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of liquidity growth at an average annual rate of
18 percent for inflation control as envisaged in
the 4™ Plan. In this context, the CBI has con-
stantly advised the banks to balance the credit
expansion tantamount to deposit mobilization ef-
forts and not to use CBI resources to the extent
possible.

Moreover, other items (net) had also a
decreasing effect of 0.8 percentage point on
liquidity growth. Thus, the mentioned factors
brought about the 7.7 percentage points share of
net domestic assets of the banking system in
liquidity growth.

The share of money in liquidity at end-2008/09
was 27.6 percent, down by 5.1 percentage points
against the preceding year. Meanwhile, the share
of demand deposits in liquidity fell sharply
by 8.5 percentage points from 27.8 percent at
end-2007/08 to 19.3 percent in 2008/09 year-
end. This was mainly due to a reduction in net
amount of checks issued by banks, and their
replacement with CBI Iran-Checks.

Monetary base rose by 48 percent in 2008/09,
indicating a rise of 17.5 percentage points com-
pared with the growth figure of the year before.

In 2008/09, net foreign assets of the Cen-
tral Bank grew by 28.6 percent, constituting 18.5
percentage points of the monetary base growth
by exclusion of neutral factors such as change
in foreign exchange assets and liabilities reval-
uation reserve of the Central Bank and balance
of banks' deposits with the CBI.
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In the review year, CBI's claims on banks
grew by 74.1 percent compared with 2007/08, ac-
counting for 27.9 percentage points of monetary
base growth. This figure indicated 1.7 percent-
age points reduction against the respective figure
of the previous year. Among the factors consti-
tuting banks' indebtedness to Central Bank, bal-
ance of government revolving funds decreased
by RIs. 16.4 trillion. Conversely, other accounts
rose by RIs. 118.5 trillion. This was due to the
rise in the credits extended by the CBI to banks
within the framework of Mehr Housing Pro-
ject, incomplete projects and working capital,
CBI Iran-Checks, government participation pa-
pers, and banks' claims on the government.

In 2008/09, net claims of the Central Bank
on public sector, with a decreasing share of 17.8
percentage points, was the major decreasing fac-
tor affecting monetary base, indicating 8.3 per-
centage points growth against the year before.
This was mostly owing to the 1.1 percent reduc-
tion in public sector indebtedness to the Central
Bank (RIs. 1.5 trillion) and the 36 percent rise in
public sector deposits with the CBI (RIs. 63.5
trillion).

Figure 20. Ratio of change in balance of
non-public sector deposits and outstanding
debts of non-public sector to GDP
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Besides these factors, other items (net)
had an increasing effect of 3.6 percentage
points on monetary base growth. Outstanding of
the CBI Participation Papers as a component of
other items (net) declined by RIs. 16.4 trillion to
zero as compared with end-2007/08. Repurchase
of CBI Participation Papers contributed to 4.5
percentage points growth of monetary base.

Money multiplier decreased by 21.7 percent, rep-
resenting a fall of 19.5 percentage points against
the previous year. This was due to the signif-
icant growth in its main components: the 183.7
percent rise in the ratio of excess reserves to
total deposits (mainly due to increase in banks'
demand deposits with the CBI and balance of
banks' fund owing to rise in CBI Iran-Checks),
which reduced money multiplier by 0.8804 unit,
as well as the 76.8 percent increase in the ratio
of notes and coins with the public to total de-
posits (due to CBI Iran-Checks), which reduced
the mentioned variable by 0.4218 unit. On the
other hand, collection of Iran-Checks issued by
banks, (decrease in the net amount of banks'
Iran-Checks) which lowered demand deposits
and total deposits of non-public sector, as well
as issuance of Iran-Checks by the Central Bank,
which raised notes and coins with the public
and excess reserves of banks @, had declining
effects on money multiplier.

Decrease in the ratio of reserve require-
ment to total deposits by 14.5 percent, due to
adjustment of the reserve requirement ratios
based on the Supervisory-Policy Guideline of the

(1) Includes notes and coins with banks and banks' demand de-
posits with the CBI.
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Banking System in 2008/09, as well as the re-
lease of 2 percentage points of banks' legal re-
serve requirement by the CBI resulted in 0.3298
unit increase in money multiplier.

