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country's development budget. Food subsidies,
on basic commaodities such as bread, rice and
sugar, eat up another $2.2 billion per year.

Together, these subsidies use up some 24% of

the $54 billion annual budget revenues of the
country. The Iranian President Mohammad
Khatami has come to accept market reform
and advocates attracting foreign investments.
The President has skillfully combined cuts to
subsidies, the privatization of state firms and
changes to labor laws - in short, 'shock therapy'
to the market.

President Khatami is fully committed to re-
structuring the economy. His government has
already approved the privatization of 538
state-owned companies through auctions and
stock sales, and plans on privatizing another
2,000 (Reuters, March 11, 1999), The Iranian
Parliament (Majles) has approved plans to
overhaul the oil industry, and boost Iran's sag-
ging oil production from 3.5 million bpd (bar-
rels per day) to 6 million bpd over the next 10

years, according to the U.S. Department of

Energy. This will require at least $120 billion
in capital, and for this, Iran seeks to facilitate

the entry of private investors and foreign
sources into its market. The discovery and
development of Caspian Seca oil on lran's
northern border is just one of the opportuni-
ties for the government to attract international
interest and capital after a lengthy hiatus.

Efforts are underway through a strategic

development plan, and the implementation of

various petrochemical projects. to raise the
production level of Iran's petrochemical in-
dustry. Begun in 1997, the plan is divided into
five phases lasting through 2013. By the end
of this period, the total volume of final prod-
ucts is estimated to be 16.8 million metric tons
per year. The value of investment will amount
to $20.6 billion with total sales topping $11.8
billion (Petrochemical Industries Investment
Company, July 1999).

Participation by the private sector, whether
in the form of investment or in launching new
projects, can have a considerable impact, and
for this purpose the Petrochemical Industries
Investment Company (PIIC) has been estab-
lished. As privatization became one of the

main policies of the government, it led to the
restructuring of the National Petrochemical
Company (NPC), with plants with a capacity
of less than 100,000 tons subject to transfer to
the private sector. The private sector was also
allowed to invest in medium-size petrochemi-
cal plants. NPC offers bonds for the construc-
tion of petrochemical plants, and also supplies
raw materials to the private sector at a 30%
discount, compared to world prices. These
measures could be considered as models for
Iran’s oil and gas industry.

Yet, doubts remain. The sustainability of

macro-cconomic stability, and progress in the
key areas of economic policy reform, are criti-
cal for placing Iran on a maintainable growth
path. For an improved private sector environ-
ment, financial sector and pricing system re-
forms, Iran must rid itself of the notion that
foreign investors are imperialistic. Although
the Ministry of Energy has authorized the sale
of 14% of the capacity of its state-owned
power plants (according to the Utilipoint In-
ternational Incorporated website), the National

Economic Trends
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although profit may not always be rigorously
and consistently pursued, there is, neverthe-
less, a clear bottom line. If losses continue
to be made the firm will ultimately fail. In
the state sector, however, objectives are
vague and tend to change according to the
political climate, leading to uncertainty about
long term strategy within industries (Martin
and Parker. 1997).

In conclusion, it is widely believed that pub-
lic ownership reduces the incentive to secure
profits and removes the threat of bankruptcy.
Private ownership would undoubtedly provide
a significant spur to managerial efficiency.
Capital would be allocated according to mar-
ket, rather than political, considerations, and
intervention would largely cease. To secure
such advantages, Mr. Enoch Powell and Pro
fessor Milton Friedman have advocated im-
mediate and wholesale denationalization
(Littlechild; Veljanovski, Editor, 1989).

Another quotation from Adam Smith also
bears on a central theme of this analysis:

=
I'he question arises whether the
government of Iran would find
the courage to divest itself of
the control it now exercises
over the National Iranian Oil
Company? And can
it successfully re-allocate excess
human resources when it is
down-sized?

'Monopoly, besides, is a great enemy to good
management, which can never be universally
established but in consequence of that free and
universal competition which forces everybody
to have recourse to it for the sake of sell-de-
fense.’

(Vickers and Yarrow, 1989)

Despite the pending sorting out of priorities
regarding oil and gas, since the announcement
of the privatization program in Iran's five year
development plan (FYDP) in 2000, significant
progress has been made and a new agency set
up in the Ministry of Finance. The Majles has
promulgated governing
privatization. The Privatization Committee,

regulations

under the supervision of the President, has
reviewed 1,039 public sector enterprises for
Bl I i

privatization: are to remain public, 87 will

be liquidated and 735 are slated for
privatization. During the first half of the Ira-
nian year 1380 (2000-01), the Government
sold Rls. (Iranian Rials) 2,040 billion (about
0.5% of GDP) of shares in public enterprises
on the Tehran Stock Exchange (TSE). It has
ceded Rls. 100 billion worth of shares to work
ers. Rls. 1.800 billion worth of shares are be-
ing placed for sale in the current Iranian year,
In the o1l sector, the O1l Ministry announced
that it will cede 23 subsidiary firms to the pri-
vate sector over the FYDP. These include the
National Tanker Company (NITC) and the
Liquefied Gas Distribution Centers (World
Bank Group country brief, November 2001).

With the above measures and the petro-
chemical industry setting precedents, the
privatization of the oil sector is becoming more
acceptable. However, the justifications for
such a concept should be widely debated and

must be brought to the attention of decision

makers. It is anticipated by the Council of

Ministers in President Khatami's cabinet that,
within the time frame of the FYDP ending in
2010, conditions for the full implementation
of a privatization program for the oil industry
may well be conceivable

Clear objectives in economic, social and

political spheres should be set by Iran so that
any privatization blueprint to be designed,
does not compound current problems. Priori-
ties should be meticulously considered. Whilst
the Iranian authorities should satisfy them
selves by accepting that if they wish to pur
sue the privatization program, relinquishing
'power’ over the NIOC will have to be consid-
ered sooner or later, certain intellectuals be
lieve that they should also be satisfied that they

are not sacrificing the national interest.

For the Iranian government and the people
of Iran, structural economic reforms and the
comprehensive privatization of government
assets 1s thought to be essential and a priority
for the current government to stimulate recov-
ery and provide stability and transparency, all
needed for attracting investors from within and

from abroad.

* Reza Molavi is currently studyin r his Ph.D. whilst

also acting as the Director of Business Development for

CHC Helicopters International of Canada




