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It is easy to take a strong position on the level of current unrest in Iran, and some of the motives
behind it. The fact is, however, that it is far from clear how it will develop, or how much support
it really has. Iran scarcely permits the kind of polling that would expose its internal divisions, and
many Iranians would be more than cautious if such polling was ever attempted. As a result, many
see what they want to see in latest round of unrest, particularly those who want the regime to fall.

It is far from clear, however, that a regime that controls the security forces, the justice system, the
media, and much of the economy is all vulnerable. The current uprisings in Iran have so far been
relatively limited, although they have been broadly distributed throughout the country, have grown
in scope, and have taken place in spite of the major improvement in internal security that has taken
place in recent years.

They have not yet come close to the level of protests that overthrew the Shah in 1978 and forced
him to leave the country in January 1979, or even to the much smaller protests against an Iranian
election, which led to “Green Revolution” in 2009-2010. Iran has steadily improved its internal
security and ability to repress its people since 2009, and no one should underestimate the ability
and willingness of the Supreme Leader and Islamic Revolutionary Guard to use force against their
people.

There are good reason why parts of the Iranian population see Iran’s government as failed and
repressive regime, but it is important for those outside Iran to understand that there are no reliable
indicators as to how many people oppose the regime, why they oppose it, or how serious their
opposition is. It is equally hard to know how many Iranians support the regime, what aspects of it
they support, and how many simply “go along to get along.”

The regime has succeeded in steadily limiting its overt political opposition and narrowing the range
of candidates that can run for office in what has steadily become more of a facade of democracy—
where the difference between candidates is one between more pragmatic supporters of Ayatollah
Sayyid Ali Khamenei who focus on Iran’s internal development and stability, and supporters that
are his hardline advocates and aligned with Iran’s efforts to expand its regional influence.

The Iranian people are also deeply divided in many ways and have been for much of Iran’s modern
history. Iran has long been divided between a more modern and largely urban educated minority
and a more religious and conservative mix of rural and urban poor. As the Green Revolution
showed, many Iranians want a more liberal, modern, and developing Iran. Many others, however,
who have supported Khomeini’s revolution “reforms,” believe in more conservative State, and see
the West and Saudi Arabia as a threat.

Iran’s Divided Perceptions of the West and Arab World.

It is also important for outsiders to remember that Iranians have reason to distrust the United States,
Russia, Europe, and their Arab neighbors. Iran has long had good reason for more than a century
to see the West as a source of foreign influcence and control. These attitudes are shaped by far
more than simple anger at U.S. support of the Shah.
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The United States may have been Khomeini’s “Great Satan,” but every Iranian school child knows
that Western “imperialism” dates back to the British tobacco monopoly from 1890-1892, and the
D’Arcy oil concession in 1901. It also includes the creation of the Anglo-Persian Oil Company
that later became the British Petroleum Company (BP) in 1933. Every Iranian knows that this gave
Britain de facto control over Iran’s key source of hard currency and industry through at least the
mid-1950s.

Even under the Shah, every Iranian officer was told Iran’s version of the history of the Anglo-
Russian invasion of Iran in 1941, and that the allies seized much of Iran’s crops and sent them to
Russia, and that bread riots made the police fire on crowds in Tehran in 1942. BP also continued
to dominate Iran’s market economy until the Mossadegh crisis in 1951. When the Anglo-U.S. coup
pushed Mossadegh out, both countries cooperated in the creation of the National Iranian Oil
Company after the Shah’s return, which gave Western companies near control over Iran’s oil
policies from 1954 to 1973.

The Iran-Iraq War lasted from 1980-1988, and is still the bloodiest modern war in Middle Eastern
history, and while estimates differ from as low as 375,000 to over one million Iranian dead. It did
much to polarize Iranians against most of their Arab neighbors, and the one Arab state that really
supported Iran was Syria under Hafez al-Assad. Iranians have not forgotten the European and Arab
support of Saddam during the Iran-lrag War from 1990-1988. The United States is seen —
somewhat unfairly — as a supporter of Saddam Hussein. Iranians also remember the U.S. “cake”
mission arms for hostages deal, the tanker war with the U.S. in 1987-1988, and that no one outside
Iran really made an effort to halt Saddam’s use of poison gas during the war.

The years since the Iran-lrag War have also seen growing tension between Iran and most of the
Arab world, and a massive arms race that has helped push Iran towards developing nuclear
weapons, seeking military influence over Arab states, deploying long-range missiles, and creating
major forces for asymmetric warfare in the Gulf. The rise of violent religious extremism in the
Islamic world has also led Sunni extremists to attack Shi‘ites and other sects as non-believers and—
coupled with the pro-Shiite extremism of the Iranian revolution—Iled to steadily rising tensions
between Iran and its neighbors. The recent demonstrations have made it clear that a significant
number of Iranians want the regime to focus on domestic development and the economy, and not
potential Arab threats or exporting the Iranian revolution, but Iran's actions are not simply
aggressive or the result of its ambitions, they are defensive as well.

Itis also important to remember that modern-day Iran has developed under a regime that has tightly
controlled the media and education since the early 1980°s, that resenting the regimes failures and
repression does not mean support for the U.S. or massive political change, and that Iran has become
a male-dominated society with large conscript forces that serve as a further indoctrination and
control mechanism. On the one hand, Iran's spending on security almost certainly sharply exceeds
its public budget figure of some $15.9 billion, and may well have an equivalent cost closer to $25
billion when all of the costs of Iran's efforts to create a defense industrial base, intervene in other
states like Irag and Syria, and support the internal activities of the IRGC and Basij are considered.

On the other hand, it gives the regime very powerful instruments to use in suppressing any dissent.

Popular demonstrations are one thing. Armed military and security forces are quite another. Iran's
military forces now total some 523,000: 350,000 in the army; 125,000 in the Islamic Revolutionary
Guard Corps (IRGC); 18,000 in the Navy; 30,000 in the Air Force; and at least 40,000 in
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paramilitary forces like the Basij. These forces conscript or process well over 100,000 young men
a year for at least 21 months of service.

