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I. THE MACROECONOMIC AND INDUSTRIAL 
POLICY ENVIRONMENT 

A. RECENT ECONOMIC TRENDS 

Developments to 1989: external shocks and disrupted development 

The Iranian economy has been subject to a number of external shoclcs during the past few 
decades, which have seriously disrupted its development process. Periods charaderized by a 
relatively favourable international and domestic business environment, providing the economy with 
an opportunity for rapid growth and deYelopment, have alternated with periods during which the 
operating environment has deteriorated dramatica11y and sharply restrained the economy's 
developmental momentum. The net effed of these events has been a history of interrupted growth 
and unattained economic potential. 

As a major producer of crude oil, Iran benefited greatly from the growing international demand 
for fossil fuels in the 1960s, which stimulated rising prices in international oil markets as well as 
increases in the volume of Iran's petroleum exports. The availability of these additional resources 
permitted substantial investments to be made in a wide variety of development projects, and 
generated a steady growth of national income, with gross domestic product (GDP) expanding at 
an annual average rate of almost 10 per cent in real terms between 1959 and 1973.11 This rapid 
economic growth was accompanied, moreover, by a high degree of price stability, reflected in an 
annual rate of consumer price inflation of 3.4 per cent, and a broad equilibrium in the external 
acc6unts. 

The fourfold increase in international oil prices in 1973-74 resulted in a corresponding increase 
in Iran's export earnings and government revenues, with the current-acc('unt surplus surging from 
$154 million in 1973 to $12.'3 billion in 1974, and the government's budget revenues rising from 
IR491 billion to lRl,427 billion during the same period. This prompted a significant upward 
revision of the targets set for the then prevailing Fifth Five Year Development Plan ( 1973-78), and 
a sharp acceleration of the industrialization process in particular. Large numbers of new projects, 
especially in the upstream reaches of the manufacturing sector, were initiated during this pt~riod, 
with particular emphasis being placed on the expansion and development of the cngineerhg and 
chcmical/pctrochcmical industrie.~. 
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2 T11e Macroeconomic and bzdustrial Policy EmiT011ment 

In practice, however, the Iranian economy proved unable to absorb the dramatic increase in 
financial resources, which dcspit'! substantial outward capital flows of more t:.an $4 billion per year 
resulted in a near-quadrupling of domestic liquidity between 1973 and 1977, and a rise in the 
annual average rate of inflation to 153 pe• cent. The impact of this erosion of economic stability 
was exacerbated by the stagnation of internationa! oil prices in 1977-78, which prompted the 
government to increase its domestic borrowing to enable it to finance its ambitious economic 
development programmes, thereby further fuelling the already strong i'lflationary pressures. Even 
so, J.he government was unable to prevent a sharp decline in GDP in 1978, which fell by 21 per 
cent in real terms to a level only marginally above that recorded in 1975. 

Meanwhile, the dramatic increase in Iran's foreign exchange reserves from some $980 million in 
1973 to ~-7 billion in 1974 and $10.8 billion in 19TI caused a significant strengthening of the 
Irai.ian currency. This, in tum, stimulated a sharp increase in imports and undermined the ability 
of Iran's non-oil products to compete in domestic as well as external markets, leading to a growing 
dualization of the Iranian economy. This growing dependence on imports and the declining 
competitiveness oflhe domestic non-oil industries reinforced the unfavourable balance-of-payments 
effect of the weakening oil markets in 1977-78, with the current-account surplus narrowing to $104 
million in 1978 from $2.8 billion in 1977 and a peak of $7.7 billion in 1976. The impact of the 
recession mdueed by the softening oi; prices was also felt particularly strongly by the domestic 
producers of non-oil goods, who had already suffered a significant loss of market share in the 
preceding years. 

The combination of rising inflation and deepening economic recession reinforced the widespread 
public discontent with the status quo, and helped to stimulate a popu~ar uprising against the 
government in late 1978, which led to the establishment of the Islamic Republic in early 1979. The 
Islamic Revolution had a wide-ranging impact on the Iranian economy, resulting in the 
nationalization of a large number of industrial, commercial and financial enterprises, the flight of 
vast amounts of capital and skilled personnel, and the rupture of many of Iran's existing global 
economic and trade links. As a result of these developments the economy suffered a further 
contraction of 6.4 per cent in 1979, while the price level rose by almost 11 per cent. At the same 
time, however, the second international oil shock triggered by the events in Iran itself allowed the 
country to record a substantially increased current-account surplus of almost S12 billion, and an 
increase in its foreign exchange reserves from below $10 b:llion in 1978 10 more 1han $14.5 billion 
in 1979. 

Soon after the eslablishment of the Islamic Republic, Iran suffered anolher shock when ii was 
unexpectedly attacked by Iraq in October 1980. The resuhing conflict, which developed into an 
eight year war of attrition, further retarded Iran's economic de\'elopment, bo1h by necessi1a1ing 
a reallocation of resources from developmental objectives 10 the conduct of lhe war, and through 
the extensive damage and destruction ii wreaked upon the country's infrastructure. The situation 
was aggravated by the downturn and eventual collapse ofinternalional oil prices between 1982 and 
1986, which substantially reduced Iran's export earnings and government revenues, resuhing in a 
significant deterioration in the country's balance of payments and a renewed increase in the 
government's domestic borrowing. Total liquidity consequently increased at an annual average rale 
of almost 18 per cent between 1979 and 1988, whicl- helped to s1imula1e an annual inflation rate 
of 19.3 per cent. Meanwhile, Iran's economic growth performance rem'Jined disappoinling, with 
GDP e~panding only slowly bc1ween 1980 to 1983 at an average annual rale of 1.8 per cent in real 
terms, hefore slagnating in the following two years and then conlracling rapidly hy almosl 4.4 per 
cenl per year between 1985 and 1988. 
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Developments sintt 1989: ttfonn, l'ftOYft'J and rdrendlment 

Allhough Iran succeeded in recovering most of the territory losl to Iraq in the c.triy course or the 
conflict and ended lhe war undefeated, its economy was weakened considerably by the conflict. 
With the population estimated to have grown from 372 million to 51.9 milli\ln, and GDP (in t-r
conslanl 1990 prices) to have falleoltR37,227 billion to IR31,742 billion between 1979 and 1988, 
per capita incomes registered a sublrantial fall in real terms during the war years. The effects or 
this decline in overall national income were felt especially strongly by the poorer sections :>r the 
community in general and manual workers in particular, who suffered a considerable loss of job 
opportunities as a result of the damage and disruption of these years, and a sharp fall in real 
disposable incomes as a result of the sharply increasing prices of basic necessities. 

Recognizing the serious deterioration suffered by the economy during lhe previous decade, lhe 
Govemmenl of Iran accepled the promotion of economic recovery as ils most pressing policy 
priority following the signing of the cease fire in August 1988. The vehicle chosen for this purpose 
was the Farst Socio-Economic and Cultural Development Plan of the Islamic Republic of Iran, 
drawn up to cover the five year period from March 1989 to March 1994. One of its most 
important features was an attempt to revive market mechanisms and reverse the extensive 
accretion of administrative re5lridions over the economy that had occurred during the preceding 
len years. As indicated in Box IA, particular attenrion was paid in lhis connection lo fiscal and 
monetary stabilization, the gradual removal of price controls and subsidies, lhe establishment of 
realistic interest and exchange rates, the h"berali7.alion of trade and inveslmenl regulalions, and lhe 
rest'lration of incentives for the development of private enlrepreneurship. 

The 10Uo\\ing years consequently witnessed the introduction of a number of fundamental economic 
policy reforms. In the field of fiscal policy, measures were taken lo improve the country's tax 
administration in order to strengthen the government's revenue base and reduce its high 
dependenu on the petroleum sector. At the same time, steps were taken to improve the 
efficiency of monetary policy by removing credit ceilings and raising the rates of return on bank 
deposits and credits, which for much of the previous decade had allowed lo remain negative in real 
terms. This was accompanied by the reactivation of the Tehran Slock Exchange in September 
1989, which in turn was followed by the intrcdudion of a far-reaching privatization programme 
in 1991. These measures were complemented by a significant liberalization of price policy, with 
the number of price-controlled items being reduced from 296 (representing approximately 75 per 
cent of the items and value weight of the consumer price index) in 1988/89 to 22 (representing 
less than .5 per cent of these variables) by the middle of 1991. Efforts were also made to promote 
international trade, with many of the quantitative controls on exports and imports being lifted and 
a new, reduced, tariff schedule being reduced. In a particularly important development, the 
complex system of multiple exchange rates prevailing in 1988 was gradually simplified, and 
eventually unified at a sharply depreciated market-related level, thereby correcting one of the most 
serious distortions in the country's economic system. 

These measures, supported by a strengthening or international oil prices in the wake of the Iraqi 
invasion of Kuwait in August 1990, resulted in a marked improvement in Iran's economic 
performance. From 4.5 per cent in 1989 the rate or GDP growth increased to 11.2 per cent in 
1990 and remained above 10 per cent in 1991 before dropping lo a still impressive 5.8 per cen• in 
1992. This period also witnessed rapid progress in repairing the damage caused by the war, with 
a number of major industrial facilities rldmagcd or destroyed during the 1980s, including the 
important refinery of Abadan in the province of Khuzestan, being broughl on stream by 1992. A 
significant, alhcit only partially succcs."iful, beginning was also made in the divesiment of puhlic 
ownership in commercial and industrial enterprises, with shares of some 40 companies hein~ 
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floated on the Tehran Stock Exchange by the end of 1992 and shares in a substantial number of 
~her firms being transferred le employees.. 21 

Box I.A. Principal featum; of the MW economic policies containrd in the First 
Socio-F.c:onomic and Cultural Demopmcnt Plan of the Islamic Republic 
of Iran (1989-93) 

The lifting of price controls. 
An inacasc in the share of development expenditure in the government 
budget. 
The planned divestiture of hundreds of state-owned enterprises. 
The partial lifting of foreign exchange controls, and the activation and 
legalization of a free foreign exchange market. 
The adoption of measures to stimulate the inflow of capital, mainly 
through t!ie promotion of joint-venture projects with foreign partners and 
the encouragement of expatriate Iranians to repatriate capital held 
abroad. 
The adoption of sounder monetary and credit policies to stimulate the 
growth of private savings 
The establishment of industrial free trade zones. 
The promotion of non-oil exports through the provision or appropriate 
incentives. 
The revocation of unjustified rules and regulations. 
The deregulation of pricing and investment de.cisions by public 
enterprises. 
The relaxation of import controls. 
The adoption of measures to inaease the rate of industrial ~pacity 
utilization to international levels. 

This recovery in economic activity was accompanied by a sharp drop in the inflation rate in 1989 
and 1990 as the government's budget deficits were reduced, although a combination of credit 
expansion, exchange rate realignments, and price deregulation prompted an acceleration of 
inflation in 1991-93. The inevitable need to import a wide range of capital and intermediate goods 
required for the reconstruction process also imposed a considerable strain on Iran's external 
balance, which was reinforced by a renewed weakening or imernationa! oil prices. After 
registering a modest deficit cf $191 million in 1989 and a small surplus of $327 million in 1990, 
lhe current-account balance deteriorated dramatically in 1991 and 1992, when deficits of almost 
$8 billion and $5 billion respectively were recorded. With the country's foreign exchange reserves 
having been depleted in the preceding years by the need to finance the war effort and the 
substantial compensation payments awarded to foreign owners of firms expropriated by the 
government in the early 19805, this dramatic widening of lhe curren1-accoun1 deficit provoked 
serious cash flow problems from mid-1992 onwards. 

The rapid build-up of arrears on Iran's trade-related debt resulted in the counlry's total slock of 
exlcmal debt rising from a mere $5.9 billion, or 5 per ccnl of GDP, 10 $14.(, billion, or n per ccnl 
of GDP, in 1992, and further lo an cstimalcd $18.6 billion, cquivalcnl lo j4 per ccnl of (iDP, by 

< Ln11cd l'\;i1111ns lnduslrial llcvclnpmcnr Oq:an11a1mn 
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19'J3. During the same period the accrued debt service obligations increased from $457 million, 
representing 3 per cent of the value of total exports, to $3.0 billion and $113 billion, or 15 per cent 
and 65 per cent of total export value respectively. This sharp growth in the external debt burden 
was accelerated by the depreciation of the US dollar, in which most of Iran's export income is 
denominated but which accounts for less than 20 per cent of the country's external debt stocks. 

By the beginning of 1993 Iran's external payments position had become precarious, with the total 
value or arrears estimated to have risen to S2 billion. This prompted the government to enter into 
negotiations with the country's creditors to reschedule its debt service payments, with the first such 
agreements being signed with French, German and Japanese banks and trading companies in 
April-June 1993. As the arrears continued to accumulate, to an estimated al $5-10 billion by the 
second half of 1993, the rescheduJi.,g negotiations contint:!d, and by mid-1994 wide-ranging 
agreements had been reached with most of Iran's major creditorsY 

The deteriorating balance of payments and external debt situation inevitably prompted a further 
weakening of the rial in the foreign exchange markets. This increasing pressure on the cur-ency 
severely tested the government's resolve to maintain a liberal exchange rate policy, and aftv· 
allowing a gradual depreciation of the rial's official "floating" exchange rate from IRl,538:$1 at the 
time of the unification of the exchange rate iu March 1993 to approximately IRl,750:$1 by May 
1994, when a widening gap between th~ official and free market rates forced the government to 
introduce a new secondary rate. This rate, known as the export-impo~ rate, was intended to be 
used for most current-account transactions, and was initially set at IR2,585:$1, IRSO below the 
free-market rate. Its subsequent movements have not entirely followed the free-market rate, 
however, which by ~he end <'f 1994 had fallen to some IR2,800:Sl while the export-import rate 
stood at IR2,710:$1. 

Meanwhile, th~ government proceeded with the draftitig of the Second Socio-Economic and 
Cultural Development Plan of the Islamic Republic, which was presented to the majlis (national 
parliament) for deliberation and approval on 21December1993, and was scheduled to come into 
force upon expiry of the First Plan on 20 March 1994. The main objective of this Plan was to 
improve the macro-economic management of the economy through increased reliance on monetary 
anct fiscal instruments; to promote a more efficient use of public resources; to improve the 
structure of factor and product markets through the promotion of competition and the prevention 
of monopolies; to reform the structure of government along lines consistent with the promotion 
of rapid e;:onomic growth; and to enhance the level of social development and social justice. As 
summarized in Box l.B, this Plan consequently called for a continuation or the liberalizing 
economic reforms introduced during the First Plan, with a number of c!eregulatory measures being 
proposed in rhe fields of trade, monetary, fiscal, exchange rate, and price policies, and special 
emphasis being given lo job creation. 

The mounting economic pressures during 1992 and 1993 prompled a gradual shift in public 
attitudes towards the reform process, however, which were reflected particularly strongly in the 
mojlis. The presentation of the draft Second Plan to the mojlis cr-nsequently elicited only a 
lukewarm response, with several parliamentary leaders suggesting that the Plan's implementation 
should be postponed until a more favourable economic c.mironment had been created. This 
propor-.al, though contested by the govcrnmenl, was adopled by the majlis in March 1994, which 
scheduled a debalc on the Plan for August 1994 and its tentative introduction on 21 March 1995. 
Although the draft Plan documem was approved by the majlis al ils August 1994 debate, it 
remains unclear al the time of writing whether the Plan's implementation will proceed on the 
revi~ed d;ile, or whether it wili he suhjecl lo a further postponement. 
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Bo.' l.B. 

Foreign trade: 

Principal objec:tiv~ or the Draft Second Socio-Economic and Cultural 
Development Plan or the Islamic Republic or Iran (1994-98) 

The creation or a conducive Cn\ironmcnt for the development or an 
export-oriented economy based on the principle or comparative advantage. 
The maintenance or a managed floating exchange regime marked by the 
revocation or the exchange-dcfivea}-requircmer.t, the COnVCr'i.ibifity or the 
rial, and a unified exchange rate. 
The reduction or quantitative restrictions on imports. 
The prevention or monopolies and the promotion or external trade. 
The provision or "reasonable" price support to producers and consumers 
in line with prevailing international situation. 
The centralization or duty collection on foreign trade. 

Money and f mancial markets· 

Budget: 

Pricing: 

The granting or credit solely on the basis or economic criteria. 
The reintroduction or bonds as an instrument for mobili7jng public fonds. 
An appraisal or all existing monetary and financial rules and regulations. 
The rationali?.ation of profit (interest) rates in order to ensure a positive 
real rate cf return on deposits and credits. 
An increased participation by the private and cooperative sectors in the 
provision or banking services. 

An increase in the share of direct taxes in government revenues. 
· A gradual elimination of tax exemptions. 
A reforming of the prevailing tax laws. 
The use of tax incentives to stimulate investment. 
A balanced budget. 
A reduction of the government's recurrent expenditure through a "rolling 
back of the frontiers of the state". 
An increased reliance on economic criteria in the allocation or 
development expenditun:, with particular priority being givr:n to the 
completion or unfinished projects. 
The granting of contracts according to bids and tenders. 

The adoption or economic pricing policies for utilities. 

Employment and manpower: 
The development of the information dissemination network. 
The creation of increased employment opportunities. 
The development and promotion of handicraft, collage and small 
industries, especially in rural areas. 
The channelling of non-agricultural activities to rural areas. 
A reduction in the dependence on foreign labour . 

• fo11ra: blamic Rcpuolic or Iran, Plan and Rudgc1 Organi1.alion, "Dra(1 Sc:mnd Socio-Economic and Cullural 
lkvclopmcnr Plan or the Islamic Rcpuolic of Iran·. 1?91 
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In lhc meanlime, lhc govemmenl has responded to the grm~ing concern over rising infiation and 
the worsening external payments situation by reimposing a variely of economic controls from mid-
1994 onwards. A marked change has taken place in the government's exchange rate policy, for 
example, with a further deprecialion of the two official exchange rates being prevented for fear 
of unleashing further import cost push pressures despite a steady weakening of the rial's open
markel rate. In early October 1994, foreign ochange transactions conducted by outside banks and 
auth•lrizr.d exchange houses were declared illcgal.4/ This was followed by the introduction of 
a go•'Crnment campaign to control domestic prices in mid-October, with a number of local 
newspapers re.ft°rting on October 15 lhal lhe minisler of justice had announced severe penalties 
for profiteers. I 

While the reintroduction of these controls constitutes a short-term setback to the reform 
programme initiated in the late 1980s. and will have to be reversed in the coming years in order 
to ensure the removal of the existing economic distortions and the sustainability of Iran's economic 
recovery and future growth, the longer-term outlook remains promising. The country has a 
substantial resource potential on which to diversify ils economy from ils present high dependence 
on lhe hydrocarbon industries provided an appropriate incenti\"C structure is eslablished and 
maintained. Much of this potential is of an industrial nature, moreover, and the development of 
an efficienl and competitive manufacturing sector based closely on Iran's endowment of natural 
and human resources will play a major role in stimulating the country's overall economic 
development. 

B. ECONOMIC STRUCTURE 

The physical environment 

Iran is a comparatively large and geographically diverse country, stretching almost 2000 kilometres 
from West to East and covering an area of 1.65 million square kilometres. The northern part of 
the country has a semi-tropic;.) climate, while the central and southern parts are relatively arid 
with an annual average rainfall of about 250 millimetres. This climatic diversity enables Iran to 
produce a variety of agricultural crops for most of the year, and its long coastlines along the 
Caspian Sea in the north and the Persian Gulf and Sea of Oman in the south give it substantial 
territorial waters and fisheries resources. In addition, the country is also endowed with a wide 
range of minerals, most of which have not yet been develuped despite extensive plans to do so 
stretching back for almost two decades. 

The demographic base 

The latest census, conducted in 1991, indicates a total population of 55.8 million. This represents 
an average annual increase of 3.4 per cent in the 15 years since 1976, when a similar enumeration 
yielded a figure of 33.7 million. Although this overall growth rate masks a decline from an average 
of 3.9 per cent per year in 1976-86 to 2.S per cent per year in 1986-91, even the latter growth rate 
remains relatively high, and implies a doubling of the population in less than 30 years. 

