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ABOUT IRAN UNDER SANCTIONS

Iran’s economy has been under sanctions in one form or another since the
1979 revolution. Yet little systematic knowledge exists on the short- and
medium-term impacts of sanctions on the growth patterns of the Iranian
economy, the general welfare of its people in the cities and rural areas,
societal dynamics, civic space, and the country’s environment. The focus
has often been on a few metrics that flare up with tightening of sanctions:
currency depreciation, inflation, and recession, which are then followed
by increases in unemployment and poverty. But the more comprehensive
picture is lost in political cacophony around the policy’s merits. This is the
gap that SAIS is filling with its Iran Under Sanctions project, which is a
360-degree in-depth view on the implications of sanctions on Iran. This
first-of-its-kind research provides for an instructive case study on the
use of sanctions as a tool of statecraft. For any questions or feedback on
the project, please reach out to Ali Vaez at avaez2@jh.edu.
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This paper challenges the conventional
wisdom that the multilateral and unilater-
al sanctions imposed on Iran since 2008
have isolated it from the global econo-
my. Multilateral sanctions did slow many
of its economic processes associated with
globalization, particularly attraction of
foreign investment and technology. As re-
lations with the West worsened, Iranian
officials adopted the rhetoric of a “resis-
tance economy’, leading many analysts to
believe that their economic doctrine was
diametrically opposed to globalization, re-
jecting the world in response to the world’s
rejection of Iran. However, an analysis of
trade data for 2009-2018 makes clear
that rather than reject globalization out-
right, Iranian economic actors responded
to sanctions pressure with strategic and
conditioned choices around geography
and product that made the composition
of frade more complex. In turn, the emer-
gence of greater geographic and product
complexity made the economy more re-
silient to sanctions pressure, with the con-
tinued flow of critical imports and exports
enabling the manufacturing sector to
sustain production and employment. That
Iran achieved economic resilience in the
face of sanctions through greater, not less,
engagement with the global economy in-
dicates important opportunities for future
economic diplomacy.

IRAN UNDER SANCTIONS



I.INTRODUCTION

The development of the “resistance econo-
my” (eghtesad-e moghavemati) emerged
as a major feature of Iranian political
discourse following the intensification of
multinational sanctions around 2011. That
discourse found renewed salience after
the Trump administration’s imposition of
‘“maximum pressure” beginning in 2018.
Proponents argue that Iran can best resist
the economic pressure of sanctions by the
related processes of import substitution
and indigenization of technology. Iran’s
Supreme Leader, Ali Khamenei, has de-
scribed a resistance economy as one that
“boils from within”. The persistence of this
rhetoric, reflected in public statements of
a wide range of officials, has given rise to
belief that the economy has grown more
autarkic under sanctions, with a high de-
gree of self-isolation characterizing poli-
cymaking.

But the political rhetoric of resistance,
which posits responding to sanctions with
self-sufficiency, does not reflect the reality
of Iran’s economic response. Policymak-
ers have taken steps to encourage import
substitution, principally by introducing im-
port duties, but the economy today is more
open to global trade than ever before. In
recognition of this, some Iranian econo-
mists and policymakers have started to
stylize the phrase eghtesad-e mogha-

vamati in English as “resilience economy”’,
so as to describe the economic response
to sanctions in ways that diverge from re-
sistance rhetoric. This paper examines the
trade policies and patterns that under-
pin the resilience economy. It builds on «a
small but important body of research that
identifies Iran’s response to sanctions not
as embracing isolation, but as further em-
bracing the economic processes at glo-
balization’s heart.

Looking to Iranian trade’s composition
over the last two decades, several fea-
tures stand out. Notably, the economy
showed significant non-oil export growth,
partially compensating for the fall in for-
eign exchange revenue as sanctions dra-
matically reduced oil revenue. The growth
in non-oil export revenue resulted from an
increase in complexity. First, the compo-
sition of trade began to show more geo-
graphic complexity, that is, a wider range
of export destinations. Secondly, it began
to exhibit greater product complexity: an
increase in the range of products among
non-oil exports. The emergence of great-
er economic complexity, particularly in
trade, means that the study of Iran’s re-
sponse to sanctions can be posited within
a wider body of work of economists who
trace the relationships between economic
complexity and growth." Of course, great-
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er export complexity was predicated on a
similar increase in import complexity, in
both products and geography. For man-
ufacturers to produce a wider range of
products marketable to a more countries,
it was necessary to import a wider range
of raw materials and intermediate goods.

An examination of trade data tells the sto-
ry of Iran’s embrace of trade complexity
as part of its resilience under sanctions
strategy. Sanctions have had a significant
deleterious impact on economic growth,
leading to a decade of stagnation. But ab-
sence of growth does not indicate absence
of development, and the steady expansion
of non-oil exports, totaling $41.2 billion in
the Iranian calendar year ending in March
2020, points to a largely unheralded ex-
ample of economic development.? The
political implications of this are profound,
given the ways in which the economy re-
mains, despite a decade of intense sanc-
tions, fundamentally oriented toward the
global economy.

the political rhetoric
of resistance, which
posits responding to
sanctions with self-
sufficiency, does not
reflect the reality

of Iran’s economic
response.
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Il. (MIS)PERCEPTIONS