Balance of non-public sector deposits with
banks and credit institutions grew by 11.7 per-
cent to RIs. 1,743.6 trillion at end-2008/09. Of
this growth, 6.8 percentage points was related
to private banks and credit institutions. Share of
these banks and institutions out of total deposits
of non-public sector was 23.8 percent in 2008/09
year-end, indicating 4.8 percentage points growth
against the previous year. This rise was mainly
attributable to high (provisional) deposit rates
of private banks against that of public banks,
increase 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 rose from 11.4 percent in 2007/08
to 17.5 percent at end-2008/09.

In 2008/09, the payment system in Iran witnessed
great developments which include: issuance of
Iran-Checks by the Central Bank and its replace-
ment for those issued by banks; quantitative and
qualitative growth of electronic payment instru-
ments, facilities and services; and development
of the Interbank Information Transfer Network
(SHETAB) and the Real Time Gross Settlement
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System (SATNA) as the center for interbank
electronic settlement. The legal foundation of
paperless securities settlement and the establish-
ment of the center for credit control and over-
sight were carried out in this year.

For facilitation of business transactions and trade
settlements, CBI took the initiative in 2008/09
to print and issue CBI guaranteed checks and
check notes. The CBI guaranteed checks and
check notes were issued in pursuance of the
Cabinet approval, dated March 11" 2008, and
were designed to replace guaranteed checks and
notes that were issued by commercial and special-
ized banks and had been widely circulating in
the hands of public. Central Bank issued Rls. 110
trillion Iran-Checks till end-2008/09. With in-
clusion of CBI Iran-Checks, total notes and
coins issued in this year amounted to Rls. 207.3
trillion.

Notes and coins with the public (includ-
ing CBI Iran-Checks) rose from Rls. 79,909
billion at end-2007/08 to Rls. 157,764 billion in
2008/09 year-end, showing 97.4 percent growth.
Therefore, the share of notes and coins with the
public in liquidity reached 8.3 percent at end-
2008/09, up by 3.4 percentage points compared
with the previous year-end.

In the review year, 482 million ordinary checks,
valued at Rls. 8,469 trillion, were channeled
through the interbank clearing houses. The re-
placement of banks' guaranteed checks and check
notes with those of CBI led to lower amount of
check settlement in the nationwide interbank
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clearing house which was due to longer du-
rability of CBI checks in the hands of public for
transaction purposes. The amount of CBI Iran-
Checks channeled through this House decreased
by 53.5 percent in terms of volume to 305 mil-
lion and by 49.7 percent to Rls. 320 trillion in
terms of value, as compared with 2007/08.

Ordinary checks include various kinds of
checks excluding Iran-Checks, such as bank
checks, interbank coded checks, guaranteed
checks, traveler's checks, and personal checks.
In the review year, the amount of ordinary
checks delivered to the Interbank Clearing
House declined by 31.7 percent in terms of vol-
ume, largely for the prevention of the issue of
new notes and cancellation of check notes is-
sued by banks. However, total value of trans-
actions settled through ordinary checks increased
by 10 percent to Rls. 8,149 trillion during this
year. This is indicative of higher use of checks
for large value payments as well as notes and
coins, CBI Iran-Checks, and electronic payment
instruments for small value payments.

In 2008/09, electronic payment instruments,
equipment and systems in banks network ex-
panded with an admissible growth. However,
the pace of growth in the review year was low-
er than the years before as a great number of
banks electronic facilities were installed in the
years before. The number of cards issued by the
banking system rose 55.7 percent to 60.1 million.
Among these cards, the growth of debit cards
was 80 percent (48.1 million), prepaid cards 19.5
percent (11.7 million), and credit cards 0.5 per-
cent (328 thousand). The number of ATMs



reached 12,959, up by 30.7 percent. The num-
ber of Pin Pads grew by 24.6 percent. More-
over, the number of POSs (764 thousand) in-
dicated a higher growth of 78.9 percent in this
year. In fact, easy access to these instruments
affects further expansion of electronic payments
in the country.

