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Summagz

Financial chaos, in one form or another, might reasonably
have been expected in Iran after the virtual cessation of oil exports
in May 1951, Within less than a year, Iran lost not only a source of
exchange that previously had financed its foreign deficit but also a
source of revenue sufficient to cover most of the deficit on govern-
ment accounts In fact, nothing resembling chaos occurred. A number
of factors. operated to prevent major' financial disturbances in Iran
during the last two and a half years, some of them outside the con~
trol of the Iranian authorities. In the first year after nationali-
zation, withdrawals from official reserves replaced oil receipts in
the financing of the foreign deficit, and, throughout the period, a
cautious internal financial policy and good crops helped to contain
the rise in domestic prices. Moderate inflationary pressures on
prices did make themselves felt, however, in the two and a half years
after the nationalization. These pressures were due primarily to a
change from a traditionally large import surplus to an export surplus,
rather than to the increase in central bank credit to the Government.

The main causes of the improvement in the balance of trade
would appear to have been a depreciation of the currency and the
tightening of import restrictions. Increases in the domestic output
- of a number of agricultural commodities made it possible, however,
to lower imports of similar commodities without adverse internal
effectss DBetter crops also helped to maintain export proceeds.

The change from an import to an export surplus did not come
until the second year after nationalization. For much of the first
post-nationalization year, imports were permitted to continue at the
pre-nationalization rates Thus, most of the $80 million loss of for-
eign exchange, which reduced official reserves to about two-thirds
of their value at the time of nationalization, occurred early in the
periods Subsequently, thonks t6 an irproved balance of trade and foreign
assistance, reserves decreased more slowly. At the end of August
1953, total available gold and foreign exchange reserves were still
sufficient, at $152 million, to finance thirty months of imports at
the 1952/53 rate. Total United States aid of $67 million was equivalent
to nearly two-thirds of Iran's annual oil revenues before nationaliza-
tion and sufficient to cover.two and a half years of foreign exchange
losses at the rate to which they had fallen in the second post-nation—

alization year.

Iran's external position at the end of more than two oilless
years was, then, anything but desperate and domestic inflation had not
assumed unmanageable proportions. Even with an appreciation of foreign
currencies in terms of rials of more than 115 per cent, the rise in
the cost of living was limited to 15 = 20 per cents Exceptionally
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-2 - Financial Position of Iran

good crops helped to prevent internal prices from rising more rapidly,
but a reasonably cautious financial policy also helped to contain do-—
mestic inflations The Government did not, as might have been expected,
increase domestic outlays to the point vhere its total expenditures
would be equal to the sum of o0il company and govermuent expenditures
béfore nationalization. Net expenditures of the Anglo-Iranian 0il
Company and the Government combined declined from an annual average

of nearly 6.5 billion rials in the last two pre-nationalization years
to about 5 billion rials in the year ending August 1953. Howevers

the current balance of payments improved from an average annual deficit
of about 6 billion rials in the last two pre-hationalization years

to a surplus estimated at nearly 1.9 billion rials in the year ending
August 1953, Net internal expansion, therefore, to the extent that

it was derived from govermment and oil operations, rose from an averaze
of half a billion in the two years immediately preceding nationaliza-
tlon to nearly 7 billion rials in the year ending in August 1953,

The expansionary effect on incomes of the order of 6 - 7
billion rials, compared with a national ircome estimated at LS - 55
billion rials, was partly offset by a decline in the income generated
by investment in sectors other than agriculture. Vhile this decline
helped to contain inflation in the past, continued failure of the
rate of investment to grow would necessarily lower Iran's standard
of living in the future. A rise in investment, however, and probably
even the maintenance of existing capital equipment, would require
an increase in imports. Exports other than oil cannot be counted
upon to provide the necessary foreign exchange, and, unless foreign
ald continues at the present rate, the resumption of oil exports is
& necessary condition for further growth, if not for maintenance of
the existing capital equipment, of the Iranian economy.

Introduction

Recent indications that the Government of Iran may be core
templating renewal of nepotiations with Britzin have markedly improved
the prospects for restoring to Iran its foremost potentisl source of
foreign exchange. Iran's gold reserves are still at a high level re-
lative to requirements and domestic inflation is under control. Withe
out the pressures of external or internal financial distress, the
country should be able, therefore, to find an early solution to its
current foreign exchange probleme This might be a convenient point
of time, then, to summarize the effects on the Iranian economy of the
almost couplete stoppage of oil exports since iHay 1951. This paper
deals primarily with the income and monetary effects of financial
changes in these three sectors: Govermment, oil, and the foreign
balances

External Pasition

The main changes in Iran's external financial position over
the period beginning two years before oil nationalization and ending
in the fall of 1953 were these. O0il receipts which, in the last two pre=
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-3~ Financial Position of Iran

hationalization years, had financed more than three-quarters of Irants
~ knovn net requirements of foreign exchange, declined from an annual average
of £100 million during the four-year period before nationalization to about
$30 million in the first year after nationalization and to virtually
zero since thens Over a period of five years before nationalization,
I?an’s official gold and foreign exchange reserves had risen by $23
million. In the two years since nationalization, official reserves
fell by 480 million. By the end of August 1953, readily available
gold and foreign cxchange reserves of {152 milliosn amounted to about
thirty months of imports (1952/53 rate) and would have been sufficient
to finance more than nine vyears of the country's over-all foreign
deficit in temms of the official exchange losses of $17 million in
1952/53. Additional aid of $L5 million granted by the United States
in September was equivalent to about two and a half years of that de-
ficite Finally, the effective rate of the rial was permitted to de-
preciate from an average of about L5 rials per U.S. dollar, to 96
rials per U S. dollar at the present time.

ae Financing the foreipn deficit — Over the five~year period
1946/L7 through l9§07§ s> total known net requirements of foreign ex—
charge are estimated at {492 million. Over the same period, total
foreign exchange receipts from oil operations were $L70 million. During
the same period, however, official reserves increased by about $23
million. Estimates of gross foreign exchange requirements are probably
more reliable than estimates of gross receipts. The excess of known
gross requirements plus the increase in reserves ($515 million) over
receipts from oil operations ({470 million), or about w45 million, may
be regarded as a reasonably accurate measure of financing from unde-
clared resources.