OF ISOLATION

Evocation of the resistance economy has
been a feature of Iranian political dis-
course since the founding of the Islamic
Republic in 1979. The eight-year Iran-Iraq
war, which began in 1980, required mobi-
lization of a war economy. The resistance
economy idea found heightened politi-
cal salience as Iran was subjected to a
broad, multilateral sanctions campaign,
beginning in 2008, that ended a fruitful,
decade-long period of industrialization
enabled by international, particularly Eu-
ropean, investment. During that decade of
growth and technological advancement,
policymakers sought to grow non-oil ex-
ports. The long tension between the pri-
orities of developing domestic industrial
capacity and expanding opportunities for
trade was settled within the context of the
Vision 2025 development plan launched in
2005, which definitively targeted a role for
Iran in regional and wider international
markets.®* But a few years later, sanctions
threatened toturnthe country’s focus away
from trade. The resistance economy idea
reemerged, particularly in the Supreme
Leader’s decrees. By 2012, as the country
experienced a 7.5 per cent economic con-
traction, officials, including the Supreme

Leader and President Ahmadinejad, were
speaking of an “economic war” imposed
by the West and urging Iranians to support
the resistance economy.*

The economy’s poor state and the sanc-
tions challenge loomed over the 2013
presidential elections, with candidates
forced to articulate their plans to resist
pressures on the economy.> The victo-
ry of Hassan Rouhani indicated that Ira-
nians were not content to resist sanctions
through isolation and sought to normalize
relations with the West. Six months after
Rouhani’s inauguration, in February 2014,
the Supreme Leader introduced the “gen-
eral policies” of the resistance economy,
the first detailed explication of the doc-
trine. His speech, which can be regarded
as a kind of decree, reiterated the impor-
tance of developments in domestic pro-
duction, improving the quantity and qual-
ity of output so as to reduce demand for
imported goods. But it also included poli-
cies that indicated an evolution in the re-
sistance economy idea and presaged the
pursuit of negotiations to resolve the nu-
clear dispute and achieve sanctions relief.
As noted at the time, most of Khamenei’s
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objectives could be considered “part of
an economic liberalization program” and
reflected “very few goals and reform ob-
jectives that are unique to Iran’s specific
ideological context”.? The general policies
included calls for government to promote
export of goods and services by reducing
red tape and to improve Iran’s attractive-
ness as a destination for foreign investors,
objectives that Khamenei had previously
endorsed as part of the Vision 2025 devel-
opment plan.

This nuance was lost on most foreign ob-
servers. Continued use of the term “resis-
tance economy” by figures such as Khame-
nei led many to conclude that economic
policymaking was paralyzed by an inter-
nal debate between those seeking more
openness and those who believed that
“the more Iran becomes entangled in the
global economy, the less it may be willing
to challenge the West”.” But, as was smart-
ly observed in 2013, characterizations of
Iran’s “attitude and posture towards the
global economy as wholly distrustful, ap-
prehensive, or critical would be a simplistic
stance .... The Islamic regime’s approach
to the international economy has in real-
ity been more complex and contradictory
than may be characterized as ‘anti-impe-
rialist’, autarkic, or disengaging”.®

While the slogan remained the same, evo-
lution of the resistance economy’s general
policies, as articulated by Khamenei and
others, reflected the fact that whatever
the apprehensions among politicians, the

economy’s composition had changedinthe
six years between the imposition of multi-
lateral sanctions and Khamenei’s February
2014 speech. This change -- most evident
in the country’s burgeoning global trade
-- indicates that economic policymaking
in Iran is not exclusively, or even primarily,
a top-down process. Rather, policies often
emerged bottom-up, reflecting firm-level
decisions in response to both internal and
external pressures. In the case of trade,
manufacturers did not respond to sanc-
tions on their supply chains by embracing
isolation.

The push for economic complexity began
in earnest in the early 2000s, when Iran
began to engage with globalization, which
can be understood as a set of processes
that generate economic complexity. Iran
benefited from trade liberalization, inte-
gration into global logistics networks and
introduction of foreign capital and tech-
nology. Manufacturers began to produce
new, higher quality products, initially in-
tended for the large consumer market,
but as local firms and local joint ventures
gained market share (often at the expense
of imported goods), they began to target
export markets. In 1998-2008, when, like
many developing economies around the
world, Iran experienced globalization, the
composition of its frade was characterized
by increased geographic complexity. In
1998, Iran had just 98 export partners and
67 import partners. A decade later it was
exporting goods to 157 countries and pur-
chasing them from 119 countries --growth
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that speaks to the remarkable forces of
globalization.

Following imposition of sanctions, many
processes associated with globalization
may have slowed, particularly the intro-
duction of foreign investment and technol-
ogy. Fixated on the political rhetoric, much
Western analysis came to see the resis-
tance economy doctrine as diametrically
opposed to globalization, believing that
Iran had rejected the world in response
to the world’s rejection of Iran. However,
the pursuit of economic complexity did not
stop, so it can be said that rather than re-
ject globalization, Iran pursued a differ-
ent kind of globalization: firms, and later
policymakers, found themselves seeking
greater complexity through strategic and
conditioned choices around product and
geography. Thisis clearinthe absolute val-
ue of imports and exports. Between 1998
and 2018, exports rose from $14.5 billion
to $85 billion, while the share of exports
of petroleum products and natural gas fell
from 79 per cent to 64 per cent. Excluding
these hydrocarbon products, exports rose
from $3.1 billion in 1998 to $25 billion two
decades later. Imports also grew signifi-
cantly, from $12.4 billion in 1998 to $54.6
billion in 2018, the last year for which com-
prehensive data is available.

