8 percent compared with the previous year-
end. Contingent foreign exchange obligations,
with a 26.2 percent increase, reached $27,537
million, against $21,825 million at end-2006/07.

Balance of the OSF grew by 89.1 percent
to $38,871 million at end-2007/08. Of this a-
mount, $23,175 million was in the form of cash
and $15,696 million in the form of claims.
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The ratio of imports to GDP, which showed
an upward trend during 2002-04 reversed since
2005. This ratio, with 2.8 percentage points re-
duction, equaled 19.8 percent in 2007/08, against
22.6 percent in 2006/07. Moreover, the ratio of
exports (including oil) to the mentioned variable,
despite its constant growth during 2002-05, de-
clined gradually in the past two years. The ratio
of non-oil export to GDP, despite its volatile trend
in recent years, stood at 5.5 percent in 2007/08.
This indicates 0.8 percentage point reduction
compared with the year before. Therefore, run-
up in international crude oil prices as well as a
surge in the value of oil and gas exports led to a
remarkable surplus in the current account balance
during the past three years. The ratio of current

Figure 15. Ratio of imports, exports,
current account balance, and non-oil
exports to GDP
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2003/04 2004/05 2005/06 2006/07 2007/08

Imports 224 241 230 22.6 19.8
Exports 25.7 276 343 34.3 34.1
Current account

balance 0.6 0.9 8.9 9.2 11.9
Non-oil exports 5.0 4.7 5.6 6.3 55
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account balance to GDP advanced to 11.9 per-
cent, showing 2.7 percentage points rise com-
pared with the preceding year.

Liquidity growth stood at 27.7 percent at end-
2007/08, indicating 11.7 percentage points reduc-
tion against the previous year-end. Among the
factors affecting liquidity growth, net foreign
and domestic assets of the banking system con-
stituted respectively 3.6 and 24.1 percentage
points of liquidity growth.

Among the constituents of net domestic
assets, claims on non-public sector (excluding
profit and revenue receivables), with 31.3 per-
cent, held the highest share in liquidity growth,
indicating a fall of 3.6 percentage points as com-
pared with the previous year-end. Moreover, net
claims on government, public corporations and
organizations, and other items (net) had decreas-
ing effects of 0.9, 0.6, and 5.7 percentage points,
respectively, on liquidity growth. The negative
share of government indebtedness to the bank-
ing system (net) solely relates to the rise in gov-
ernment deposits with banks by 18.8 percent
against the preceding year-end, not to the repay-
ment of its debts to the banking system.

Monetary base surged by 30.5 percent, rep-
resenting a rise of 3.6 percentage points against
the 26.9 percent rise of the year before. CBl's
claims on banks, with 21 percentage points growth
compared with the previous year, had the highest
share in monetary base growth by 29.6 percent-
age points. The noticeable rise in CBI's claims
on banks was mainly due to banks' overdraft
from the Central Bank in the review year.
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Net foreign assets of the CBI had the
highest share (51.5 percentage points) in mone-
tary base growth in 2006/07, which decreased
to 24.1 percentage points in 2007/08. Govern-
ment obligation to implement the approved budget
as well as the interbank market capability in
absorbing the foreign exchange supplied by the
government were the main driving forces be-
hind the fall in the share of net foreign assets in
monetary base. Therefore, in 2007/08, the highest
share in monetary base growth was related to
rise in banks' indebtedness rather than rise in
foreign assets.

Other assets (including CBI capital ac-
count) and net claims of the Central Bank on
public sector by 13.7 and 9.5 percentage points,
respectively, had the highest decreasing effects
on the monetary base.

The share of money in liquidity grew
slightly to 32.7 percent at end-2007/08 as com-
pared with 32.3 percent of the previous year.
Among the main constituents of money, share
of notes and coins with the public to liquidity
edged up by 0.1 percentage point as compared
with the previous year-end.

Figure 16. Major economic variables
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Money multiplier declined by 2.2 percent
to 4.488 in 2007/08 year-end against the same
period previous year, indicating a noticeable de-
cline as compared with the 9.8 percent growth
in the year before. This reduction was mainly
due to an increase in the ratio of excess reserves
to total deposits (largely owing to the rise in for-
eign exchange demand and investment deposits
of banks with the Central Bank), which rose by
15.6 percent against the same figure for the
previous year-end.