In the first year after oil nationalization, royalties and
local currency purchases by the AIOC still financed about a third of
known net foreign exchange requirements. However, total known financing,
which consisted of what remained of o0il revenues and a loss of foreign
reserves (after an $8.75 million drawing from the IF and aid from the
U.S. ), exceeded total known requirements by about $26 million. In the
second post-nationalization year knovm requirements fell short of known
means of financing by %9 million. Actuzlly, the shift from under—financing
to over—financing of known requirements had started in the last year be-
fore oil naticnalization. The figures suggest that some flight of capital
had set in before nationalization, that it rose to a peak during the
first year and declined considerably in the second year after nationali-
zatione At the time of writing, complete balance of payments estimates:
have not become available for the second year after oil nationalizations
It is known, however, that the annual loss of official reserves has
fallen to about one-fifth of the loss in the first post-nationalization
years

Table 1, below, shows the role played by foreign exchange
receipts from oil operations in the financing of Iran's foreign exchange
requirements in recent years. It reveals three major developments on
foreign account: (1) the decrease and final disappearance of the major
source of foreign financing; (2) replacement, during the first post-
nationalization year, of about two-thirds of former annual foreign ex—
change proceeds from oil by drawings on official reserves, and (3) a sub—
stantial decrease over the period in the annual deficit and the drawings

on official reserves. NQT FOR’PUBLIQQTION
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1950/51  1951/52

Known net foreign
exchange require-
ments (y)'g, - 150 -~ 103 ~ 80 - 8

- 0il royalties and
local currency pur—
chases 109 11, 30 —

Change in official
holdings (increase -)
c/ 3k - 5 7% 17

i

S ——

Errors and omissions
(over-financing ~) 4/ 7 - 6 - 26 - 9

Sources: The figures for 1949/50 through 1951/52 were derived from IIF,
) Balance of Payments Year Book, vol. L, pages 160-162, the net
requirements figure for 1952/53 from Bank Melli Iran Bulletin,
June-July 1953, page 171. The thange in reserves was taken
from IMF, B.o.P. Year Book, vol. L, page 160, for 1549/50
thgoigh‘1951/525 IMF, International Financial Statistics for

For footnotes, see Appendix, page 27.

be. Gold and foreign exchange reserves - Official gold and for—
eign exchange holdings, which in five pre-nationalization years had in-
creased by $25 million to nearly $250 million (April 1951), fell in the
two and a half years after nationalization by $80 million to about $170
million (August 1953), or by nearly one-third. After a decrease in the
known foreign deficit from an annual average of aboubt $125 million in
the last two pre~nationalization years to below $10 million in the second
year after nationalization, Iran was still losing reserves at an annual
rate of about $10 million at the beginning of the first quarter of the
third post=hationalization years For August 1953, a gein of $5 million
was reported to the IIF and some further improvement was expected in
the late fall of the year. When additional United States aid of $L5
million was announced in September 1953, the country's gold and foreign
exchange reserves were equal to about thirty months of imports (rate
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-5 = Financial Position of Iran

of 1952/53) or sufficient to cover nine and a half years of the decline
in foreignmserves at the rate of loss ({17 million) shown in 1952/53. 1/
Table G in the Appendix shows the changes in the gold and foreign exchange
reserves (including claims on the USSR% from 1946 to 1953.

During the first half year of the oil dispute, when there seemed
reason to expect a settlement in the near future, the authorities sold
official reserves in an effort to minimize the implications for the econ-
omy, of the decrease in foreign exchange receipts following upon the
virtual cessation of oil exports. About $47 million of the £62 million
loss in 1951/52 were sold in the first six to seven months. Different -
views prevailed after the middle of the first post-nationalization year.
The rial was permitted to depreciate beginning December 1951 and quan-
titative import restrictions were tightened in 1952/53. In the second
year of the impasse the drain on reserves was reduced to $17 million.

A further improvement is expected to begin in the late fall of calendar

1953, Not sufficient time has elapsed, however, since August, the first
month of a gain in reserves, to conclude that the trend of the previous -
two years has now been reversed for reasons other than United States aide

c. Depreciation of the rial -~ The effective rate of the rial,
which had been permitted to appreciate by May 1951 to an average effective
rate of Ll rials per U.S. dollar from its earlier postwar low of 75 rials
per U.S. dollar' (October 1947), was once more allowed to fall after oil
nationalization. The value of the rial appears to have reached its
lowest level sometime in May 1953, when the effective rate was reported
to have fallen to 130 rials per U.S. dollar. Subsequently, the rate
recovered and, at the time of writing, a single effective rate of 96
rials per U.S. dollar was in force for all commercial transactionse

In addition to what might be called commercial rates, Iran
has used an official rate of 32.25 rials per U.S. dollar, established
in 1945. This rate has been used throughout the period for government
transactions, the most important of which were local currency sales by
the Govermment to the AIOC. Since the authorities normally resold the
sterling received in exchange for local currency at a rate higher than
the official rate, the Govermment was able to increase its rial receipts
from sources other than taxes by amounts equal to the difference between
the value of sterling purchased at the official rate and the value of
such sterling when resold at the higher effective rate.

' Iran has used a system of fluctuating multiple rates ever since
1945. However, the rial was not devalued in September 1949, and it was
not until the fall of 1950 that pressure from exporters induced the authori-—
ties to reverse a previous policy of appreciation and to permit a partial

1/ The amount of reserves on which these comparisons are based excludes
~ about $12.5 million of the gold reserve reported at $137 million, and
%8 million of the foreign exchange holdings of $35 million (both
figures at end of August 1953) which represent Iranian claims against

the USSR for settlement of war-time expenditures and which cannot,

therefore, be regarded as available resourcess.
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depreciation of the currency. During the first six months after oil
nationalization in May 1951, the authorities continued to provide suf-
ficient exchange far the average value of the rial to remain at about
Lk rials 1/, i.e., the level to which it had fallen in late 1950. How-
ever, by the end of the first post~nationalization year, the authorities
in an effort to conserve foreign exchange reserves, had permitted the
average effective rate to depreciate by more than L5 per cent. After

a brief period of appreciation, the two effective rates in force at the
time were permitted to move freely without intervention by the authori=
ties, except for a system of import and export licensing, under which
low-priority imports could be financed only be receipts from otherwise
non-competitive exports. Under this regime, the rial depreciated by
another 22 per cent over the second post-nationalization year. The
single rate of 96 rials in force at the present time, while slightly
more favorable for the rial than at the end of the second post—nation-
alization year, may well turn out to be lower than is required to avoid
further reductions in Iran's foreign exchange reserves.

-The Trade Balance

. The striking changes in Iran's balance of trade, first to a
smaller import surplus and then from an import to an export surplug,was
the major reason for preventing a dangerous decrease in official réservess
These changes also influenced the internal financial position of the
country more profoundly than any other development after the nationaliza-
tion of oile It is of interest, therefore, to examine to what extent
the change from an import to an export surplus may be regarded as the
result of deliberate policy and to what extent this development may be
attributed to factors essentially outside the control of the Iranian
auvthorities.