This paper draws on data compiled by UN
COMTRADE in order to focus on individual
product categories.’ The data can be im-
precise, particularly given the importance

of trade with regional countries and the
significant volume of informal trade not
captured in customs statistics. Nonethe-
less, the data illustrate the emergence of
geographic and product complexity in the
composition of Iran’s trade and explain
how these trends relate to the pressure of
sanctions on the economy.

rather than reject
globalization, Iran
pursued a different
kind of globalization:
firms, and later
policymakers, found
themselves seeking
greater complexity
through strategic and
conditioned choices
around product and

geography.
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lll. GEOGRAPHIC

COMPLEXITY

The imposition of multilateral sanctions
beginning in 2008, culminating with fi-
nancial sanctions in 2012, impacted many
trade relationships. Despite the popular
conception of sanctions as a kind of em-
bargo, most countries did not stop trading
with Iran in response. Many categories,
such as trade in foodstuffs and consum-
er goods, were not directly impacted by
the sanctions. Moreover, not all countries
were equally deterred by sanctions from
maintaining commercial links.

For Iranian policymakers, the question of
sanctions response was about identify-
ing which trade partnerships would prove

most sensitive to the pressure. That sen-
sitivity is a function of several factors, in-
cluding the level of political alignment with
the U.S. and Europe, the degree of finan-
cialization in the economy (and therefore
exposure to risks emanating from U.S. pri-
mary sanctions), and the extent to which
goods typically traded are subject to sec-
toral sanctions. In order to conceptualize
these degrees of sensitivity, Iran’s major
trade partners can be placed in three cat-
egories: those highly sensitive to sanctions
(such as European Union (EU) member
states; those somewhat sensitive (such as
China and India); and those which are in-
sensitive (such as Iraq and Afghanistan).

Insensitive Somewhat Sensitive Highly Sensitive
Afghanistan Argentina EU28
Armenia Brazil Japan
Azerbaijan China South Korea
Iraq India Switzerland
Oman Malaysia
Russia
Turkey
UAE

p- 10
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l1l. Geographic Complexity

The importance of geographic complex-
ity for Iran’s economic resilience under
sanctions is most clearly demonstrated by
looking to the relative growth of exports
to countries in each category. Growth
to insensitive countries relative to highly
sensitive ones shows how the geograph-
ic composition has changed in response
to sanctions. Sanctions accelerated the
rate at which the overall value of exports
to somewhat sensitive countries overtook
those to highly sensitive ones, a trend ex-
emplified by China’s emergence as Iran’s
leading trade partner, overtaking the EU
(Chart 1).

CHART 1:

IRANIAN EXPORTS UNDER SANCTIONS,
SELECTED COUNTRY CATEGORIES
USD THOUSANDS

For Iranian
policymakers, the
question of sanctions
response was about
Identifying which trade
partnerships would
prove most sensitive to
the pressure.
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l1l. Geographic Complexity

In 2009, the first year for which complete
datais available in all three categories, the
value of exports to somewhat sensitive and
highly sensitive countries was about equal
at around $28 billion. By 2018, exports
had declined to highly sensitive countries
to just under $19 billion, while to some-
what sensitive ones they were $52 billion.
In the same period, exports to insensitive
countries rose from $6 billion to $13 billion.
Within this category, Iraq’s emergence as
a key export destination is particularly no-
table. While exports there were just $4.5
billion in 2009, when Iran was sending $13
billion of goods to the EU, they had risen

CHART 2:

GROWTH IN EXPORT UNDER
SANCTIONS, SELECTED COUNTRY
CATEGORIES.

240

by 2018 to just under $9 billion, while ex-
ports to the EU had fallen to $11 billion. In
this way, the emergence of regional mar-
kets as part of the geographic complexity
of Iranian exports has helped compensate
for the diminished prospects in countries
highly sensitive to sanctions.

Growth in exports to insensitive countries
has outpaced the other categories, with
the value of exports rising 121 per cent be-
tween 2009 and 2018. In the same period,
exports to somewhat sensitive countries
rose 81 per cent, while to highly sensitive
countries they fell 44 per cent (Chart 2).
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l1l. Geographic Complexity

Discussion of how sanctions hit exports
tends to focus on the oil industry, since
Iran’s economy is misperceived as being
dominated by that industry. Sanctions did
have a significant impact on global de-
mand for Iranian oil. Given global fluctu-
ations in the oil price, a useful proxy for
demand for Iranian oil is the difference
between Iran’s oil production and con-
sumption levels. That difference fell from
2.6 million barrels per day in 2011 -- the
year the US first imposed broad sectoral
sanctions on Iran’s oil -- to 1.6 million bar-
rels per day in 2013. The difference be-
tween the two figures in 2019 -- the first
full year after the Trump administration
re-imposed secondary sanctions -- was
1.5 million barrels per day (Chart 3). In both
periods, Iran’s domestic market for crude
oil exceeded its international market, a

CHART 3: IRANIAN OIL PRODUCTION
AND CONSUMPTION UNDER SANCTIONS

5500

reversal that reflects the change in the
country’s fortunes, and also how its large
domestic market differentiates it from oth-
er Middle East oil producers. For the last
two decades, domestic consumption has
remained relatively stable, indicating that
lower production principally reflects re-
duced export demand. Sanctions’ success
in reducing demand for Iranian crude oil
was the greatest single driver of the de-
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found ways to use complexity to its advan-
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l1l. Geographic Complexity

