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= Briefly recap the key domestic and external
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Relationship between Iranian
Politics and Economy
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= The developments surrounding
the largest bank embezzlement
involving 8 banks, has already led to
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Sources of Irritation

Domestic Irritations External Irritations
= Ahmadinejad’s
Agenda;

= Sanctions;
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Ahmadinejad’s Agenda

= Ahmadinejad’s main domestic agenda in recent
years has been to enhance the power base and
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Empowerment of trusted Circles

= |n the past 6 years, the administration has pushed
out those companies and business circles who
benefitted from the Rafsanjani and Khatami
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Subsidy Reforms

= Potentially a political suicide, but the subsidy reforms
were necessary to explode the volume of the Iranian
economy and unleash the real potential;
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Corruption and
Mismanagement

= The focus on monopolizing economic interests has led to the creation of a
complex web consisting of businesspersons, security officials and
politicians;

= The recent bank embezzlement case is only the tip of the iceberg and man

“l am opposed to the trend of the entrance of military officials into the
area of politics, and regard it as harmful to the country’s interests . . .
The appointment of a military official to the post of oil minister will
increase the IRGC's political power, and the possession of great
economic and political power may lead to corruption.”
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Current Economic Picture

® The Iranian economy continues to produce mixed signals. High unemployment
and inflation figures continue, while other indicators (such as trade balance and
non-oil exports) are in positive territory (see table on next page);
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Latest IMF Report

In June 2011, the International Monetary Fund (IMF) sent an expert team to Iran to
review the country’s economic performance and subsequently, IMF revised some
of its figures on Iran for the years 2008 to 2010.

Year

Index
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o] Unemployment

_—I-‘/.
Active workforce (in million citizens) 25.7 26.4 27.0
Unemployment (%) 13.2 14.1 15.0

Unemployment in
different Age Groups
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Subsidy Reforms

Original Plan: Actual Implementation:

— Remove existing subsidies and — Subsidies have been partly removed,
redirect revenues based on the bUt_“EW revenues have not been
following breakdown: achieved;
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Short-term consequences of
Subsidy Reforms on Society

Assuming a 20% inflation in 2011, the purchasing power of the
various social groups will be influenced as follows:

e Lose about 10% of their purchasing power

* This leads to lower savings and investments, i.e. an eventual loss of
investments and jobs;

» Lose some of their purchasing power;

e The psychological impact of the reforms will lead to a general sense
of dissatisfaction and economic disadvantage;

* Gain between 10 to 30% purchasing power;

e The new purchasing power will be spent on higher consumption of
basic commodities (again inflationary in itself);
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Medium-term Consequences
of Subsidy Reforms

= The absence of a liberalized economic structure increases the possibility of a
failure of the main economic objective, i.e. better distribution of wealth;
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= The main losers will be the urban middle class and limited social backlash
(such as strikes) could be expected in those social classes, however, the lower

Interim Audit Report on
Subsidy Reforms

Though the correction in energy prices have led to energy savings, the State
Audit Organization has already charged the government with a number of
unlawful acts, including:

1) The program was to be self-financing which it is not - from the total

{ Atieh / X\
\International

10/9/2011



\ -
sInternational

Inflation Outlook

® The inflationary pressures of subsidy reforms will lead to an inflation of about
20% by the end of the current Iranian year (20 March 2012). Unofficial inflation
figures will be higher (about 25%).

® Though the subsidy reforms have marginally improved the purchasing power
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Privatization Issues

= |ranian privatization in mainly targeted at the semi-
governmental entities such as revolutionary foundations,
pension funds, military organizations;
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GDP Growth

® The Iranian PPP GDP has been growing steadily over the past decade;

®  Though the pace has declined, the growth will continue and Iran will consolidate
itself as one of the top 20 economies in the world;

pternaticnal

How sick is the Economy?

®  One of the best indicators of the Iranian economy’s health is the differential between
the official exchange rate and the black market exchange rate;

Iran has always had a black market, but the differential is indicative of the level of
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Other signs of sickness

= Volume of bounced checks in the last 12 months: S 25
billion, i.e. 4.5% of the total volume of checks and 7.5%
of the country’s money supply volume;
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Impact of Sanctions

Banking relations have become strained, in some cases impossible;
Imports have become about 5 to 10% more expensive for the economy;
Iran has faced difficulties retrieving its proceeds from oil exports;
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Other Impacts of Sanctions

= Upside: Gold reserves — as a result of sanctions, Iranian
authorities converted large sums of Iran’s hard currency

reserves to gold. The appreciation of international gold
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Economic Outlook

® Sanctions, subsidy reforms and continued budget deficit will all
undermine the economic performance in the next 12 months — the
Iranian economy will remain behind its actual potential;

® The higher than expected oil price will offer some leverage to the

10/9/2011

12



\.mxemalional_

Conclusions

= The Islamic Republic of Iran has undergone two important
transformations, i.e.:

= The political culture has changed and moved towards one in which the aim is
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