The estimated improvement of about $100 million in the bal-
ance of trade, from the last pre-nationalization to the second post-
nationalization year, appears to have been due more to the effects of
import restrictions and depreciation than to increased agricultural
output and shifts in demand. External price changes probably offset each
other to' a large extent, with possibly some deterioration in the terms
of trade. In rough quantitative terms: of a total estimated decliner
of %112 million in the external value of imports, better crops were re-
sponsible for perhaps 30 million, depreciation and tightened restric—
tions for around $80 million, and a shift in demand for perhaps $10
million; on the export side, the higher foreign price for wool and de~
preciation would appear to have been more important in maintaining for-
eign exchange proceeds than increases in domestic output.

Another aspect of the change in Iran's balance of trade is its
relationship to the internal financial situation. Two points are rele~
vant in this cohnections The first is that the direction of effect was
from the halance of trade to the internal financial situation rather than

1/ This average rate of hﬁLrials per U.S. dollar is derived from two ef-
T fective rates, one of L0 - 4l.5 for essential goods, another of l;7.25
for non-essential imports and most exportse Each of the effective

rates is equal to the sum of the official rate plus the rate applicable

to import rights issued to exporters and resold to importers.
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t?e other way round. The second is that, with the depreciation of the
rial, the balance of trade in rials—the internal balance-—showed a
greater improvement than the external balance,

8 Domestic crops and the balance of trade — In Iran, domestic
availabilities should affect the volume of imports of cereals, sugar,
and teas These commodities accounted for about one~fourth of the total
value of imports in the last pre-nationalization year. On the export
side, changes in domestic output should have an influence on foreign
sales of cotton, dried fruit, and rices Presumably, changes in prices
rather than in availabilities would affect the other important agri-
cultural export products, such as wool, furs, and gums. The first group
accounted for about 4O per cent of the total value of exports in the
last pre~nationalization year.

A reasonably good year to year correlation (positive for ex—
ports, negative for imports) exists between agricultural exports ani
imports in the April to March years of the Iranian customs statistics
and the figures for domestic output of the same or similar commodities
in the previous calendar year. For the three-year interval from the
last pre~nationalization year (1950/51) to the second year after nation-
alization (1952/53), the correlation is equally good, however, for
trade and domestic output during the same year. There is some justifi-
cation, then, for attributing to better domestic crops that part of
the decrease in the value of imports which was due to lower imports of
agricultural products; i.e., to factors outside the control of the
Iranian authorities. From 1950/51 to 1952/53, imports of wheat de—
creased by 100,000 tons to virtually zero, while domestic production
of bread grains (1952) was higher by an equal amount; sugar imports de-—
creased by 36,000 tons,domestic production rising by 20,000 tons, and
the imports of tea fell by 3,000 tons with domestic production up by
1,000 tons in roughly the same period.

On the export side, increased output appears to have maintained
foreign exchange proceeds in the face' of declining external prices for
some commodities, such as dried fruite More important, however, were
relatively high foreign prices for wool and rice which, coupled with
depreciation, stimulated exports of these commodities. In view of the
over-all increase in domestic food output of zbout I per cent from
1950/51 to 1952/53, the greater increase in exports than in the domes—
tic output of rice did not imply a reduction in total food supplies
available for domestic consumption.

The total effect on the dollar value of imports of the re~
duction in food exports seems to have been only about $30 million com-
pared with the total estimated decline of %112 million. On the export
side, the net effect of increased domestic output on total foreign ex—
change proceeds probably did not exceed a few million dollarse.

b, Economic policies and the balance of trade - From 1950/51
to 1952/53 Iran's imports of capital equipment 1/ decreased from about

1/ See Appendix, page 20, Table C, note 2.
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-8 = Financial Position of Iran

%h? million to $12 million. The part of this decrease that may be at~
tributed to policy varies from the total of $30 million to a minimum
of perhaps %10 millien, i.e., the estimated decrease in govermment im—
ports of capital goods. For want of an adequate basis on which to es-
timete the extent of the decline in demand relative to the decline as
& result of depreciation and restrictions, it may be assumed that half
of the estimated decrease in private imports of capital goods was due
to measures of foreigh economic policy. This would leave only $10
million to be attributed to the fall in demand as a result of general
uncertainty.

Most of the estimated $50 million decrease in the imports of
manufactured consumer goods and raw materials from $85 million in 1950/51
to 435 million in 1952/53 probably can be attributed to economic policy
in the form of depreciation and tightened import restrictions. We shall
see below (pageslz to 15) that internal financial policy tended to have
a depressing influence on total income but that this effect was more
than offset by the expansionary influence of the change in the trade
balance. The cautious monetary policy of the Government can hardly be
regarded, therefore, as a reason for the decline in the imports of
consumer goods and raw materials.

ce The trade balance, external and internal - While the changes
in imports and exports in terms of foreignh exchange were relevant to the
discussion of the external position (pages?2 to / above), it is the rial
changes in the trade balance that effect the internal position (see
pages 9 tol5below). Table 2, below, shows the changes in the foreign
balance, both in foreign exchange and in rials. The difference, 1/ on
the export side, between Bank Melli and customs figures was considerably
less in 1952/53 than in previous years. This would seem to indicate a
decrease in capital flight which was due probably to the low value
of the rial in 1952/53 and the expectation of an improvement in the
rates

Depreciation of the rial, in the first post-nationalization
year, reduced the internal expansionary effect of the improvement in
the trade balance, since Iran continued to have a deficit; a reduction
in the deficit (customs figures) of LS per cent in terms of foreign ex—
change was associated with an internal reduction of 33 per cent. How=
ever, when the balance of trade changed to a surplus from 1951/52 to 1952/53,
an external improvement of 150 per cent was reflected in an internal
change of 180 per cent. The change in the balance of trade from the last
pre-nationalization to the second post-nationalization year would have
involved an internal expansionary effect of about 5 billion rials if the
value of the rial had remained constant. Actually, the internal expansion
attributable to the change in the trade balance probably reached an amount
in the neighborhood of 6 billion rials.