Also notable is the divergence between
export growth across the three catego-
ries of countries. Prior to sanctions, most
demand for Iranian oil came from among
the highly sensitive. Among the somewhat
sensitive ones, only China and India count
among lran’s largest buyers. When the EU
imposed an outright ban on Iranian oil
purchases in 2011, Tehran’s goal became
to sustain the lower level of exports still
going to Asian customers. Under Obama-
era sanctions, these Asian oil customers
were permitted to sustain a lower level
of imports on condition that Iran’s earn-
ings would be paid into escrow accounts
and be available only to buy humanitari-
an goods such as food and medicine. This
is one reason why exports to highly sensi-
tive countries (including the EU) fell, while
those to somewhat sensitive countries
showed some growth. The Trump admin-
istration permitted a similar accommoda-
tion until May 2019.

While insensitive countries have emerged
as a major export destination, they have
not proven an alternative imports source
for Iran, as sanctions limited trade with
traditional suppliers. Imports from insensi-
tive countries remain minuscule, just $203
million in 2018 (Chart 4). Growth has been
a negligible 4 per cent between 2009 and
2018. These figures reflect how insensitive
countries, while offering a destination for
exports and opportunity to generate ex-
port revenue, cannot supply the raw ma-
terials and intermediate goods Iran needs

to sustain its industrial output. This is par-
ticularly true when considering the im-
portance of machinery and equipment
imports: goods that are not generally
produced in insensitive countries, which
tend to have lower levels of economic
development.
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l1l. Geographic Complexity

CHART 4:
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l1l. Geographic Complexity

At best, Iran has been able to shift some of
its reliance on imports from highly sensi-
tive countries to somewhat sensitive ones,
either sourcing parts and machinery pro-
duced in those countries (as with Chinese
goods) or relying on re-exports from them
of parts and machinery produced in high-
ly sensitive countries (as with the re-ex-
port of European goods through the UAE).

CHART 5:
GROWTH OF IMPORTS UNDER SANCTIONS,
SELECTED COUNTRY CATEGORIES

220

The value of imports from highly sensitive
countries fell 35 per cent between 2009
and 2018, reaching a nadir in 2013. Mean-
while, imports from somewhat sensitive
countries grew 40 per cent, peaking in
2014, around the time when imports from
highly sensitive countries were most re-
stricted (Chart 5).
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l1l. Geographic Complexity

Looking across exports and imports, Iran’s
foreign exchange earnings under sanc-
tions have not always kept up with its
spending. Under sanctions, given the pro-
pensity to sustain imports, Iran tends to
run significant trade deficits with highly
sensitive countries; such deficits have also
become a more pressing concern with
somewhat sensitive countries (Chart 6).
They place enormous pressure on lIran’s
foreign exchange market. With its export-
ers struggling to earn and repatriate for-

CHART 6:

IRANIAN TRADE BALANCES UNDER SANCTIONS,

SELECTED COUNTRY CATEGORIES
USD THOUSANDS
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the International Monetary Fund estimat-
ed Iran’s reserves at a substantial $88 bil-
lion, but noted that just 10 per cent was
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l1l. Geographic Complexity

These trends have worsened in the face of
the Trump administration’s sanctions, par-
ticularly as China has reduced direct im-
ports from Iran. For the first time, Tehran
has a trade deficit with China, though this
does not account for the value of Iranian oil
re-exported to China via Malaysia." In any
case, even if Iran has a growing trade sur-
plus with insensitive countries, it will face
a significant challenge to finance trade
deficits denominated in euros and ren-
minbi. The only remedy is to begin export-
ing sanctions-exempt goods to the EU and
China in far greater volumes. But while the
composition of trade has changed in re-
sponse to these pressures, registering sig-
nificant growth in non-oil exports, the new
product complexity has not helped avoid
trade deficits. Iran may be selling more
products to more countries, but its export-
ers are not yet managing to sell the right
products to countries where they need to
earn the most.
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IV. PRODUCT

COMPLEXITY

Iran’s ability to sustain the geographic
complexity of its tfrade relations was not
entirely the result of state planning. The
geographic complexity that emerged in
global trade in the first decade of the mil-
lennium was itself a result of the state’s
diminished role in such trade. Iran could
not simply count on sympathetic govern-
ments to keep goods flowing in the face of
sanctions. To sustain trade relationships,
it needed to bring the right products to
global markets. Its major trade partner-
ships had long been anchored to oil. Oil
sales to Western Europe, Ching, India and
Japan, among others, gave the means to
purchase goods from those countries. But
with oil sales particularly vulnerable to
sanctions and many major trading part-
ners on-board with the multilateral sanc-
tions campaign, the composition of Irani-
an trade needed to be refocused around
a new set of products that could be bought
and sold with a wider range of partners.

The shift toward a wider range of mid-
size trade partners was enabled by a con-
current one to a wider range of export-
ed products, so that Iranian trade under
sanctions was characterized by increased

product complexity. Just as Iran experi-
enced globalization between 1998 and
2008 that enabled greater geographic
trade complexity, so it underwent indus-
trialization processes that led to greater
product trade complexity. By 2008, fol-
lowing a period of largely European in-
vestment and technology transfer, it had
a greater number of manufacturing en-
terprises producing high-quality goods. In
1998 there were just 18 major export cat-
egories, including oil-related products,
from which it was earning more than $25
million in annual export revenue. By 2008,
that number was 63. Production of these
goods required increased imports of raw
materials and intermediate goods, such
as parts and machinery, a need reflected
in growth in the number of major import
categories. In 1998, there were 49 in which
Iran was spending more than $25 million a
year. By 2008, there were 187.