In 2008/09, along with the expansion of electron-
ic payment technology and equipment, banks'
electronic transactions grew sharply. Interbank
electronic transactions processed by the bank-
ing system, in terms of volume and value, surged
by 36.8 and 56.6 percent respectively, compared
with the previous year. Therefore, the total
settled transactions reached 928 million worth
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Share of POSs in total transactions was 9.6
percent, representing a rise compared with 5
percent in the previous year. It is expected that
with the extensive use of credit cards, prepaid
cards, and POSs, the number of transactions
through POSs increases and the use of notes
decreases.

The number of daily transactions through
POSs went up from 92.6 thousand in 2007/08 to
243.5 thousand in the review year. Moreover,
the number of transactions in each point of sale
terminal reached 116.3 in 2008/09 against 79.1
in the preceding year, indicating a rise in the use
of new payment instruments in daily transac-
tions by the public.

Rls. 682 trillion in the review year. Despite the Year-end Percentage
. . . 2007/08 2008/09 change
high growth in the number of transactions pro- Bank cards 38503265 60,078271 o7
cessed in SHETAB through POSs by 162.9 ATMs 9,917 12,959 30.7
percent, the lion's share in total electronic trans- POSs 427,082 763,938 78.9
actions still belonged to ATMs by 86.2 percent. Pin Pads 2L7or 2708 248
Volume (mlIIlon) Percen[age Value (trillion rials) Percen[age
2007/08 2008/09 change 2007/08 2008/09 change
Iran-Check 656 305 53.5 636 320 -49.7
Ordinary check 259 177 -31.7 7,406 8,149 10.0
Total 915 482 -47.3 8,042 8,469 5.3
Volume (thousand) Percentage Value (billion rials) Percentage
2007/08 2008/09 change 2007/08 2008/09 change
Total electronic transactions
through the banking system 678,307 927,683 36.8 435,512 682,133 56.6
ATMs 612,575 799,698 30.5 149,242 262,733 76.0
POSs 33,794 88,861 162.9 21,143 47,975 126.9
Pin Pads 31,938 39,124 22.5 265,127 371,425 40.0
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The Interbank Information Transfer Network
(SHETAB) was further developed in 2008/09;
Sina Bank and Credit Institution for Development
joined this network in the review year. The num-
ber of interbank electronic transactions pro-
cessed through ATMs and POSs rose 30.4 and
156 percent to 468 and 56 million, respectively
in 2008/09. This raised total transactions through
SHETAB to more than 0.5 billion per annum,
indicating 81.4 percent growth in net value of
interbank transactions cleared through SHETAB
at Rls. 32 trillion compared with 2007/08.

Introduction of new means of electronic
payment, i.e. cell phones and new POSs (such as
Kiosks), were the main developments in this area
in the review year. Moreover, development of
the Retail Funds Transfer System (SAHAB)
which helped daily transfer of up to Rls. 30 mil-

lion through ATMs and the Internet, and Rls. 150
million through banks round-the-clock was a ma-
jor development in 2008/09. Thus, 8,621 thou-
sand transactions were settled through SAHAB,
indicating a remarkable rise against the pre-
ceding year (RIs. 2,061 thousand).

In 2008/09, a new strategy for providing a wide
range of electronic services to banks customers,
including the customer to customer real time
electronic payment services was adopted. The
customer to customer real time electronic pay-
ment service was added to the all inclusive
service basket of RTGS (Real Time Gross Set-
tlement) of banks electronic products. Through
this improvement, all sorts of real time elec-
tronic payment and cash transfer services for