_}/ Tn addition to the familiar causes of the discrepancy (time lags,
capital flight), the customs figures include trade under barter agree=—
ments, such as with the USSR, which do not involve exchange trans-

actionse.
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Estimated; Balance of Trade 1950/ lf‘*’to 1952/53 in Foreign Exchaqg_

- and in Rials

' 1- Fare’i]n exchsn e

dellars ),, derived
from:

(1) Bank Melli
purchases C
and sales - 83 - 92 1L e Qe

(ii) Customs a/ - 93 - 51 9 26

2+ Rials (billions), : ;
aecammg to 1 (ii) - L0 - 2.7 .8 231.'2",

i@/ The follawing average rates of exchange have been used for the con—'
version of the customs data:

1950/51 : 1951/52 ;252(53
Impgrts Exports April - March Sep - August
36.3 L3 53 8L.5 8L+ 0

b/ Year ending ﬂarch. '
c/ Estimates year ending August (see also Appendlx, page 22, Table E, ncbe e

Internal Position

In this paper, the factors which' affected the flow of spending
directly will receive particular attentions The indirect effects of nation=
alization and the factors that were clearly independent of nationalization
are brought in to qualify the results reached in the analysis of the direct
effectss A brief description of the symptoms and results of financial
developments in the form of price charges and probable variations in in-
come and employment will precede the financial analysis propers :

Prices
The relationships among published price indices and between the
latter and rough national income estimates show a number of inconsistenciese

Hence, only general price trends rather than reliable quantitative changes
can be establisheds Wholesale prices probably rose more in the second
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than in the first year after nationalization; 15 ~ 20 per cent and 7 - 10
per cent, respectively. The cost of living index appears to have risen
around 10 per cent in the first year and considerably less in the second
vear. Both indices showed a rising trend in the first quarter of the
third post~nationalization year.

ae_Wholesale prices — The official general index of wholesale
prices, (home goods, imported goods, and export goods, combined) rose
by close to 5 per cent in the first year after oil nationalization
(May 1951 to May 1953). In the second year, it is reported to have in~
creased a further 20 per cent. HNeither of these anmual changes of the
general index is consistent with the reported changes in its components
if these components are weighted according to rough estimates of the
share of exports and home goods in, and the relationship of imports to,
national income. Assuming that the component indices are themselves re-
liable, the reported rise in the general index would appear to be too
small in the first year, and too large in the second year. Instead of
5 per cent and 20 per cent, the changes, on the basis of components
weighted by rough national income relationships, should have been closer
to 7 and 10 per cent.

The smaller rise in the computed than in the official general
index of vholesale prices is due primarily to the stability of the separate
index for home goods. It is possible that the official index for home
goods understates the price rise for home goods, at least in the second
year. Such an hypothesis would be consistent with the relatively greater
depreciation of the rial in the first than in the second year. With
this development in the rate of exchange, one would have expected the
general index also to have risen relatively more in the second than
in the first year. But if there was some rise in ti price of home goods
instead of the reported stability, the general index may well have risen
by more than the 10 per cent computed from the published index for home
goods.

be Cost of living — In 1950/51, the last year before oil na~
tionalizatlon, the cost of living rose by nearly S per cent; large govern-
ment and AIOC net experditures exceeded the import surplus. In the first
year after oil nationalization, the cost of living index is reported to
have risen by nearly 10 per cent; outpayments of the Government and the
AIOC were substantially lower than the year before but the import surplus
decreased by an even greater absolute amount. While domestic crops were
only moderately good,,increased inventory accumulation and the sharp fall
in the foreign value of the rial in the second half of the year probably
contributed to the rise.

In the second year after oil nationalization, (1952/53), the
cost of living index is reported to have remained stable. Even though
crops were exceptionally good and government net outpayments considerably
smaller than the year before, one would have expected some rise in the
cost of living in view of the change from a still sizeable current de—
ficit in 1951/52 to an export surplus in 1952/53. That there should
actually have been a further rise in the cost of living in that year would
be consistent with the hypothesis, discussed above in connection with the
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change in the general index of wholesale prices, that the official fig-
ures uhderstate the'rise in home goods prices during the second post-
nationalization year, Beginning May 1953, however, the official figures
do report a small rise; by July 1953 the cost of living had increased
another 3 per cent, against the normal seasonal trend.

Employment and income

There is no published material on Iranian national accountse
The effects on output and employment of the nationalization of oil had
to be analyzed, therefore, almost entirely in terms of changes rather
than in terms of a cawparison of aggregatese These marginal changes,
in most cases, had to be derived from financial statistics, rather than
from census type reports, and from balance of payments sccounts.

Of a total working population estimated at 11,4 million (two-
thirds of all inhabitants) 9.1 million, or'80% are believed to be oc—
cupied in agricultures Of the remaining 2.3 million, some o5 million
are estimated to be employed in industry and handicrafts. Of these,
in turn, around 70,000, or from 12 ~ 1l per cent were engaged in the
output of oil products before nationalization. The bulk of the regular
euployees was retained by the new nationalized organizations After the
virtual cessation of o0il production in the summer of 1951, total employ-
ment, however, probably decreased directly, at least to the extent
that maintenance work had formerly been carried ocut by labor not con=
stantly on the payroll of the AIOC., It is virtually certain, also, that
the indirect effect of the cessation of oil production in depressing
total employment was not offset by any favorable effect on employment
of the increase'in output which occurred in other sectors of the eco-
nomy in 1952/53. Domestic production rose primarily in agricul=
ture, presumably without an increase in agricultural employment. That
total employment declined after nati onalization would appear to be
corroborated by recent reports. One of the favorable effects of in-
creased United States aid to Iran is expected to be an increase in em—
ployment.

Qualitative reports by observers on the spot tend to suggest
that general activity' showed a noticeable decline in the first year
after nationalizations The Govermment replaced only part of domestic
outpayments formerly made by the AIOC and total private investment pro-—
bably declineds As we shall see below (pages 12 to 15) the decrease
in total net outlays by the Government and the oil company combined was
offset by an equal decline in the foreign deficite This would suggest
that any rise in incomes that may have been generated by private ex-
penditures for government account--financing of unpaid government bills
from existing private resources——was smaller than the decline in the
private sector other than agriculture.

loney income during the second year after nationalization prob-
ably rose. DNet domestic outlays by the Government and oil sectors com—
bined are estimated to have fallen in the year ending August 1953 by -~
about «8 billion rials below their level in the year ending March 1952,
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The balance of trade, however, improved by an estimated 5,0 billion
rials, with half of the improvement caused by an increase in the
rial proceeds from exports, There are reports also that urban
investment activity began to show some revival in the fall of 1952,

Internal finsneco

The nationalization of oil had repercussions upon money
incomes in Iran not merely because of the decrease in domestic incomes
earned through ATOC, but also through changes in government net
expenditures and in Iranian transactions with other countries, These
changes (see Table 3, below) served in rart to offset each other,
at least during the period before 1952-53, but in that year all of
them taken together operated to increase Iranian money incomes.