The trade story is closely linked to the for-
tunes of the manufacturing sector under
sanctions. The change in product com-
plexity can be linked to key trends identi-
fied in firm-level analysis of Iranian man-
ufacturing and the impact of the 2012-2013

p- 19
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sanctions. That analysis concluded that
the financialized sanctions imposed in
2012 -- similar in impact to the sanctions
re-imposed by the Trump administration
in November 2018 --proved ‘“extreme-
ly costly for Iran’s manufacturing firms in
terms of production and value added’, a
finding consistent with the stagnation ev-
ident in Iran’s overall trade during sanc-
tions. However, in a sign of resilience, “exit
rate has not been particularly high and
employment has been maintained”.”?

Many Iranian manufacturers, particular-
ly large firms, have been able to sustain
production and employment because the
shock to import and export of key prod-
uct categories has been smaller than the
shock to overall trade -- affordability
seems a greater challenge than availabili-
ty. When looking to the 15 product catego-
ries with the highest average import and
export value between 2008 and 2018, the
industrial nature of Iranian product com-
plexity becomes clear. The largest import
categories include inputs for big automo-
tive and metals industries, as well as food
products, including maize (used in produc-
ing animal feed) and wheat (processed
into flour). Imports of pumps, valves and
tubing, used in a wide range of industrial
applications, particularly the petrochemi-
cal sectors, also point to the industrial ba-
sis for the composition of Iranian imports.
Perhaps unexpectedly for a country that
has endured economic hardship, gold is a
major Iranian import. This is because gold
and its manufactures are important stores

of value during times of rising inflation. Im-
ports of gold grew in response to demand.
Given the importance of these items, it is
no surprise that extraordinary efforts were
made to sustain imports in the face of
sanctions, which first became significant
between 2008 and 2014. The total value
of imports across these 15 categories rose
from an average of $9.2 billion in the three
years through 2008 to $15.1 billion in the
three years through 2014 -- a 65 percent
increase. In the three years through 2018,
the total value of imports across these cat-
egories was $12 billion.

With oil sales
particularly vulnerable
to sanctions and
many major trading
partners on-board
with the multilateral
sanctions campaign,
the composition of
Iranian trade needed to
be refocused around
a new set of products
that could be bought
and sold with a wider
range of partners.

p- 20
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IV. Product Complexity

TABLE 1: TOP 15 IMPORT PRODUCTS BY
AVERAGE TRADE VALUE, 2008-2018

(Author’s elaboration of UN COMTRADE data)

Product Average
Product Category Code (H1) Value (USD
thousands)

Motor cars and other motor vehicles principally designed for the
transport of persons (other than those of heading 8702, including 8703 1304815
station wagons and racing cars

Motor vehicles; parts and accessories, of heading no. 8701 to

8705 8708 954824
Gotd g gold plted it pletiur) unwroughiorn g5 garuc
Maize (corn) 1005 624464
Rice 1006 627391
Wheat and meslin 1001 515579
Semi-finished products of iron or non-alloy steel 7207 587750

Medicaments (excluding goods of heading 3002, 3005 or 3006)

consisting of mixed or unmixed products for therapeutic or pro-

phylactic uses, put up in measured doses (including those in the 3004 488206
form of transdermal administration systems) or in forms or pack-

ing for retail sale

Oilcake and other solid residues, whether or not ground or in the

form of pellets, resulting from the extraction of soya-bean oil 2304 403945

Air or vacuum pumps, air or other gas compressors and fans;
ventilating or recycling hoods incorporating a fan, whether or not 8414 498977
fitted with filters
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Taps, cocks, valves and similar appliances for pipes, boiler shells,

tanks, vats or the like, including pressure-reducing valves and 8481 407073
thermostatically controlled valves

Tubes, pipes and hollow profiles, seamless, of iron (other than cast 7304 350170
iron) or steel

Palm oil cu'n.d its fractions, whether or not refined, but not chemi- 1511 309938
cally modified

Telephone sets, including telephones for cellular networks or for

other wireless networks; other apparatus for the transmission or 8517 352542

reception of voice, images or other data, including apparatus for

communication in a wired or wireless network

The ability to sustain imports of these ma-
jor product categories in the face of sanc-
tions pressure was critical for industrial
firms seeking to sustain output. The largest
non-oil export categories include products
related to Iran’s petrochemical industry,
such as polymers and fertilizer, as well as
products related to the mining and metals
industry, such as ores and semi-finished
goods. Because the analysis of these cat-
egories is drawn from trade data and not
production data, the significance of food
and consumer goods, which are primari-
ly exported to regional markets for which
product-level data is not readily available,
is not captured. Generally speaking, Iran’s
key export categories reflect products that
require certain degree of processing or
manufacturing, and therefore depend on
the availability of imported raw material
and intermediate goods. Here, the growth
observed in the total value of the 15 largest

import categories mirrors the growth in
largest export categories. The aggregate
value of these 15 export product categories
rose from an average of $5.6 billion in the
three years through 2008, to $10.7 billion
in the three years through 2014—growth of
91 percent. In the three years through 2018,
the total value of exports across these cat-
egories was $10.5 billion.