The high population growth rates recorded during the past two decades renect both a vigorous 
encouragement of large families by the government during the 1980s, inter alia through th-:: 
provision of a wide range of social subsidies, and the innux of vast numbers of refugees from 
Afs.thanistan and Iraq. Recognizing the strains that such high rates of porulation growth arc likely 
to place on the development process, however, the government has initiated a family planning 
programme since 198'>. This policy, comhined with the increasin!! repatriation of refugees, is 

< l;n11cd :'\a11on~ ln1lu~1r1al lkvclopmcn1 Orran11a11on 
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officially estimated to have resulted in a reduction of the population growth ral.: to 1.8 per cent 
by 1993, and is projected to lead to a further decline to 1.5 per cent within the next five ycars.61 

As a consequence of the high population growth rates recorded in the past few decades, the age 
structure or Iran':; population is heavily weighted towards the younger age groups. The 199! 
census showed that 44 per cent of the population was below the age of 15 years, and that a further 
10.6 per ecol was aged between 15 aD(i 20 years. This heavy preponderance or the younger age 
groups will inevitably result in heavy demands being placed on the economy in the coming years 
for such basic requirements as education, medical care, housing and, above all, job opportunities. 
It will also strain the government's efforts to reduce the rate or population growth as these young 
people enter the prime reproductive age. 

Fig. I.E. DistnlNtioa or GDP, 1992 
(Percentage) 

The geographical distribution of Iran's popufation is very uneven, with 59 per cent of the total 
population residing in the northern, north-western and central parts of the country to the west of 
salt deserts. This uneven distribution is primarily a ref1ection of regional variations in the 
agricullural and mineral resource base. The coastal regions bordering the Caspian Sea in the 
north and the Persian Gulf and Sea of Oman in lhe soulh arc endowed with particularly fertile 
land, and have conscquenlly developed into major agricultural centres. The central parts are more 
arid and hence 1ess suitable for cultivation, but have substantial mineral rc>ources which have given 
rise lo many i :. ' 1st rial activities. 

The last three dccc1des have witnes.~d a dramalic shift in the rural-urban distribution of Iran's 
population, with the urhan population having increa5ed hy 5 per cent per year between 1976 and 
JIJIJI while the rural population ~rew t>y only 2 per cent per year. This has resulted in a 
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tr;msformation of the country from a predominantly rural society to one in which about ()() per 
cent of the population lives in urban areas. This proccs.s of urbanization is continuing to advance 
rapidly, moreover, as a resuit of insufficient job opportunities in rural areas and the attractiveness 
of urban life with its better job prospects, more developed health and educational services. and 
wider availability of consumer goods. 

Agriculture. fom;try and fashing 

Agriculture, comprising arable farming and horticulture, animal husbandry, forestry and fishing, 
is still the most important sector in Iran in terms of its contnln·tion to GDP and job creation. The 
share of agriculture in GDP at current market prices actually increased from 17.6 per cent in 1980 
to 1.2.7 per cent in 1992.. The latest available statistics on the sectoral distnlmtion of employment 
show, meanwhile, that although the share of agriculture in total employment declined from 563 
per cent in 1956 to 29 per cent in 1986 and further to 1.2.4 per cent in 1992 as a result of the 
declining capacity of the sector to absorb additional labour, the actual number of people employed 
in agricultural activitie:- increased from 33 million lo 3.4 million during thio; period. 

Although mechanization is quickly gaining ground in Iranian agaiculture, the sector continues to 
be dominated by traditional methods of cultivation.71 Despite the growth of large-scale 
mechanized farming and animal husbandry units, smallholdings therefore continue to com 1rise the 
hulk of the sector. According to the 1988 A~cultural Census, the average si7.e of holding 
amounted to no more than 5.87 hectares, amf was often divided into several smaller parcels. 

Manufacturing 

The manufacturing sector in Iran has evolved over a period of more than five decades as the result 
of an industrialization drive based on an import-substituting economic development strategy. This 
has permitted the establishment of a wide-ranging industrial base comprising almost all 
manufacturing activities. At the same time, however, the objective of industrial self-sufficiency has 
nol been achieved, and the manufacturing sector itself has remai:ied heavily dependent on 
imported raw materials and capital and intermediate goods, which in turn has re 1dered it highly 
vulnerabie al times of foreign exchange shortages. The overall contribution of manufacturing, 
especially outside the oil sector, to the Iranian economy has also remained limited. 

Tne latest avaib ble national accounts data indicate that the share of non-oil manufacturing in 
GDP increased from 9.2 per cent to 13.6 per cent between 1980 and 1992. During the same 
period the share of the oil sector, which consists mainly of extraction activities but also includes 
an undefined component of refining and other processing, declined from 12.6 per cent to 8.4 per 
cent. Assuming, generously, that the relative share of oil refining in the overall oil sector increased 
from about one-tf.ird to one-half between 1980 and 1992, the combined share of oil and non-oil 
manufacturing in total GDP would only have increased from 13.2 per cent to 17.8 per cent during 
this period. 

The contribution of manufacturing to employment creation ha!i also been comparatively modest. 
Although the share of manufacturing employment in total employment increased sharply between 
the 1956 and 1966 censuses from 13.8 per cent lo 18.2 per cent, its growth slowed significantly in 
lhc following decade to 19 per cent in 197h. By 1<>86 the share had conlracted to 13.2 per cent -
below the 19.'i6 level, as a resuh of the external shocks suffered hy lhe economy of Iran between 
lhe mid-J970s and the mid-1980s - and in J'>'n it was estimated at a mere 12.J per rent. 

r l 'n11cd '.'\;111on~ In•' J"nal lkvclnpnwnr ! >r;:an11a11on 
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Mining and energy 

Iran is well endowed with a wide range of mine· 3! resources, and lhe mining induslry has made 
a major conaibulion le lhe counlry's economy. hydrocarbons, including crude oil and nalural gas, 
constilute the most valuable of these resources, although the country also has substantial deposits 
of olher metallic and non-metallic minerals. The b~tlk of these mineral resources are owned by 
lhe sl:t~c and exploited by govenur.ent enterprises, aitiiough steps have begun to be taken in recent 
years to involve the private sector in the mining induslry. 

The extraction of hydrocarbons is the most important adivily in the mining sector in terms of the 
output value generated. Crude oil in particular hai. lraditionally been the most important source 
of public revenue and foreign exchange. and has retained ils dominance in these fields despite 
pcrsislenl efforts by the government to diversify Iran's budgel revenues and export earnings. Even 
in the early 1990s crude oil continues to account for about 70 per cent of government revenues 
and more than 80 per cent of Iran's export income. 

Oil is still the main source of energy in Iran, although plans .lJ"e under way to expand the use of 
natural gas for domestic and industrial use. A network of nalural gas supply lines for domestic 
consumption has already been created, and is expected to be extended to almost all cities and 
some rural areas in the next few years. Plans to prcmote the use of gas-driven motor vehicles are 
also seriously being considered in order to reduce pollution and utilize the huge deposits of natural 
gas in the country. 

Apart from substantial deposits of crude oil and g'lS, Iran is also rich in other minerals. According 
to a survey conducted in 1988, the total proven reserves of non·oil minr.rals ra Iran exceeded 10 
billion tonnes. This total comprised 24.9 million tonnes of coal, 24.7 million tonnes of iron ore, 
1.05 million tonnes of copper ore, 6462 million tonnes of decorative stones, 1.47 billion tonnes ,,f 
building stone, 5.1 billion tonnes of limestone, '137 million tonnes of silica and 13 billion tonnes 
of gypsum. In addition, Iran also has considerable deposits of lead and zinc, kaolin and fire-clay, 
asbestos and numerous other metallic and non-metallic minerals. 

Non-oil mining activities in Iran have hitherto concentrated on the extraction and processing of 
iron ore, copper, and various building materials. The total production of non-oil minerals 
cur£ently amounts to about 60 million tonnes, with, inter alia, a total of 5.7 million tonnes of iron 
ore, 106,500 tonnes of copper and 44 million tons of various construction stones being produced 
in 1992.8/ Recogni7ing the considerable contribution that the non-oil mining induslry can make 
to\\ards the diversification of Iran's economy, the government auaches great importance to its 
further development. 

Iran also generates a con:;iderable amounl of electrical power. The country's total generating 
capacity amounted lo 15,724 MW in 1992, when a total of 65.8 billion kWh of electricity was 
produced. The 1989-93 Plan projected the expansion of Iran's generating capacity by 14,349 MW, 
of which only 2,200 MW had been installed by early 1993. The electricity generating industry 
consists of steam, gas-fired, hydroelectric and diesel power plants. Nearly half of the installed 
capacity is accounted for by the steam generators, about 3,900 MW by gas-fired generators and 
1,953 MW by hydroelectric generators. 

Banking and finance 

The for rnal banking i;ystem in (ran is entirely state-owned and composed of a cemral hank, six 
commercial hanks and four specialized banh. The central hank, Rank Markazi, implements the 
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government's monetary policies and oversees the operation of the banking system. The 
commercial and specializcrl banks offer an extensive branch network, with almost 1,000 domestic 
and 55 foreign branches at the end of 1992. although this tends to be concentrated mainly in the 
major cities and towns. These banks are supplemented by a number of non-bank institmions 
known as gharz-ol-hasaneh funds, which accept deposits from the general public and e;.1end short 
term loans for a 1 per cent service charge. 

The banking system itself has been based on the Islamic principle of interest-free banking since 
1983. This requires the banks to share proportionately in the profits or losses accruing to their 
borrowers from investments made with the borrowed funds, and to recomr-=nsc their creditors 
according to their own profits or losses. In practice, the commercial banks credit policies, the 
distribution of their credits according to various economic activities. and the rale of return (profit) 
they offer on deposits are determined by the government through the Monetary and Credit 
Council of the central bank. This, in tum, bases its decisions on the financial requirements of the 
public and private sectors specified by the government's annual bud.~et. 

The ability of the banking system to attract savings has been limited since the introduction of 
Islamic banking practices because the rate of profit on deposits has been maintained at levels.well 
below the rate of inflation.91 As a result, private funds have tended to be channelled into the 
purchase of fixed assets, such as foreign currency, gold and real estate. The traditional practice 
of lending and borrowing money at market rates of interest is widely reported to have continued 
at an informal level, however, despite the fact that it has been banned si.'"lce the enactment of the 
Islamic banking regulations. 

A capital market, the Tehran Stock Exchange, was established in 1967. Its development has been 
hampered by excessive government supervision, however, which is conducted principally through 
the central bank. . Although the government has attempted to enhance the role of the stock 
exchange in recent years and use it as a vehicle for the privatization of state-owned enterprises, 
the value of the shares transacted on the bourse amounts to less than 2 per cent of private sector 
liquidity and only about 5 per cent of the industrial i;ector's value added. 

Trade and services 

The services sector has traditionally played an important role in the Iranian economy as a source 
of employment and income, and has at times accounted for almost half of the value added 
generated in the country. The emergence of this large services sector has been facilitated by Iran's 
rapid population growth and the government's commitment to the provision of schooling, health 
and medical services, and by the creation of a large administrative apparatus determined in part 
by the sheer si7.e of the country. 

The coexistence of a highly capital intensive and economically dominant oil industry with a 
relatively undeveloped non-oil industrial sector has also meant that the creation of a services 
sector, providing both public and personal services, represented the only means of distributing the 
proceeds of the oil industry. 

Iran's economi.: infrastructure has improved greatly during the past four decades or so, although 
much still needs to he done to bring it to international standards. The latest available data show 
that the country had more than 5,000 kilometres of railways, 67,518 kilometres of main road5, over 
80,000 kilometres of rural and earth roads, five multi-purpose ports with an installed capacity of 
750,000 tonnes and 30 airports in 1991. By compariwn, the country had a total road length of 
about 56,000 kilometres, and a rail network of 4,500 kilometres in rhe mid-1970s. Durin~ the 
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coming five yeais the government plans to build a further 10,00l kilometres of roads, lay 3,800 
kilometres and upgrade 1,800 kilometres of railway lines, and establish 6 million tonnes of new 
commercial port capacity, in part through the construction of four new ports.101 

The telecommunications industry has also grown rapidly in recent years. In 1993 Iran had almost 
2.6 million private telephone lines, 18,800 public telephone lines, 3,630 long-distance lines, a mobile 
telephone network, and many other telecommunications facilities such as telex and facsimile 
services. The country also has a satellite communication system, which is to be further 
developed.111 

C. THE POLICY ENVIRONMENT 

Macro-tt00omic policy framework 

The economic policy environment in Iran has been subject to considerable changes over the past 
15 years. Economic policy-making in the late 1970s and early 1980s exhibited strong centralizing 
tendencies, and resulted in the ownership of most major industries and enterprises being 
transferred to the public sector. This trend was reinforced by the effect of the protracted war 
from 1980-88, during which the need to mobili7.e sufficient resources to sustain the war effort 
accelerated the move toward a centrally-planned and government-managed economy. 

n .. ,. of the most direct effects of these developments was the squeezi1&2 aside of the private sector 
into a peripheral economi: role. This was most evident in the industrial sector, where the 
ownership or control of huudreds of firms was transferred to the public sector. With the state
owned oil sector accounting for almost all of Iran's foreign exchange earnings, moreover, the 
government was 4l1so able to control the allocation of foreign exchange. The impact of these 
developments was exacerbated by monetary and fiscal policies, increasing centralization and 
regulation involving the increased adoption of price controls and rationing. the continued pursuit 
of an import-substituting industrial strategy, the imposition of tight controls on foreign exchange 
and foreign trade, and managerial inefficienaes at the factory level. The resulting decline in 
productivity significantly aggravated the effects of the war and falling real petroleum prices, which 
combined to cau.<;e the contraction of the Iranian economy in the years to 1988. 

With the cessation of the war the authorities were able to turn their attention towardc; reviving the 
economy, and initiated a number of economic policy reforms aimed at reviving the Iranian 
economy's growth momentum. This change of course was formalized in the introduction of the 
First Socio-Economic and Cultural Development Plan discussed above, which provided for a 
significant liberalization of the macroeconomic policy environment. Although the adoption of 
these measures helped lo stimulate a strong recovery in 1989-92, it also resulted in a temporary 
rise in inflationary pressures as price controls were removed, and in a deterioration in Iran's 
external balance a" the growth of economic activity stimulated an increased demand for imports 
and weakening oil prices reduced Iran's export earnings. This has resulted in the reintroduction 
of some controls in the very recent pa.c;t, although it is widely expected that the process of 
economic libcrali7.alion will be continued once circumstances improve. 

Price policy 

The distortion of the relative price i;tructure has been one of the main macroeconomic 
characterii;tici; of the Iranian economy for the past two decades. The sudden increase in crude oil 
revenues in 1974 and the desire to stimulate a rapid development of the economy through the 
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proV1S1on or cheap credits and the adoption or import-substituling policies resulted in the 
introduction of widespread price subsidies. The manufacturing sector benefi1ed in particularly 
large measure from this policy stance, and was granted access to subsidized raw material imports 
and bank credits as well as a variety of tax concessions and export incentives. 

The new government estdhlished arter 1979 took the pre\'ailing price structure as gi\'Cn and 
attempted lo maintain it during the war through a rationing system which encompas.o;ed almost the 
whole economy. This inevitably led to the emergence or a parallel market wi1h prices several 
times higher than the administered prices, and a thriving illicit trade in foreign exchange. It also 
prompted a decline in domestic production as the •videoing gap between official and market prices 
prevented the largely state-owned industries from obtaining cheap raw malerials o:- !telling their 
goods profitably. 

Having been formulated under these conditions in 1988/89, the new economic policy adopted in 
1990 placed particular emphasis on liberalizing the existing price structure and permitting market 
forces to play a greater role in determining prices. This transition was lo be accomplished within 
the framework of a Five Year Economic Development Plan, however, with administered prices 
being phased out gradually and replaced with market pricing practices over a five year period. In 
the meantime price subsidies were to remain in force for some basic consumer goods and essential 
industrial inputs. 

This process of price adjustment has not yet been complet=rl. Some foods and raw materials 
continue to be subsidized, although l~e Second Socio-Economic and Cultural De\'clopment Plan, 
which is now scheduled to commence in March 1995 proposes that most of these subsidies will be 
progressively removed during the coming years. To the extent that economic prices continue to 
be introduced elsewhere in the economy, however, the effect of these remaining subsidies will be 
marginal. since they cover only a relatively small number of goods. 

Fiscal policy 

Public spending play?. a major role in the economy of Iran, with budget expenditures often 
amounting to about 50 per cent of the total national income of the country. Government spending 
is classified under the headings of recurrent and development expenditures, "ith the former 
consisting mainly of public procurements and payments of wages and salaries to public sector 
employees, and the latter comprising expenditures on physical investment by the government. A 
further distinction is also drawn between the general budget and the overall budget, of which the 
first relates to the budget of the government and some public enterprise.c; while the second relates 
to the general budget as well as the accounts or enterprises affiliated to the government. In 
addition, the government also collects "special revenues", comprising contributions to the Social 
Security Organi7.ation and surcharges on selected taxes c.nd fees, and extra-budgetary revcnuci; 
collected and spent by the Organi7.ation for the Protection of Consumers and Producers (OPCP). 
These were not consolidated into the general budget until 1993. 

One of the main characteristics of the governmen1's fiscal policy has hcen 1he running of 
substantial deficits, at limes amouniing to almosl 50 per ccnl of tolal budget expcndilurc. This 
feature was particularly apparcnl during the war years of 1980-AA, when fii;cal discipline was 
subordinaled lo the exigencies of war. Another imporlant charac1eris1ic of fiscal policy in Iran has 
heen a persislently high reliance on oil and gas revenues in lhe governmenl hudget, which have 
accounted for more than 50 per cent of the govcrnmenl's general hudgcl income for mosl of 1he 
pai;t quarter cenlury, especially if adjuMmenl!i arc made to correct for 1hc effects of lhc increasing 
ovcrvalualion of lhe rial in the dosing years of the 1980s and early J<JIXls. 
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In response lil the slackening of inlcrnalional oil markels since the mid-1980s the governmenl has 
xgun lo lake steps lo broaden it; revenue base. In this context it is seeking 10 increase its tax 
revenues in particular, and a major effort is currently under way to expand its collections of 
corporate t:ixes and taxes on private property, wcallh and profit, which have hitherto made only 
a negligible contribution to the government's total tax revenues. For the first time in 25 years the 
government also attempted to balance ils budget in the 1993/94 fiscal year, although preliminary 
indicators suggest that it achieved only partial success in this endeavour. 

On the expenditure side, the late 1980s wilncssed a sharp decline in the share of development 
spending in the government's total general budgel outlay to about 20 per cent in 1987-89. This 
reflected a policy of reducing capital rather than recurrent expenditure whenever revenue shortfalls 
necessitated budg.,;tary spending cuts. Recognizing the growing need to maintain and expand 
Iran's economic infrastructure, however, the government has more recenlly begun to place a higher 
priority on capital spending, resulting in an increase in its share to about 30 per cent in 1990-92 

Monetary policy 

Iran's monetary and credit policies arc determined by the Monelary and Credit Council, which is 
headed by lhe governor of the central bank. One of the principal aims of the Council has been 
the promotion cf non-inflationary economic growth, the achievement of which has been rendered 
difficult by frequent external economic and political shocks. Consequently, Iran has suffered 
double-digit inflation and only modest rates of real GDP growth for most of the past two decades. 

The task of the Monetary and Credit Council has been complicated further by the need to 
conform to the precepts of the Islamic economic system, which prevents the issuance of 
government bonds and the use of other means of financing practised elsewhere in the world. The 
activities of the Council have therefore been largely limited to the establishment of credit ceilings 
for various economic activities and the announcement of the annual rate of profit share paid on 
bank deposits. 

As an instrument of the government, which was primarily concerned to mobili7.c fonds for its own 
budgetary requirements, the Council bas often also been forced to approve high levels of public 
borrowing even though they undermined the country's financial stability. In line with the need to 
minimi7.c the cost of government borrowing. moreover, the Council has had to adopt policies 
leading to low nominal rates of return on borrowing and lending by the banking system, which 
have usually fallen well short of the rate of inflation, occasionally by a margin or 20 per cent.12/ 

This, in turn, has resulted in the diversion of loanable funds from bank deposits to the purcha-;e 
of durable goods, real estale, gold and foreign currency, often wilh speculative intent. 

The inability of the prevailing monetary control mechanisms to achieve the principal goal of 
containing inflationary pressures, combined with the broader reconsideration of economic policies 
after the 1980-88 war, have prompted some adjustments in monetary policy during the past few 
years. The profit-share rates on bank borrowing and lending were increa-;ed in 1'191and1992, for 
example, and attempts have also been made to replace the direct controls on the banking system 
with indirecl market-oriented methods of supervision. The reform process has been very hesitant, 
however, with the banks' borrowing and lending ralcs slill remaininJ? negative in real terms and 
some direct controls having been reinlroduccd in 1993, oslensihly as a lcmporary response to the 
c:.1ern,d pJyment arrears and rcl.tteJ domcMic finam:ial diflicullics thal emerged in mid-1992. 
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Trade policy 

Iran's foreign trade policy during the past 2-3 decades has been greatly influenced by developments 
in the international crude oil market. While the average share of oil and gas exports in the 
country's total foreign exchange receipts amounted to 50-60 per cent in the 1950s, it increased to 
80-90 per cent in the 1970s and 1980s. and has fallen only marginally in the opening years of the 
1990s. Consequently. the imposition or relaxation of trade restrictions has been influenced directly 
by developments in international oil markets and their impact on Iran's foreign exchange earnings. 
During periods of relatively abundant foreign exchange availability the government has tended to 
allow easier terms for imports and neglected the promotion of non-oil exports. while during 
periods of foreign exchange shortage it has tried to restrict imports and grant incentives to 
exporters. 