Iran has also been able to deploy volunteer forces to Syria, and its forces are dominated by hardline
IRGC commanders who are tied directly to the Supreme Leader and not the civil government.
Some 500,000 police serve as another instrument of indoctrination and control, along with some
4,000-6,000 more personnel in the Ministry of Intelligence (also known as VAJA, VEVAK, or
MOIS) and still more personnel in Iran’s other intelligence and security forces.

The Basij, in particular, have evolved steadily since the end of the Iran-Iraqg War, and large
elements are now local paramilitary security forces tied to the IRGC. Iranian official estimates
sometime put their total part-time and full-time strength at more than 20 million, and other
estimates indicate a core strength of 90,000, and up to 600,000 with some kind of mobilization
potential. These numbers are soft to say the least, and being a regular solider or conscript, or
policeman, has never meant that any given case is a strong supporter of any regime.

The Political and Social Causes of Iran’s Unrest

The other side of the coin is that the regime's failures, efforts to control the day-to-day aspects of
Iranian life, and insistence on a narrow and dated interpretation of Islam do create serious internal
opposition. As the Shah’s fall and events since 2011 have shown, repression is not enough. Iran’s
voters have deeply divided in Presidential elections to the extent that candidates stood for hard and
soft aspects of the regime, and it is clear that many Iranians resent to social conservatism of the
regime. Iranian young men and women, and the more educated portion of the civil population often
show their opposition and resentment of the regime’s controls and failures, and Iran’s repression
of women may partially silence them but repression is scarcely a reason for loyalty.

The current regime is also aging, although Rouhani and his “moderates” were at least elected with
considerable support, it has been in power for nearly 40 years. The Iran-lraq War ended 38 years
ago. Khomeini died in 1989, and no equally popular or charismatic leader has followed him. Ali
Khamenei, the current Supreme Leader has been accused of many things, but charismatic has
scarcely been one of them. He is nearly 80 and often reported to be ill. At least a significant portion
of Iran, now seems more interest in when he will leave or die, and who his successor will be, than
in the Supreme Leader himself.

Figure One in the list of tables and charts that follows this analysis also shows that Iran performs
from weak to very badly in all six of the indicates the World Bank uses to rate that actual
performance governments as distinguished from their ideological character, although there has
been some improvement under Rouhani. The rankings for voice and accountability, rule of law,
political stability and the absence of violence are all poor to bad, and corruption — one of the most
sensitive areas in terms of public perceptions in countries affected by political uprisings in 2011,
remains a serious problem.

Many Iranians see the current Supreme Leader and his government as focused on exporting a
Revolution that they do not support, and as spending Iran’s wealth on other countries. They have
seen much of Iran development lag and fail to meet the needs of its growing population, and a
level of social conservatism and repression that they do not support and affects every aspect of
their daily lives. They also live in what the World Bank ranks as one of the poorest governed
countries and that Transparency International ranks as one of the most corrupt.



Cordesman: The Crisis in Iran: A Broader Perspective 1.1.2018 4

They choose the most pragmatic and moderate candidates that the clerics and hardliners allow to
run. They see far too much of the Shah in today’s regime: a Shah decoupled from the real needs
of his people has been replaced by a Supreme Leader who is no better. A viciously repressive
intelligence and security service called the Savak has been replaced by an equally repressive
service called the Vevak. A hopelessly corrupt Pahlavi Foundation under the Shah, that controlled
much of the nation’s wealth, has been replaced by a hopelessly corrupt set of clerical foundations
called Bunyods that also control much of the nation’s wealth.

The Supreme Leader — Ali Khamenei and his supporters either did not — or could not — elect a
hardliner in the 2013 elections. The election of Hassan Rouhani in 2013, like the election of
Mohammed Khatami in 1997, and his reelection in 2001, demonstrated that Iran’s clerical regime
does face limits on its power, and Khamenei seems to clearly realize this. He sided with Rouhani
in backing the Joint Comprehensive Plan of Action (JCPOA), or the Iran nuclear weapons deal
and in economic reforms that have come to some extent at the expense of support for the Islamic
Revolutionary Guards and the religious foundations or Bunyods that are run by Iran’s hardline

clergy.
Population Pressure and the Youth Bulge

At the same time, Iran's population has grown sharply since the1950s, and the time of the Shah,
and Iran now has a very high and growing population with many young men and women seeking
jobs or decent careers. population. Here it is possible to quantify Iran's problems in at least broad
terms. No set of international population and economic data affecting developing countries (and
many developed ones) is totally reliable and the differences between different estimates are often
sharp. However, there is a reasonable level of consensus over Iran’s population growth, and to a
lesser degree over its most probable near-term trends.

As Figure Two: Iran’s Rising Population and Youth Bulge: 1950-2050 in the charts and tables
that follow this report shows, the U.S. Census Bureau estimates that Iran’s population has grown
from 16.4 million in 1950 to 39.7 million (X2.4) at the time of the Shah’s fall, and 82.0 million
today (X5). It projects a growth to 98.6 million by 2050. This is a massive population boom for a
country that had a far higher population base in 1950 than its Arab neighbors and already used
much of its arable land and water. It is also a key source of pressure on the economy, infrastructure,
and governance capabilities of a nation that has been badly governed, and often at war or in crisis,
for most of its modern history.

Unlike other Middle Eastern states, Figure Two shows that the bulk of Iran’s youth bulge is not
too young to understand the prospects for their future lives or what their parents are going through.
The Census bureau estimates that that 38.9% of a population of over 82 million Iranians is 24 years
of age or younger. A total of 4.7% is 15 to 24 years of age. A total of 6.8% is 15-19 years and has
seen little progress, tolerance, and hope in the regime. Another 7.9% is 20-24 years of age and has
already suffered from the regime’s failures at one of the most critical periods of their lives in terms
of career, social status, marriage, and child bearing. As later Figures show, this youth faces major
economic and employment problems. Moreover, women face the additional problems of facing
point social restriction, and discrimination in education, hiring, and careers.