Balance of non-public sector deposits with
banks and credit institutions grew by 27.6 per-
cent (RIs. 337.6 trillion) to Rls. 1,560.4 trillion
in 2007/08 year-end. Of this growth, 30.9 per-
cent was related to private banks and credit in-
stitutions. Share of these banks and institutions
out of total non-public sector deposits was 19
percent at end-2007/08, showing a rise of 3.3
percentage points as compared with the pre-
vious year. This increase was largely attribut-
able to the high (provisional) deposit rates of
private banks compared with that of public
banks, rise in public confidence in private banks,
and low attractiveness of investment in other
markets such as the Stock Exchange.

The ratio of overdue claims and non-
performing loans extended to public and non-
public sectors to total facilities extended by
banks and credit institutions reached 11.4
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percent in 2007/08 ® against 13.7 percent in
2006/07.

The ratio of change in the outstanding
claims of the banking system on non-public
sector to GDP decreased from 17.7 percent in
2006/07 to 16.7 percent in the review year. Of
note, the mentioned ratio had an upward trend
in 2006/07 as compared with the year before.
The ratio of change in the balance of non-public
sector deposits to GDP declined from 17.3 percent

2003/04 2004/05 2005/06 2006/07 2007/08

Change in balance

of non-public

sector deposits 9.6 111 13.6 17.3 12.9
Change in out-

standing debts

of non-public

sector 117 123 14.2 17.7  16.7

Figure 17. Ratio of change in balance of non-
public sector deposits and outstanding debts
of non-public sector to GDP

(percent)
~Change in balance of non-public sector deposits

Change in outstanding debts of non-public sector
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(1) According to the new classification, in 2007/08, overdue
claims and non-performing loans consisted of total claims on
public and non-public sectors and extended facilities refer to
facilities extended to both public and non-public sectors.
However, in the calculation of overdue claims and non-
performing loans in 2006/07, total claims on non-public
sector and the facilities extended to this sector were taken
into account.
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in 2006/07 to 12.9 percent in the review year.
These reductions revealed a slowdown in liquid-
ity growth in comparison with the past two years.

Based on Article 10, the 4™ FYDP, and Article
20, the Law for Usury Free Banking, the MCC
set the minimum lending rate on the facilities
extended by public banks for transaction con-
tracts at 12 percent for all economic sectors in
2007/08.

Upon reduction of public banks' lending
rates during 2004-08, the minimum expected
lending rate of private banks was adjusted in
the review year. According to the MCC ap-
proval, the minimum expected lending rate on
the facilities extended by private banks and credit
institutions for transaction contracts was set at 13
percent for all economic sectors.

The deposit rates (provisional) of public
banks were within a range of 7 (for short-term
deposits) to 16 percent (for five-year investment
deposits) as the previous year.

Based on the recommendation of the
MCC, the Parliament approved issuance of par-
ticipation papers by the CBI worth Rls. 40 tril-
lion at the profit rate (provisional) of 15.5 per-
cent. These papers were tax-exempt with a one-
year maturity from the date of issuance.

The financial sector in Iran witnessed great
developments in the payment system in 2007/08.
The Central Bank developed the Real Time
Gross Settlement System (SATNA) as the main
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center for settlement of Iranian banks' trans-
actions in rial. Upon implementation of the first
and second phases of this system in 2006/07,
real time settlement through the interbank infor-
mation transfer network (SHETAB) and inter-
bank clearing house was started in the review
year. Since 2007/08, bank-to-bank and customer-
to-customer payments were also settled through
SATNA. The Retail Funds Transfer System
(SAHAB), launched at end-2006/07 for real
time transfer of a large volume of payments of
relatively small value, was further developed in
2007/08. Moreover, there are further plans to
connect Iran's SHETAB to information transfer
networks of other countries.

Cash (notes and coins with the public) is still
the predominant payment instrument. Notes
and coins with the public rose by 30 percent
from Rls. 61,452 billion in 2006/07 year-end to
Rls. 79,909 billion at end-2007/08. However,
the ratio of notes and coins with the public to
nominal GDP remained virtually unchanged at
2006/07 level of almost 3 percent Y). Moreover,
the share of notes and coins with the public in
liquidity grew by less than 0.1 percentage point
compared with 2006/07 year-end, to 4.9 percent.

Although payment system in Iran is undergo-
ing great developments upon establishment of
SATNA, financial transactions are mostly chan-
neled through Interbank Clearing House. In

(1) The ratio of notes and coins with the public to nominal GDP
in Iran differs with the countries enjoying an advanced pay-
ment system. In Iran, the bulk of transactions are processed
through checks.



total, more than 915 million checks valued at
Rls. 8,042 trillion were exchanged in the Clear-
ing Houses in the review year, which led to
netting of Rls. 1,056 trillion.