In l9h9—50, the combined effect of oil operations plus government and
international transactions was to reduce money incomes slightly (by
140 billion rials); during the following two years they resulted in
some increase in money incomes (2.2 billion); but in 1952-53 they had
a more strongly expansionary effect, gmounting to 6,8 billion rials
out of an estimated total national income of is-fs billion rials,

A first examination of the effects upon the Iranian financial
situation of oil operations, government expenditures, and international
transactions would suggest that increased government borrewing from the
Bank Melli was mainly responsible for the increased exransionary
effects noted ahove, However, in the period prior to nationalization
the operations of the oil company (both in its own expenditures and
in the royalties it paid the Government) had just as inflationary an
effect upon the economy as borrowing from the Bank lelli, The effect
of nationalization was deflationary because the earlier expansion
which déveloped because of the oil company's operations was now cut
offe The increase in government net expenditures was smaller than
the decrease in AIOC expenditures and, on balance (1ine 3, Table 3),
the combined expansionary effect of the government and oil company
operations was reduced from 6.5 billion rials in 1949-50 to less than
540 billion in 1952-53, If it had not been for the change in the
foreign deficit over the period, Iran would have shown tendencies
toward contraction rather than exXpansion,

In the first two years after nationalization, net expenditures
by the Government and the oil company ccmbined were still partly offset
by a continued import surnlus. In the second post-nationalization
year, however, the expansionary effect of government expenditures was no
longer counteracted by an excess of imports over exports, Instead, it
was aggravated by an export surplus,

The quantitative results derived from expenditure changes as
shown in Table 3 require a number of qualifications, Some of these
are connected directly with the material used in the table, Thus, in
addition to the government deficit as shown in line iy ¢ of Table 3,
the authorities, in a sense, borrowed from the private sector in the
form of delayed payments to contractorse Part of this debt was
reportedly repaid in the second year, Assuming that much of this
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Table 3

Iran
Selected factors determining
internal financial situation
1949, 50 through 1952/53
In billions of rials

ho/50 o/ 1950/51 a/ 1951/52 3/ 1952/53 b/

le Government

a) Changes in Govermment

net position with

Bank Melli (liabi-

lities minus assets) ¢/ 1,3 1.3 242 Ls5
b) Government revenues on

capital account

(1) Royalties 4/ 1.3 1.9 o3 -
’ (ii) Internal Toans e/ -— ~— 5 s
(1ii) IMF drawing £/,
counterpart of
UeSe aid E/ kel - ol .3;
(iv) Exchange pro-
fits h/ 1.1 1e2 L3 -
(V) Other _j;/ ol .1 ol ) 701 _.i/
c) Totaly Government net o
expenditures k/ 3.8 L5 540 Lo
2e AIOC local currency expendi-
tures ,
a) Purchases of rials 1 242 1.8 o7 —~
b) Receipts from sales™of
imports for employees o5 ol - -
c) Total 27 1.9 o7
36 Total (l + 2) 645 6&"‘- 5e7 )409
by TIess
a) Foreign deficit on
current account m/ Te5 L,2 3.0 - 19
' b) Internal loan n/~ —_— - 5 -

5¢ Net expansicnary or
contracting factors, result-
ing from government, oil,
and current foreign
transactions - 140 242 242 6.8

For footnotes and a more detailed justification than is given in the text of the
choice of the various items in Table 3, see Appendix, pages 28 ~ 29,
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- 1 - Financial Position of Iran

involuntary credit to the Govermment was financed from existing resources--
other banks! deposits with the Bank Melli decreased during the period—
the increase in such credit from 1950/51 to 1951/52 should be added to
the total expansionary forces in the first post-nationalization year.
In Table L, below, an upward adjustment of 1 billion rials has been ap—
plied to the net expansionary forces in 1951/52. An adjustment might
also be made for the financial effects of imports of capital goodss Yy
 Such imports were included in the foreign deficit on current
account. These imports, however, should be regarded as anti-inflationary
only, if in their absence, other domestic expenditures would have in= -
creased by more than the costs of installing the foreign capital goods.
£n increase of this magnitude in other domestic expenditures would
seem to'be far less likely in an underdeveloped than in an industrialized
country. The anti~inflationary effect, therefore, of the import surplus
as shown in Table 3, is probably overstated. Appropriate adjustments
are suggested in Table L.

Table U

Iran
Ranges of income effects of government net expenditures a/
oil operations, and foreign balance, L9L9/50 “hrousi 1952753

Year Net expansion  Column (i) adjusted Column (ii) ad— ¥id point
as shown in for Government un— justed for im— of range
Table L, paid bills assumed ports of private between (i)
line 5 to have been financed capital goods b/ and (ii) ¢/
by the banking system
(1) (ii) (1i1) (iv)
19}49/50 - l-O - l.O -8 - -1
1950/51 2.2 2.2 3.5 2.8
1951/52 2.2 3.2 e 7 L0
1952/53 6.3 6.8 o6 e 2

2/ Year ending in August; 1949/50 through 1951/52 yeers ending in March.

b/ Since govermment expenditures on capital goods are already ihcluded in line

T 1 {c) of Tavle L as an expansionary influence, they are not added here to
line Y as reproduced in column (i); government imports of capital goods are
estimated to be equal to half the expenditures budgeted for development in
191,9/50 and 1950/51, to half the royalties received in 1951/52, and to 200
million rials in 1952/53. For imports of capital goods, see Table C, Appendixe.

¢/ Nid points, rather than any other values, have been chosen for column (iv)
purely for want of more reliable estimates.
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The indirect effects of the cessation of oil operations
on those private expenditures that can be regarded as independent of
the budget and the balance of payments have not been included in
the preceding amalysise The appropriate further adjustments
cannot be determined statistically, But on the basis of qualitative
reports on the changes in general business activity, it would appear
that the indirect effects in 1951/52 and 1952/53 brought the over-
all financial results of nationalization closer into line with the
unadjusted figures in Table 3 than with the adjusted figures in
Table L,

Money supply

Changes in money supply in Iran over the period 19L49/50
to 1952/53 were consistent with what is known of the general
development of the economy including the balance of rayments, In
1949 /50, the year when the import surplus was not offset by the
change in the Government's net position with the central bank and
by ATIOC local currency expenditures, the money supply decreased,
In 1952/53, the year of the smllest over-all foreign deficit and
the largest increase in government net indebtedness to the central
bank, the money supply showed the largest increase,

Until some time during the second post-nationalization
year there existed a peculiarity of the Iranian monetary system which
deserves brief mention at this juncture, While the central bank was
relatively free to extend credit to the Government and to the private
sector, the note issue not only required a 100 per cent gold and
foreign exchange cover but its absolute amount was fixede The first
requirement was relaxed during the first year after oil nationalizatione

As the import surplus fell and ultimately changed into an
export surplus, pressure to increase the note circulation rose,
Finally, in August 1952, the fixed 1imit to the note issue was
abandoned, a course of action which had long been advocated by the
central banke If the foreign balance on current account had deterio-
rated after nationalizationythis pressure on the note eceiling would
not have existed,for total net expenditures of the Government and the
oil company combined fell rather than increased during the period.