The Economic Causes of Unrest

Similarly, there are a great deal of data showing that there is one area where Iranians do not split
along religious lines or over loyalty to the regime. There are hard data showing that the vast
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majority of Iranians have suffered in very practical ways from the mismanagement of Iran’s
economy since the time of the Shah, and from the costs of the regime's wars and adventures. This
may do much to explain why the protest have not been concentrated in Tehran, but have spread
throughout the country -- from Kermanshah and Khorramabad in the West to Tonekaban on the
Caspian, to Izeh and Bandar Abbas in the South, and Mashhad in the East.

As is the case with most developing countries, estimates differ by source, and the lIranian
government attempts to put the best face it can on Iran’s problems. Objective sources like the IMF
and World bank, however, have made recent estimates that seem likely to provide a broadly
accurate picture of Iran’s current challenges. A long series of IMF Article IV reports are also
available on the web that provide a good history of the government’s mistakes in economic policy
even before the fall of the Shah and their continuing impact on the Iranian people.

The Shah fell as much because of his failures to shape an economy that met the needs of his people
as because of his authoritarianism and repression. Iran’s economy was shaped by revolution the
Iran-lraq War for eight years between 1989 and 1988. It has been badly managed since the
ceasefire in the war, and particularly under President Mahmoud Ahmadinejad between 2005 and
2013.

The World Bank and IMF have both found that Ahmadinejad left office having created a nightmare
of poorly managed governance and development, debt, food and fuel subsidies, expansion of the
state sector, and barriers to private industry and development--effectively becoming one of the
most incompetent single leaders in Iran’s history. Many of the current popular complaints and
protests focus on the lingering impact of the mistakes that are his legacy.

The EconomicNarratives

Rouhani’s election in 2003 did lead to some important economic reforms in spite of the imposition
of U.S., UN, and EU sanctions, and recent CIA, World Bank estimates have tended to be somewhat
more optimistic about Iran's near-term economic future -- although many of the growth estimates
in late 2016 and early 2017 have had to be lower in the course of 2017 and the earlier IMF growth
projections for 2018-2022 now seem substantially over-optimistic.

The current CIA World Factbooksummary of the Iranian economy notes that,*

Iran's economy is marked by statist policies, inefficiencies, and reliance on oil and gas exports, but Iran also
possesses significant agricultural, industrial, and service sectors. The Iranian government directly owns and
operates hundreds of state-owned enterprises and indirectly controls many companies affiliated with the
country's security forces. Distortions - including inflation, price controls, subsidies, and a banking system
holding billions of dollars of non-performing loans - weigh down the economy, undermining the potential
for private-sector-led growth.

Private sector activity includes small-scale workshops, farming, some manufacturing, and services, in
addition to medium-scale construction, cement production, mining, and metalworking. Significant informal
market activity flourishes and corruption is widespread.

Fiscal and monetary constraints, following the expansion of international sanctions in 2012 on Iran's Central
Bank and oil exports, significantly reduced Iran's oil revenue, forced government spending cuts, and sparked
a sharp currency depreciation. Iran’s economy contracted for the first time in two decades during both 2012
and 2013, but growth resumed in 2014. Iran's stock market plunged between 2013 and 2015. Iran continues
to suffer from high unemployment and underemployment. Lack of job opportunities has prompted many
educated Iranian youth to seek employment overseas, resulting in a significant "brain drain."

In June 2013, the election of President Hasan RUHANI generated widespread public expectations of
economic improvement and greater international engagement. RUHANI has achieved some success,
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including reining in inflation and, in July of 2015, securing the promise of sanctions relief for Iran by signing
the Joint Comprehensive Plan of Action (JCPOA) with the P5+1. The JCPOA, which severely limits Iran’s
nuclear program in exchange for unfreezing Iranian assets and reopening Iran to international trade, should
bolster foreign direct investment, increase trade, and stimulate growth.

The IMF and World Bank analyses of Iran’s economy date back to late 2016 or early 2017, did
focus on the key mistakes of the Ahmadinejad era, but made relatively optimistic estimates of
Iran’s progress in 2017 and for the years to follow. Neither fully addressed the impact of Iran’s
current economic problems on ordinary Iranians in any narrative depth — although many of the
IMF quantitative estimates did.

For example, the World Bank Overviewof Iran’s economy on its website -- as of April 1, 2017 --
stated that,?

Iran is the second largest economy in the Middle East and North Africa (MENA) region after Saudi Arabia,
with an estimated Gross Domestic Product (GDP) in 2016 of US$412.2 billion. It also has the second largest
population of the region after Egypt, with an estimated 78.8 million people in 2015. Iran’s economy is
characterized by the hydrocarbon sector, agriculture and services sectors, and a noticeable state presence in
manufacturing and financial services. Iran ranks second in the world in natural gas reserves and fourth in
proven crude oil reserves. Economic activity and government revenues still depend to a large extent on oil
revenues and therefore remain volatile.

Iranian authorities have adopted a comprehensive strategy encompassing market-based reforms as reflected
in the government’s 20-year vision document and the sixth five-year development plan for the 2016-2021
period. The sixth five-year development plan is comprised of three pillars, namely, the development of a
resilient economy, progress in science and technology, and the promotion of cultural excellence. On the
economic front, the development plan envisages an annual economic growth rate of 8 percent and reforms of
state-owned enterprises, the financial and banking sector, and the allocation and management of oil revenues
among the main priorities of the government during the five-year period.

The Iranian government has implemented a major reform of its subsidy program on key staples such as
petroleum products, water, electricity and bread, which has resulted in a moderate improvement in the
efficiency of expenditures and economic activities. The overall indirect subsidies, which were estimated to
be equivalent to 27 percent of GDP in 2007/2008 (approximately US$77.2 billion), have been replaced by a
direct cash transfer program to Iranian households. The second phase of the subsidy reform plan began in
Spring 2014 which involves a more gradual fuel price adjustment than previously envisaged and the greater
targeting of cash transfers to low-income households. Around 3 million high income households have already
been removed from the cash transfer recipient list. As a result, the expenditures of the Targeted Subsidies
Organization (TSO) is estimated to have declined to 3.4 percent of GDP in 2016 from 4.2 percent in 2014.