Another important determinant of Iran's foreign trade policy. especially during the past ten years 
or so. has been the exc~ive overvaluation of the domestic currency. This practice. whic: had the 
effect of subsidizing imports and taxing domestic production and exports. became increasingly 
unsustainable in the early 1990s. In April 1993. therefore. the government init.ated a unification 
of the previously prevailing multiple exchange rates and a comprehensive realignment of tl:.e rial's 
international parity. Although the subsequent 18 months have witnessed the re-emergence of three 
different exchange rates. they do not diverge excessively from the equilibrium exchange rate and 
the gap between them has remained reasonable. 

Further reforms are being introduced to liberali7.e the existing quantitative restrictions on foreign 
trade. The first step in this direction was taken in September 1993 with the passage of a new 
trade law. This distinguishes three categories of goods. the trade in which is freely allowed. 
conditionally allowed with the permission of the relevant government authorities, or banned on 
religious or legal grounds. In addition, thi~ law permits Iranians working abroad and travellers 
coming to Iran to import a certain amount of goods at concessional rates of import tax. and also 
permits the establishment of"border markets" in frontier areas to facilitate trade with neighbouring 
countries. Other provisions of the law include a number of measures to promO!e non-oil/gas 
exports and restrain private imports of consumer goods. 

Despite the recent reimposition of some trade restrictions in response to the deteriorating balance
of-payments position, the trade liberali7.ation process is expected to be continued into the 
foreseeable future. The Ser.ond Socio-Economic and Cultural Development Plan of the Islamic 
Republic of Iran, adopted by the nrajlis in August 1994, specifically calls for the introduction of 
further trade policy reforms and the reduction and simplification of the prevailing import taxes and 
tariffs. Further measures are also expected to be taken to re-unify the three-tier exchange rate 
regime that has emerged since mid-1994, followed by the abandonment of the existing foreign 
exchange allocation system. 

Labour policy 

Iran's labour policy is governed by a comprehensive labour law intended lo protect workers and 
maintain employment. The law specifics conditions of work and payn enl as well as dismissal 
procedures. The observance of the law is overseen by a High Council of Employment comprising 
the minister of Employment and Social Affa;rs, two social and economic experts proposed by the 
minister and approved by the cabinet, three representatives chosen by the employers and three 
rcprcscnra1i..-cs nominated hy labour organi7.alionc; known as the Islamic Councils of Labour. Its 
decisions arc taken by majority vote, with the minister of employment and wcial affairs having the 
castin)! vote. 
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Minimum wages, bonuses and other payments are determined by a directive issued annually by 
the Ministry of Employment and Social Affairs (MESA). The minimum wage currently stands at 
110,000-130,000 rials per month, which al the current •floating· exchClllge rate of 1,750 rials to the 
US dollar amounts to $62-74. Employers are also legally required to provide recreational facilitic..'i 
and training for their aabour force, as well as a number of additional benefits, such as family 
allow-dnccs. housing benefits, .ravci expenses, end-of-year and productivity bonuses. a profil share, 
and payments to MESA for the prm.ision of e..-;scntial food items. These additional payments can 
amount to about 100 per cent of the regular pay, especially in production units owned and 
operated by the government or the public sector. 

Industrial de\"dopmmt :»elicies 

Official attempts to develop Iran's ma"ufacturiag industry date back to the middle of 1he 
nineteenth century, when the Industrial f _ •olution and the spread of industriali7.ation in the West 
prompted Iran, likf. many other countries of the world, to become an •industrial imitator· of the 
advanced world. The first major effort 10 develop a domestic industrial base was initiated in lhc 
1850s by lhe then prime minister Amirkabir, whose government encouraged local craftsmen to 
manufacture some of lhe goods produced in the industrial counlries of the day, and employed 
consultants from the West lo cwi~r in the establishment of modem mills and worksh~ These 
new workshops were located in the country's major towns, including Tabri7 .. Esfahan, Rashl and 
Tehran.131 

Successive Iranian government': adopred the classical model of import-5ubstituting industrial 
developmcnl spearhead·!d by the promotion of lhe texlile industry, with the first modem textile 
mill being set up in Tehran in 1901. Over lhe following decades, and especially during and after 
the 1920s, a number of textile, sugar and cement mills were set up. This was followed by a major 
industriali7.ation effort in the 1930s and 1940s, which again concentrated on the building of mills 
modelled on those in Europe for the provision of basic necessities and household goods. This 
time, however, the government's industrial policy was influenced by developments in the former 
Soviet Union after the 1917 Revolution, which resulted in the emergence <?f the concept of 
economic planning. 

Indeed, Iran's First Economic Plan, however rudimentary, wa<; drafted in the 1920s but never 
implemented due to a lack of fund'i. The interest in economic planning continued lo gain strength 
before and during the Second World War, and Iran's First Seven Year Development Plan 
(1949-55) was formulated and implemented in the immediate post-war era. It was followed by a 
5ucce5.'iion of further seven year and five year development plans. To date, nine such plans have 
been formulated in the country, of which six have been implemented. The latest, as di'iCU.'ised 
above, was scheduled to commence in April 1994, allhough its introduction ha'i now been 
po5tpor1ed until April 1995. 

The Fir5l Seven Year Plan was formulated at a time of limited fund.'i, and was aimed primarily al 
developing lran'5 agricultural sector, transportation network and social 5Crvicc.'i. It provided for 
28.5 per ecol of the tolal expenditure lo be devoted to socidl affairs, 25 per cenl to lhe agricultural 
sector, 23.8 per cenl to the con.4'1ruction of lran5port infrastructure, 14.3 per cent lo the 
devclopmcnl of indu5lry and miaing. and lhc remainder to 1hc expansion of the oil industry and 
communicalion facilirics. In facl, the fir51 two year5 of lhc Plan were devoted lo lhc es1ahli5hmcn1 
of a planning organii'.alion and the restructuring of a number of induslrics, following which an 
interruption in the flow of oil revenues prevenlcd lhe implementation of many of lhc proposed 
projects. The sug;sr an<l l"emcnt r.ulpul of !>I ale-owned comp;snics did increase, howc\·cr, from 
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27,000 lonncs and 56.000 tonnc:s in 1949 to 55,000 tonres and 62,000 tonnes in 1950, 
:cspectively.14/ 

The Second Development Plan (1956-62) also emphasized the development of agriculture and 
infrastructure; with agriculture and irrigation being allocated 31-1 per cent of the Plan's budget, 
transport and communications 39-8 per cent, social services 173 per cent and industry and mining 
11-8 per cent The main achicYCJDents of the Plan included the establishment of economic 
devclopmcnl as a national objective. the training of manpower for the execution of development 
plans, the initiation of agricultural mechanization as a basis for agro-industrial development, and 
the construction of roads, railways. ports, airports, telecommunications facilities, hospilals and 
clinics, and electricity and piped water systems. In the industrial sector priority continued to be 
given to the establishment of tcxlilc; cement and sugar plants, with lhe production of fabrics 
increasing from 60 to 418 million meters, the output of cement increasing from 82,000 tonnes to 
12 million tonnes, and the production of sugar increasing from 85,000 tonnes to 217,000 tonnes. 
In overall terms, GNP increased by 34 per cent and the ground was paved for the execution of 
future development plans. 

Iran's Third Development Plan (1963-67) stressed the country's industrialization as the prime 
instrument of economic development, and prOYided for the public sector lo undertake inveslments 
in big, capital-intensive and heavy industries while encouraging the private sector to invest in light 
industries. During the Piao period the textile, cooking oi~ sugar, dried fruits, dates, preserved 
food, lea, tobacco, fish processing, carpel weaving. kathcr, glass and fertilizer industric-.s were 
further developed, with special attention being paid to small and medium si7.ed industries, and 
steel, paper, synthetic fibre and petrochemical industries were set up. By the end of the Plan 
period an inward-looking industrial base had been created, with several of the industries 
established during this period lacking a distinct comparative advantage, the legacy of whid1 stiU 
remains wilh ilie counlry. 

The Fourth Development Plan (1968-72) was intended to transform Iran's oil-based economy into 
a non-oil-based one by continued import-substituting industrialization, first in the production of 
raw materials and subsequently in the production of eapital goods. Thus, industry and mining 
werr. al10e2ted 25.6 per cent of the planned national investment expenditur~. while agriculture was 
allocated 8.2 per cent, the oil and gas sector 11.7 percenl, water and electricity 123 per cent, and 
tran..sport and communications 13 per cent. Moreover, the contribution of the pi ivate sector in 
achieving the objectives of the Piao was projected to increase substanlially, with the share of 
private investmcnl in the total projected capital formation in agriculture, industry and mining, oil 
and gas, water and electricity, and transport and communication being sci al 62.2 per cent, 58.1 
per cent, 553 per cent, 1.2 per cent, and 19 per cent, respectively. Industrial output doubled 
during the Plan period, with the Citablishment or expansion of production facilities for a wide 
range of manufactured goods, including steel, heavy metal equipment, machine tools, aluminium, 
tractors, defence equipment, petrochemicals, paper, cement, synthetic fibres, lyres, fertili7.cr, 
procc.s.~d foods, glass, chinaware, bicycles and motorcycles, transport vehicles, electronic and 
mechanical products, pharmaceuticals, textiles and leather goods. 

The Fifth Development Plan (1973-78) commenced shortly before the surge in international oil 
price.s, which re.'iulted in its revision in mid-stream and a trebling of the originally proposed 
cxpcnditurc.'i. This sharp increase in the availability of financial re5ources proved to be beyond 
the absorptive capacity of the Iranian economy, however, and resulted in the flooding of the 
dome51ic market with imported goo;l.o; lo 1he detriment of the many of the internationally 
uncomp\!tilivc i11ou!>lric~ estahli~hcd during lhc previou~ plan~. The Plan called for 16.6 JY.!r cenl 
of lhe lot;il investment expenditure lo be channelled into the manufacturing industry, with the 
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pri\-ale sector accounting for a s:ibstantial proportion of this inveslment. The main thrust of the 
Plan in the industrial sector was lo increase value added and oulpul, maximize induslrial c.ipacily 
utilizalion, eslablish new industries and develop exisling ones on the basis of comparative 
advanlage, and promote industrial exports as the main source of foreign exchange income. The 
main emphasis was plac:d on the metal and chemical/petrochemical induo:;tries, which were 
allocated 29.8 per cent and 20.9 per cent respectiveiy of the total investment funds earmarked for 
lhe manufacturing sector. 

Many of the projects initiated during the Fifth Development Plan were not compleled during the 
Plan period, and were therefore intended to be carried over into the next Plan scheduled to begin 
in 1979. The start of the new Plan coincided with the !slamic Revolulion, however, which was 
soon followed by the outbreak of the eight year war '.vitb Iraq. These events resulted in a serious 
disruption of the economy, with many industric:> suffering severe war damage and lhe completion 
of unfinished projects being delayed. The planning process was also interrupted, and although a 
Five l ear Plan covering 1983-87 was drafted by the new government, its implemcnlalion was 
prevented by a lack of funds and the ongoing war. 

The abortive 1983-87 Plan was revised and updated after the condusion of war, af!d implemented 
during 1989-93 as the First Socio-Economic and Cultural Develop:nent Plan of lhe Islamic 
Republic of Iran. This Plan was introduced at a lim~ \\-;1en the counlry had suffered major 
economic setbacks. The real GDP index had fallen from 100 in 19n to 80 in 1988, while lhe per 
capila private consumption index had decreased to 64 during the same period and the share of 
investment in GDP had decreased from 27.4 per ecol to 15 per cc.-nt. Even more importantly, the 
preceding decade had witnessed the introduction of a widespread misallocalion of resources, 
monelary disorder, breakdown of fiscal discipline, and uneconomic pricing. 

Againsl this background, the F1rsl Plan of the Islamic Republic sought to raise real incomes, 
increase lhe share of investmenl expenditure and private consumption and bring down 
unemployment. ll also sought to deal v.ith the economic inefficiencies and monetary 
mismanagement lhat had arisen, and to restore fiscal discipline. In the industrial field it embodied 
a mixture of import-substiluting and export-oriented policies, paying special attention to the 
achicvemenl of economic self-sufficiency while at lhe same time aiming lo promote non-oil 

~ -exports. 

The Plan did not achieve all ils goals, especially in lhe induslrial sector and \\-ith regard lo non-oil 
exports. An .malysis of the results of the firsl four years of the plan period published by lhe 
Government of Iran in 1992 indicated 1hat lhe ave1age annual growth rales of most sectors fell 
short of the largets sci by 1he Plan, albeit oflen by onl} a small margin.161 Despite these 
shorlfalls, however, lhe Plan did succeed in creating a more favourable environment for economic 
growth and industrial developmenL 

One of the main underlying causes of the failure lo mrct the Plan largcts was the weaknes., of 
international oil markets, which resulted in significanl foreign exchange shortages. Although the 
induJ">trial sector received more lhan its planned allocation of foreign exchange resources its poor 
performance was due lo i11tcr alia high dependence on imported raw materials and capital goods, 
and inability lo compete in inlernational markets. In order lo help the industrial scclor overcome 
th..:se inefficiencies, lhc government plans to proceed with the deregulation of the economy and 
the divestment of many publicly-owned companies. 

The ScwnJ S,1ci11- Ernnomic and Cultural Devcl1>pme111 Plan of the Islamic Rcpuhlic thus provides 
(,,r rhe inlroduclion n( a numher of measures designed lo increase manufor!uring nulpul, hal;mce 

1 1 nrrrcl :-..:.1111>1i- ln1111,rri.1I I kvclopmr.nr Ori:;in11.111nn 
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Iran's trade in industrial products, improve and develop domestic technology, and make more 
efficient use of the countr/s existing industrial potential. These proposals involve adjustments to 
the industrial sector in order to ensure that domestic manufacturing acti\i<ies arc based more 
firmly on the principle of comparative advantage, the reduction of tariff rates to stimulate 
increased efficiency in domestic production, the continued cs1ablishmen1 of industrial estates by 
the government and the private sector, the privatization of "unslrategic~ industries, a libcrali7.ation 
of the investment code and the provision of increased protection for foreign investors in order to 
encourage the transfer of advanced technology, and the promotion of rcg::lnal industrial 
development. A particular important proposal in this connection calls for the establishment and 
development of small, high-technology industries linked to medium and large industries through 
a variety of subcontracting arrangements. 

Fig. 1.F. 

Foreign investment policy 

Iran's foreign investment policy is governed by two sets of laws: the rules and regulations derived 
from the cons1i1u1ion of the Islamic Republic of Iran, and the law on the Attraction and Protection 
of foreign lnveslmcnl in Iran (APFll), wiiich was enacted in 1he 1950s to provide a ft;lmework 
for foreign inveslmcnt in the country. While requiring foreign !nvestors lo have the permission 
of the Iranian government, APFll allows for such investments 10 he made "either in cash or in the 
form of factories, machinery and partr., equipment, patent rig.his, expert services and the like, for 
development, rehabilitation and productive activities in industry. mining. agriculture, and tra11spor1·. 
According 10 data collected hy one study, IR5:'i.4 hillion worth of invcstmenls from 27 cnun1ric~ 
were appr1m:d under the terms or APFll during 1955-77. In terms of forei~n currencv. the~c 
inve~lmenl~ amounted lo a lot al nf ahoul $1 I hillion.17/ . . 
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The establishment of the Islamic government, accompanied as it was by slrong revolutionary 
sentiments and the widespread nationali7.ation and confiscation of pri\·ate enterprises, resulted in 
a \lrtual cessation of foreign investment. As "self-reliance" became the main theme of c.:onomic 
pofo .. y following the Islamic Revolution, moreover, and as the relati\-cly high oil prices prevailing 
until the mid-1980s enabled Iran to earn substantial foreign exchange •.:n·nucs, the country 
gradU3lly began to disregard the importance of foreign in\·estment. and the APFll became 
practically dormant. 

Following the conclusion of the eight year war and depletion of foreign exchange reserves, the 
policy sentiment changed gradually and Iran began adopt a more open approach towards foreign 
participation. Initially, the country sought to finance its industrial development through buy-back 
arrangements with foreign investors, whereby the investing company would buy a proportion of 
the goods produced in its Iranian plants. This only attracted investments worth St million during 
the First Development Plan of the Islamic Republic, as against a planned figure of $10 
billion.181 

Following these developments, a policy Jebate ensued as to the interpretation of the foreign 
investment Jaw. This has resulted in new regulations being approved by the cabinet and submitted 
to the parliament for deliberation and approval.191 It may be added that foreign investment in 
rhe service and trade sectors is not subject to APFll. The direct purchase of industrial 
establishments is also not forbidden, but docs not automaticaily entitle the purchaser to the 
bcnefils offered by the APFil.20/ 

In summary, whatever legal position may emerge, it is clear that Iran is increasingly in need of 
foreign investment. It is equally clear that the authorities have realized this need, and are seeki!"I~ 
to introduce new measures to promote such in~stment while also looking for ways to re-interpret 
the existing laws. This riay include the privatization of state-owned industries \\ith the intention 
of paving the ground for their transfer to foreign nationals, ar..d/or providing a stable and secure 
investment P'.>licy environment. 
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Fig. l.C. External trade 
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Fig. 1.0. Current-account balance 
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Fig. I.E. Distribution of GDP, 1992 
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Fig. l.F. Sectoral Growth in First Plan 
(Percentage per year) 

Agriculture 
Petroleum 

Industry 
Mining b/ 

Utilities 
Construction 

Services 

Private consumption 
Public consumption 

Capital formation 

GDP at factor cost 

0 5 
. 

10 15 
Annual average growth (If.) 

20 

D Planned growth B Actual growth 

al Fit•t tour yeara onlr 
Ill Actual 1•-tll data not avallabla 

25 



II. THE MANUFACTURING SECTOR 

A. GROWIH AND STRUCI1JRAL CHANGE 

Growth 

The Iranian economy was essentially agrarian in character until we. I into the present ttntury, and 
the few manufacturing activities lhat did exist during irs early dccac.es were mainly coltagc-basccl 
The building of the modem manufaduriug sector can be traced back to 1930s, when a number of 
textile mills, cement plants and sugar rcfincrics were CSlablished. These industries were cxpai;ded 
and developed during the first two development plans (1949-62), following which a variety of basic 
coosumcr goods industries were established during the third plan {1963-67) and the foundations 
were laid for the iron and steel, automotive. and petrochemical aad chemical industries. 

After gathering pace during the fourth and fifth plans (i9fl8-78), the industrialization process was 
slowed down for almost a decade during the 1980s due to political developments. This was partly 
the result of a shift in the government's sectoral priorities during the first half of the 1980s, when 
the previous emphasis on industry as the main agent of economic growth was replaced, at least 
temporarily, by a greater stress on the agricultural sector. In addition, it also reflected a virtual 
cessation of the private foreign and domcstic investment that had begun to play an inacasingly 
important role in the growth of the manufacturing sector by lhe late 1970s, as a response both to 
the self-reliant policies pursued by the new govunment and to the widespread expropriation of 
prmre industrial enterprises during irs early years in power. The situation was exacerbated by the 
extended war during 1980-88, which rc.\ulted in a significant diversion of resources and ~re 
damage to many of Iran's leading industrial facilities. 

The end or the war and the subscquenr adoption of more liberal economic policic.~ culminating 
in the introduction of the First Socio-Economic and Cultural Development Plan of rhe Islamic 
Republic (1989-93), paved the way for a rcs&1mption of indu.o;trial c;rowth and development. Many 
of rhe installations dama:~ed during the war have been rebuilt during the past five years, and many 
of rhe projects delayed by it have been completed. The re.\loration of stability ha.o; also stimulated 
a gradual recovery in private invcsrment intercst, especially among the Iranian bu5incs.~ community, 
which i." bcgirining ro move from short-lcrm intcrmC"diation acrivirir.i; to longer-term indu,;trial 
capital formarion. 