The import surplus during the first year and a half after
nationalization was so great that losses in foreign exchange reserves
prevented the money supply from rising more rapidly than in the year
before nationalization, Such increases as took place reflected mainly
decreases in other banks! deposits with the Bank Melli and decreased
cash holdings by these banks,

In the absence of data for other banks after August 1952,
it was not possible to compute the exact change in money supply dur-
ing the year ending in August 1953, Under the assumption that other
banks restored their cash position to the level of March 1952, after
which date they sustained a heavy loss of cash, and that the change in
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their other assets was confined to the reported increase in their
deposits with the Bank Melli, total money supply rose by about -
3.8 billion rials or 26 per cent in the year ending August 1953,
compared with an annual rate of increase of about 6,1 per cent in

the period March - August 1952 and 2,3 per cent in the first post-
nationalization year,

Recent reports indicate that the arrangements made under
the Mossadegh regime to permit the note issue to rise beyond the
fixed limit of 7,8 billion rials to 10,9 billion rials were
insufficient to assure the elasticity required under conditions of
a continuing improvement in the balance of payments, Since provision
for such elasticity cantinues to be fraught with political contro-
versy rather thanbeing determined solely by considerations of central
banking practice, reform of the regulations governing the issuing
authority of the central bank will do much to permit the Iranian
monetary system to operate more smoothly than in the past,

fdstcrigt

It is not easy to arrive at a general conclusion regarding
the viability of the Iranian economy without foreign exchange
receipts from the exports of oil, The e xperience of the last two
years has shown, however, that, with same foreign assistance, a
reasonably cautious internal financial policy, timely depreciation
of its currency and, finally, goed crops, the country was able to
avoid a reduction in the value of its non-oil exports and to maintain
a tolerable current standard of living with a much reduced volume
of imports. But the reduction in imports presumably led to a
ruming down of the country'!s capital equipment and certainly
reduced to very small proportions those types of development which
depend on imported capital goods, The familiar difficulties in
the way of increasing investment from domestic resources make it
doubtful whether even that kind of development which dees not require
foreign equipment could be carried out without a higher level of
imports of consumer goods, But success in vackling the obstacles
to raising the standard of living which Iran has in common with other
underdeveloped countries would seem to depend on solving first the
difficulties which, since they are self-imposed, can be regarded as
menageable: resumption of oil production and exports, and further
reform of its monetary systems
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Iran
,Government’s Pogltlon “with Bank Melli Iran

1959 - 1953
(In millions of rials)

March 21 March 20 March 21 iarch 20 August 22 Au"ust 22;
99 1950 1951 1952 , 1953

1. Liabilities
Ae Issue |

2,66l 2,66l 5,78l

, Department: 1,400 1,400 1,L00
1) Goverrment
Liability (Get

of August 13,

1951) covering

withdrawal of

& 1l million

sterling from

note issue re—

serve — — — 1,26) 1,26L 1,26l
2) Government

Liability se-

cured by ex—

cess value of

crown j ewels 1) L!OO 1; ).[.00 l, )J.OO 1, hOO l, L\OO l.i, 520

B, Bankll’g Depar'tment H h: 026 5; 091 6 s 317 6 > 797 7:0‘53 9; 070 !

1) Advances to

Government 3:61&6 )4: 252 )-l; 553 }-l; 56 9 l&; 575 }4.1 O’-ﬂ-
2) Advances to

State enter-

prises, banks,

and municipali-

ties, guaranteed

by Ministry of

Finance 380 397 1,322 1,786 2,036 4,587
3) Treasury bonds -~ L2 L2 LL2 Lh2 L2
2. Total Government Lia- :
bilities (A '!" B) 5; L26 6 ) L9l 75717 9, Lé1 9,7L7 1,4: 85’4
| 3. Assets
; A. Banking Department: 2,697 2,130 2,319 1,859 1,672 2,296
- 1) Fixed deposits - '
!. Government 363 394 I L69 605 657
2) Current accounts
and demand de-
| posits - Govern-
- ment 25 33b 2,5 036 1, 765 1,390 1,067 1,1639

L. Government net posi-
tion with Bank Melli
(2 ~34) 2,729 1,061 5,398 7,602 8,0L5 12,558
Change 4 1,332 41,337 42,200 4+ L3 h,513

f){l' Source. Bank Melli Iran - Annual Reports 191,9-1952, and monthly balance sheets for
August 22, 1952 and August 22, 1953
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Appendix
Table C_ &

20
Iran
Prinei al Imports; Volume and Value
1950/51 through l9§22§3 (year ending March)
(Volume:™ thousands of tons; Value® millions of rials)
Commodity 1950/51 a/ __1951/52 1952/53
Category Volume Value Volume Value Volume Value
Food Products ' : ' : ‘
Sugar 153.8 733. 4 11l 3 736.6 117. L 937.6
Cereals 107. 7 20, 8 L1 Le 7 0:1 0:6
Tea 8.3 L08: 6 10; 9 625, 8 2.6 b
Prepared foods 345 56.5 2.2 36. 8 2.5 L8. 7
Other Consumer
Goods and Manu-
factures : : : - :
Cotten textiles 9.0 77he 3 10.1 1,235 8, 2 8L5.5
Drugs and : : : : :
chemicals 6. 7 2277 8.0 3130 0 6 g 2650 6
Paper and ' :
paper products 9.3 77.9 12.8 170. 7 9 7 126.6
Capital Goods b/
Iron and steel ' ‘ ’ ‘
products 67.6 397.5 32.5 L65. 7 21. 8 2L2. 7
Machinery 16.2 5Lh. 0 1 7 620. 6 6o 2 293.0
Automobiles,
busses and : :
trucks 10. 5 360. 8 6.8 26L. G 1.r 53,8
Automobile parts 1.2 77+ 3 0.8 63.7 0. 5 2% 0
Tires and tubes L.7 205. 7 3.5 176. 7 6.6 368.5
Other Imports 105.0 1,941.9 100.5 2,299.9 8.3 1,663.5
Total 6,2U6. 1 7,010, 7 5,03L.5