p- 22

IRAN UNDER SANCTIONS



IV. Product Complexity

TABLE 2: TOP 15 EXPORT PRODUCTS BY
AVERAGE TRADE VALUE, 2008-2018

(Author’s elaboration of UN COMTRADE data)

Product Average

Product Category Code (H1) Value (USD
thousands)

Polymers of ethylene, in primary forms 3901 1169598
AchIic olcoho!s apd their halogenated, sulphurated, nitrated or 2905 913040
nitrosated derivatives
Iron ores and concentrates, including roasted iron pyrites 2601 816184
Tin and articles thereof 802 629142
Cyclic hydrocarbons 2902 477366
Mineral or chemical fertilizers, nitrogenous 3102 300636
Semi-finished products of iron or non-alloy steel 7207 268885
Refined copper and copper alloys, unwrought 7403 280573
Copper ores and concentrates 2603 215720
Ammonia, anhydrous or in aqueous solution 2814 199502
Acyclic hydrocarbons 2901 190454
Unwrought aluminum 7601 193322
?;Ig:sl:;)::gllclgiroc?;,ocl)fsf;elg;rz?n sublimed sulphur, precipitated 2503 135532
Unwrought zinc 7901 109356
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Iran’s economic resilience has also result-
ed from the ability to generate new export
revenue through the sale of new, non-oil
products. Again, firm-level research iden-
tifies a kind of industrial restructuring that
contributed to the emergence of greater
product complexity in Iranian trade. It ob-
serves that value added shares have shift-
ed “toward industries that rely heavily on
local natural resources, and away from in-
dustries that dependent more on import-

ed inputs and technology”.”® While consid-
eration of imported inputs is important,
the observed shift toward manufacturing
of chemical, metal and food products di-
rectly corresponds to the product catego-
ries that registered the greatest growth
in total export value between 2008 and
2018. These goods are among those most
in demand in Iran’s regional markets such
as lrag and its key trade partners such as
China.

TABLE 3: EXPORT PRODUCTS WITH GREATEST

GROWTH IN TRADE VALUE (2008-2018)

(Author’s elaboration of UN COMTRADE data)

Average value

Average value

Product in three years in three years Change
Product Category Code through 2008 through 2018 (,7 )g
(H1) (USD thou- (USD thou- :
sands) sands)
Ferflllgers; mineral or chemi- 3102 4861 622054 126979
cal, nitrogenous
Stone; sets, curbstones and
flagstones, of natural stone 6801 2058 102496 4880%
(except slate)
Ferrous products obtained
by direct reduction of iron
ore and other spongy fer-
rous products, in lumps, pel- 7203 3427 105931 2991%

lets or the like; iron having a
minimum purity of 99.94%, in
lumps, pellets or similar forms
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Iron or non-alloy steel;
semi-finished products of iron
or non-alloy steel; containing
by weight less than 0.25% of
carbon, of rectangular (in-
cluding square) cross-section
width less than twice thickness

7207

59227 1329172 2144%

Tomatoes; fresh or chilled 702

2331 37960 1529%

Portland cement, aluminous
cement, slag cement, super-
sulphate cement and similar
hydraulic cements, whether or
not colored or in the form of
clinkers

2523

e 165908 1393%

Polymers of ethylene, in pri-

3901
mary forms

186547 2773624 1387%

Gas, liquid or electricity supply
or production meters, includ-
ing calibrating meters therefor

9028

4512 58598 1199%

Ceramic flags and paving,
hearth or wall tiles, unglazed;
unglazed ceramic mosaic
cubes and the like, whether or
not on a backing

6907

3484 33047 849%

Polymers of vinyl chloride or of
other halogenated olefins, in
primary forms

3904

11526 72116 526%

Further study is needed to examine the
mechanisms through which trade com-
plexity emerged as part of a virtuous cycle
of industrial restructuring and to under-
stand the firm-level drivers of this cycle.
Iran’s economic resilience under sanctions
reflects adaptations in the manufacturing
sector that both contributed to and result-
ed from changes in the geographic and

product complexity of tfrade. Recently, its
manufacturing sector has demonstrated
a remarkable ability to grow under the
Trump administration’s maximum pres-
sure sanctions, expanding for most of 2019
and until the COVID-19 crisis. In short, the
sector has been an engine of economic
resilience, because of its ability to gener-
ate non-oil export revenue.™
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V. RESILIENCE IS

COMPLEX

The analysis in this paper challenges the
conventional wisdom that the multilateral
and unilateral sanctions imposed on Iran
since 2008 have isolated it from the global
economy. Looking to the changing com-
position of Iranian trade, it becomes clear
that by 2008, the economy was sufficient-
ly industrialized and globalized so that
sanctions’ predominant impact - a signifi-
cant fall in oil revenue - was less deleteri-
ous than widely expected. A study of Iran’s
export-led response to sanctions pressure
concludes: “Due to an increasingly global-
ized economy, alternative destinations ex-
ist for exporters affected by export sanc-
tions. In other words, export deflection can
compensate export destruction and, thus,
should not be ignored”’