Volume (thousand) Percentage Net value (billion rials) Percentage
2007/08 2008/09 change 2007/08 2008/09 change
Total transactions
through SHETAB 381,184 524,879 37.7 17,766 32,224 81.4
ATMs 359,134 468,427 30.4 . . 0
POSs 22,050 56,452 156.0 . . 0
Volume Percentage Value (billion rials) Percentage
2007/08 2008/09 change 2007/08 2008/09 change
Bank-to-bank 8,416 20,408 142.5 435,143 391,080 -10.1
Customer-to-customer 1,493 228,646 E 55,431 148,330 167.6
Intra-day Liquidity Facility,
Interbank Clearing House
and SHETAB 14,536 18,507 27.3 1,073,664 2,432,415 126.6
Total 24,445 267,561 E 1,564,238 2,971,825 90.0
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all categories and customers and for all sorts of
accounts (centralized and non-centralized) were
made possible. Moreover, given the fact that
ordinary public should have incentives to use
these electronic services more widely, the min-
imum threshold level of transactions (to be
routed into the system) and the commission and
fees of the RTGS (SATNA) services were
eliminated. Therefore, it was made possible for
all banks customers and account holders to trans-
fer their money from different accounts without
minimum threshold level restriction and service
charge. All these factors led to a situation that
banks payment and settlement system and elec-
tronic services attained a wide ranging develop-
ment in terms of safety and speed of transac-
tions resulting in a more advanced nationwide
system of payments and settlement. The number
of transactions through SATNA grew by 994.5
and 90 percent, to 268 thousand and Rls. 2,972
trillion respectively, in terms of volume and val-
ue, compared with the previous year.

The first half of 2008/09 witnessed positive de-
velopments in the TSE. This was due to slow-
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down of housing activities and huge transfer of
liquidity to the TSE. In the second half of
2008/09, TSE and capital market were also
affected by the world financial crisis and its
spillover on the Iranian economy. The global
recession of 2008 led to decline in metal prices,
including the price of steel, which along with
other factors brought about sharp decline in
metal producers' share prices in TSE and hence
decline of TSE general indices in the same
period.

In this year, "TEPIX", "financial index",
"industrial index", "main floor index", and 50 top
companies index" faced a decline. Conversely,

"secondary floor index" rose by 13.7 percent.

Shares and rights traded in 2008/09 in-
dicated 105 and 88 percent increase in the num-
ber and value of trading, respectively, compared
with the preceding year. This was mainly attrib-
utable to the privatization of large public firms.
However, due to the reduction in TEPIX, market
capitalization fell by 2.8 percent compared with
the previous year.

In the review year, 27,551 million shares
of public corporations and institutions, valued at
Rls. 75,828 billion, were offered by the Privati-

Percentage change

2006/07 2007/08 2008/09 2006/07 2007/08 2008/09
TEPIX 9,821.0 10,082.0 7,966.5 38 2.7 -21.0
Financial index 20,770.4 20,882.6 20,552.8 -0.8 0.5 -1.6
Industrial index 7,751.6 7,967.0 6,172.6 4.4 2.8 -22.5
50 top companies index 695.2 559.2 291.1 -0.3 -19.6 -47.9
Main floor index 9,781.5 9,016.0 6,383.7 7.1 -7.8 -29.2
Secondary floor index 9,164.2 11,046.3 12,563.5 -6.9 20.5 13.7

Source: Securities and Exchange Organization, and the TSE
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zation Organization as well as specialized hold-
ing companies (including Justice (Edalat) shares
and other share transfers). This shows 241.1
and 249 percent increase in terms of number
and value, respectively .

Figure 21. Annual changes in share price
and dividend indices

(percentage change over respective month of previous year)
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1- As of November 2008, TSE has not released data on these indices.

In the review year, 11,192.4 thousand tons of
products, worth Rls. 82,685.9 billion, were traded
on Iran Mercantile Exchange, growing by 64.4
and 39.7 percent in terms of volume and value,
respectively, compared with the previous year.

The value and volume of metals traded on
the Metal Products floor reached RIs. 61,850.6
billion and 6,641.1 thousand tons, showing 6.6
and 3.1 percent rise, respectively, compared with
the year before. The number of metals traded in
this year came to six. The highest share in terms
of value and volume of traded shares belonged
to steel.