Source: Iranian Customs Administration

a/ Prior to November 1950, imports were valued at the official rate of 32.25

rials per U.S. dollar; subsequently effective rates were usede g
b/ lack of relevant information prevented exclusion of passenger automobiles -
and accessories which probably should be regarded as consumer goods.
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Table D

Iran

Principal Exports; Volume and Value

1950751 through 1952/53 (vear ending Ma

a/

rch)

(Volume: thousands of tons 3 Value:

millions of rials)

21

Commodity Wﬁzg/sj;?alue Voigfié/sz Value '\’o:f’luggg/53 Va:gie
Cotton nea. 870, L 93 4755 2L.5 97542
Carpets h;é 63 S; 8 b; 1 656 1 Le9 9142.. 2
Dried fruits 53.6 51, 0 70. 7 730. 3 76.1 8877 1
Rice 13. 8 77; 3 21. % 2.1 | 6272 65of 5
Yool and hair 7; 5 16;. 8 8; 0 4,90, 6 Te 9 h%.‘ 3
Skins and furs 8.7 306. 8 7.9 382.9 7.5 393.L
0il seeds 13; 8 90. 9 18.1 123.1 277 6 2077 6
Gums 6.2 228.8 Le6 235.5 5.8 165. 7
?ﬁﬁﬁ?ﬁfﬁms 6.5 81;; 8 5; 5 87; 9 10; 2 153;9
Animal casings 0; 5 lll; 7 O; 5 163.6 0. L 13L.2
3ilk cocoons and ' '
raw silk Of h. ll.. 8 O.‘ 1 7f 0 Of 6 36.4
Other exports Ne 2 L60. 5 127.5 9L 1y 139.1 758.1

Total 3,L9h.7 Li,289. 4 5,800, 5

cource: Iranian Customs Administration.

a/ Valued at local Iranian prices.
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Iran
Estimated Current Bzlance of Payments
1949/50 through 1952/53 (years ending
March, except for 1952/53 which ends in August)
(In.millions of rials)

19L9/50 1950/51 1951/52 1952/53

Goods
Exports, f.o.b. a/ 1,712 3,495 L,289 65736
Imports, c.icf. b/ 8,822 7.4L5 7,011 L,551
Trade balance - 7,110 - 3,950 - 2,722 2,185
Services, net ¢/ - Los - 266 - 303 - 303
Total. - 7,515 - 1,216 - 3,025 1,882

g/ Figures reported by Iranian Customs Administration and valued at local

Iranian prices. Data for the last five months of the year ending August
22, 1953, are unavailable and have been estimated at the same ratio to
the annual figure as in the preceding years. :

E/ Figures reported by Iranian Customs Administration. Prior to November

1950, imports were valued at the official rather than the current market
rate of exchange. Figures for the fiscal year 1949/50 and the months
March 22, to November 21, 1950, have, therefore, been increased by 2,036
million rials and 1,203 million rials, respectively, i.e., by the dif-
ference between the reported value and the value calculated at the efe
fective rate or rates. Data for the last five months of the fiscal year
ending August 22, 1953 have been estimated as in a/ above.

Figures for "other services" (net) as reported in IMF B.o.P. Year Book
1950/51. The following items are included: non-monetary gold movement
(net), foreign travel; investment income, government, not included clse-
where, other services, The total for the year 1951/52, the latest re=
ported has been carried forward to 1952/53.
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Appendix
2l

Notes to Table F

All items in quotes refer to items in annual or monthly statements
of Bank Melli Iran, unless otherwise indicated,

<

g e

A

Fiscal year ending March 20 or 21,

No statement was published between August 1952 and August 1953;
figures are at annual rate of first five months of Iranian year
March 20, 1952 - August 22, 1952,

Year ending August 1953,
For full detail see Table A, Appendix, page 18,

In annual statements "domestic bills" and "debtors - others%,
In monthly statements "bills" and "other advances',

Other assets less other liabilities, In anmnual statements other
assets are "silver and fractional coins, mortgage bank shares,
bank premises less depreciation, fumiture less depreciation and
notes ¢n hand"; in monthly statements "premises and furniture,
and n¢ ¢s on hand", In annual statements other liabilities are
"capital, reserves, provision for income tax, dividends payable,
balance of profits carried forward, Issue Department reserve,
"creditors - bankers" and "sundries"; in monthly statements,
"capital, reserve, sundries", and "current accounts and demand
depositswe banks",

Computed as residual from changes in cash and demand deposits in
banks other than Bank iielli, See footnotes k/ and m/ below.

No figures were available for other banks! accounts after

August 1952, except for other banks! deposits with the Bank

Melli, To arrive at estimates for the increases in demand
deposits with other banks, it was assumed that the banks restored
their cash holdings to the level of March 1952, after which date
there had been a sizeable outflow, The estimated changes in their
consolidated balance sheet would be as follows:

Assets Liabilities

Deposits with Bank Deposits 551
Melli as shown in

Bank Melli balance

sheet Lok

Other assets
(change in cash) 147  Other liabilities -

551 551



~

3/

Continued from page 2k,

Appendix
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In annual statements composed of Ygold, crown jewels",
"subscription to IMF and IBRDY in Issue Department; "gold and
silver, money at call with banks abroad, and foreign currencies,
money at short notice with banks abroad, and foreign currencies,
foreign securities, or foreign correspondents, demand deposits
and foreign currencies, foreign correspondents time deposits,
foreign treasury bills and securities" in Banking Department.

In monthly statements, foreign exchange is reported as "bullion,
cash at bankers and f ractional coins" to which has been added
"other securities",

Savings deposits are included with "current accounts and demand
deposits - other" in the bi-weekly statements but reported
separately in the annual statements,

Derived by subtracting "notes held in Bank Melli' from cash
holdings of all banks as reported in Bank Melli Bulletin (see
April 1953 issue pages 97 and 98),

In annual statements “creditors - others" reduced by foreign
exchange of Issue Department reportedly included therein, In
monthly statements "current accounts and demand deposits, othert,

Derived by subtracting (1) above from private sight deposits of
all banks as reported in Bank Melli Bulletin (see April,issue

pages 97 -~ 98). /G52

UNotes in circulation" less cash in other banks (item 7, Table 6)4

MAM TAR DITRT TRAMTAN



March 1946
March 19Lg
March 1950
March 1951 a/
End of 1951
March 1952
Avgust 1952
End of 1952

March 1953
Avgust 1953

Table

Iran

G

Gold and Foreign Bxchange Reserves
Selected Dates
(In millions of dollars)

Gold
127
1lo
ko

139
1ho
138

138
138
138

137
137

Foreign Exchange

100
13hL
103

113
81

58

2

3
39

36
35

Total
227
27k
oh3
252
227,
196
190
181
177

173
172

Appendix

26

Source: IMF, International Financial Statistics,

a/ 0il production was nationalized in May 1951,
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27

Notes to Table 1, Text page L

Year ending March 21,

Consists of "other goods and services", i,e., other than oil
company and Caspian fisheries transactions, plus "private donations,
and capital movements", and "special official financing!,
(Comparison of IMF import figures and the relevant data as published
by the Bank Melli would seem to indicate that the IMF figures
beginning 1950 are based on effective rates rather than the official
rate as stated in the notes in IMF B,0.P. Year Book, vol, U,

page 161,)

Includes small amounts of "noncontractual debt repayment" and
Ushort-term liabilities" for 19L9/50 through 1951/52.