_ ___._ _____ _ 
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The soan::what fitful nature of industrial gro.1h in Iran during 1hc: past l•ll decades is indica1cd 
in Table :u. which shows 1ha1 neither the economy as a whole nor lhc manufacturing sector 
recorded a steady growth trend between the mid-1970s and the early 1990s. Indeed. manufacturing 
\-aloe added oulside 1he pclrolcl!m sector suffered a real contraction in fm: o( the eleven years 
from 1976 to 1986, while the mining and quarrying sector, consisting aimost entirely of pctroleum
rclated industries, contracted in six o( these years. Consequently, the share o( non-petroleum 
MVA in GDP was only marginally higher in 1986 than in 1975, while that o( the mining and 
quarrying sector was suhstanrially lower. Bolh the non-petroleum manufacturing industries and 
t .... mining and quarrying sector ha~ experienced Slcady growth since 1986. bowcvcr, resulting in 
significant incrcaSt.-s in lhe contrihution o( bolh to overall GDP between 1987 and 1992.. 

Tai* II.I. Contribution of' industry to the nalioeal tte11omy, 1975-1992 

COlllbined flanu. 
Year GOP Agriculture industry ftining f.icturing Utilities Construction Other 

A. QI' grawtb by sector (PertBlbge dmge at cmstant 19 factor cost) 

1976 20.6 7.3 10.8 10.5 14.4 2.9 52.0 42.9 
1977 0.9 0.3 0.0 -J.6 9.4 32.3 -21.7 11.8 
1978 -13.0 7.1 -27.5 -31.1 -2.1 -9.5 -13.2 7.7 
1979 -8.7 1.1 -14.2 -17.7 0.5 14.8 -27.6 -0.7 
1980 -18.3 8.9 -55.0 -68.2 -2.7 -18.2 8.8 8.9 
1981 -3.l 2.0 4.9 2.0 8.0 14.0 -12 .1 -7.1 
1982 13.6 7.1 61.7 114.5 -4.4 19.8 3.8 -7.4 
1983 10.7 4.9 5.3 3.2 11.8 3.9 34.6 14.2 
1984 0.1 7.3 -9.3 -18.2 12.3 12.l -5.0 6.1 
1985 1.6 7 .8 0.4 0.9 -2.l 9.5 -13.1 2.5 
1986 -8.9 4.5 -11.0 -14.6 -6.3 7.4 -16.0 -12.0 
1987 0.0 2.5 12.6 13.6 11. I 10.9 -15.3 -8.0 
1988 -3.0 -i.'.5 5.9 8.8 2.0 -3.6 -21.4 -8.6 
1989 4.1 3.7 8.2 7 .6 8.9 11.3 -I.6 0.9 
1990 11.8 8.1 18.4 19.5 16.0 19.3 2.9 8.1 
1991 9.4 5.1 13.9 9.6 20.5 27 .l 8.9 6.9 
1992 6.7 7.4 7.1 9.6 3.2 3.2 3.3 6.0 

B. Distribution of QI' by sector (Percentage share of current factor cost) 

1975 100.0 8.54 47.97 39.09 7.78 I.IO 5.78 37.73 
1976 100.C 8.09 43.90 36.10 6.93 0.87 8.71 39.29 
1977 100.0 B.07 40.57 32.22 7.31 1.04 7 .98 43.3i 
1978 100.0 9.88 30.41 22.13 7.33 0.95 8.81 50.90 
1979 100.0 10.67 34.61 26.24 7.42 0.95 6.71 48.02 
1980 100.0 17.47 23.44 13.16 9.20 1.08 8.10 50.99 
1981 100.0 21.06 23.90 12.94 9.76 1.20 6.89 48.15 
1982 100.0 19.98 29.97 19.23 9.53 1.21 6.65 43.41 
1983 100.0 17 .95 25.75 15.91 8.78 1.06 8.96 47.33 
1984 100.0 19.71 22.24 12.28 9.09 0.87 8.79 49.27 
1985 100.0 20.38 19.88 10.46 8.50 0.92 7 .69 52.04 
1986 100.0 23.91 14.41 4.76 8.62 1.03 7.35 54.33 
1987 100.0 25.36 15.77 5.21 9.52 1.04 6.05 52.82 
1988 100.0 23.79 16.66 5.02 10.45 1.19 5.07 54.46 
1989 100.0 24.54 18.61 6.79 10.70 1.12 4.74 52.13 
1990 100.0 23.36 24.36 11.01 12.25 1.10 3.99 48.28 
1991 100.0 23.06 25.54 10.33 14.04 1.17 3.73 47.69 
1991 100.0 23.32 75.37 10.30 13.96 1.11 3.54 47.76 
--··-----· ----------· -- ------ ----- --·--·----------------------- -------·----
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Structural chugr-

l1s pa'chy growth performance oC 1he past two decades DO(Withslanding. Iran's industrial sector has 
nc\"Crthclcss come a considerable way from its modcsl bc:ginning:s in the 1930s. As lale as lhe 
mid-1950s lhe country's manufactured output consisted primarily of processed foods and lcxtilcs, 
but 1hc following four decades have witnessed a substantial inc:rcasc in lhe \'Olume and variety or 
1hi-i oulpul. By the early 1960s the range of products manufactured in Iran had been apanded 
to include a number of' basic chemicals. including rcrtili7.crs, paints and soap. This ~ followed 
hy the dc\'Clopmcnl of lhc electrical 3nd mechanical engineering industries in the 1960s and 1910s.. 
n.-sul1ing in the emergence of a highly diversified product range by the late 197Qs_ An indication 
or this expansion and cfo,"Cl'Sifacation of the range of industrial output is pro,ided in Table 11.2. 
which lraccs lhc ~lopmcnt of the industrial sector since the mid-1950s. 

Table 112 Maaafaduriag procluc:ti~ 1955-199.Z. sda:kd JQrs 

Production Unit 1955 1962 1967 1972 1986a/ 1992 

Conserved fruit Thousand tomes 2-2 8-1 21 
Preserved fish Thousand tonnes 12.5 
Edible vegetable oil Thou~ tomes 64_5 118.0 178.9 401.3 608-3 
Wheat fl our Thousand tonnes 435_0 2.039-0 407 _ '.:' 
Biscuits and wafers Thousand tomes 6-6 16.5 18.7 69.0 
Sugar Thousand tomes 75.0 292.6 553.0 669.0 511.0 871.0b/ 
Tea ThOlisand tomes 7.0 14.3 18.8 48.1) 44.0 
Alli 11i1 I feed Thousand tonnes 415.0 
llon-alcot'.olic drinks "illion bottles 29.0 52.1 2,269.0 2.209.6 
Cigarettes Mi 11 ion pieces 6.0 8.4 10.6 12.9 15.3 10.5 
Cotton fabrics "i 11 ion 11etres 76.0 364.0 454.C :>62.0 569.0 
Blankets Thousand pieces sc,.o 1.286.0 6,034.0 
Knitted fabrics Thousand pieces 13.7 
Machi Re-llilde "i 11 ion square 7.5 8.9 

carpets metres 
l'loquette "illion square metres 17 .3 24.8 
leather "i 11 ion feet 11.4 16.2 63.l 

n:5c1 leather shoes "il1ion pairs 9.5 24.1 8.1 
Non-leather sport "i 11 ion pairs 1.6 1.0 . 17. l 22.2c/ 

shoes 
6.8c/ Plastic shoes "illion pairs 4.4 1.0 4.1 

and slippers 
Wooden and fonaica "i 11 ion square 8.8 

veneer metres 
lleopine Thousand square iaetres - 431.0 
Writing paper Thousand tonnes 60.0 1!6.1 
Cardboard Thousand tonnes 4.9 5.4 7.5 
Cartons Tt.ousand tonnes 7.7 39.3 117 .I 154.l 
Paper tissues Thousand tonnes 0.8 2.4 3.0 4.0 
Wall paper "'i 1 lion square 19.5 

metres 
Pesticides Thousand tonnes 24.0 18.6 
Chelllical fertilizer Thousand tonnes 45.7 163.3 l.lCO.O 
Paint Thousand tonnes 2.8 9.7 21.0 26.9 
Soap Thousand tonnes 15.0 53.7 34.4 31.l 
Washing powder Thousand tonnes 3.1 31.1 132.8 
Matches "i 1l ion boxes 365.0 524.0 447.0 1,844.0 

~ontlnued) 
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Table 11.2. (coatiaaed) 

P:-oduct i OI! lktit 1955 1962 1967 1972 1986a/ 1992 

Automt i ve tyres Thousand tonnes 215.0 463.0 43.1 89.ob/ 
Autamtive tubes Tonnes 195.0 1,299.0 
Bicycle and Tonnes - 2,957.0 

mtorcycle tyres 
ly 1 on bags and Thousand tonnes 18.8 

plastic rolls 
Plate glass Bi 1 ! ion square metres 0.3 1.2 15.1 0.1 
Safety glass Thousand square 

metres 297.0 l,204.6 
Bricks Thousand •i 11 i 00 3.5 4.3 8.4 
Tiles fti i lion square 

24.5c/ metres 0.2 1.8 15.9 
Gypsm fti 11 ion tomes 3.5 
Cement fti 11 ion tomes 0.1 0.7 3.4 13.l 16.0 
Copper products Thousand tonnes 2.1 1.9 7.0 
Iron products Thousand tonnes 11.1 73.3 149.0 
A1111inim products Thousand tonnes 1.4 ... 9 38.6 
Bui ldozers, loaders lktits 424.0 520.0 

and mechani ca 1 
shovels 

Tractors Thousands !0.6 9.3 
Tillers and threshers lktits - 11,916.0 
COlllbines Units 338.C 573.0 
Water ~ Thousand sets 5.7 6.4 42.8 
Radio and c.issette Thousand sets 8.6 129.6 222.0 245.2 144.0 

players 
Television Thousand sets 0.6 24.9 1.9 330.8 678.0 
Telephones Thousand sets 259.0 353.0 
Electrical heaters Thousand sets 10.2 
Coolers Thousand sets 1.6 6.4 143.0 238.0 309.0 
Refrigerators Thousand sets 434.4 860.0 

and freezers 
Washing machir.es Thousand sets 73.8 65.0 
tleat •incers Thousand sets 27.8 93.0 
Juice extractors Thousand sets 95.9 107.0 
Rice cookers Thousand sets 76.4 224.0 
Car batteries Hi 11 ions 2.6 
light bulbs and Hi 11 ions 44.1 48.0 

tubes 
Sockets and plugs Mi 11 ions 17.7 28.0 
Cables Thousand tonnes 17.7 
Wires Thousand tonnes 8.a 
Motor vehicles Thousands 61.7 75.3 
Moton:ycl es Thousands 110.3 109.8 
Bicycles Thousands 35.0 37.8 

.'fourr.n: Plan and Budget Organization, •Preliminary Rcpon of 1hc Third Plan on Industry and Mines", 1961; Ministry 
of lnduscrics and Mines."Data on Industrial and Mining Activities in Iran". 1960; Ministry of F..conomics, 
"Rcpon on 1hc Results of the Industrial Census•, 196S; Central Dank of Iran. Ann~I Rcpon and Balance: 
Shec:1·, 1974; S1a1is1ical Centre oJ Iran, Slalistical Yearbooks, •-anous issuc:s; Plan and Budp:t Orpnizarion, 
·Sc:con..s Socio-Economic and Cultural Dc:Yelopmc:nr Plan of the: lsbmic Republic of Iran·. Anne:• 1, Tablc:s 
from Chaptc:r Ill. 

a/ Large: industrial csrablishmc:nts llftly. 
b/ 1991. 
•I 19?~. 
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The Manufacturing Sector 

A more quanlilalivc iodicalion of Jhe Slruclural changes experienced by lhc: manufacturing sector 
in Iran is provided by dala on lhe diSlnbulioo of manufacturing \<1lue added (MVA) by major 
indu~rial branches between 1975 and 1992 compiled by UNIDO {see Table 113). This shows thal 
the manufacturing sector bas traditionally been dominalcd by lhe textiles. food processing 
(including be\'Cragcs and lobacco manufactures). and lransport equipment branches, whose 
combined share remained almOSl uochangeu at about 41 per cent bclween 1975 and 1992. 
Important changes did 1.ake place within these hranches, howe\'Cr, -.ith the share of the textile 
industry declining from 205 per cent to 14.6 per cent, while the shares of the food processing and 
transport equipment industries iocre:ised from 12 per cent to 13.7 per cent and from 8.6 per cent 
to 13.1 per cent respectively during this period. 

Other major manufacturing branches are the oon-mccallic mineral prcxiucts industries (including 
ceramics and glass), the metal and metal produc:s industries (excluding machinery and equipment) 
industries. and lhe electrical and non-electrical machinery industries. As indicated in Table 113, 
each of these branches conlnl>uted more than 10 per cent lo total MVA in 1992, wilh the non
metallic mineral products industries accounting for 11.29 per cent, the metal and metal products 
industries for 175 per cent, and the electrical and non-electrical machinery industries for 12.5 per 
cent. In the case of the firSl two of these three groups the 1992 share was well above the 
corresponding figure for 1975, which amounted to 8.4 per cent and 11.2 per cent respectively. By 
contrast, the 1992 share of the electrical and non-electrical machinery industries fell short of the 
13.8 share registered in 1975, principally because of a sharp decline in the share of the electrical 
machinery sub-group. 

Most other branches recorded small but noticeable decreases in their share of total MVA during 
1975-92. This was especially true of the ~;>er and printing industries. most sections of the 
chemical industry including petroleum refining and the manufacture of rubber products, and the 
professional and scientific equipment industries. Modest gains, by contrast, were made by the 
wearing apparel., furniture and plastics industries. 

Table 11.3. Strudure or manufaduring value added, 1975-92, selected )-ears 
(Percentage) 

1975a/ 1980 1985 1988 1989 1990 1991 1992a/ 

food products 5.47 11.47 11.02 12.72 11.61 9.23 10.38 10.48 
Beverages 2.38 1.79 2.64 2.69 2.68 1.90 I.52 1.54 
Tobacco 111anufactures 4.18 I.38 0.90 2.53 1.40 1.03 l.7? 1.76 
Textiles 20.51 16.40 18.55 19.18 18.47 15.98 14.85 14.63 
Wearing apparel other than 

footwear 0.44 0.96 0.66 1.31 l.12 l.06 0.59 0.58 
Leather and leather 

substitutes 0.70 0.44 0.59 1.15 0.87 0.86 0.57 0.57 
Leather footwear 1.53 I.23 I.44 1.81 1.74 1.06 0.88 0.88 
Wood and cork products 

excluding furniture 1.05 0.83 I.05 1.96 1.99 1.35 0.96 0.95 
furniture and fixtures of 

wood 0.33 0.41 0.42 0.48 0.54 0.40 0.42 0.42 
Paper and paper products 3.42 I.67 2.29 1.45 1.56 1.63 1.83 I.80 
Printing, publishing and 

allied indu$tries 2.16 0.98 0.85 1.17 2.06 1.42 1.16 I.16 
Industrial chemicals 4.84 l.15 2.03 1.92 3.10 2.84 2.62 2.59 
Non-industrial chemicals 4.02 3.42 5.31 4.64 6.47 5.16 3.79 3.73 
Petroleum refineries 1.61 20.J8 0.53 0.50 0.36 0.20 0.28 0.28 
-- -----·- -· ----- -- - - ----------~--- -----------·------------
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Tab~ 11.13. ( c:oatiaued) 

1975a/ 1980 1985 1988 1989 1990 1991 1992a/ 

"iscellaneous products of 
petrolea and coal 0.07 0.02 0.28 0.42 0.62 0.48 0.31 0.31 

Rubber products 2.38 1.15 1.58 I.SO 1.97 1.46 1.40 1.40 
Plastic products 1.45 2.44 2.06 2.47 2.32 2.06 1.69 1.67 
Pottery. china and 

earthen.are 0.34 0.56 0.66 0.53 0.51 0.52 0.38 0.37 
Glass and glass products 1.61 1.41 1.46 3.23 1.29 0.91 1.59 1.57 
Other non-metallic •ineral 

products 6.84 10.10 11.98 10.57 10.41 8.62 8.SO 9.35 
Basic iron and steel industries 7.85 4.52 6.24 7 .85 6.56 11.20 9.55 9.51 
Basic non-ferrous metal 

industries 0.71 0.60 1.67 2.34 2.14 5.18 3.76 3.72 
Metal products excluding 

11achinery and equis-nt 2.65 3.94 4.86 3.85 5.18 4.24 4.23 4.22 
Ion-electrical 11achinery 6.54 2.56 5.53 7 .13 7.88 9.08 10.12 9.96 
Electrical machinery. 

apparatus and appliances 7.22 4.82 6.56 2.86 2.46 4.16 2.61 2.57 
Transport equipment 8.56 4.93 8.12 3.21 4.14 6.32 13.35 13.13 
Professional and scientific 

equi pllel'lt 1.01 0.29 0.48 0.25 (.1.29 0.29 0.44 0.43 
"iscellaneous manufacturing 0.11 0.14 0.23 0.27 0.27 0.35 0.45 0.47 

Total mnafacturing 100.00 100.00 100.00 100.00 100.00 100.00 100.00 HI0.00 

Sourc~: UNIDO Industrial Development Review Information Base. 

a/ &timatcs. 

B. INDUSTRIAL EMPWYMENT 

Quantitative treads 

Employment data collected by rhe various population censuses conducted since the 1950s show 
that the impact of the manufacturing sector on labour absorption has been less than impressive. 
After rising sharply from 13.8 per cent in 1956 to 18.2 per cent in 1966, the share of the labour 
force employed in the manufacturing sector rose only marginally to 19 per cent in 1976 before 
failing back to a mere 13.2 per cent in 1986. While this last figure is no doubt distorted to some 
extent by the dislocations caused by political events, and in particular the war of 1980-88, it 
nevertheless underlines the limited capacity of the manufacturing sector to absorb the rapid growth 
in population and the labour force in the recent past. ti 

The census data on changes in the absolute level of industrial employment closely reflect the 
trends indicated by the data on the share of total employmenl accounted for by the manufacturing 
5ec1or. Betwee::i 1956 and 1966 an average of 48,200 new jobs per year were created in 
manufacturing activities. Over the following decade Ibis rate of increase slowed down quite 
markedly to 37,400 jobs per year, and during 1976-86 the number of manufacturing jobs at.1ually 
contracted by an average of 22,100 per year. 

More recent employment slatislics, !hough not directly comparable with lhe census dala of 195<i· 
86, have been puhlishcd by lhe Central Bank of Iran in ils annual reporls. The lalest of thc!ie, 
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covering 1992, show that the total number of persons employed in manufacturing. mining and 
petroleum industries amounted to 2 million, or 14.9 per cent of lhe total employed workforce of 
135 m:llion. In ,,iew of the highly capital-intensn'C nature of lhc pclroleum extraction and mining 
industries, it may be assumed that the bulk of these workers were, in fact, employed in 
manufacturing activities. Thus, although a slight increase appears to have taken place in both the 
absolute number of industrial workers and the share of industrial employment during the late 
1980s and early 1990s. the respcctM: figures have nonetheless remained relatively low by 
international standards. 

Two principal causes can be identified for the comparatively low absorption of labour by the 
manufacturing sector in Iran. The first is the import-substituting industriali7.ation strategy pursued 
by both the present and the former governments of the country, which promoted the establishment 
of capital-intensive industries and was supported by expansionary monetary policies and an 
o\'Cmlucd exchange rate. The second was the emergence of the highly capital-intensM: petroleum 
industry as a dominant player in the economy, which at times accounted for more than 30 per cent 
of GDP, even though its share in employment generation was minimal and seldom exceeded 1 per 
cent of the employed labour force. 

The structure of manufacturing employment is reasonably wt:ll balanced between various 
industries. Although the textile industry has traditionally been the most important source of 
employment creation, the food processing. non-metallic mineral products, basic metals and 
engineering industries have also made an important contribution to the creation of industrial 
employment over the past two decades. By contrast, the leather, wood, paper and professional 
equipment industries have had a very small share of the industrial labour force. The contribution 
of the chemical industries (comprising industrial chemicals, non-industriai chemicals, petroleum 
refining. miscellaneous coal and petroleum products, and rubber and plastic products) has also 
been significant in overall terms, although the share of the individual components has historically 
been relatM:ly small. 

According to data for medium and large scale industrial enterprises compiled by UNIDO from 
official sources (see Table 11.4), the textile industry accounted about 21 per cent of industrial 
employment in 1992, while the food industry (including be\·eragcs and tobacco manufactures) 
accounted for a further 13.9 per cent. Significant job opportunities were alw created by the non
metallic mineral products industries (including ceramics and glass). which absorbed 133 per cent 
of the industrial labour force, and by the basic metals and machinery industries, which absorbed 
15.1 per cent and 11.8 per cent respectively. The transport equipment industry, meanwhile, 
accounted 5.6 per cent of industrial employment, and the chemical industries (including petroleum 
relining, rubber and plastics) for 9.9 per cent. 