The low denomination notes call for an
extensive use of banking checks in lieu of notes
in most financial transactions. In 2007/08, roughly
656 million Iran-checks worth RIs. 636 trillion
were collected by the Clearing House. The re-
spective figures for the previous year were 351
million Iran-checks valued at Rls. 283 trillion.
This indicates a rise of 124.4 percent in total
transactions settled by Iran-checks in the review
year, less than its growth (149.6 percent) in
2006/07. Full operation of SATNA and elec-
tronic transfer systems together with the wide-
spread use of bank cards is expected to lessen
the demand for Iran-checks in interbank trans-
actions in the future.

Ordinary checks are usually recognized
as interbank coded checks and personal checks
excluding Iran-Checks. The amount of ordinary
checks delivered to the Interbank Clearing House
in terms of volume and value rose by 2.6 and
40.8 percent, respectively, in 2007/08. Thus, total
transactions settled through ordinary checks in
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while in terms of value, they declined to 124.4
percent in 2007/08, against 149.6 percent in the
previous year. Growth rate of total transactions
settled through ordinary checks, in terms of vol-
ume and value, declined from respectively 13.5
and 42.6 percent in 2006/07 to 2.6 and 40.8
percent in the review year. These trends reveal
the rise in the use of checks for large value
payments, and Iran-checks and electronic pay-
ment instruments for payments of small value.
Considering the small share of electronic pay-
ments in transactions, the rise in the value of
transactions is justifiable as compared with the
liquidity growth.

The upward trend of issuance of electronic
cards continued in 2007/08. The number of
cards issued by the banking system grew by
64.7 percent to 38.6 million. Among these cards,
the growth of debit cards was 78 percent (30.2
million), prepaid cards 21 percent (8.2 million),
and credit cards only one percent (264 thou-
sand). The number of ATMs rose by 32.8 per-
cent to 9,917 in the review year. This shows a

terms of volume and value reached 259 million Yearend Percentage
S - 2006/07 2007/08  change
and RIs. 7,406 trillion in the review year. Growth Bank cards 23437601 38593283  64.7
rate of total transactions settled through Iran- ATMs 7,468 9917 328
checks, in terms of volume, rose from 16.5 per- Points of Sale (POSs) 192,765 427,082 1216
cent in 2006/07 to 86.9 percent in 2007/08; Pin pads 15692 21707 383
Volume (thousand) Percentage Value (billion rials) Percentage
2006/07 2007/08 change 2006/07 2007/08 change
Iran-Check 351,064 656,223 86.9 283,226 635,527 124.4
Ordinary check 252,708 259,250 26 5,259,200 7,406,234 40.8
Total 603,772 915,473 51.6 5,542,426 8,041,761 451
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moderate growth when compared with the 121.6
percent growth in the number of POSs in 2007/08.
Total number of POSs reached 427,082 in this
year; however, the ratio of POSs to population in
Iran is much less than this ratio in other coun-
tries @. Further expansion of the POSs is pro-
jected, although its growth is expected to slow
down in the future.

In 2007/08, in line with advancements in elec-
tronic payments, electronic transactions increased.
The number of interbank electronic transactions
processed in SHETAB through ATMs, POSs,
and pin pads grew respectively by 43.3, 178.2,
and 67.8 percent @, in the last nine months of
2007/08 compared with the same period last
year. This brought the total settled transactions
to 678 million and RIs. 435,512 billion in the

Volume (thousand)

review year. The number of electronic transac-
tions processed through ATMs still holds the
lion's share by 90.3 percent. However, it is ex-
pected that with the extensive use of credit cards
and POSs throughout the country, the number
of transactions through POSs rises and the use
of notes decreases.

The full operation of interbank information
transfer network is still in its infancy, although
five years have passed since its operation. The
number of interbank electronic transactions pro-
cessed in SHETAB through ATMs and POSs
grew respectively by 56.0 and 208.7 percent to
359,134 and 22,050 thousand. This raised the
total settled transactions to Rls. 17,766 billion
in 2007/08, indicating 67.4 percent growth com-
pared with the previous year.