Following a contraction of close to 2 percent in 2015, the Iranian economy bounced back sharply in 2016 at
an estimated 6.4 percent. Latest data available for the first half of the Iranian calendar year 2016 (ending in
March 2017) suggest that the Iranian economy grew at an accelerated pace of 9.2 percent (year over year) in
the second quarter (corresponding to July-September 2016) after a 5.2 percent growth in the first quarter.
This brought the overall growth in the first half of 2016 to 7.4 percent, while non-oil GDP grew by a mere
0.9 percent. Despite the dominance of the oil sector—driven by the positive impact of the Joint
Comprehensive Plan of Action implementation on oil production and exports, there are some signs of
dynamism in the non-oil sectors as well.

The unemployment rate returned to a three-year high of 12.7 percent (or 3.3 million unemployed) in the
second quarter of 2016 despite the high growth rate in this period. This increase is largely a reflection of an
increase in the labor participation rate to 40.4 percent compared to 35.4 percent in Jan-Mar 2014. Male and
female unemployment rates of 21.8 and 10.4 percent respectively, also highlight a widening employment
gender gap in the job market compared to 2015.

Poverty is estimated to have fallen from 13.1 percent to 8.1 percent between 2009 and 2013 (US$5.5 a day
line in 2011 PPP). This was likely due to a universal cash transfer program in late 2010, which preceded the
elimination of subsidies on energy and bread. The program appears to have more than compensated for the
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likely increase in energy expenditures of less-well-off households, thus contributing to positive consumption
growth of the bottom 40 percent of the population, even though overall consumption growth between 2009
and 2013 was negative. However, poverty increased in 2014, which may have been associated with a
declining social assistance in real terms.

Both external and budget balances improved in 2016. Iran’s current account surplus witnessed a strong boost
due to the robust growth in oil exports. The current account surplus is estimated to have increased to 6.5
percent of GDP in 2016 up from 2.7 percent in 2015 benefiting strongly from the removal of oil sanctions
and a recovery in exports. Similarly, the fiscal deficit is estimated to have improved in 2016 due to strong
growth in revenues, with the central government budget deficit declining to around 1.5 percent of GDP from
1.9 percent in 2015. The government’s proposed budget for 2017 mandates a reduction in the deficit by
reducing total expenditures and increasing overall revenue shares of GDP. Annual inflation is estimated to
have fall below 10 percent in 2016, for the first time in a quarter of a century due to a less accommodative
monetary policy.

In the medium to long term, growth prospects will rely on the pace of Iran’s reintegration with the global
economy in banking, trade and investment and the implementation of key structural reforms. Growth rates
in 2017-19 are expected to retreat to slightly above 4 percent. As Iranian banks face the challenge of delays
in establishing correspondent banking relationship with large international banks, foreign direct investment
inflows to Iran and trade relationships with the rest of the world are restrained. Still, recent developments
suggest non-oil sector and investments are likely to play a bigger role in the next few year.

Going forward, implementing the domestic reform agenda is likely to bring the highest growth dividend in
the medium to long term. The new government’s challenge, after the May elections, will be to prioritize the
reforms outlined in the new five-year development plan and steadily implement them. This will involve
tackling the structural reform agenda that will boost the non-oil sector growth, through creating a level-
playing field for existing and new firms, improving the business environment and the efficiency of labor
markets.

Similarly, its Iran Economic Outlookpublished in October 2017, like that of the IMF, focused
largely on fiscal issues and not the human and political impact of Iran’s economic policies,?

The Iranian economy strongly recovered in 2016, on the back of a significant rise in oil production and
exports, following the removal of nuclear related international sanestiHowever, unemployment remains
high and noroil sector activity remains subdued, as anticipated foreign investment flows have not
materialized, in the absence of a full integration of the banking sector with the global banking system and
continued unceainties regarding full implementation of the JCPOA. Growth prospects in the medium term
are modest.

...In 2016, the economy registered a strong oil-based bounce back, with an annual headline growth rate of
13.4 percent, compared to a contraction of 1.3 percent in 2015. The largest contribution to growth was from
the industry sector (at about 25 percent) as oil and gas production increased by a staggering 62 percent,
mainly as a result of sanctions relief. Recovery in non-oil GDP however was limited at 3.3 percent, although
this represents the highest growth rate in the last 5 years. Recent data suggests that growth in crude oil
production in the first quarter of 2017 declined to 17 percent year over year.

On the demand side, all components except investment registered improvements over the previous year.
Investment continued to contract in 2016, albeit at a much lower rate of 3.7 percent (compared to 12 percent
a year earlier). The reduction in investment was primarily driven by the continued contraction in the
construction sector since 2012 following a boom in speculative demand for housing. Despite the growth in
the non-oil sector, unemployment increased to 12.6 percent in Spring 2017 up from 12.4 percent six months
earlier, which suggests a very limited employment generation capacity in the sectors spearheading growth.
The CBI together with the Money and Credit Council have implemented measures to increase investment
and non-oil growth.

The average interbank interest rate was reduced by around 6 percent to 18.6 percent in 2016, although the
declining trend in 2015 has ended. The fiscal deficit further widened to 2.2 percent of GDP in 2016, but the
debt to GDP ratio fell to around 35 percent due to a higher GDP. The current account surplus increased by
more than 80 percent to reach around 4 percent of GDP, up from 2.3 percent in 2015, primarily as a result of
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increase in oil exports. However, non-oil merchandise exports declined by 9 percent in 2016 and recent data
for the first four months of the new fiscal year indicates a negative growth in non-oil exports (-10 percent
year over year).