Comparable data for J975 show that the food industry accounted for about 11 per cenl, indicaling 
a modest overall growth during the intervening period. This growth was mainly concentraled in 
the food processing industry itself, however, with the relative shares of 1he beverages and tobacco 
manufac1uring industry declini:ig significanlly between 1975 and 1992 from 2.3 per cent 10 1.4 per 
cent and from 3.1 per cent to 1.3 per cent respet::tively. The textile iildustry, meanwhile, played 
a much more dominanl role in 1975, when ii pro .. ided employment for 31.2 per cent of the 
induslrial labour force. Its share declined rapidly to sligh1ly over 20 per cent by 1he late 1970s, 
and has remained at approximately that level ever since. The share of the non-metallic mineral 
producls industries (including ceramic.i; and gla:;.i;) ha!> increa.;ed steadily from 9.2 per cent in 1975, 
meanwhile, as ha:i; that of the basic metals industries. The overall shari; of lhe engineering and 
transporl equipml·nt industries has fallen, hy conlra-;t, alrhough lhe non-clcctriral machinery 
induslry has made some m<,dcst gains from the late l'JXOs onwards afler havin~ suffered an 
extended conlraclion in llw late 1970s and most of lhe tcl~Os. 

r. Ln11r.•I \'.11111n' ln1lus1rial I lcwlopmcol Ori:-1n11alu•n 
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Table 11.4. Stndun of manufaduriag employment. 1975-92, s~ccted yars 
(Pcrccnlage) 

1975 1980 1985 1988 1989 1990 1991 1992a/ 

Food products 5.58 12.43 ll.31 11.27 11.81 10.34 11.11 I 11.20 
Beverages 2.28 l.75 l.78 l.43 l.34 1.30 l.40a l.42 
Tobacco manufactures 3.ll 2.13 1.24 l.74 l.69 l.61 l.27 l.26 
Textiles 31.19 21.00 20.68 22.93 22.07 20.31 21.34 20.97 
Wearing apparel other than 

0.49a/ footwear l.00 l.14 l.41 1.53 l.58 l. lol l.12 
leather and leather 

substitutes 0.63 0.56 0.73 0.82 0.67 0.66 IJ.54 0.54 
leather footwear l.81 l.67 l.17 1.60 1.91 1.73 1.72 1.73 
Wood and cork products 

excluding furniture 1.37 2.07 1.83 l.76 1.97 2.04 1.33 1.31 
Furniture and fixtures of 

0.28a/ wood 0.51 0.72 0.49 0.49 0.67 0.61 0.60 
Paper and paper products l.83 l.69 1.75 l.36 1.62 1.50 1.96 l.92 
Printing, publishing and 

1.52a/ allied industries 1.19 0.83 0.95 1.20 l.51 1.27 1.26 
Industrial chemicals 1.89 l.05 1.79 2.09 2.13 2.33 1.73 1.70 
Non-industrial chellicals 3.84 3.17 3.36 3.25 3.60 3.86 3.62 3.55 
Petrolet111 refineries 0.34 3.96 0.20 0.38 0.41 0.17 0.39 0.39 
Miscellaneous products of 

0.07a/ petrolem and coal 0.04 0.18 0.40 0.50 0.41 0.33 0.33 
Rubber products 2.04 1.17 1.62 1.60 2.05 l.67 1.79 1.78 
Plastic products 1.52 2.88 2.04 2.05 2.14 2.19 2.16 2.12 
Pottery, china and 

earthenware 0.58 0.71 0.63 0.60 0.56 0.52 0.68 0.67 
Glass and glass products 1.43 1.40 1.18 1.35 1.28 1.27 1.31 1.29 
Other non-111etallic •ineral 

products 7.18 14.08 14.39 13.83 12.71 12.62 10.35 11.35 
Basic iron and steel 

industries 6.89 3.86 5.83 6.10 5.88 7.31 8.42 8.36 
Basic non-ferrous 111etal 

industries 0.54 0.61 0.97 1.82 1.70 1.81 1.82 1.79 
Ketal products excluding 

111achinery and equipment 2.39 4.77 4.35 4.42 4.75 5.19 4.99 4.97 
Non-electrical 111achinery 7.14 3.91 5.31 8w37 8.35 8.98 9.16 8.~9 
Electrical machinery, 

apparatus and appliances 5.64 5.34 6.01 2.93 2.79 2.65 ' .• 89 2.84 
Transport equipment 7.68 6.63 7 .71 4.38 4.21 4.87 5.73 5.61 
Professional and scientific 

0.63a/ equipment 0.31 0.44 0.38 0.33 0.49 0.60 0.60 
Miscellaneous 111anufacturing o. ua/ 0.12 0.21 0.27 0.32 0.43 0.31 0.32 

Total 11a11Ufacturing 100.00 100.00 ICM' .00 100.00 100.00 100.00 100.00 100.00 

Sourc~: UNJDO lndu5lrial Devclopmcnl Review lnfonnalion Base. 

a/ fa1ima1cs. 

In 2s.-;es.-;ing lhc employmenl gencraling role of manufacturing industry in Iran, it needs lo be 
borne in mind lhat the country also possesses an extensive informal cottage-based handicraft sector 
in addition lo the formal manufacturing sector. This sector, which consists of a vast number of 
small worhhops through<'UI •he country carrying 01JI a wide-range of lahour-inlcnsive activitic<o, 
is widely acknowledged lo he very effective in providing full-lime, part-lime and seasonal 
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employment opportunities. Its impact is virtually impossible to measure, however, owing to the 
small and dispersed nature of the enterprises involved and the lack of any proper records. 

lbe role or womm21 

In keeping with the tenets of Islam, a segregation of the sexes is obsen'Cd in kan, under which 
women are expected ideally to limited their activities to the domestic sphere and avoid contact 
with non ·related men. This bas not entirely prevented women from engaging irt gainful 
employmenl, however, and women make an important contn"bution to both the .'"lllal and 
informal sectors of the economy. Their economic role bas been strengthened by the effects of the 
1980-88 war, moreover, which resulted in a sharp inacasc in the number of femal..;-hcaded 
Louseholds and forced many women from taking paid employment out of economic necessity. 

Although quantitative data on the economic role of women in Iran arc patchy, it nevertheless 
remains true that women account for only 2 rclatM::ly small proportion of the Iranian labour force. 
The 1986 census re~cd that only 8 per cent of the female population aged 10 and above was 
economically actM::, compared with 45 per cent of the male popuWion, and that women therefore 
accounted for only 9 pc: cent of the total labour force. This census also showed that large 
numbers of employed women in the private sector are engaged in unpaid work, with unpaid family 
workers representing 42 per ecol of the female private-sector work force as against 4 per cent of 
the male pffirate-sector work force. 

Women's employment in Iran is characterized by a high degree of vertical and horizontal 
segregation, as a result of which women tend to be confmed to a comparatively narrow range of 
occupations. Most of the working women are employed in the service sectors, especially in the 
provision of education and social services. Agriculture is the second most import source of 
employment opportunities for women, followed by industry. Within these sectors, the occupational 
groups in which women arc represented most strongly arc professional, technical and related 
workers, agricultural workers and production and transport workers. 

Table 11.S. 

!SIC 

31 
32 
33 
34 
35 
36 
37 
38 
39 

Share of women in manufacturing employment by major ISIC category, 1987 
(Percentage of total) 

Industry 

Share of lllOlllen in industrial 
el1'J l oyment 

(Percentage) 

Food, bevE:rage and tobacco 
Textile, clothing and leather 
Wood and wood products 
Paper, cardboard, printing 
Chemical, petrole1111, coal, rubber and plastic 
Non-metal minerals, except petrole1111 and coal 
Basic metal production 
Hachinery, equipment, tools and metal products 
Other 

Total (Thousands) 

5.6 
18.9 
0.5 
2.3 
6.7 
3.2 
0.8 
2.4 
1. 7 

8.2 (118 out of 1,441) 

So11rce: S1a1is1ical Centre of Iran, S1a1is1ical Yearbook. 
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Industrial employment for women is believed to have decreased sharply since the mid-1970s. The 
main source of industrial employment for women is carpet-weaving, which is carried out mainly 
in small rural workshops. Other important employers of women arc the textile, garment, leather 
and footwear industries, although they have suffered some of the most dramatic declines in female 
employment over the past two decades. The food and beverages industries are also significant 
employers of women, as is the electrical gooJs assc.mbly industry. 

Rural women in Iran participate in a wide range of agricultural activities, including the primary 
processing of food and cash crops and livestock products. In addition, rural women are also 
involved in a variety of handicrafts, including carpet-making, weaving, embroidery, mat-making, 
the production of gillims (hand-woven floor coverings) and sericulture, which represent an 
important source of income for rural households. Since much of this work takes the form of 
unpaid family labour, however, it tea:.ds to be substantially underreported, with official cstim3tes 
suggesting that women account for only about 11 per cent of the rural labour force. 

C. PRODUCTIVI'IY AND PERFORMANCE 

Output 

Data compiled by UNIDO indicate that the share of value added in the gross output of the 
manufacturing sector rose significantly in the early 1980s from 41.6 per cent in 1975 to 51.3 per 
cent in 1981, and then fluctuated modestly around the 50 per cent mark before dropping to about 
45-46 per cent towards the end of the 1980s and in the early 1990s (see Table 11.6). Consequently, 
this share was only mru-ginally higher in 1992 than in 1975, implying that little success had been 
achieved during this period in raising the efficiency of the industrial sector and reducing the 
proportion of input costs in total output value. On the contrary, the sharp decline in the share of 
MV A in gross output between 1988 and 1989, when the government began to introduce more 
market-oriented policies, suggests that much of the apparent improvement between 1980 and 1988 
was due to the high level of subsidies and distorted price structures prevailing during that period. 

A more disaggregated analysis of the data in Table 11.6 reveals considerable variations in the 
performance of various individual industries. By far the most impressive results have been 
recorded by the food processing, beverage and tobacco manufactures industries, all of which 
substantially ircreased their share of MVA in gross output between 1975 and 1992, albeit with 
occasionally sutY.· .. ~ntial fluctuations in the intervening years. The only other industries to have 
recorded a noticeable increase in this share were the basic iron and steel, the non-electrical 
machinery and the transport equipment industries, in most cases as a result of the increased 
availability of cheap local inputs to replace more expensive imports. All other industries suffered 
a reduction in this share, reflecting their declining efficiency and productivity. 

A separate set of data, not entirely comparable to that presented in TalJ;e 11.6 because it excludes 
the petroleum refining industries, is provided in Table 11.7 to show variations in the performance 
of the manufacturing sector by si7..c of enterprise. This shows a steady improvement in the 
efficiency of large enterprises between the mid-1970s and 1990, although this trend appears to have 
been reversed in the early 1990s. Small enterprises, by contrast, rewrded a steadily decreasing 
share of value added in gross output, with the decline being particularly severe in rural areas. The 
rcsull of these developments has been a comprehensive reversal of the comparative efficiency of 
large and small enterprises during the past two decades, although the share of value added in the 
g:w.~ output of the manufactuiing sector as a wllille h;1s risen significant:\· because ,,f lhc 
predominance of the larger enterprises in the sector . 

. ---· -----·-------·--·---~--~---- - ---------------------·--··. --- ----- ------ ---- ·-·· ---- --- ---- ---
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Table 11.6. Sha~ of MVA in gross output. 1975-92, selec:ted years 
(Percentage) 

1975a/ 1980 1985 1988 1989 1990 1991 1992a/ 

Food products 12.40 36.40 34.82 36.62 30.39 30.18 34.0S 34.08 
Beverages 55.20 59.59 63.22 64.61 71.96 59.38 60.53 60.52 

.Tobacco manufactures 63.96 59.47 58.75 83.96 74.41 75.39 83.12 83.12 
Textiles 62.14 51.16 51.90 51.28 48.23 54.42 45.61 45.61 
Wearing apparel other than 
foot~ar 61.55 65.24 48.59 42.61 28.92 33.43 43.26 43.27 

Leather and leather 
substitutes 42.66 26.74 23.64 27 .97 25.50 33.85 30.81 30.81 

leather foot~ar 63.50 49.65 50.68 50.58 42.81 42.63 41.85 41.84 
Wood and cork products 

excluding furniture 89.73 43.46 50.46 57.42 50.75 47.97 45.52 45.52 
Furnitun! and fixtures of 

wood 74.04 54.89 52.38 47.93 46.58 39.41 42.53 42.53 
Paper and paper products 72.50 40.00 50.96 42.86 37.80 43.77 40.00 40.00 
Printing, publishing and 

alt-ied industries 76.70 50.72 62.86 55.52 59.37 61.22 65.06 65.06 
Industrial chemicals 63.85 61.68 50.36 50.95 54.51 46.38 52.77 52.77 
Non-industrial chemicals 36.77 40.66 47.75 50.26 43.91 49.04 36.15 36.15 
Petrc'eua n!fineries 57.28 84.55 71.43 69.42 52.4b 56.03 57.01 57.01 
Hiscellaneous products of 

petrolelJI and coal 56.47 36.71 59.18 59.16 69.83 63.35 50.56 50.55 
Rubber products 58.39 49.18 54.85 51.64 44.94 51.22 48.12 48.12 
Plastic products 63.24 40.14 47.98 45.10 30.59 ?6.66 35.93 35.93 
Pottery, china an~ 

earthenware 72.95 74.18 81.18 67.94 69.60 74.35 65.48 65.48 
Glass and glass products 78.45 60.37 64.68 73.81 61.79 55.11 65.54 65.55 
Other non-metallic aineral 

products 63.22 68.20 66.21 59.40 61.72 59.23 57 .43 57.43 
Basic iron and steel 

industries 28.50 43.90 39.96 61.88 44.98 40.34 41.13 41.13 
Basic non-ferrous 111etal 

industries 38.58 44.87 41.63 50.65 36.87 43.42 37.78 37.78 
Hetal products excluding· 

machinery and equipment 71.42 46.67 54.48 59.72 43.42 38.09 45.89 45.89 
Non-electrical 111achinery 42.26 42.92 44.71 46.53 48.51 48.85 47.64 47 .64 
Electrical machinery, 

apparatus and app?iances 70.21 50.27 53.62 53.75 51.50 64.25 45.54 45.54 
Transport equipment 23.34 33.94 38.95 33.50 53.67 61.24 52.71 52.71 
Professional and sciP.ntific 

equipment 68.02 59.65 63.29 57.53 51.76 36.78 46.04 46.05 
Hlscellaneous manufacturing 62.58 61.54 58.54 95.75 33.74 48.35 60.42 60.42 

Tota 1 llilflUf acturi ng 41.62 51.31 47.99 49.64 45.01 45.99 45.29 45.36 

So11ru: UNJDO Industrial Dcvclopmcnl Review lnformarion Base. 

a/ E51ima1c. 

------·----------
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Table 11.7. Share el MVA ia gross output by sm el mtttprise. m:ladiag petroleum 
proc:asiag. 1974-92, sdected ,an 
(Billion rials) 

1974 1978 1983 1988 1990 1992 

Large industrial 
establislments 

Gross output 564.3 878.9 2,156.7 3,322.3 6,636.3 15,592.2 
Value added 186.3 316.8 919.4 1,532.3 3, 178.5 6.705.0 
Share of value added 33.0 36.l 42.6 46.l 47.9 43.0 

Sllall urban industries 
Gross output 106.6 175.7 225.0 1.467 .9 .c.~!!!.9 5,563.3 
Value added 49.2 87 .3 97.2 557.2 975.9 2,058.0 
Share of value added 46.2 49.7 43.2 38.0 38.0 37.0 

Sllall rural industries 
Gross output 31.0 86.6 267.5 455.4 595.l 1,220.0 
Value added 16.7 44.0 125.2 198.6 }59.5 455.0 
Share of value added 53.9 50.8 46.8 43.6 43.6 37.3 

Total -.f Kturing 
Gross output 701.9 l,141.2 2,649.2 5,245.6 9,802.3 22,375.5 
Value added 252.2 448.1 1.141.8 2.288.1 4,413.9 9,218.0 
Share of value added 35.9 39.3 43.1 43.6 45.0 41.2 

Sourc~: Central Bank of Iran, National Accounts and Annual Rqlort. •;arious issues. 

Productivity 

As may be expected, labour productivity rates vary signifiC311tly between industries. This is 
indicated in Table 11.8, which show a substantial spread in this productivity rate, defined as MVA 
per employee, on either side of the average figure for the manufacturing sector as a whole. 

·inevitably, the highly mechanized or capital-intensive industries are shown to enjoy the highest 
levels of labour productivity, with the transport equipment and non-ferrous metal industries 
recording productivity rate.c; more than twice the average level of the 1.1anufacturing sector as a 
whole, and the beverages, tobacco processing, leather, chemicals. glass, iron and steel, and 
machinery industries also reporting above-average productivity rates in 1992. Relatively low rates, 
by c0nlrast, are recorded by the traditional low-value-added labour-intensive industries, such as 
garments, footwear and ceramics. 

The data in Table 11.8 also show considerable inter-temporal shifts in relative labour productivity 
rates between 1975 and 1992. In most case.'i the changes have been negative, with a particularly 
sharp fall in relarive labour productivity having taken place in the petroleum refining indusrry and 
significant falls having been recorded in the leather footwear, furniture, paper and publishing, 
industrial chemicals, rubber and plastics, metal products, electrical machinery and scientific 
equipment induslries. They have been offset, however, by significant improvements in the non· 
ferrous metal, non-electrical machinery, transport equipment and miscellaneous manufacturing 
industriei;. 

------·--------------------·-------·--- -- --------- ----
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Table 11.8. Laboar prodactmty ia maallfac:huiag. 1975-92. selttted ,an 
(Index: Total manufacturing = 100) 

1975a/ 1980 1985 1988 1989 1990 1991 1992a/ 

Food products 98 92 97 113 98 89 93 93 
Beverages 104 102 148 189 201 145 108 109 
Tobacco llilllUf actures 135 65 73 145 83 64 139 139 
Texti Jes 66 78 90 84 84 84 10 10 
lle.:.•ring apparel other than 

footwear 89 96 58 93 13 67 52 52 
Leather and leather 

substitutes 110 80 81 140 130 131 106 106 
Leather foot.ear 85 74 82 113 91 62 51 51 
Wood and cork products 

excluding furniture 11 40 57 112 101 67 72 72 
furniture and fixtures of 

lllOOd 115 81 59 98 110 60 69 70 
Paper and paper products 187 99 131 100 96 109 93 94 
Printing, jd>lishing and 

allied industries 142 83 101 123 172 94 92 92 
Industrial chellicals 256 110 114 92 146 122 152 152 
Ion-industrial chellicals 105 108 158 143 180 134 105 105 
Petroleu1 refineries 480 514 266 132 89 116 71 71 
ftiscellaneous products of 

petroleu1 and coal 103 51 151 107 123 116 93 93 
Rubber products 117 99 97 94 96 88 78 78 
Plastic products 95 85 101 121 109 94 78 79 
Pottery, china and 

earthenware 59 78 106 88 90 99 55 55 
Glass and glass products 113 101 124 240 101 72 122 122 
Other non-11etallic •ineral 

products 95 72 83 76 82 68 82 82 
Basic iron and steel 

industries 114 117 107 129 112 153 113 li4 
Basic llOf'-ferrous metal 

industries 131 98 173 128 126 287 207 207 
ftetal products excluding 

machinery and equipaent 111 82 112 87 109 82 85 85 
Non-electrical machinery 92 66 104 85 94 101 110 lll 
Electrical 111achinery, 

apparatus and appliances 128 90 109 98 88 157 90 90 
Transport equipnent 111 74 105 73 98 130 233 234 
Professional and scientific 

equipnent 159 94 109 66 87 59 72 72 
ftiscellaneous manufacturing 97 112 108 100 85 82 149 149 

Total llilllllfacturing 100 100 100 100 100 100 100 100 

Souru: U!lo1DO Industrial Development Review Information Base. 

a/ F..stimarc. 

Despite the apparent increases in productivity recorded in some individual industries in recent 
years, which themselves arc often a reflection of distorted prices and subsidies rather than real 
improvements in efficiency, there can be liule doubt that the manufacturing sector in Iran has 
suffered a sharp reduction in productivity during the past two decades. The latest available data, 
covering the period to 1987, show that manufacturing value added per worker in large industrial 
establishments from 806,000 rials in 1974 to 625,000 rials (in constant 1974 prices) in 1987 (sec 

--·---- _....__. ______ -·--· ··----·---
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Table lt9). This rcprcscnts an overall decline of more lhan 27 per cent in real terms. or an 
average decline of almost 2 per cent per year. To a considerable cxtenl it reflects m-cr-manniilg 
in the predominantly state-owned componcnl of lhc indusrrial sector, where large workforces are 
often retained for social reasons.. 