Value (billion rials)

2006/07 2007/08 Percenta(%a 2006/07 2007/08 Percenta(gS
(nine-month) (nine-month) 2007/08  change (nine-month)  (nine-month) 2007/08 change
Total Electronic
transactions through
the banking system 360,633 534,640 678,307 48.3 212,573 383,453 435,512 80.4
ATMs 334,992 480,128 612,575 43.3 77,673 129,952 149,242 67.3
POSs 10,400 28,936 33,794 178.2 6,783 19,264 21,143 184.0
Pin pads 15,241 25,576 31,938 67.8 128,117 234,237 265,127 82.8
(1) Figures are based on the last nine months of 2007/08, against the same period previous year.
Volume (thousand) Percentage Value (billion rials) Percentage
2006/07 2007/08 change 2006/07 2007/08 change
Total transactions
through SHETAB 237,324 381,184 60.6 10,616 17,766 67.4
ATMs 230,181 359,134 56.0 . . 0
POSs 7,143 22,050 208.7 . . 0

(1) In 2007, the number of POSs per one million persons aver-
aged 15,862 for member countries of the Payment Systems
Committee and the Bank for International Settlement (BIS).

(2) Data are prepared on a monthly basis since June 2006; there-
fore, figures for 2007/08 are not comparable with the pre-
vious year.
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The Retail Funds Transfer System (SAHAB)
helped transfer of up to Rls. 10 million through
ATMs as well as on-line and real time transfer
of RIs. 50 million through banks round-the-clock.

SAHAB was put into limited operation in
2006/07 by electronic transfer of funds from
one bank card to another through ATMs, and
was developed in the review year through con-
nection of 13 banks to this system, permitting
transfer of funds via their ATMs and pin pads.
Banks Sepah, Tejarat, Maskan, and Refah could
not render these services to their customers till
end-2007/08.

The service offered by this system was
welcomed by the public, thus raising the num-
ber of transactions processed through ATMs to
2,061 thousand. Moreover, thanks to the electron-
ic transfer of funds through 13 banks connected
to SAHAB, 31,938 thousand transactions were
settled by pin pads in all banks in 2007/08. It is
expected that with the extensive use of this
service in the banking network, the alternative
means of transactions such as the coded checks,
Iran-Checks, and notes recede from the Iranian
payment system in the coming years.

Since operation of the Real Time Gross Set-
tlement System (SATNA) till end-2006/07, a
total of 11 thousand transactions valued at
Rls. 650,411 billion were settled through this sys-
tem. Following putting into operation of subse-
quent phases, which were observer of bank-to-
bank and customer-to-customer payments through
this system, lran's payment system witnessed
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great developments in terms of speed and se-
curity of banking transactions. Therefore, total
transactions processed through SATNA, in
terms of volume and value, reached 24,445 and
Rls. 1,564,238 billion.

Volume Value
(billion rials)
Bank-to-bank 8,416 435,143
Customer-to-customer 1,493 55,431
Interbank Clearing House
and SHETAB 14,536 1,073,664
Total 24,445 1,564,238

In 2007/08, inappropriate business climate, re-
gional uncertainties and certain public policies
regarding price administration and short-term
boom in real estate market gravely affected in-
vestors' decision in the stock market.

In the review year, the "TEPIX" rose by
2.7 percent, "financial index" 0.5 percent, "in-
dustrial index" 2.8 percent, "price and dividend
index" 17.6 percent, and "cash dividend index"
14.5 percent. On the other hand, "50 top com-
panies index" fell by 19.6 percent. The turnover
ratio ™ reached 17.1 percent in 2007/08 year-end,
up from 15.4 percent at end-2006/07.

Shares and rights traded in 2007/08 indi-
cated 48.3 and 31.3 percent increase in the num-
ber and value of trading, respectively, compared

(1) Itis the ratio of trading value to average current value of shares.
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with the previous year. Meanwhile, market cap-
italization went up by 17.0 percent, compared
with the previous year. Rise in the number and
value of traded shares as well as market cap-
italization is mainly attributable to the transfer
of large public firms' shares to the private sector.

In the review year, 8,076.8 million shares
of public corporations and institutions, worth
Rls. 21,730 billion, were offered by the Privati-
zation Organization as well as specialized hold-
ing companies. This shows a growth of about 180
percent in terms of number and value ).

Figure 18. Annual changes in share price
and dividend indices

(percentage change over respective month of previous year)
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In January 2008, the Executive Bill on
the General Policies of Article 44 of the Con-
stitution was approved by the Parliament. Pur-
suant to the implementation of this Bill, the pri-
vatization plan appears to follow an upward trend
in the coming years.