The Economic Data

As this article demonstrates, hindsight is always easier than foresight It does not take much vision
to guess that the CIA, IMF, and World Bank will soon rewrite key parts of these narratives to
reflect the economic sources of the current protests and unrest in Iran. Like the failures of the
World Bank and IMF to address the human impact of economic forces on the peoples of all
countries, or the deep divisions in income and economic privilege within many states, it is clear
that focusing on national econometric and fiscal trends is not an adequate way to assess the
performance of given states, their level of risk, and their need for reform and change.

At the same time, the economic data the CIA, IMF, and World Bank have developed do provide
better insights into the potential causes of Iran's current unrest. The IMF, in particular, has already
provided some excellent quantitative data in its Article IV report — although it dates back to late
2016, and other data are available that help put it these data perspective.

Once again, it must be stressed that such charts can never fully speak for themselves. The sources
they are drawn from need to be consulted in depth to put them in context, and most such sources
describe key uncertainties and problems in their methodology in detail, but many key trends are
still clear.

T Il'ran’s probl ems have beenFigureBhveeshowsasiMFaped b
assessment of the trends in World Oil prices used in its World Economic OutlooKt shows
all too clearly that Iran faced the same economic problems as every other state dependent
on oil export revenues: A cut of nearly 50% in the value of its petroleum exports.

T The crash in oil prices 0nFigure Boar shrovas@n c al | y

assessment by the U.S. government Energy Information Administration (EIA) of the trends
in Iran’s oil export revenues. It shows all too clearly that Iran faced the same economic
problems as every other state dependent on oil export revenues: It suffered a cut of nearly
50% in the value of its petroleum exports.

1 Sanctions hit first and then the crash oil and petroleum pricesTo put this drop in
perspective, the data base for the EIA estimate shows that increase U.S., UN, and EU
sanctions help cut Iran’s annual export income in 2016 U.S. dollars from a peak of $99
billion in 2011, to $68.3 billion in 2012 and $48.8 billion in 2013. They were $50.7 billion
in 2014, but the combination of sanctions and crash in oil prices cut them to $29.4 billion
in 2015, and they only recovered to $36.2 billion in 2016. (The IMF estimates total
petroleum export revenues in Iranian fiscal years, and estimates total oil/gas/ product
revenues at $55.4 billion in 2014/2015, $33.6 billion in 2015/2016, and $57.4 billion in
2016/2017, but this is an estimate published in February 2017, and is high for its final year.)

1 The true nature of oil wealth in Iranis very lowin per capita terms Figure Four also
helps put Iran’s oil wealth in human perspective by showing Iran’s oil wealth per capita..
Iran has never spent its oil wealth properly on its people, and the IMF Article 1V report for
February 2017 lists a long list of ways in which it has wasted oil wealth of unproductive
expenditures, subsidies, and other government/state efforts. The key to understanding what
Iran’s problems, however, is the impact of its large population on its oil revenues per capita,



Cordesman: The Crisis in Iran: A Broader Perspective 1.1.2018 9

T

Iran is oil poor by the standards of most other exporters in the Gtf2016, Iran had a
per capita export earning of only $453 —half the OPEC average of $912. A war torn Iraq
had a per capita income of $1,423 — more than three times as much. Saudi Arabia had a per
capita income of $4,132 — more than nine time as much. Qatar had a per capita income of
$10,458 — 23 times as much. Looking again at the longer term trends, Iran’s per capita oil
income was $1,317 in 2011, $898 in 2012, $632 in 2013, $649 in 2014, $372 in 2015, and
$453 in 2016. Even a well-managed economy was have faced a major crisis in allocating
resources under these conditions, but the IMF and World Bank Rouhani’s reforms were
only a beginning of what would be necessary to give Iran good prospects for development,
and many measures — like cuts in food subsidies — immediately made life harder for many
Iranians.

The JCPOA did little more than partially compensate Iran for the crash in world oil

prices It seems doubtful that many Iranians understand the complex interactions between
the crash in oil prices and the added income provided by Iran's nuclear agreement with the
JCPOA and Rouhani's economic reforms since 2013. Figure Five provides an IMF
estimates that shows that Rouhani’s economic reforms and the Iran's JCPOA nuclear
agreement gave Iran the increased exports and earning potential to offset the crash in oil
prices that took place in the immediate period before the JCPOA was signed and went into
force. This seems equally true of many critics of the JCPOA who saw it as massive windfall
that Iran could exploit.

In reality, the IMF estimate in Figure Five shows all too clearly that the JCPOA only
kept Iran from suffering what otherwise might have approached a major economic crisis,
and that the IMF notes that Iran still have major problems in some areas of the
international banking system and trade. It also shows that the IMF may see Iran as one of
the more diversified economies in the Gulf, but that it does not forecast significant
growth as a result of the other sources of Iran’s income.

Iran has had twice the level of inflation as GDP growth, and static growth or drops in

current per capita incomerigure Six provides an IMF estimate of the real trends in Iran’s
GDP growth, consumer prices or inflation, and current per capita income from 1980 — the
start of the Iranian revolution through 2016 — with projections to 2022. It shows that
Iranian’s have experienced virtually no real increase in per capita income —as measured in
international market terms, and that inflation has averaged more than twice the rate of
economic growth — effectively wiping out most cash savings and creating massive
problems for investment.

Here, it is striking that even a relatively favorable pre-uprising IMF estimate forecast
inflation at 10.2% and real GDP growth at only 3.5% -- and future growth levels at a
maximum of 4.2% -- driven largely by estimated rises in oil prices. In practice, inflation
could now be substantially higher --12% or more -- and substantially growth lower.

l ran’s per capita income | agCompéarisoms lofyer
capita income are difficult, but Figure Seven shows that Iranian’s have good reason to
envy their neighbors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the UAE. Only
an equally war torn and highly populated Iraq compares with Iran — although Yemen is a
total basket case.
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1 Experts do argue over the use of current or nominal GDP versus GDP in purchasing power
parity or PPP terms because the PPP estimate tries to take account of the relative cost of
living and inflation, rather than using only the market exchange rate which can distort the
real differences in income. The problem is that the PPP estimate can be so uncertain, but
even if it is used, Iran does not compare well with its neighbors. As Figure Seven also
shows, however, Iran ranks badly regardless of the measure used. Qatar has some seven
times the per capita income. Kuwait has for times the per capita income, the UAE has 3.8
times, and Saudi Arabia has three times.