(1) In 2008/09, the highest share of total value and number of
offered shares belonged to Iranian Mines and Mining Indus-
tries Development and Renovation Organization (IMIDRO)
by 52.2 percent and Telecommunication Company of Iran by
49.1 percent.
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In this year, 173.5 thousand tons of agri-
cultural products, worth Rls. 643.7 billion, were
traded on Iran Mercantile Exchange, down by
16.7 and 36.5 percent in terms of value and
volume, respectively, compared with the year
before. Among them, the volume of trading of
barley fell by 42.2 percent, corn 24.9 percent,
sugar 83.7 percent, and soybean meal 55.7 per-
cent. Rice was the only product the trading of
which rose by 2,371.4 and 3,654.1 percent in
terms of volume and value, respectively. The
value of trading of barley declined by 36.1 per-
cent, soybean meal 36.7 percent, and sugar 83.3
percent, compared with the year before. Corn
accounted for the highest share of trading in
terms of both value and volume.

With the inauguration of oil products
floor in 2007/08, seven products including soot,
bitumen, polyethylene, base oil, extract, gold,
coal, and coke were traded. In 2008/09, eight
other products were added to tradables. More-
over, 4,377.8 thousand tons of oil products, val-
ued at RIs. 20,191.6 billion, were traded. The
highest share in total trading belonged to bitu-
men by 61 and 79.6 percent in terms of value
and volume, respectively.

Meanwhile, in the review year, the Secu-
rities and Exchange High Council approved two
new financial instruments namely, ljara (renting)-
based securities (ljara-Sukuk) and its executive
regulations, as well as futures contracts.

According to the Budget Law for 2008/09, the
government was authorized to issue participa-
tion papers, worth RIs. 14 trillion. Of this amount,



Rls. 4 trillion were in the form of governmental-
budgetary @ and RlIs. 10 trillion, governmental—
non-budgetary @ participation papers. Further-
more, the Cabinet approved the issuance of
Rls. 9.8 trillion participation papers for the im-
plementation of water and power resources de-
velopment projects.

Of total Rls. 23,800 billion participation
papers approved for 2008/09, Rls. 11,800 bil-
lion were issued and RIs. 11,799 billion were
sold. The first phase of issuance on December
21, 2008, was related to Iran Water and Power
Resources Development Company (IWPC) by
Rls. 5 trillion with a provisional profit rate of
18 percent, of which Rls. 4,999 billion were
sold. On January 20, 2009, based on the Budget
Law for 2008/09, Mashhad Municipality issued
Rls. 2 trillion participation papers with a provi-
sional profit rate of 18 percent, 100 percent of
which were sold. Meanwhile, on February 28,
2009, Iran Power Development Company (IPDC)
issued RIs. 4.8 trillion participation papers with
a provisional profit rate of 18 percent, all of
which were sold. All participation papers issued
in this year were tax-exempt and redeemable
prior to maturity, and their profit rate was on a
daily basis.

At end-2008/09, the outstanding of par-
ticipation papers with the banking system a-
mounted to RIs. 41,951 billion, showing 25.9 per-
cent growth compared with the previous year.
The outstanding of "government" and "public cor-
porations and institutions" participation papers

(1) Repayment of principal and profit of these papers is projected
in annual budget laws.

(2) Repayment of principal and profit of these papers is financed
through domestic resources of issuing corporations.

Central Bank of the Islamic Republic of Iran

with the banking system was RIs. 16,450 and
21,470 billion, up by 23.8 and 51.4 percent, re-
spectively, compared with the previous year. At
the end of this year, Rls. 4,031 billion of non-
public sector participation papers was held by
banks, indicating 32.7 percent increase, com-
pared with the year before.

Consumer price index of goods and services
and producer price index followed an upward
trend during 2006-09. Exported goods price
index, however, experienced a downtrend in
2007-09.

Percentage change compared
with the previous year

2006/07 2007/08  2008/09

Consumer price index
(2004/05=100) 119 18.4 25.4

Producer price index 12.2 16.8 21.8

Exported goods price index 17.4 16.3 13.9

In this year, CPI grew by 25.4 percent com-
pared with the previous year. A review of CPI
year-on-year indicates that this index advanced
from 8.7 percent in July 2006 to 25.9 percent in
December 2008 and January 2009, and 25.4
percent in February 2009. Meanwhile, changes
of CPI in each month compared with the re-
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spective month of the previous year indicate that
this index was constantly on an upward trend
as of March 2006 until October 2008 from 5.3
percent to 29.5 percent. The mentioned trend
reversed as of October 2008 and stood at 17.8
percent in March 2009 (end of the review year).