Yet, to the degree that Iran’s econom-
ic resilience is derived from increasingly
complex trade relationships and by ex-
tension a more complex industrial base,
significant vulnerabilities persist, particu-
larly in banking and logistics. Iran’s push
to increase trade complexity has in many
respects defied isolation from the global
economy. But while its goods continue to
be bought and sold, these flows depend

on atrophied banking and logistics net-
works. Since the imposition of financial-
ized sanctions in 2012, Iran’s banking sys-
tem has been significantly isolated; just a
handful of institutions remain connected
to the global payments messaging system
SWIFT. Despite their connections, these
banks are generally unable to send or re-
ceive direct payments from all but a few
banks in Europe, the Middle East and East
Asia which maintain direct correspondent
banking links with Iran for humanitarian
trade. The Trump administration has been
considering new sanctions that would sev-
er even these ties." Similarly, few major in-
ternational shipping lines serve Iran in the
face of U.S. secondary sanctions, meaning
that it is highly dependent on its own state-
owned shipping line, IRISL, which is un-
able to berth in many global ports, as well
on smaller shipping lines with less routine
and therefore more expensive service.

Trade complexity has emerged despite the
significant banking and logistics challeng-
es. These challenges have been overcome
through increased reliance on intermedi-
ation. Banking sees Iranian firms main-
tain accounts at banks in third countries
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through which they process payments. Lo-
gistically, Iran increasingly relies on re-ex-
portthrough countries such as the UAE and
Turkey to acquire goods manufactured
elsewhere. The same adaptability demon-
strated by the shift to new trade partners
and product categories at the macro level
can also be observed at the level of spe-
cific banking channels and supply chains.
Complexity thus renders the networks that
underpin frade more resilient.

However, like any complicated network,
the banking and logistics channels on
which Iran depends are vulnerable to dis-
ruption. For example, the pressure of U.S.
sanctions on third countries such as Turkey
can impact Iran’s ability to do the finan-
cial transactions necessary for trade with
a much wider range of countries. This was
the case during the U.S. prosecution of ex-
ecutives at Turkey’s state-owned Halkbank
for sanctions violations. Halkbank’s sub-
sequent move to reduce its Iran exposure
created a financial bottleneck on Iranian
trade with Europe, even in sanctions-ex-
empt humanitarian trade.” Similar pres-
sure has seen the Bank of Kunlun, the in-
stitution at the heart of China-lran trade,
inform clients that it would only facilitate
a much narrower range of Iran-related
transactions.” These disruptions can leave
Iranian firms scrambling for new ways to
facilitate the flow of goods and money. So
far, they have proven adept at creating
new channels and redundancies that en-
able them to respond to disruptions and
mitigate vulnerabilities inherent to trade
complexity under sanctions.

But these mitigation efforts, even if suc-
cessful, are not without costs. Interme-
diation in both banking and logistics in-
troduces additional transaction costs for
even basic trade. Add to this that financial
institutions and logistics companies will
often charge a premium for facilitating
Iran-related trade, and it becomes clear
why Iranian importers and exporters face
rising costs that have their own deleteri-
ous impact on the economy. In the case
of imports, rising prices are passed on to
consumers, creating inflationary pressure.
In the case of exports, firms must sacrifice
their margins to remain cost competitive
in global markets.

To the degree that
lran’s economic
resilience is derived
from increasingly
complex trade
relationships and by
extension a more
complex industrial
base, significant
vulnerabilities persist,
particularly in banking
and logistics.
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V. Resilience is Complex

The financial and logistical uncertainties
also reduce investment incentives, as any
event could create long-term trade dis-
ruptions. COVID-19 was one such event. Its
impact on the economy was magnified by
Iran’s integration into regional and glob-
al supply chains. In short, Iranian firms
remain committed to trade as a means
to ensure their survival, but the resilience
afforded by complexity does not itself
equate to the kind of stability that enables
investment and thereby growth.
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It is debatable whether the economic
stagnation Iran has experienced under
multilateral sanctions deserves to be de-
scribed as a period of economic resilience.
Had trade been allowed to develop with-
out sanctions, increased complexity would
certainly have been an expected outcome,
and the value of trade would have been
significantly higher. Still, sanctions did not
prevent the emergence of trade complex-

ity.

The question, however, is whether eco-
nomic development that has persisted un-
der sanctions — whether in trade or other
domains - is sufficient. The deficit between
Iran’s current level of economic devel-
opment and the development that might
have reasonably been projected prior to
sanctions looms large in political discourse
on the economy. Citizens expect their eco-
nomic fortunes to improve over time, so in
domestic political terms, stagnation is an
unsustainable outcome. But when consid-
ering that sanctions policy, particularly the
Trump administration’s “maximum pres-
sure’, is intended to coerce Iran, through
economic contraction, perhaps even to
outright collapse, stagnation appears a
sufficient outcome to declare the country’s
global trade resilient, though the picture
varies across insensitive, somewhat sensi-
tive and highly sensitive countries.

From the perspective of sanctions policy,
it is also significant that Iran has sought to
achieve economic resilience by increas-
ing its economic and thereby political ex-
changes with the international community.
It has rejected efforts to cast it as a pari-
ah state and has developed deeper eco-
nomic relations with insensitive and some-
what sensitive countries, while essentially
seeking to preserve ties to highly sensitive
countries, particularly for imports. Sanc-
tions have inimportant respects integrated
Iran more deeply with the global economy
and attuned its policymakers more fully to
the complexities of globalized trade and
the banking and logistics networks that
underpin that trade.