T ... 11.9. Labour prodadirity in large industrial establishments. 1974-16, sdttkd Jnl"5 
(Constant 1974 prices) 

Year 1974 1976 1978 1980 1981 1982 1983 1984 1985 1986 

Va I ue added generated 
factor cost 
(Bill ion rials) 186.3 259.4 239.5 244.1 285.0 324.S 369.5 357.1 305.0 318.4 

flanpo.ier 
(Thousand persons) 231.1 271.2 292.6 316.3 486.4 567 .1 593.3 578.l' 559.0 509.8 

Productivity 
(Thousand rials) 806 957 820 772 586 572 623 618 546 625 

Solarn: c.cn1m Bank ol (12n, National AccounlS ol Iran. 1974-87. 1991. and Census ol largoe industrial establishment. 
various years. 

The falling productivity can be ascribed lo a number of causes, many of which are exogenous to 
the manufacturing sector itself and have their origins in the political developments or the past two 
decades and the economic policies adopted during this period. This bas had a considerable impact 
on the operating environment faced by manufacturing enterprises. aff ccting the availability or 
appropriate factors or production, management, investment, technology, and markets. In many 
cases the availability or these resources bas been severely limited, leading inexorably and inevitably 
to sub-optimal decision-making and lhe choice of second-best op1ions. 

A major constraint hampering the growth of productivity in the manufacturing sector has been 
Iran's limited access to suitable technologies, both as a result of its frequcnl foreign exchange 
shortages and its restrained lrade relations wilh some of the major inlemalional suppliers of 
technology. An example of the effect or lh~ developmenls has been the growing trend towards 
the cenlralizcd importation or machinery through stale-run procurement and distribu1ion ccnlres 
since the lale 1970s, often from eastern Europe and the former Soviel Union. As Ibis machinery 
is not always cost-competilivc and the technology embodied in it docs nol always meet the needs 
or the firms concerned, many enterprises have continued to use their existing obsolescent 
machinery, with the new machinery being ulili7.cd below its full capacily or even being left idle. 

A fur1her constraint to the growth of industrial produdivity is the limited availability of qualified 
and skilled manpower. Although there has been a conscious auempl by successive Iranian 
governmznls to upgrade the educalional capabilities of lhe country's manpower, which has resuhed 
in an increase in the literacy rate from 47.5 per cenl in 1976 to 61.8 per cent in 1986 and 74.1 per 
cent in 1991, a substantial gap• ~mains between the demand for and supply of suilably qualified 
industrial manpower. The situauon has been exacerbalcd by the fad that many highly-trained 
technical and managerial personnel, oflen with overseas degrees or diplomas, have been unahle 
II' find suitable employment in Iran since the early 1980'i, and have either migralcd ahroad nr ar:: 
engaged in activi1ies wi1hin Iran which do nol enable lhem fully lo u1ili7e lheir skills and ahilitic~. 

------------- ---- ----------
c· l"n11cd :'\a1111n~ lndu~tnal l>cvclopmcnt Ori:.1n11;if1nn 
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In m auempl to o•;crcome this constraint, the gcm'rnmcnt h:is expanded the prU\ision of tcchniC'al 
education in a number of specialized technical schools. which com~ n1ainly under the general 
supcn.'ision of the Ministry of Employment (sec Table II.IO), and encr.ur~d the gr™th of 
tertiary educational institutions, which release: thousands or graduates intl> the job market ~ry 
year (sec Table IUl). As a result of these m~ures, the proportion or the work foccc "loith a 
tertiary education increased Crom only 2.5 per cent in 1976 t\l 45 per cent in 1986. md ~ almOSl 
certainly grown iurther in the inten~ning years. This increase in quaotit)· ~ nol necessarily been 
matched by a corresponding increase: in quality, ho'A1:'-cr, since go\-ernment rcgubtioos require 
that a proportion of all university places be allocated 00 grounds olhcr than academic mer.t, inur 
alia to people •iio participated in the 19Sl-88 war md their rclatn-cs. and to people from 
underpm"ileged backgrounds. 

Tabk II.IO. Graduates of ttthnical, proffSSional and agricultural schools 

Total Tedlninl Professional Agricultural 
Year Male fellille fl.ale Female Male Female Only male 

1985-86 12 ,961 4,209 10.123 12 2.355 4,197 483 
1996-87 17 ,69S 7,964 12.917 19 4,147 7,945 634 
1987-88 15,756 9,941 11,059 6 3.857 9.935 840 
1988-89 13,796 6,427 9.846 11 3,204 6,416 . 16 
1989-90 i3,098 5,713 9,381 0 2,901 5,713 816 
1990-91 14,577 6,:)36 10,492 0 3,187 6.536 898 
1991-92 22,023 6,772 16,066 c 4,603 6,772 1,354 

Sourer. Starisrical Centre o( Iran, Starisrical Ynubook 1991. 

Tabl~ II.I I. Graduates or universities and higbff education institutes according to 
educational I~, 1984-92 

Associate 
Year degree Bachelor Plasters Doctorate 

1984 5,084 13,553 1,143 164 
1985 7,586 19,346 1,755 181 
1986 10,000 14,640 2,044 243 
1988 10,987 15,034 2,319 297 
1989 13,359 19,868 3.723 434 
1990 13,287 24,376 4,825 369 
1991 12 .836 31. 515 7,401 601 
of which: 
Kedicine 4,213 6,790 4,363 567 
Hdllilnities 1,026 11,977 1.401 20 
Basic Sciences 392 4,305 463 12 
Engineering 5,968 5,074 560 0 
Agriculture and Veterind~y 852 2.373 504 2 
Arts and Architecture 385 996 110 0 

------------------------- --·--·-- --- -- -·------··--

.'"111ra S1ar .. 11<;il Ccnrrc: o( Iran. Sti11Ull<t11 >l·nrhnf>k /99! 



The COSl Slruc!urc of Iranian industry has been inDucnced ~ significantly by a number of 
fa\'OUf"ablc p'CfDJDCDl policies O"Cf the paSI (WO decades.. Tbcsc ba\'C included lhe mainlcnana: 
of an ow:r-V31ucd exchange rate and deliberale efforts lo reduce the real COSI of credit, which have 
eD3blcd the industrial sector to meet its import l'Ct(UircmenlS and domestic fmancial needs on 
highly bcncfacial terms. Al lhc same lime. ltowcver. lhcse policies have dislorted lhe operalioa 
or 1he price mcdwiism. and rcsuhed in lhe emergence cl indfacien1 and uncompetitM: industries 
as well as a number of macro-economic discquilibria. which are proving very diffacult lo corrccl. 

While the precise impact ·~ these subsidies on lhe indUSlrial seclor is diffacull 10 determine, lhe 
fact that they ha~ substantWly distorted its cost structure must al-vays be OOn?e in mind when 
auempling lo assess its prof'atability. 

An <m:rvicw of lhc manufacturing sector's profatabilily trend-; since: lhe mid-19/0s is presented in 
Table 11.12, which shows the share of gross profits in MVA_ Confirming lhe points made above 
about the sector's highly subsidized eosl structure. this table shows it lo be highly profatablc in 
nominal terms. These proflls were esp:ciaDy high in the mid-1970s, when the surge in oil prices 
cffcctiYcly removed the govcrnmCDl's resource coostraints and pcnniued a particularly high degree 
of subsidi7.ation. The situation detcriorzted during the first half of rhc 1~ when political 
developments and weakening oil prices reduced the gm.-crnmcn1's capacity lo provide such 
cxtcnsnc subsidies. The late 19Ms wilacsscd a partial recovery in nominal profatabilitt bcls. as 
the end of the 1980-88 war and lhe restoration of some Slability in inrcrnatiooal oil marltClS 
increased the government's resource base and permiued a higher degree or subsidiza1ion. 

This recovery bas been restrained by the ~mmcnt's efforts l<' ra1ionalizc its macroecoo.>mic 
policies in the early 199(k, howe~. which have included ancmpls to realign rtac exchange ralC. 
libcrali7.c prices. reduce the budget deficit and raise the COS( or credit_ T 0 lhe extent that these 
policies are sustained in the coming years. they will result in significant changes in relatiYc prices 
and COSI Slructurcs facing 1he indUSlrial sector. AlmOSl inevitably, they will also result in a 
rationalization or lhe manufacturing sector, forcing the closure or restructuring of commcrc:ially 
unviable enterprises and promOling the growth or dficienl ones able lo compete in an undiSlortcd 
marker environment. This is almost certain lo provoke protests from some quarrers. wilh some 
industrialists already having begun lo talk in dire lerms or their inability lo cope with ihc new 
situalion and warning or lhe social consequences or widespread bankruptcies. Under these 
circumstances it appears highly likely lhal the pace or 1hcsc reforms will slow down in lhe coming 
years. 

More comprehensM: dala on lhc cost Slructure or large industrial establishmcnu arc given in lhe 
periodic indu..-;trial surveys conducted by lhc Stalistical Cenrre or Iran. As indicated in Table 11.13, 
which presents the results or lhe ialcst a\'ailable survey conduc1ed in 1987, raw malerial'i and wages 
con.-;tilule lhe lwo most impGrtanl cost ilems for manufacturing enlerprises. Raw malerial costs 
account for more than SO per ccnl in almost all 2-digil ISIC branches, rising as high a-; 95 per cenl 
in 1hc ca-;c or the wood-ba<;cd and papcr-rclalcd induslries (ISICs 33 and 34). By conlrasl, the 
share or raw material Costs is lowc.<;t, a11d that or wage CO!il!~ highcsl, in lhe non-melallic mineral 
indu.-;trie.-; (ISIC 36). An indicalion or lhe di.-;tortions ari.~ing from the O\"Crvalued exchange ralc 
prevailing at 1hi.-; lime i.-; given by 1hc rcla1ivcly low capi1al s1ock ulue ascribed to th~ petroleum 
and chemical indu.-;tries (ISIC JS), which is ba-;cd on the hook-\·aluc or i1s imported m.1chincry and 
capital goods at onicial exchange ralcs_ 

• l'.ml<'•I :">.tl1<m• lndu•ln.tl ll<-vclnpncnl Ori:;tn11.t11nn 
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Table 11.12. Sllaft or gross profits ill MVA. 1975-92, sdttted yurs 
(Percentage) 

1975a/ 1980 1985 1988 1969 1990 199! 1992a/ 

Food products 71.00 43.41 43.80 60.83 59.10 E6.48 69.75 69.75 
Beverages 75.86 45.66 59.06 75.10 80.68 i6.73 66.76 66.76 
Tobacco aanufacture5 58.95 8.47 1.81 10.13 50.25 58.50 n.ao 72.80 
Textiles 69.79 30.11 35.17 49.44 50.16 64.54 51.96 53.96 
llNring apparel other than 

footwe.r 30.02 59.49 26.23 69.41 57.27 68.41 51.92 51.92 
Leather and leather 

substitutes 78.90 33.46 38.68 n.49 68.53 77.19 74.46 74.48 
Luther foob1ear 77.14 26.10 36.91 67.52 57.82 52.52 47.56 47.55 
Wood and Cort products 

-16.53b/ 11.93 excluding furniture 77.09 65.65 61.91 70.ll 45.02 45.03 
Furniture and fixtures of 

lllOOd 60.00 51.27 10.90 60.37 64.04 52.69 56.54 56.54 
Paper and paper prockicts 81.75 35.98 46.05 54.44 45.98 67.60 6G.83 60.84 
Printing. publishing and 

a 11 ied industries 41.77 30.02 41.82 64.59 73.21 67.18 58.24 58.25 
l~trial cllellicals 71.98 6.36 40.00 38.82 58.20 68.19 68.99 68.99 
Ion-industrial chemicals 70.48 47.30 61.16 66.54 72.81 74.08 64.33 64_33 
Petroledll refineries 83.39 82.02 74.91 69.05 52.97 64.46 67.05 67.02 
ftisce•Janeous products of 

petrolam and coal 27.60 11.92 66.45 69.73 6'.84 78.05 72.62 n.62 
Rubber products 68.73 28.83 31.59 34.1! 44.70 sg_36 50.52 50.52 
Plastic products 78.49 38.51 44.30 63.79 56.55 68.02 58.86 58.86 
Pottery, china and 

earthenware 62.92 38.24 47 .10 44.94 49.42 69.01 39.88 39.91 
Glass and glass products 72.54 42.03 45.59 78.19 48.59 57.52 72.01 72.02 
Other non-11etallic •ineraJ 

products 69.36 36.90 36.36 46.33 52.66 58.55 57.87 57 .87 
Basic iron and steel 

industries 68.36 39.92 40.71 62.60 54.86 71.60 58.14 58.14 
Basic non-ferrous 11etal 

industries 71.69 35.25 62 .77 59.10 60.78 86.20 75.74 75.74 
ftetal products excluding 

llilChinery and equ1Jml!!lt 75.05 35.05 48.52 49.04 57.29 62.50 59.44 59.43 
Ion-electrical machinery 68.87 15.94 39.24 45.74 ~9.94 65.23 64.08 64.08 
Electrical machinery, 

apparatus and appliances 78.26 30.91 42.52 53.58 51.40 79.87 62.00 62.00 
Transport equipment 71.63 13.16 33.54 28.25 41.~7 69.35 83.75 83.75 
Professional and scientific 

equipment 82.86 35.75 44.58 3<!.62 50.Eti 50.12 57.32 57.33 
ftis:eJJaneous manufacturing 65.03 65.00 57.50 70.45 63.27 69.06 81.20 81.21 

Total mnufacturing 70.69 43.21 40.80 55.50 55.80 67.93 64.56 64.49 

St>ur<~: UNIDO Industrial Dcvdopmcn1 Review lnfonm1ion Base. 

a/ l:S1ima1c. 
h/ Raulls arc ncga1ive bccallSC Mlarics arc p-ca1cr 1han \IV A. 
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Tabk 11.13. Industrial cost distribatioa by ISIC, 1987 

ISIC Code Total value 
Cost 31 lZ 33 34 35 36 31 38 39 (Bill ion rials) 

Raw 11aterials 73.3 64.6 95.4 95.2 65.1 41.0 54.9 66.3 78.2 2.113.3 
Contracting 0.2 0.8 0.2 0.3 1.5 0.8 0.7 1.2 21.3 
Rinor repairs and 

aainteNnce 0.9 1.0 0.2 0.2 1.5 2.7 1.2 1.0 1.2 39.7 
C~ication 0.1 0.1 0.2 0.2 0.2 0.2 4.8 
C01mercial insurance 0.2 0.2 0.3 0.3 0.1 0.2 0.4 28.5 
Rent (building. 

llilch i nery) 1.9 2.5 0.4 0.6 3.4 2.6 4.0 3.0 1.6 87.6 
Fuel I.I 0.4 0.1 1.0 4.1 1.3 0.6 0.4 35.8 
Electricity 0.8 0.9 0.2 0.1 1.0 3.5 1.5 0.9 0.8 38.2 
Water 0.1 O.I 0.2 0.3 3.5 
Wages. salaries 21.0 28.3 3.3 3.6 26.4 42.6 35.4 26.0 14.1 888.8 
Others 0.5 0.9 0.2 0.1 0.7 1.4 0.4 1.0 2.0 7.5 

Value of capi!al stock 
(Bill ion rials) 12.9 5.5 2.0 1.3 3.6 9.9 1.2 8.2 0.4 

Sou«r: Cakula1ion based on cbra extracted from l'J87 ladusrrial Su~q. Sla1islical CentR of Iran.. 

D. INSTITUTIONS AND SUPPORT SERVICES FOR INDUSTRIAL 
DEVEWPMENT 

Unlil Scplembcr 1994 the manufacturing sector in Iran was organized inlo four groups, each of 
which ~re covered by a separate ministry. Light industries. including food processing, teniles and 
lealher, chemicals and pharmaceuticals, non-merallic minerals, lighl metal products and electrical 
and electronic appliances, were placed under the supervision of the Ministry of lndUSlry, while the 
automolivc. machine tools and heavy engineering industries were supervised by the Ministry of 
Heavy Industries. The basic metals industry, meanwhile, was allocated to the Ministry of Min~ 
and Metals, while the petroleum and petrochemicals industry feU under the remit or the Ministry 
of Petroleum. Allhough lhe responsibilities or the various ministries were defined reasonably 
clearly in principle, the separation of their areas of authority has tended lo be more difficult in 
practice, as a result of which their activities often overlap. fa order to rationalize this structure, 
tl?e government has proposed the gradual merger or these ministries, with the first step in thi-; 
direction having been taken in September 1994, when the Ministries or lndu.-;try and Heavy 
lndu.-;tries were combined. 

According to a report presented to parliament by the Ministry of Industry in 1992, lhe enterprises 
under its supervi.-;ion accounted for 79 per cent or manufacturing output, 80 per cent of value 
added, 79 per cent or employees and 93 per cent or firms in the manufacturing sector. These 
enterprises were managed by the National Iranian Industries Organi1.ation (NllO), an umbrella 
organi7..ation affiliated to 1be ministry. The mini.ury also promoted manufacturing activities 
through i1s Indu.-;trial fatale Company, which designated land for lhe building or industrial estates 
and as.c;i'iled in the selling up or indu.-;trial units. In addition, the Ministry maintained the Iran 
~landard'i lnslitutc and wa~ re'i(Y.lnsible for ensuring that the manufactured good'i rroduced in lrnn 
i::omply with specifications set in the national standard. None or these functions and procedures 
have changed as a rc~mlt or the mini.,try's merger with the Ministry or Heavy Industry. 
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The Minislry of Industry has historically also been responsible for a wide range of rc.-scarch and 
dc,,-elopmenl (R&D) activities as well as the provision of industrial training. A numl:k!r of lhe 
minisrry"s departments and pro,,incial ccnlrcs opcrale their <Mll R&D units. and the minislry also 
adminisrcrs lhe Industrial Management Organiz.arion, which aucmpts 10 imprO\'C managerial and 
technical skills by prO\iding training courses for staff members of manufacturing cs1ablishmcn1s 
affiliated 10 loc minislry. In line \\ith irs training objectn-cs. the minislry established rhe T cchnical 
Colicge for Iranian Industries in 1989. 

Whik rhe Minislry of Industry has been rt.-spoosible for rhe supervision of a large number of 
industries dispersed throughout Iran, lhe Ministry of Hea\y lndusrries has had lo deal with a 
smaller number of esrablishmenls conccnlralcd mainly in Tehran (the automoti'l.-e indusrry), Tabriz 
(lhe machine tool and agricuhural equipmcnl indUSlries) and Arak (lhe machine 1001 i!idustry). 
This minislry also operates a number of R&D units and conducts slralegic managemenl course.c; 
as well as sending trainees abroad. Through the lndUSlrial DcYClopment and Renovation 
Organi7.alion (IDRO) affiliated lo the ministry, ii also assists in upgrading Iran's he;n)' indus1rial 
and helping them to enhance lhe quality of their oulpul through training and the acquisition of 
lcchnology. 

The Minislry of Mines and Metals is concerned mainly y,'ilh lhe exploralion, extraction and 
processing of minerals (except fossil fuels), and lhc productio:i of basic metals. As such it 
supcniscs Iran's steel mills and aluminium and copper plants. as well as a number of planls 
manufacturing inlermcdiale industrial products. The Minislryof Pelroleum, finally, manages Iran's 
oil refineries, petrochemical complexes a.'ld gas lrealment units. II operates ils oil-related 
manufacturing activities through the National Iranian Oil Company (NIOC), the National 
Petrochemical Company (NPC) and lhe Nalional Gas Company (NGC). lo addition, it also assists 
rhe devclopmenl of lhe sector by operating an Oil College, an Qi! Research Centre and some 
other research units affiliated lo its commercial companies. 

Apart from the governmenl ministries discussed aboYC, the banking system is also invol\-cd in lhe 
manufacturing sector through ils supervision or direct management of a number of industrial 
cs1ablishmen1s. The banks' direct involvement in lhe indusrrial sector was initialed by the 
cs1ablishmen1 or a number or speciali7.cd banks in lhe 1950s, such as the Bank ... 1f Industry and 
Mines. The role of lhc banks in industrial managemeol was grea1ly enhanced following lhe posl-
1979 era a.-; tcsuh of lhe introduction of Islamic banking practices, and lhe prO\ision 1ha1 hanks 
could rake over manufacturing units owned by their debtor~. This has resulled in the emergence 
of hanking-indu.c;trial complexes resembling the Japanese moocl in many respects, in which rhe 
hanks pro\ide lhe financial resources for their affiliated manufacturing en1erp1iscs. 