A review of 359 items of goods and
services in the CPI basket reveals that 23 items,
accounting for 50 percent of the weight of the
basket, constituted 53.1 percent of the rise in
the general index. Among these items, "rental
equivalence of owner-occupied houses" had the
highest share in raising the general index by 22.5
percent. "Rental equivalence of owner-occupied
houses” and "rent of residential houses" grew
respectively by 28.2 and 28.6 percent compared
with the year before.

Among the special groups, "goods", with
24.9 percent growth compared with the previous
year, accounted for 53.7 percent of the rise in
the general index. The main group of "food and
beverages" rose by 30.2 percent compared with
last year and had 35.4 percent contribution to
raising the general index. Among minor groups,
the price index of "bread and cereals" experi-
enced the highest growth of 57.3 percent com-
pared with the year before, mainly owing to the
rise in the price of various types of bread.

Inflation rate

Relative weight

In this year, "medical care" grew by 23.3
percent, "restaurants and hotels” 29.8 percent,
"furnishings, household equipment, and routine
household maintenance” 23.8 percent, "clothing
and footwear" 21 percent, and "miscellaneous
goods and services" 23.9 percent, compared
with 17, 17, 16.1, 14.7, and 16.4 percent of the
previous year, respectively.

In 2008/09, the CPI of goods and services ad-
vanced by 27.6 percent in Tehran Province, 25.5
percent in Esfahan Province, and 23 percent in
Khorasan Razavi Province. Due to a relative
weight of 33.1 percent, Tehran Province ac-
counted for 35.4 percent of the rise in the CPI
of goods and services. In this year, Tehran Prov-
ince, with 27.6 percent, and Hamedan Province,
with 27.0 percent, had the highest and South
Khorasan and Kerman provinces, with respec-
tively 20.3 and 19.6 percent, the lowest rate of
inflation.

During 2008/09, average producer price index
grew by 21.8 percent compared with the year
before. Among the main groups, price index of
"manufacturing” grew by 19.7 percent and raised

Contribution to changes of
CPI general index

in the base year (percent) (percentage point)
2006/07 2007/08 2008/09 2006/07 2007/08 2008/09
Tehran 33.1 10.7 19.2 27.6 35 6.2 9.0
Esfahan 8.2 11.9 17.7 255 1.0 15 2.1
Khorasan Razavi 6.1 115 17.8 23.0 0.7 11 14
Total 100.0 11.9 18.4 254 11.9 18.4 254

32



the general index by 34.4 percent. "Agriculture,
animal husbandry, and forestry" and "real estate,
renting, and business activities" showed 27.9 and
28.7 percent growth and contributed to the rise
in the general index by 30.1 and 19.2 percent,
respectively. Average price index of "financial
intermediations” and "electricity, gas, and water
supply" increased by 5.8 and 3.9 percent, re-
spectively. Price index of "mining and quarrying",
however, decreased by 6.1 percent compared
with the preceding year.

Exported goods price index advanced 13.9 per-
cent in 2008/09. Among the constituents of ex-
ported goods price index, the price index of
"animal or vegetable fats and oils™ enjoyed the
highest growth rate of 36.4 percent. "Products of
the chemical or allied industries”, with a growth
rate of 35.3 percent and a relative weight of
15.6 percent, had the highest contribution (43.4
percent) to raising the general index.

In 2008/09, the price index of "mineral
products” decreased by 11 percent and that of
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"mechanical appliances and electrical equip-
ment", by 0.4 percent compared with the year
before. Decrease in the international price of
metals as well as a reduction in domestic de-
mand led to a sharp decline in the price index of
"mining and quarrying" in the producer price
index and "mineral products" in the price index
of exported goods.

Figure 22. Growth in price indices

(percentage change over respective month of previous year)
PPI
CPI
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