There are two key implications for how
Iran might respond to possible new nego-
tiations with the U. S. First, because of the
adaptability of its trade relationships, Iran
has demonstrated greater economic resil-
ience than widely assumed. Secondly, its
efforts to sustain integration with the in-
ternational economy and necessary eco-
nomic development give the international
community more opportunities to incentiv-
ize Iran to a new diplomatic outreach. Ira-
nian industries exhibit high responsiveness
to sanctions relief with respect to growth
in non-oil exports.” Should the U.S. lift
sanctions, the Iran that experiences relief
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will no longer be dependent exclusively
on oil exports. Iranian and Western poli-
cymakers ought to embrace the opportu-
nities presented by Iran’s new economic
complexity.

Sanctions have in
Important respects
Integrated Iran more
deeply with the global
economy and attuned
Its policymakers

more fully to the
complexities of
globalized trade

and the banking and
logistics networks that
underpin that trade.
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APPENDICES

TABLE 1: TOP IMPORTS BEFORE AND AFTER SANCTIONS
Average of three years through given year, USD thousands

Produce
Code Period Period Period
Product Name (H1) 1 2 Change 3 Change
Motor cars and other
motor vehicles principally 8703 1187632 679464  -42.79% 3945213  480.64%

designed for the transport
of persons

Motor vehicles; parts and
accessories, of heading no. 8708 1107123 855919 -22.69% 1377136 60.90%
8701 to 8705

Gold (including gold plat-
ed with platinum), un-

wrought or in semi-man- 7108 10199 2936967 28696.96% 517461 -82.38%
ufactured forms, orin

powder form

Maize (corn) 1005 482894 1123208 132.60% 1326529 18.10%
Rice 1006 454567 1586377 248.99% 910974 -42.58%

Flat-rolled products of
iron or non-alloy steel, of a

width of 600 mm or more, 7208 1235497 771253 -37.58% 323609 -58.04%
hot-rolled, not clad, plated

or coated

Wheat and meslin 1001 543573 1668928 207.03% 129166 -92.26%

Semi-finished products of

. 7207 1487665 547958 -63.17% 23084 -95.79%
iron or non-alloy steel
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Medicaments (excluding
goods of heading 3002,
3005 or 3006) consist-

ing of mixed or unmixed
products for therapeutic or
prophylactic uses, put up 3004 466507 780902 67.39% 683743 -12.44%
in measured doses (includ-
ing those in the form of
transdermal administra-
tion systems) or in forms or
packing for retail sale

Oilcake and other solid

residues, whether or not

ground or in the form of 2304 205146 1185741 478.00% 527551 -55.51%
pellets, resulting from the

extraction of soya-bean oil

Air or vacuum pumps, air
or other gas compressors
and fans; ventilating or
recycling hoods incorpo-
rating a fan, whether or
not fitted with filters

8414 469454 590727 25.83% 687674 16.41%

Taps, cocks, valves and

similar appliances for

pipes, boiler shells, tanks,

vats or the like, including 8481 422139 561298 32.97% 461353 -17.81%
pressure-reducing valves

and thermostatically con-

trolled valves

Tubes, pipes and hollow
profiles, seamless, of iron
(other than cast iron) or
steel

7304 374816 474728 26.66% 428831 -9.67%

Palm oil and its fractions,
whether or not refined, but 151 358822 723578 101.65% 301714 -58.30%
not chemically modified

Telephone sets, including
telephones for cellular net-

. 8517 368632 642639 74.33% 361516 -43.75%
works or for other wireless
networks;
TOTAL 9174665 15129688 64.91% 12005553 -20.65%
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TABLE 2: TOP EXPORT PRODUCTS BEFORE AND AFTER SANCTIONS
Average of three years through given year, USD thousands

Produce
Code

Product Name (H1) 2008 2014 Change 2018 Change
Polymers of ethylene, in 0 0

. 3901 186547 2604376 1296% 2773624 6.5%
primary forms
Acyclic alcohols and their
halogenated, sulphurat- 2905 836095 1623670 94% 1567132 -3.5%
ed, nitrated or nitrosated
derivatives
Iron ores and concen-
trates, including roasted 2601 604896 2031261 236% 1123477 -44.7%
iron pyrites
Tin and articles thereof 802 694333 829956 20% 701358 -15.5%
Cyclic hydrocarbons 2902 692925 819664 18% 250284 -69.5%
Mineral or chemical fertil- 5, ) 4861 781873 15984% 622054  -20.4%
Izers, nitrogenous
Semi-finished products of =, 59227 39515 -33% 1329172 3263.7%
iron or non-alloy steel
Refined copper and cop- o o

7403 606125 303529 -50% 354434 16.8%

per alloys, unwrought
Copperores and concen- )03 o44016 188746 -23% 507596  168.9%
trates
Ammonia, anhydrousorin 0., )38566 351423 47% 255908  -27.2%
aqueous solution
Acyclic hydrocarbons 2901 387664 202878 -48% 55998 -72.4%
Flat-rolled products of
iron or non-alloy steel, of a
width of 600 mm or more, 7208 401427 342571 -15% 375681 9.7%
hot-rolled, not clad, plated
or coated
Unwrough’r aluminum 7601 260028 250161 -4% 244661 -2.2%
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Sulphur of all kinds, oth-
er than sublimed sulphur,

.. 2503 266155 194442 -27% 136302 -29.9%
precipitated sulphur and
colloidal sulphur
Unwrought zinc 7901 134883 173704 29% 262259 51.0%
TOTAL 5618046 10737768 91% 10559940 -1.7%
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