These errors and omissions are not identical with those found in
IMFy Bo0ePo Year Book, vol, U, page 160, The two series can be
reconciled by adjusting the series in Table 1 for (i) difference
between balance shown in IMF for transactions of Foreign-Owned
Companies and figures for royalties and local currency purchases
as published by Bank Melli, (ii) difference between "other!
imports as shown in Be0esP. Year Book and same values converted
to imports at the official rate (see note b/ above), (iii) AIOC
imports for own employees, as not requiring Iranian exchange
resources,



&/
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Notes to Table 3 28

19L9/50 through 1951/52¢ fiscal year ending March 20 or 21,
1952/53: year ending August 22, 1953,
See Table A, Appendix,

Royalty payments by AIOC as reported in Bank Melli Iran Bulletin,
October 1952, page b79, Data are expressed at rate of 32,25 rials
per UsS, $1.00, il.ee, average of official buying and selling
rates,

See footnote n/, below,

The entire drawing of $8475 million at the official rate of
32425 rials per U,S. $1.00 has been included for 1951/52; it

is possible that part of the rial proceeds of the sale of IIfF
dollars to importers did not become available until some time in
1952/53, The exchange profits derived from dollar sales are
entered in line 1, b (iv).

The figures for 1951/52 and 1952/53 include the counterpari of
UsSe aid (sugar imports, student expenditures abroad) of $6.0.
million (1951/52) and local currency expenditures under U.S. aid
programs of $,7 million (1951/52)« The total for 1952/53 is
estimated at $6,0 million, An average rate of exchange of 55

rials per UsS. $1,00 has been applied to these figures,

Estimated profits accruing from sale to importers at current market
rates of official exchange received from (i) royalties, (ii) in
exchange for rials purchased by AIOC for local expenditures,

(iii) from the release of & 14 million backing for note issue, and

(iv) $8475 million purchased from the IMF, The current market
rates were calculated from Table B of the Appendix as follows:

(in rials per U.S. $1)
l9h9/50: L2 rials - average rate over period;
1950/51: L3 rials - average of essential and non-essential ratess

1951/52: 53 rials - average of essential and non-essential rates
from 3/51 - 6/513 average rate 7/51 - 3/53;

L3 rials - essential rate officially reported as realized
on sale of & 14 million note backing

68 rials -~ averaga rate Dece 1951 - March 1952, used in
sale of IMF Dollars,

Continued on page 29.
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SN

1,284 1,885 271

at market rate 1,669 2,507 439

profit 385 622 168
ATOC purchases : :

at official rate 2320 1,795 -69L

at market rate 2,912 2,387  1,h30
profit 672 592 1130

% 1k million released
Trom note cover

at official rate 1,26k
at market rate 1,618
profit 354
Dollar purchased from
IMF
at official rate 28k
at market rate 602
profit 318
Total Profit 1,057 1,214 1,270

Through 1951 shown in draft budgest as revenue of 80 million
rials carried forward from preceding year, For year ending March
1952, includes in addition, 65 million rials from sale of tea in
warehouses, 3 million rials seigniorage, and 1 million rials
capital payments from private persons,

Estimate,

Total government expenditures less current revenues, such as taxes,
customs, fees, monopoly profits,

AIOC purchases of rials for local expenditures, Figures reported
in BMI Bulletin for October 1952, m ge 479,

Trade figures reported by Iranian Ministry of Finance s plus “other
services" (net) as reported in the IMF Balance of Payments Year
Book 1950/51, latest figure carried forwarde As reported by Iranian
Customs, imports prior to November 1950 are valued at the official
rate of exchange and at the effective rate or rates thereafter,
Figures for the fiscal year 19119/50, and the months March 22 to
November 21, 1950, have been increased by 2,036 million rials and
1,203 million rials respectively, the difference between the report-
ed value and the value calculated at the effective rate or rates,
The difference tetween these figures and those reported as Govermment
exchange profits in item (e) above, (2/3 of 1950/?1), represents the
adjustment on direct purchases of exchange by importers from
exporters in the open market,

It is assumed that (1) the 500 million rials (National Loan) were
borrowed and spent entirely in 1951/52, (ii) bonds were bought
exclusively by the public rather than the banking system,



Appendix

0
Further comments on specific items included in Table 3 3

Line 3 of Table3 shows the sum of what might be cal led

. exXpansionary sources of funds, In addition to annual changes in
government net indebtedness with the Bank Melli and government revenues
on capital account, such as royalty payments by the AIOC and internsl
and external loans and grants, exchange profits have also been

ineluded in the expansionary forces, To the extent that they are
earned on exchange sales to exporters of capital, they probably do

not come out of funds which would otherwise have been spent internally,
To the extent that they are paid to the Government by importers, they
are, of course, offset by correspondingly higher values for importse

The expenditures of the proceeds of a government loan floated during
the period is shown to have been financially neutraly it is assumed
that the subscriptions came out of current private savings rather

than from the banking system, An equivalent amount has been subtracted,
therefore, from expenditures in line Ly b of the table,

To the aggregate deficit of the government sector are added
the annual purchases by the AIOC of local currency required to meet
the cost of local labor and suppliese The bulk of these expenditures
should have had an internal effect similar to that of the government
deficits, Line 2, b of Table 3 shows local currency receipts from
imports by the AIOC for company employeese Similar reasoning as in
the case of exchange profits applies to the net financial e ffect of
the expenditure of these receiptse To the extent that employees
paid for these imports in rials, the expenditure effect is offset
completely by an equivalent value of importse To the extent that
employees paid for such imports in sterling, both the locd currency
expenditures of the company and the anti-inflationary effect of the
import surplus (line h, a) would be overstated by the same amount,
The net results of the over-all expenditure analysis as shown in
line 5 of Table 3 remain unaffected,