1 Iran scores badly in terms of povergnd average incomeThe top part of Figure Eight
shows an IMF estimate of the possible poverty levels in Iran, depending on the definition
of poverty in terms of income per day, ranging from $4 per day (1,460 a year) to $10 per
day ($3,650 a year). It is clear that the regime has done nothing to benefit most Iranians
over the period shown, and that there has been a slow rise in every poverty level in recent
years. Experts disagree about which level of income to use in defining poverty, but many
— if not most — Iranians are likely to have economic expectations that can only be funded
at levels of at least $8 to $10 a day per person -- particularly in urban areas.

Moreover, the incomes of both the poor and the vast majority of other Iranians are
reflected in making such estimates. The remaining elements of Iran's food and fuel
subsidies may help the poor, but poor Iranian's may still have suffered from Rouhani's
cuts in such subsidies. If one considers what these figures mean for the result of the
population, many in the Iranian middle class almost certainly saw a steady decline in
their real income since the Revolution, as well as in their economic status relative to their
neighbors.

1 Unemployment and Labor Participation Rates are critical Problerie two graphs at
the bottom of Figure Eight are equally negative. Unemployment is extremely hard to
estimate in a developing economy, and normally sharply understates the actual level of real
world unemployment. Iran officially estimates total current unemployment at 11.7% and
youth unemployment at 24.4%. Such figures, however, do not reflect the fact that many
cease trying to participate in the formal work force when the economy is in severe trouble,
and that poor nations create many unproductive jobs are created where there is no useful
output, and multiple employees do the productive work of one worker and are only
employed for family or other social and political reasons. The gaps between the reported
figure and the real world level of disguised unemployment can easily make the total level
of unemployment some 10% higher.

1 Figure Eight does shows a sharp rise in unemployment after sanctions were lifted,
expectations rose, but also that more Iranians tried to participated in the work force. It also
shows a very low female participation rate in a country with high educational standards for
women, and for both young men and women — rates nearing 30% for young men and close
to 50% for young women. This is true in spite of a bloated state sector. It is almost certainly
a major source of the current protests — compounded by the fact that many of the
unemployed are graduates.

There are many other economic issues that seem likely to cause unrest even among Iranians that
might otherwise support the regime. This includes state financing of education and services, and a
pervasive level of corruption that leads Transparency International to rank Iran only 131% out of
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the 176 countries it examines. The IMF Article 1V reports also document a wide range of failures
in the work of the government, and -- as Figure Nine shows -- the World Bank ranks Iran poorly
in most measures of business opportunity.

Such barriers to the efforts of Iranians from the shop keeper to the major business level have to be
a major source of unrest. This is particularly true when they are coupled to corruption, poor
governance, abuse of the state sector in competition, and the separate abuses of the Bunyods and
IRGC in competing with the private sector, they both compound Iran’s economic problems and
alienate a wide range of educated and wealthier Iranians that might otherwise support the regime.

Time May Tell

There are no certainties in any aspect of this analysis when it comes to Iran’s current crisis or the
future. The steady increase in protest activity and violence over the last few days is a possible
indicator, and the actions of the Iranian government seem to rely more on repression than reform.
The spread of the protests is also important. It was a key indicator in 1978 that the Shah was in
deep trouble.

If there is any consistent historical lesson about political unrest and revolution, however, it is that
repression, authoritarianism, and failed governance work until they don’t. Many of the same
negative indicators that affect Iran's political system, governance, and economy can shape a given
nation for decades or dynasties, or suddenly emerge as critical driving factors because of the most
minor event or cause.

There are no polls to rely on -- to the extent polls can be relied on -- and Iran's efforts to limit and
shut down social networking make even good guesstimates more uncertain. It does seem possible,
however, that Iran's economic failures have done more to unite its people against the regime than
has previously been estimated.

At the same time, it seems useful to point out that there almost never is one dominant cause of
major political upheavals. Politics, religion, ethnic and sectarian tensions, outside pressures,
economics, and all the other factors listed in this analysis combine to affect different parts of a
population in different ways.

Historians, theologians, political scientists, economics, anthropologists, military planners, and
every other specialty can generally find key causes in their own areas of expertise, but it is far from
clear that that any one such set of causes reflects a good way of predicting the future. Even broader
based analyses of past uprisings warn that efforts to analyze their causes generally remain uncertain
even after the fact. Even hindsight scarcely ever leads to 20-20 insight.

To the extent comparative current and historical data do exist, they do not seem to indicate that
Iran’s problems are so serious that they necessarily lead to explosive uprisings or political change
but that they can -- particularly if the regime over reacts and continues to focus on denial and
repression rather than reform.

Nevertheless, To the extent that historical parallels exist, it is more than possible that Iran's regime
can ride out its problems if it promises to carry out reforms and particularly if it combines the kind
of reforms recommended by the IMF and World Bank with a focus on the immediate needs of the
Iran people and liberalizes its social restrictions. Other regimes have survived far worse. They
have also, however, imploded for far less. Looking back, the failure to make relatively limited
reforms when they are most needed has often been the critical point at which a true crisis began.
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As for the policy of outside states, the United States needs to be very careful. Any U.S. or foreign
calls for regime change can provoke just the opposite popular reaction. Any efforts to try to
pressure the regime with sanctions that go beyond the narrow target of the regime would hurt the
Iranian people and could provoke the same reaction. Calling for military intervention would almost
certainly do much to unite the Iranian people against the intervening power, and make the problems
created by the U.S. invasion of Irag seem minor by comparison. Any Arab threats or negative
action would have the same effect.