Meanwhile, in the review year, the Secu-
rities and Exchange High Council approved two
new financial instruments namely, ljara (renting)-

(1) Of total offered shares, about 89.2 percent were offered by
the Iranian Mines and Mining Industries Development and
Renovation Organization.
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based securities (ljara-Sukuk) and its executive
regulations, as well as futures contracts.

According to the Budget Law for 2007/08, the
government was authorized to issue partici-
pation papers worth Rls. 47 trillion. Of this
amount, RIs. 6 trillion were in the form of gov-
ernmental-budgetary @ and Rls. 41 trillion, gov-
ernmental - non-budgetary @ participation pa-
pers. Of total governmental - non-budgetary par-
ticipation papers, RIs. 20 trillion were related to
the implementation of acquisition of profitable
and non-financial assets projects of public cor-
porations and institutions and Rls. 21 trillion to
the renovation of old buildings and extension of
facilities for the construction of housing.

In 2007/08, a sum of Rls. 29,850 billion
participation papers were issued by the govern-
ment, indicating 63.5 percent realization com-
pared with the approved figure. Of this amount,
Rls. 20,258.4 billion were sold, showing 67.9
and 43.1 percent realization compared with the
issued amount and approved figure, respectively.

The ceiling for the issuance of Central
Bank's participation papers was set at Rls. 40
trillion. The CBI issued Rls. 40,750 billion par-
ticipation papers, of which Rls. 22,763.3 billion
(55.9 percent) were sold, indicating 56.9 per-
cent realization compared with the approved
figure. High yield in competitive assets' markets
(especially land and housing) and the low real
profit rate of these papers are largely responsible

(2) Participation papers, repayment of principal and profit of
which is projected in annual budget laws.

(3) Participation papers, repayment of principal and profit of
which is financed through domestic resources of utilizing
corporations.



for the under-realization of the targets set for the
sale of CBI participation papers.

The ceiling for the issuance of cor-
porations' participation papers was set at Rls. 11
trillion, including RIs. 8 trillion as subject of Ar-
ticle 4, Law on Issuance of Participation Papers,
and Rls. 3 trillion as subject of Article 17, Law
on Facilitation of Industries Renovation. In this
respect, a sum of Rls. 3,200 billion participation
papers were issued by corporations, of which
Rls. 2,300.4 billion were sold.

At end-2007/08, total outstanding of un-
matured participation papers with the banking
system grew by 22.1 percent to Rls. 33,966 bil-
lion, as compared with the previous year-end.
Total outstanding of unmatured participation pa-
pers issued by the government and public corpo-
rations and institutions with the banking system
rose by 78.1 and 109.1 percent to Rls. 13,283
and 14,178 billion, respectively. Moreover, of
participation papers held with the banking sys-
tem, RIs. 3,468 billion (10.2 percent) belonged
to the Central Bank and Rls. 3,037 billion (8.9
percent) to non-public sector, showing 71.4 per-
cent decline and 108.2 percent increase, com-
pared with the previous year-end.

The consumer price index of goods and services
advanced 18.4 percent (base year-2004/05), in-
dicating 6.5 percentage points increase com-
pared with the 11.9 percent growth of the pre-
vious year. Among the special groups, the price
index of "goods", with 17.4 percent increase
compared with the previous year, accounted for
52 percent of the rise in the general index. The
main group of "food and beverages”, with
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21.7 percent rise compared with the year be-
fore, raised the general index by 34 percent.
Among selected minor groups, "rental equiva-
lence of owner-occupied houses" had the greatest
contribution to raising the general index by 22.5
percent. Meanwhile, among minor groups, the
highest growth rate of 33.4 percent belonged to
"fats and oils ".

In 2007/08, wholesale price index in-
creased by 14.9 percent on average. Among
major groups, "domestically produced and con-
sumed goods”, with 15.2 percent growth, had a
share of 76.7 percent in the rise of the general
index. The price indices of "imported goods"
and "exported goods" advanced 12.9 and 17.0
percent, respectively, year-on-year basis.

The producer price index rose by 16.8 per-
cent compared with the previous year. Among
the special groups, "agriculture, animal husband-
ry, forestry, and fishing"” by 19.1 percent, "min-
ing and quarrying, manufacturing, and elec-
tricity, gas and water supply” by 14.8 percent,
and "services" by 17.6 percent growth, ac-
counted for 26.7, 36.1, and 37.2 percent of the
increase in the general index, respectively.

Figure 19. Growth in CPIl and WPI

(percentage change over respective month of previous year)
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