E. OWNERSHIP AND INVESTMENT PATIERNS 

Ownership 

The pallern of induslrial ownership in Iran has its roots in 1he historical developmcnl or 
manufacluring induslry in lhe counlry. As noled in Chapler I (Industrial devclopmenl policies), 
Iran's indu.~1:ialization programme was initialed and largely funded by the stale for mosl or its firs! 
two decades. II wa!> only in rhe fourlh development plan (l<)(i.~·72) thal lhe governmenl seriously 
hc!!an lo seek the involvement of the privale scclor in manufoc1uring acli\ities, alhcic mainly in 
small and medium sized inJusrrics. This rc,;uhed in lhe estahlishmenl of a large number of planls 
;1nll r;Klhrics hy lhc p1iV.th: :o.l"Cll\f in lhc early Jl)7fo., wt.id1 C1incenlr.1lcd principally on th..: 
prnduc1inn of consllml·r goods. 



The expansion of 1he privale sector in10 largc-'.':cale industries was subsequently prevcnled by rhe 
nalionali7.a1ion of many of the large, medium and even small sized pri\-alely O'Aned enterprises in 
the 1980s. Some of rhese were placed under 1he control of lhe newly-established Nalicnal Iranian 
Industries Organi7..ation (NllO) or lhe Industrial De\"Clopment and Renova1ion Organi7.alion 
(IDRO), an umbrella organization established in 1967 for the manag..-:ment of Slate-owned hea\y 
industries and affiliated to the Ministry of Heavy Industries since 1982. while orhers were taken 
O\"cr by a number of revolutionary foundations, such as the Bony-Jd-i-Mostazafan (Foundalion of 
the Oppressed), Bon)-ad-i-Shahid (Foundation of the Martyrs), Bonyad-i-Panzdehe Khordad 
(Foundation of the 15th Khordad, commemorating the date lhal Ayatollah Khomeini was sent into 
exile). In the course of this process, most of the heavy indu!>lries were transferred to the IDRO, 
the medium and small industries to the NllO, and the industri\;S confascaled from associates of 
the previous regime to the revolutionary foundations. 

According to an industrial census conducted by 1he Statistical Centre of Iran (SCI) in 1983, 986 
of the 7,128 large industrial establishments with more :'.1an ten employees in the country were 
managed by the public sector. Ofthese, 202 were in the non-metallic mineral industries (ISIC 36), 
177 in the machinery industry (ISIC 38). 174 in the textile and leather industries (ISIC 32), and 
the remainder in other branches of the manufacturing sectors. The distribution of these 
establishments by number of employees revealed further that 7.9 per cent of them employed less 
than 19 people, 14.6 per cenl between 20 and 49 people, 15.6 per ecol between 50 and 99 people, 
40.1 per cenl bclween 100 and 499 people, and 21.8 per cent more rhan 500 people. Thus, more 
rhan 50 per ccnl of 1he publid) ·Owncd industrial enlerprises employed a work force of more 1han 
50 people. 

In addition, these firms accounted for 68.8 per cent of the lolal value added of all large industrial 
enterprises in the country. The most important of these were in the engineering industries (ISIC 
38), which accounted for 19.7 per cent of tolal MVA, 1he textile and leather industries (ISIC 32), 
accounting for 14.7 per cent of total MVA, and the food, beverage and tobacco industries (ISIC 
31 ), accounting for 10.5 per cent of total MV A. The census .tho showed that with a total payroll 
of more than 385,000, large-scale public enterprise!> accounted for 67.2 per cent of lolal 
employment in Iran's large iriduslriai establishments. Again, the biggest contribution was made 
by ISIC categories 38, 32 and 31, which accounted for 173 per ccnl, 16.4 per cent and 10.2 per 
cent. respectively, of the total labour force employed in all large industrial establishmenls in 
lran.31 -

In summary, lherefore, the 1983 census showed thal public cnlerpriscs accounled for a majority 
of the workers employed and the bulk of the MVA gcneralcd in Iran's induslrial enterprises with 
more than ten employees. It also revealed that m05t of these enterprises were concentraled in the 
textile and leather industries, the food, beverage and lobacco industries, and the engineering 
industries. Jn the absence of more up-to-dale information ii seems safe lo assume thal the role 
of the public sector in manufacturing activities increased between 1983 and 1989. This groWlh is 
likely lo have been arrested in the following years as a result of lhc inlroduction of the 
privalizalion programme, which resuhed in more lhan a 100 firms being lransfcrred lo lhe privale 
sector. This may nol have cau~d a significant rever:.al in the dislrihution of ownership helween 
the public and privale sectors, however, because it coincided with the inauguration of a large 
number of new slate-owned industrial enterprises in the field of pclrochemicals, hasic metals and 
engineering. 

A significant change in lhe ownership structure is likely lo lake place in the coming years when 
the Second Socio-economic and Cullural Dcvdopmeill Plan of 1h.: !slamiL Republic, which 
pro\ides for major transfer of ownership in the industrial ~rrlor. comes into force. According to 
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lhe plan. all the industrial establishments under lhc coolrol of lhe NIIO are lo be lransferred lo 
lhe private sector and the organization itself abolished. The ownership of establishments affiliated 
lo the IDRO is also intended to be transferred lo the private sector to the extent permiued by the 
constitution of Iran.41 

lnffStmmt 

In Iran the slate has traditionally made a major conlribution to investment in the manufacturing 
sector. Generally speaking. the government has directed its in\'eSlment expenditure inlo areas 
requiring high levels of capital expenditure and more advanced technology, such as the 
manufacturing, mining, transport and communications, heahh and education, and public utilities 
sectors, and to a more limited extent the agricuhural sector. The private sector, on the Olher 
ha.,d, has concentrated its investments in the agricultural sector, the provision of household 
services and trade, with some investments also being made in small and medium-sized 
manufacturing industries. As a result of the shift in economic policies initiated in the early 1990s, 
however, it is expected that the bulk of all fulure investments will be made by 1he private sector, 
except in areas deemed to have a strategic importance, such as the oil/gas sector and heavy 
industries. 

The investment expenditure undertaken by the public and private sectors in all scclors of the 
economy in 1985-91 is indicated in 11.14. This suggests that conslruction accounls for the bulk of 
capital formation, although it needs to be borne in mind that the expenditure on machinery and 
other capital goods is likely to have been significantly underestimated since these items were for 
the most part imponed at overvalued or concessional rates of exchange. Another important 
feature of Table 11.14 is the concentration of the private sector on construction and the public 
sector on the procurement of capital goods, ahhougb this pattern appeared to be shifting in 1991, 
possibly as a result of the introduction of the new economic policies. 

Table 11.14. Investment in machinery and building by public and private sector, 1985-91 
(Billion rials, current prices) 

1985 1986 1987 1988 1989 1990 1991 

lnvest.nt in 11achinery 
Total 744 500 463 644 1.042 1.761 3,028 
Private sector ~~s 202 131 311 585 884 1,789 
Public sector 419 298 332 333 456 878 1,239 
Share of public sector in total 
111achinery investiaent (Percentage) 
Investment in building 

56 60 72 52 44 50 41 

Total 2,097 2, 106 2,199 2,313 2,668 3,901 5,027 
Private sector 1,429 l,347 1.431 1,445 1,700 2,163 2.571 
Public sector 667 759 768 868 968 1.739 2,456 
Share of public sector in total 
building investment (Percentage) 32 36 35 38 36 45 49 

Total domestic capital formation 2,841 2 ,606 2,662 2,957 3,709 5,663 8,054 
Share of machinery in total (Percentage) 26 19 17 22 28 31 38 
Share of building in total (Percentage} 74 81 83 18 72 69 62 

!io11ra: Ccnlral Rank of Iran, Annual Rcportli, variou~ year.;. 

------ ----- -·-------------------··· 

-----------------------·--- ---- -·-----------
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A summary of the sub-sectoral distribution of total investment in the manufacturing sector is 
presented in Table IU5. This table reveals that the buU· of ma.."lufacturing investment has been 
channelled into the engineering industries (ISIC 38) during lhe past decade, e\'co though the actual 
share declined considerably from more than 40 per cent in 1981 to approximately 23 per cent in 
1990. The difference was made up by an increase in the shares of se\'cral other industries, 
principally non-metallic minerals (ISIC 36) and, to a lesser extent, basic metals (ISIC 37). The 
increased share of the latter reflects the expectation of the go\-ernment that the iron and steel, 
aluminium and ccppcr industries can be de\'cloped into a major source of foreign exchange 
earnings. 

Table II.IS. Distribution of new manufacturing invrstmfnt by ISIC in indusuirs with 10 or 
more rmploytts, 1981·90, srltttfd ynrs. 

ISIC 1981 1984 1987 1988 1989 1990 

31 15.3 15.3 20.9 15.0 14.0 17 .9 
32 17 .& 15.l 14.5 16.6 14.6 17 .5 
33 l.5 l.4 4.5 3.5 3.4 3.6 
34 4.3 3.5 3.7 2.5 3.9 2.8 
35 10.5 12.9 8.7 11.7 15.9 13.l 
36 7.5 20.2 13.4 16.6 18.3 15.2 
37 2.5 4.1 3.4 9.5 2.9 5.9 
38 40.3 27.l 30.4 24.1 26.3 22.6 
39 0.1 0.3 0.5 0.8 0.8 1.5 

Tota la/ 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Sraristical Centre of Iran. S1a1is1ical Yearbooks. various )UIS. 

a/ Torals may not add due to rounding. 

F. INDUSTRIAL EXPORTS AND IMPORTS 

Exports 

An essential feature of Iran's foreign trade during the past 50 years has been the dominance of 
the petroleum sector in the country's exports. While the share of non-oil/gas products in total 
export~ has fluctuated beawecn 2 per cent and 16 per cent bc1ween 1971 and 1991, the share of 
manufactured goods never exceeded 28 per cent of total non-oil/gas exports. This is indicaled in 
Table 11.16, which prcsenls a historical summary of the distribution of Iran's non-oil/gas exports 
by major commodity group. 

Wi1hin 1hc category of manufactured goods, the most significanl export~ during the past 20-30 
years have been detergents and soap, chemicals, shoes, garmcnl~. tranc,port equipment, cement and 
building malcrials (~cc Table 11.17). The export or cement has ccac,cd in rcccnl years, however, 
hut copper ingols and products ha\·c become an imporlant manufactured export since the mid-
1'>80s. 

t I "n11rcl :"'a1111n' ln1h,.1n.•I l>nrlopmcnf Ori:an1n1f1nn 
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Table 11.16. Distribution or non-oil/gas exports by main commodity groups, 1971-92, selected 
,an 
(Percentage) 

1971 1975 1980 1985 1988 1989 1990 1991 1992 

Agricultural and 
traditional goods 76.6 69.9 93.3 79.8 74.4 85.7 79.1 15.0 69.6 

ttetal ores 4.9 5.5 3.0 6.5 3.2 2.6 2.5 1.5 1.2 

Industrial goods 18.4 24.6 3.7 13.8 22.5 11.7 18.4 18.2 21.3 

Other 5.3 7.8 

To~al UIO.O 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Sauret: Central Bank oC Iran, Annual Rcpons, various years.. 

!'liorc: TOlals may llOl add due to rounding. 

Table 11.17. Composition of main manufacturing exports, 1972-90, selected J'8r5 
(Percentage of total non-oil exports) 

1972 1977 1980 1982 1985 1986 1987 1988 1989 1990 1991 1992 

Detergents and soap 3.6 3.1 o.~ 0.1 0.2 0.4 0.1 0.1 0.2 
Chemicals 3.4 2.3 [.0 1.2 1.5 3.1 3.3 1.2 1.8 2.1 
Shoes 3.0 1.5 0.4 O.ti 0.1 0.2 0.4 0.5 l.O 
Copper ingots and 

products 0.4 6.2 6.6 3.6 13.8 l.6 5.9 2.4 4.9 
Ready-made clothes, 

knit wear and 
textiles 8.2 4.6 1.6 3.4 1.9 1.7 0.9 0.7 0.5 0.9 2.2 2.7 

Cement, building, 
materials and mosaic 1.3 0.2 1.2 0.2 0.4 0.9 0.4 0.6 0.3 0.2 0.6 

Transport vehicles 0.5 1.9 0.1 0.5 0.1 0.3 0.2 0.2 0.2 0.4 0.8 2.4 
Others 2.1 11.7 1.1 1.6 3.8 1.6 3.7 4.2 5.2 9.6 10.0 7.5 

Total a/ 22.l 25.3 3.1 7.5 13.8 12.0 11.4 22.5 11. 7 18.4 18.2 21.3 
Total value of r.on-
oil/gas exports 
{Sbillion) 0.44 0.52 0.65 0.28 0.47 0.92 l.16 1.04 1.04 l.31 2.61 2.94 

Source: Central Bank of Iran, Annual Reports, various years. 

a/ Totals may not add due to rounding. 

One of the main rcasous for poor performance of Iran's manufactured exports is the lack of 
in1erna1ional compc1i1ivcncss, in terms of both price and quality, of !he goods produced hy Iran's 

--------- ····-· ----·--·-
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import-substituting industries. which had originally been set up to supply the home market Both 
the government and private entrepreneurs arc keenly aware of the need to improve this 
competitiveness. interalia through the promOlion of foreign iD\"CStment in joint ventures, preferably 
with buy-back agreements. In the meantime, they are also hoping to find markets for the existing 
producls in low-income and less-developed countries. 

In view of the uncertain prospects for international oil prices, the government has begun to place 
increased emphasis on the promotion of non-oil exports, and manufactured exports in particular. 
The draft of the Second Development Plan of the Islamic Republic, which is currently being 
debated in parliament, calls for an increase in the value of manufactured exports to SI5.8 billion 
(see Table 11.18). The development and promotion of non-oil/gas exports, and the provision of 
appropriate policy advice, is also one of the main foci oi the technical assistance programme 
currently being formulated for Iran by the United Nations Development Programme. 

Table 11.18. Projected value or manufactured exports by major product group, Second 
Development Plan of the Islamic Republic or Iran, 1995-99. 

Product 

Textiles and clothing 
Chemical and cellulose products 
Food and pharmaceuticals 
Non-metallic minerals 
Petrochemicals 
Hetals 
Carpets and handicrafts 
Trucks 
Buses 
Others 

Total 

~alue (S billion) 

0.52 
1.16 
0.32 
0.22 
2.23 
2.24 
7.00 
0.14 
0.06 
1.91 

15.80 

Sourc~: Plan and Budget Organization. "Dr.rrt Second Socio-Economic and Cultural Development Plan of the Islamic 
Republic or Iran", 1993. 

Imports 

As a developing country with a limited manufacturing capacity of its own, Iran has devoted a 
substantial proportion of its foreign income to imports in general and the import of manufactured 
goods in particular. A substantial proportion of these imports has consisted of capital goods 
needed for the establishment and expansion of the country's industrial and infrastructural capacity, 
with the data in Table 11.19 indicating that transport equipment and machinery have usually 
accounted for about a third of total merchandise imports. Despite ils long-standing efforti; at 
import-substituting industriali7.ation, however, Iran ali;o remains heavily depcndenl on imports of 
manufactured intermediate goodi;, including chemicals, and a wide range of manufactured 
consumer goodi;. 

~~---------·-------------------
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Table 11.19. Shan or manufactons in total merchandise imports, 1980-89 
(Percentage) 

Year 1980 1981 1982 1983 1984 1985 1986 1987 

Engineering productsa/ 28.2 26.1 28.1 34.9 37.6 34.2 35.4 32.7 
Chemical products 14.0 16.1 14.2 11.5 12.2 10.2 14.6 15.2 
Others 36.8 35.3 33.8 35.0 30.3 37.2 31.6 29.3 
Total manufactures 79.0 77.5 76.1 81.4 80.1 81.6 81.6 77.2 
Tota I illlpOrts 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Total illlpOrts ($billion) 10.8 13.5 11.8 18.1 14.5 11.4 9.4 9.4 

1988 1989 

34.3 30.0 
16.0 16.0 
25.7 26.8 
76.0 72.8 

100.0 100.0 
8.2 12.8 

Sorm:c: Calcularions based on dara pl'Ollidcd in Annual Repon and Jlalancc Sheer of the Central Bank of Iran, various 
~"Cars. 

a/ Machinery, tools and transpon equipment_ 

G. INDUSTRIAL WCATION AND REGIONAL DEVELOPMENT 

Apart from such economic factors as the vicinity to sources of raw materials and markets, the 
location of Iranian industry has also been influenced by a variety of social, administrative and 
historical factors. The first attempts to industrialize the country in the 1920s and 1930s involved 
the establishment of textile mills and other plants producing basic consumer goods in Tehran, 
Esfahan and the provinces bordering the Caspian Sea, which became the initial nuclei of the 
industriali7.ation process. As this process accelerated and became closely enmeshed with the 
development planning system, it increasingly became oriented towards import-substitution and the 
achievement of industrial self-sufficiency. This concept of self-sufficiency was gTadually extended 
to the provincial level, resulting in a considerable dispersal of industry, which was also stimulated 
by the specific local availabilities of a variety of natural resources. Despite this geographical 
spread of manufacturing activities, however, the capital Tehran and the areas surrounding it 
became the principal hub of the industrial sector, and now account for about 40 per cent of 
industry is now located in Tehran and adjacent areas. 

The change in government in 1979 reinforced the desire for self-sufficiency. This policy stance, 
coupled with the need to create jobs for the uowing population and the availability of abundant 
foreign exchange at the time prompted a renewed dispersal of manufacturing industries throughout 
the country. A number of new industrial estates, of which the most successful are near the cities 
of Ghazvin, Rasht, Semnan, Arak, Tabriz and Saveh, were also established at that time to 
accommodate a variety of small and medium si7.ed industries. 

As indicated in Table 11.20, however, wh:Ch presents the latest available data on the distribution 
of industrial enterprises by province, Tehran has remained the most important industrial centre 
in Iran by a considerable margin. It continues to account for the vast bulk of the total number 
of industrial enterprii;es in Iran, and also had the widest range of industrial activities. The most 
important of these include food processing, textile production, woodworking, paper production and 
publishing, oil refining and motor vehicle assembly. Other important industrial provinces, albeit 
well llchind Tehran, arc fafahan, Khorassan and East A1erbaijan,5/ which have a number of 
heavy industries, including chemicals and petrochemicals, iron and steel, metalwork;ng, machine 
tools and motor vehicle assembly. 

C· IJn11cd \;i1inn~ lnduMnal f)cvclopmcnl Organiza1ion 
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;; I Table 11.20. Distribution of industrial establishments with 10 or more employees by province, 1990 0.. 

z :. 
5 :;t ,. !SIC Total Harkazl Hazan- East West Bakhtaran Khuze- Kho- " .. 
;' country Tehran (Central) Gil an daran Azerbaijan (Kennanshah) stan rars Kennan rassan Esfahan f 0.. 
c 
?! 

l 
:I. 