The United States, other countries, and international organizations can, however, highlight the
benefits of reform and international organization can describe what actions might help most. The
U.S. and its regional allies can also offer economic "carrots™” and incentives, rather than "sticks"
or sanctions, for Iranian efforts to focus on the economy and needs of Iran's peoples -- rather than
focus on nuclear weapons, missiles, regional power, and asymmetric war. Positive negotiating
options, and ones that offered both sides more security, could have a much more beneficial effect.
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Figure One: World Bank Estimate of Iran’s Poor Performance in Governance

Voice and Accountability Political Stability and Absence of
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The inner, thicker blue line shows the selected country's percentile rank on each of the six aggregate governance indicators.
The outer, thinner red lines show the indicate margins of error.

Source: Kaufmann D., A. Kraay, and M. Mastruzzi (2010), The Werldwide Governance Indicators: Methodology and Analytical Issues
The Worldwide Governance Indicalors are avaliable at: www.govindicators.org
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Figure Two: Iran’s Rising Population and Youth Bulge: 1950-2050 — Part One

Demographic Overview - Custom Region - Iran
Demographic Indicators 1950 1960 1970 1980 1995 2000 2005 2010 2015 2017 2025 2050

Population
Midyear population (in thousands) 16,357 21,600 28,994 39,709 62,693 66,482 70,460 75,035 79,928 82,022 88,969 98,602
Growth rate (percent) (NA) (NA) (NA) (NA) 11 11 14 12 13 12 08 041
Fertility

Total feriliy rate (s perwonan)  (NA) (NA) (NA) (NA) 29 22 19 18 20 20 19 17
Crude birth rate (per 1,000 popuiation) ~ (NA)  (NA) (NA) (NA) 22 18 18 18 19 18 14  1f

Births {in thousands) (NA) (NA) (NA) (NA) 1,359 1,225 1297 1334 1503 1465 1,231 1,062
Mortality
Life expectancy at birth (years) (NA) (NA) (NA) (NA) 66 68 70 73 714 74 75 719

Infant mortality rate (per 1,000 biths) ~ (NA) (NA) (NA) (NA) 56 48 38 21 17 16 13 8
Under 5 mortality rate (per 1,000 biths)  (NA) (NA) (NA) (NA) 88 74 54 24 19 18 15 9
Crude death rate (per 1,000 population) ~ (NA) (NA) (NA) (NA) 6 6 6 b 5 5 6 10
Deaths (in thousands) (NA) (NA) (NA) (NA) 396 377 388 401 423 432 497 974
Migration
Net migration rate (per 1,000 population)  (NA) (NA) (NA) (N 4 2 41 0 -0 0 0 -0
Net number of migrants (inthousands) ~ (NA) (NA) (NA) (NA) -259 -124 -104 -20 -10 13 -26 -26

Population Pyramid Graph - Custom Region - Iran
Male lran - 2017 Fermale

=] 4 3 2 1 4] 4] 1 2 3 4 5

Fopulation (in millions) Age Group Fopulation (in millions)
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Figure Two: Iran’s Rising Population and Youth Bulge: 1950-2050 — Part Two

Mid-year Population by Youth Age Groups and Sex - Custom Region - Iran
Year Age Both Sexes Population Male Population Female Population Percent Both Sexes Percent Male Percent Female

2017 Total
2017 0-14
2017 0-19
2017 0-24
2017 15-24
2017 04
2017 58
2017 10-14
2017 15-19
2017 20-24

82,021,564
19,844,936
25,429,887
31,897,846
12,052,810
7,267,491
6,508,110
6,068,335
5,584,851
6,467,859

Source: U.S. Census Bureau,

41,592,337
10,154,424
13,016,759
16,328,859
6,174,435
3,718,109
3,329,368
3,106,946
2,862,335
3,312,100

international

40,429,227
9,690,512
12,413,128
15,568,987
5,878,475
3,549,382
3,179,741
2,961,389
2,722,616
3,155,859

100.0
242
31.0
38.9
14.7

8.9
7.9
7.4
6.8
7.9

100.0
244
313
39.3
14.8

89
8.0
7.9
6.9
8.0

100.0
24.0
30.7
38.5
14.5

8.8
7.9
7.2
6.7
7.8

Data Base, Accessed 1.1.2018, https://www.census.gov/data-
tools/demo/idb/region.php?N=%20Results%20& T=13&A=separate&RT=0&Y=1950,1960,1970,1980,2000,2010,2
017,2025,2050&R=-1&C=IR.
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Figure Three: The Crash in Global Oil Prices in 2013-2016
(Commodity Price of Qil - (Deflated using US consumer price index; index, 2014 = 100)

Commaodity prices softened during the first half of 2017.

180 -

160 _ — Average petroleum spot price
) == F00d

140 - —— Metals

16
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Sources: IMF, Primary Commodity Price System; and IMF staff estimates.

Source: IMF World Economic Outlook, October 2017, p. 3,
https://www.imf.org/en/Publications/WEOQO/Issues/2017/09/19/world-economic-outlook-october-2017.
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Figure Four: Iran's True Level of Oil Wealth

IOPEC net oil export revenues

Nominal (billion %)

1.1.2018

Real (billion 20165)

Country 2015 2016 2017 Z0AE Jan-Apr 2017 2015 2016 2017 2018 Jan-Apr 2017
Algeria 526 519 -— - 57 526 519 - - 57
Angola 533 526 - - 510 533 526 -- - h 1]
Ecuador 55 54 - - 52 55 4 -- - 52
Gabon 54 53 - - 51 54 53 -- - 51
Irn 529 %36 - - 518 529 536 -- - 518
Irag 557 554 - - 523 558 554 -- - 522
Kuwait 544 537 - - 515 544 537 - - 515
Libya 53 52 - - 52 53 52 -- - 52
Migeria 537 526 - - 10 537 526 -- - h 1]
Qatar 530 524 - - 510 530 524 - - 50
Saudi Arabia 5157 5133 - - 554 %158 5133 -- - 553
UAE 4556 547 -- -- 518 556 547 -- - 518
Veneruela 529 522 -- -- o] 530 22 -- -- o]
OPEC 5509 5433 5539 5595 5179 £515 %433 %527 5570 5175
View pomingl or r=al datz (1994-2018)

Mote: Iranian net ol export revenues do not account for any discounts Iran may have offered its ol customers beteeen end-2011

and January 2016
Source: 1.5, Energy Information Administration, derived from ELA's May 2017 Short-Term Enengy Outiook.