311 1,241 321 93 156 !!.. Food products 17 48 45 19 37 58 64 119 65 - 312 Food products 279 65 2 105 14 4 3 5 18 13 4 8 5 ...., 
n 313 Beverages 35 11 1 2 4 3 2 l 1 2 I 3 3 ~ 
0 314 Tobacco 5 - - l l - l - - - - - l rilj 

"'O 321 Textiles 1,459 471 26 26 79 213 15 10 4 22 13 113 178 a 3 
n 322 Garments 533 341 4 19 17 14 8 l 4 17 7 46 23 :!. 
0 323 Leather products 147 79 - 1 - 27 - - - 1 - 33 2 ~ 
~ 324 Footwear 178 128 2 2 - 9 - . - - - 15 16 ,. 331 Wood products 188 57 3 28 37 5 2 4 4 10 I 6 7 
~- 332 Furniture 131 94 1 6 2 3 - 1 2 5 1 3 3 
5· 341 Paper products 152 90 5 2 6 3 1 1 2 5 2 6 7 ,. 342 Printing and publishig 202 162 - 4 1 - 3 1 1 3 4 11 1 

351 Basic chemicals 88 28 5 2 6 3 - 3 3 8 . - 9 
353 011 and gas processing 320 177 9 8 5 27 5 2 6 IS - 10 14 
354 Oil and gas processing 71 13 3 2 1 5 l 3 . 11 2 2 5 l 
355 Rubber products 76 42 l 7 - 3 . 1 . 3 - 4 3 
356 Plastics 343 162 13 12 12 14 4 7 7 13 2 13 15 
361 Pottery and china 15 5 3 2 - 1 - - - I 2 2 I 
362 Glass products 71 47 2 I I 3 - - - ,, - ,, ,, 
369 Other non-metallic 

minerals 3,914 701 99 35 157 234 159 98 168 270 89 384 526 
371 Basic metals 45 11 1 - 1 1 - 1 7 2 - I 11 
372 No~-ferrous metals 71 27 10 ' 3 - 2 l - 1 2 1 7 5 
381 Metal products 1,214 711 38 16 20 46 16 17 20 26 11 67 64 
382 Non-electrical 

mach:nery 512 302 9 3 11 23 5 2 22 15 8 28 22 
383 Electrical equipment 327 201 7 7 4 11 - 3 3 19 2 15 16 
384 Transport equipment 223 126 8 1 10 7 3 . 2 3 1 11 9 
385 Professional equipment 49 31 - - 1 3 - - l 1 - 6 2 
390 HI scellaneous 80 58 2 - - - - . . 1 - 8 5 

Total 11,995 4,461 271 343 483 820 274 180 324 521 215 928 1,018 

-
(continued) 



Tuble 11.20. (continued) 

!SIC Sis tan Chahar Lores- Kohgi- Hor-
Baluchestan Kordestan Hamed an Mahal tan Elam luyeh Bushehr Zanjan Semnan Yazd mozgan 

I 
I 311 Food products 11 21 41 4 16 5 3 5 41 15 31 6 

312 Food products 2 1 3 - 4 - 2 1 7 5 5 3 
i 313 Beverages - - 1 

314 Tobacco - 1 
321 Teict i 1 es 6 7 6 13 2 - 1 1 90 16 147 
322 Garments 2 2 3 4 1 2 - 2 4 6 4 2 
323 Leather products - - 1 - 2 - - - - - 1 
324 Footwear - - - - - - - - 5 
331 Wood products 1 1 4 2 2 - - - 12 
332 Furniture - 1 2 - - - - - 5 - 2 
341 Paper products - - - 1 1 - - - 16 - 4 
342 Printing and publlshlg - 2 -' - - - - 1 4 1 l 2 
351 Basic chemicals - - - - 1 - - 1 14 1 4 
353 Oil and gas processing - - 1 - 3 - - 2 27 l 7 l 
354 Oil and gas processing 1 3 2 - 2 3 1 1 2 3 1 3 
355 Rubber products - - - - - - - - 9 - 3 

~ 356 Plastics 2 1 8 2 - - - 1 36 6 13 
c: 361 Pot,ery and china - - 2 - - - - - 6 2 8 
~ 362 Glass products - - 1 - - - - - 7 2 1 n e.. 369 Other non-metallic 
;,: minerals 78 30 194 116 83 14 12 12 108 90 225 32 !!: 
5 371 Basic metals - - 1 - - - - - 4 1 3 - ~ :s 372 Non-ferrous metals - - - - - - - 11 - 1 -.. - .,, 
?" 381 Hetal products 6 10 16 5 8 2 2 3 48 11 49 2 ~ 
~ 382 Non-electrical ~ ... machinery 1 5 5 3 1 1 3 1 20 7 13 2 ~ ~ 383 Electrical equipment - 1 4 2 - - - 2 16 2 11 l g ':; 384 Transport equipment - - 3 2 - - - 3 12 2 3 17 n 385 Professional equipment - 2 2 i· ., - - - - - - - - -.... 
5' 390 Hl!\cellaneous - 1 - - - - - - 1 1 3 - OQ 

"'::> 
3 a n Total 110 89 29B 154 126 27 24 36 507 174 540 72 3. 
~ ~ .... 
~ 
" :s s· 

I Some~: Statis1ical Centre of Iran, unpublished data, Febniary 1992. !!: 
5 I I VI :s -
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All the other provinces ha\"C less than 5 per cent each of the tOlal number of manufacturing 
enterprises in Iran. Among these. Kerman is an important centre for copper production; Zanjan 
for metalworking; Mazandaran for food processing, woodworking. paper and teniles; Gilan for 
food processing and woodworking; and Khuzcstan for paper. Apart from Tehran and Esfahan. 
which arc provincial centres in their own right, Iran's major industrial towns include Ahwaz (in 
the province of Khuzestan). which has an iron and steel industry; Tabriz (in East Azerbaijan), 
which has a heavy engineering industry; Arak (in the Markazi pro\"ince), which has a petroleum 
refining industry and alc;o produces hea\y engineering goods and petrochemicals; and Shiraz (in 
Fars), Bakhtaran (in the eponymous province), and Bandar-i-Imam and Abadan (bolh in 
Khuzcslan), which ha\"C petroleum refining and petrochemical industries. Mashhad, in the 
compar:ttivcly highly industrialized province of Khorassan, is also an important industrial centre. 

The concentration of manufacturing industry in central Iran, and especially in Tehran and its 
surrounding towns, has given rise to a number of problems. The most important of these are high 
le\·els of industrial pollution in these area-;. inadequate job opportunities in the other areas, an 
excessively high growth of Tehran's population, and above all the high cost of s::tting up new 
industries in the already industrialized areas. In order to promote a greater di.spersal of industry, 
the gO\-cmment i.s encouraging the relocation or cstabli.::;hment of manufacturill!! enterprises at 
least 120 kilometres outside Tehran, and has provided la."< and Olher incentives for industries to 
be established in deprived regions. These measures are likely to have only a limited effect, 
however, since the main reason why industries choose lo locate themselves in Tehran and adjlcenl 
areas is the vicinity lo a large market, availability of a skilled labour force, acccs.s to hack-up 
services, and abo\"'! all, the government's budgetary policy allocating a very higto sh.lre or public 
spending to the capiral city. 

H. ENVIRONMENTAL ISSUES 

Public authorities in Iran have been keenly aware or the nec;d to protect the environment for more 
than two decades, and have eslabli.shed a comprehensrYC legal and institutional framework for this 
purpose. A Department of the Environment was established in 1971 to control acti\itics posing 
a threat to the environment, and its powers were reinforced by the promulgatilm of an 
Environmental Protection and Enhancement Act in 1975, which incorporated many or the 
recommendations or the United Nations Conference on the Human Emironmenf held in June 
1972 in Stockholm. Thi.s was followed by the enactment of the Air Pollution Control Regulation 
of 1975, which inter alia prmided for measures to identify sources and determine maximum 
acceptable levels of air pollution, inspect and monitor emis.~ions fr.>m industrial enterprises. and 
develop programmes to reduce il"'dustrial air pollution. 

Envinmmcntal considerations have also fca1ured prominently in the legislative measures 
in1roduced since 1979. The constitution of the Islamic Republic of Iran, which was approved in 
December 1979, contains a formal commitment lo the protection or the envinmm,·n1 and the 
ernlogically sustainable utili1.ation of the country's natural resources.<>/ This commitment has 
licen emphasized further in subsequent years through the introduction of a numlicr of imp.ntant 
emironmcnlal laws, including the Water Dislrihution Acl or 1982, 1he Waler Pollulion Cnntrol 
Regulation of 1984, the Radialion Control Law of 1989, the Water and Sewage Companies l~1w 
or 1990, and the Environmenlal lk;ilth Regulation or 1992. In addition. lhe government hots 
estahlished an Environmental High Council headed hy 1he President of the Republic. which 
includes two vice-presidents, len minisfers and the allorney gcneral. Supported hy four 
coordinaling councils for cnvironmenl;il programmes, rl"~earch, educa1ion and su,1ainahlc 
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dc,-clopmcnt, the High Counci! formulates environmental policies and strategics and apprm-cs 
cmironmcntal standards. 

Despite its strong commitment to environmental prolcdion, the gow:rnmcnt bas ollcn laded the 
mean.<; to implement its policies and regulations with the required rigour. and bas often bad to gn"C 
priority to the obje~M: of economic growth and income creation where l~ bas been in conffict 
with its environmental goals. This has resulted in a c:ocWderablc ncglcct o( 1he cnviconmenl. 
in~-ohing a subslanlial loss of forestry resources. significant eo\'ironmcntal dam;tge during the 1980-
~\\';If, the \\idcsprcad dumping or unproccsscd industrial and urban refuse. and high levels of air 
and water pollution. The situation is especially serious in Tehran. where a-vcragc concentrations 
or air poUutants cxcccd inrernalionally acccp1cd standards by a considerable margin (sec Tabk 
11.21) and no adequate facilities ha\-c been cslablisbed for the treatment of ~e water. Most or 
the other major cities. including Tabriz. Ah\'ll, Arak. Shiraz and Esfahan. also suffer frl)Ol high 
IC\'ds of po:lution. The I~ oC hydrocarbon pollution in particular is extremely high ie Iran. due 
both to the very low subsidized price of petroleum produclS in the country and che high average 
age and poor maintenance of the counrry's -vchide flcct. 

Estimates of lhc sources of the major air poUutants suggcsl lbal indUSlry is rcspoDS1lllc for rhc 
bull of Iran's emissions of sulphur dioxide and lotal suspended particles (TSP). and a subslantial 
proportion or its lolai emissions of nirrogenous o.uda (sec Table 11.22). The sulphur dioxide 
cmi.~ions originate mainly from the pclrolcum ref ming and metallurgical industries. which account 
for 40 per cent and 25 rcr cent oC total indUSlrial sulphur dioxide emissions respectively. The TSP 
emissions dern'C primarily from the Sled and cement ind'1Slries, wlhch togetbc; produce about 70 
per cent of rhc industrial scdor's emissions of these particles. In addition, the industrial sector 
is also responsible for substantial emissions of mercury, copper. fluorine. aluminium and 
hydrocarbons. 

Table 11.21. Conttntratioa Of air pollutants in Tehran. 1989-91 
(Annual averages) 

Average Guidelines Percentage above guidelines 
concentration we WHO W8 WHO 

Sulphur dioxide i<9/~ 140 100 40-60 40 130-250 
Nitrogen dioxide !llJ/ 250 100 ISO 100-200 
Tota I suspended 

particles .. gl~ 180 100 60-90 80 120-340 
Lead 1'91 2.2 0.5-1.0 
Carbon 1110nox i de PPll II 
Hydro<:arbons ppm 10 

Source: l:mic:d ~;111ons Dcvelopmc:n1 Progr.immc Tehran. unrubli.med data. 

:-o;o:c· WO is World Bank"s guidehnc; WllO is World Health Organi .. ;a11on·s guideline. 

lndu!ilrial crflucnl!i also rcpresenl a major source of waler pollu1ion in Iran. Ahhough !he 
indu~uial ~cclor i!\ c~limaled ro accounl for only 1 hiilion cuoic me1rc~ of rhc 7 billion cuhic 
mcln:~ of was1c waler produced io Iran each year, ii tend~ lo he 1hc most heavily pollu1cd, 
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carrying a cfu'Crsity of toxins. heavy metals and other pollutants. This reflects the fact thal only 
comparaln"Cly few indUSlrics, com~ mainly such large enterprises as oil refmeries and 
pctr.xhcmical planls. have the financial and technical facilities to treat their effiucnls dflcicnrly. 
A f~· Olher particularly p.->lluring industries, such as leather ranncrics and rcnilc mills, are also 
rcquirro by law to be equipped wirh waste-waler treatment facilities. fa"Cn where such equipmeDl 
docs exist, hmilit .. "VCr, it docs DO( always wort effcctn"Cly because its opcralors often lack the 
ncCCSS3fY lnov.icdgc and expertise lo run it properly. 

T:able 11..22. Air rmissions from sectoral souras. 1991 

Residential/ 
Clml?rci a I Indus try Agriculture Tra.isportat ion Total 

A- n.ous.d tonnes 
Sulphur dioxide 45 452 37 31 293 859 
litrogen dioxide 36 98 36 185 191 546 
Tota I suspended 

particles 30 105 12 24 46 217 
Lead I 1-4 2-5 

•• Percmt• of total 
Sulphur dioxide 5 53 4 4 34 100 
Nitrogen dioxide 1 18 1 34 34 100 
Total suspended 

particles 14 48 6 II 21 100 

Souru: t:nitcd Mlions Da-clopmcnl Prognmmc Tehran. unpublished d.lra.. 

Quantitative da!a on the extent of the water pollution caused by indi\idual industries in Iran arc 
limited, ahhough the estimates presented in Tables U.2.1 and 11.24 provide an indication of the 
efnucnts released by some of the country's main manufac1uring industries. Table 11.23, which 
sho\\"S the c;onccntration of pollutants in the was1e water released hy four major industries, suggests 
thal thci.c conccntralions arc comparatively high, \\ith a considerable biological and chemical 
oxygi.:n demand being imposed on the waste water and subs1antial quan1itics of solid rc.~idues being 
su.~pcnded in it. Table 11.24, which shows estimated output lcvcl'i and 1he total volume of 
pollutants di.~charged by various industries in 1990 prc.~nts a simihrly di!icouraging picture. 

Table 11.23. Comparison or the quality or industrial emuents 

Pollution indicator 

Biological oxygen demand 
Comnercial oxygen demand 
Suspended solids 

(mg/I) 
(mg/1) 
(mg/I) 

Dairy 
industry 

1.000 
1.900 

300 

Heat 
industry 

1.~00 
7,!iOO 

350 

Textile 
industry 

600 
1.500 

700 

Chemical 
industry 

1.000 
3,400 

ISO 



Tuble 11.24. Production of large industries and pollution load, 1990 

Biological oxygen 
d11111nd 1990 

Industry 1984 1985 1986 1987 1988 1989 1990 (Thousand tonnes) 
-

Edible oil 438,348 480,913 401.612 473,366 356,743 486,027 540,323 2.2 

Sugar (beet) 406,795 486,346 579,659 538,373 503,474 508,408 500,211 7.4 
Sugar (cane) 225,792 210,953 62,762 132,643 140,000 100,000 71,115 

Dairy products 260,555 297,343 264,060 266,449 226,916 282,741 398,400 2.4 

Canned fruits and 
veget.sbles 112, 122 122,074 71,473 110,400 131,545 147 ,272 149,999 2.4 

Soft drinks 816,319 900, 108 741,097 815, 110 907,070 911, 122 911,2AO 1.6 .. 
I c Slaughter houses 505,000 584,509 327 ,277 450, 111 517' 238 497' 325 580,125 4I1 ~ 

;; 
e. I 

T~nnlng and leather 78,318 78,251 64,372 79,320 81,450 88, 122 94,850 5.2 I 

"/ I : Dctergc;it 225,020 236,565 195,040 217,022 150,565 168,657 211,125 0.4 5 
I r :I ,. 

;' Soap 38,658 36,055 31,118 26,742 32,719 32,052 40,304 0.2 f ~ wool te~tile . 11,::52 9,230 7 ,458 7 ,691 6,394 7 ,200 :::l 
:. Cotton mills . 81, 729 79,551 79,934 57 ,660 53,091 62,859 J - - - - Nylon fibres 19,160 22,978 17 ,966 15,713 11,696 11,762 17,194 8.9 ~ 
:i Acrylic fibres 34, 166 34,930 21,912 17,521 16,615 23,799 29,764 
~ Polyester fibres - 151,784 147,738 148,450 107,082 98,597 100,406 
3 r ,, 
a 
-- SOl4Kt: United Nations Developmen1 Pro1"1mme Tehran, unpublished d111. .... 
~ .. 
:I 
::; 
~ - - - -

I g I VI 
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Rc:cognizing the growing em,.iroamental pres.sure.; faced by the counlry, and in particular lhc lhrcal 
10 1he environmen! posed by 1hcsc high levels of industrial discharges. 1hc GO\-crnmenl of Iran has 
initiated a number of measures to minimize the environmcnl<il damage arising from 1hc cconomi\'.' 
development pr<X.'"CSS, and is coordinating these policies \\ilh rccommenda1ions and technical 
assislancc from the inlernational rommunity. These measures include the formula1ion of rclc\'3nl 
standards. the establishment of an appropriate legal framework, lhe introduo.ion or a compulsory 
environmenlal impact asscssmenl fur all major devclopmenl projects, the adoption of measun.·s 
to optimiz.c the USC of energy through changes in COOSUmplion pallerns. lhe promOlion of clean 
production technologies and applied research on the environmenl. and the disscminalion of 
environmental knowledge and awareness. A major programme to establish a nalional strategy for 
the en,,ironment and sustainable dcvclopmenl was launched in 1992 \\ith the support of lhe United 
Na1ions Development Programme (UNDP) and the World Bank. which is expected 10 result in 
recommendations for a wide range of policy measures cO\-ering all aspccls of cmironmenta! 
conscrvalion., including. intu alia, waste miniminlion, pollu1ion conlrol. 1hc pre\"cnlion of soil 
erosion and dcscrtificalion, and the conservation of Iran's biodi,-ersi1y. In am>lher \-cry important 
devclopmenl, steps arc also being laken to phlbe oul lbc use of ozone-depleling suhstanccs in a 
project being undertaken wirh the technical assistance of UNIDO. 

The full implementation of lhesc programmes will clearly be conslrained in °lhe short run by 1heir 
high fmancial cost and the scarcity of the needed financial resources. Social con.'iideralions, such 
as 1he need lo rc.'ilrain increases in the price of basic con.sumer goods in an already inna1ionary 
economic environment, will also rcslrain lhe implementation of appropriale policies. one of lhe 
most urgent of which is 1he need 10 price natural resources al their full economic cosl. There is 
a cl~ar e\idencc of \\ill and commilmenl on the part of lhe go\-emmenl lo tackle the counlry's 
environmenlal problems, howe\l!r, and a signifi.:anl impro\"cment in the en.'iling emironmcn!al 
condilions is expected in lhe medium lerm. 

I. INTERNATIONAL COOPERATION FOR INDUSTRIAL 
DEVELOPMENT 

Since the cm! of the 1980-88 war, lhc Government of Iran has focused ils a111·n1ion on 1he lask 
llf promoling 1..1.'.• ·nomic dcvdopmcnl and increasing lhc well-being of lhe Iranian people. While 
seeking. a'i far as pos.'iiblc, lo achieve 1hi-; goal lhrough the mobili1.a1ion of lhe counlry"s own 
resources, ii has also recognized lhe bencfils lo be gained from increased internalional coopcralion 
\\ilh bila1cral and multilateral development assistance agencies, non-go\"crnmcnlal organiza:ions 
and privale entrepreneurs. Con.'iidcrablc efforts have 1hercforc hccn made lo establish and 
develop lhcsc lies in lhc posl-war period, as a result of which a 1igh1 ne1work of such links has 
hcen crcalcd. 

A particularly slrong parlncrship has emerged hcrwccn Iran and the Uniled Nations dewlopmenl 
as.<,islancc syslcm. The UNDP and many specialized agencies maintain a strong local presence in 
lhc country, and arc actively supporting Iran's development efforts. After ;1 hi;11us of more than 
15 years the World Bank has also resumed its assistance 10 Iran, and since 19'10 ha~ conducted 
sc\·eral sectoral and macroeconomic sludics as well as di~hursin~ a modest amount of new loans. 

As the spccialii'ed :i~ency for industrial llcvclopmcnt of the United Nation~ sy~tem. l :NIDO ha~ 
cooperated closely with Iran since the early 1960s. By mid-199.J the number of n1mpleh:d 
lechnic;1I coopcr;1tion project~ undertaken hy lJNIOO in Iran had reached Ill.~. They l"on:rcd all 
licld., of indu!--lrial art i\"ily inrludin1~ I he development of an indu~t ri;1I infra~! rurt url· and 
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inslitutional support base. and the establishment. expansion or rehabili1ation or indu...trial facilities 
for the manufacture or a '111.ide range or agro-industrial. chemical. me1allurgica.I and engineering 
rroducts. A further 14 projects were in progress at this time, including a project lo formulate a 
master plan for the de\'CIPpmcnl or national industrial research institutions. and two projects to 
convert Iran's refrigerator and foam producing industries from 1hc use or chloronuorocarhons 
(CFCs) to alternative non-ozone depicting substances. 

( l "nitcd ~a11nn~ lndu~rrial flevrlnrmrnl Or~·'""''""" 
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NOTES TO CHAPTER II 

1/ Sec Annex Table A-5. (Confirm this later, in ca~ order of Anna Tables changes_) 

2/ This sectwn draws heavily on the Country Information Sheet on Women in Industry 
prepared foe Iran by the Unit for the Integration of Women in Industrial Development 
at UNIOO in July 1992, and from an unpublished report entitled A Survey of LJ,iJJg 
Conditions of Rural Women in the Islamic Rep1.1blic of Iran prepared by the Ministry of 
Jihad-c-Sazandcgi of the Islamic Republic of Iran in March 1993. 

3/ StatisticaJ Centre of Iran, Statistical Yearbook, Tehran, 1985. 

4/ Government of the Islamic Republic of Iran, Plan and Budget Organization, Second 
Social. Economic and Cultural Devcl<Jpmcnt Plan of the Islamic Republic of Iran (Draft), 

- 1993. 

5/ East Azerbaijan has probably lost some of its importance since late 1993, when Iran's 25th 
province, Ardebil. was separated from it. 

6/ For details see Articles 45 and 50 of the Constitution of the Islamic Republic of Iran. 

c t:nircd :"arions ln.:tus1nal Oc-vclopmcnl Orµni1a1ion 