OPEC per capita net oil export revenues

Nominal (5) Real [20165)

Jan- lan-

Apr Apr
Country 2015 2016 2017 2018 2017 2015 2016 2017 2018 2017
Algeria 5645 5476 - -- 5177 5653 L476 -- - 5173
angola 51,305 51,011 - -- %375 51322 51,011 -- - 4366
Ecuador %310 4265 - -- 5100 %314 L5265 -- - 597
Gabon 32,103 51,692 - -- 5627 %2130 51,692 -- - £613
Iamn 5367 5453 - -- 5223 5372 5453 -- - 5218
Irag £1,570 £1,423 - -- L5ED £1500 51,423 -- - £575
Kuwait 511248 55344 - -- %£3,665 511,392 59,344 -- - 53,582
Libya 5501 5362 - - 5358 5508 %362 - - %350
Migeria 5201 5137 - -- 553 L5204 5137 -- - 551
Qatar £$13439 510,453 - -- 54,135 513,611 510,458 -- - 54,040
saudi arabia 34,991 54,132 - - 51,667 45055 54,132 -- - 51,628
UAE 46,084 55,043 -- -- £1,0937 £6,161 55,043 -- -- 51803
Venezuela 5940 5600 - -- S2B5 5052 L6090 -- - L5278
OPEC 51,006 912 51112 $1204 5371 £1.110 £012 51087 %1152 5363

Source: EIA, OPEC Revenues Fact Shadhy 15, 2017, https://www.eia.gov/beta/international/regions-

17

topics.cfm?RegionTopiclD=OPEC; IMF, Iraq: Staff Report for 2017 Article IV Consultation, Table 6, August 2017,

p. 38
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Figure Five: lran: Impact of Sanctions and Drop in World Oil Prices - Part
One

Crude Oil Production, Export, and Price (Million bpd, U.S. dollars)
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Figure Five: Iran: Impact of Sanctions and Drop in World Oil Prices - Part
Two

Impact of Lifting Sanctions on Economic Growth

14 N Ol Agriculture
10 B Mfg & Mining E==S8 Construction
[ Services E==3 Others
6 I Utilities =0 GDP growth
2
-2
-6
-10

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17
proj.

Number of International Correspondent Banks

293 287 306
238
27 a 26
| 1
2010 2011 2012 2013 2014 2015 2016

Source: ISLAMIC REPUBLIC OF IRAN. STAFF REPORT FOR THE 2016 ARTICLE IV CONSULTATION
KEY ISSUES, February 9, 2017, p. 6,9,
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Figure Six: Iran - GDP, Inflation, and Per Capita Income — IMF Estimate

== Real GDP growth {Annual percent change) i 4.1
== Inflation rate, average consumer prices (Annu... 8.7
60
40
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Source: IMF, http://www.imf.org/en/Countries/IRN, accessed 1.1.18
Iran GDP Per Capita in Current Prices in U.S. Dollars
T
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Source: IMF http://www.imf.org/external/datamapper/NGDP RPCH@WEO/IRN?year=2017
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Figure Seven: Comparative Gulf GDP Per Capita Income

(2016 Estimate in Current $US Dollars)

In PPP Terms World Bank IMF CIA
Bahrain - 50,704 50,700
Iran - 18,077 18,100
Iraq 17,354 17,994 16,500
Kuwait - 71,887 71,900
Oman - 46,698 43,700
Qatar 127,523 127,660 127,700
Saudi Arabia 55,158 54,431 54,100
UAE - 67,871 68,100
Yemen 2,508 2,800
In Nominal Per Capita Terms

Bahrain 22,354 24,183 -
Iran - 4,683 5,038
Iraq 4,610 4,631 4,509
Kuwait - 26,005 29,304
Oman 14,982 15,964 15,551
Qatar 60,787 59,331 73,653
Saudi Arabia 20,029 20,150 20,711
UAE 37,262 37,622 40,439
Yemen - 938 1,106
Source adapted from Wikipedia, and
https://en.wikipedia.org/wiki/List_of countries by GDP_(nominal)_per_capita, and

https://en.wikipedia.org/wiki/List_of_countries_by GDP_(PPP)_per_capita
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Figure Eight: lran - Poverty Levels and Employment Crisis

Poverty at Different Levels of Income per day: Rising since 2012 (at Different Levels of
Dollars Per Day)

Powverty Rate, 2008-14 in Iran
(2011 PPPs)
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Source: ISLAMIC REPUBLIC OF IRAN. STAFF REPORT FOR THE 2016 ARTICLE IV CONSULTATION
KEY ISSUES, February 9, 2017, p. 21 24.
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Figure Nine: Iran’s Barriers to Doing Business

How Iran and comparator economies rank on the ease of doing business

United Arab Emirates (Rank 26)

Oman (Rank 66)

Iran, Islamic Rep. (Rank 120) 57.26

Regional Average (Middle East & North Africa) 56.36

Libya (Rank 188)

0 100

Rankings on Doing Business topics - Iran, Islamic Rep. (Scale: Rank 190 center and worst,
Rank 1 outer edge and best)

Starting a Business (102)

Resolving Insolvency (156) Dealing with Construction Permits (27)

Enforcing Contracts (70) Getting Electricity (94)

Trading across Borders (170) Registering Property (86)

Paying Taxes (100) Getting Credit (101)

Protecting Minority Investors (165)

Source: World Bank, Doing Business in 2017, Economy Profile 2017, Iran, I&anRepublig
https://openknowledge.worldbank.org/bitstream/handle/10986/25540/109824-WP-DB17-PUBLIC-
Iran.pdf?sequence=1&isAllowed=y, pp. 8-9
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1 CIA, World Factbookaccessed 1.1.207, https://www.cia.gov/library/publications/the-world-factbook/geos/ir.html.
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