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Fertility in high-income countries 
has been declining for a hundred 
years, with few exceptions, and 

in many areas, it is now extraordinarily 
low. In Germany, Italy, Japan, and 
Spain fertility has been well below 1.5 
for more than two decades—lower than 
the average of just over two children 
per woman needed to maintain a stable 
population size. This means that each 
new generation is less than three-
quarters the size of the preceding one. 
Such ultralow fertility makes for a 
rapidly rising older population and poses 
challenges for governments, economies, 
and the sustainability of social security 
systems.

Substantial economic research on 
individual fertility decisions has natu-
rally focused on the pervasive trends 
associated with this demographic tran-
sition—primarily negative relationships 
between fertility and income and be-
tween female labor force participation 
and income. Economists have proposed 
two main explanations.

The first is known as the quantity-
quality trade-off. It suggests that as 
parents get richer, they invest more in 
the “quality” (for example, education) of 
their children. This investment is costly, 
so parents choose to have fewer children 
as incomes rise. Historically fertility and 
GDP per capita are strongly negatively 
related, both across countries and over 
time.

The second explanation acknowl-
edges how time-consuming it is to raise 
children. As wages increase, devoting 
time to childcare—time that could other-
wise be spent working—becomes more 
costly for parents, and especially for 
mothers. The result is a decline in fer-
tility and greater female labor force par-
ticipation. There is in fact historically a 
strong negative association between fe-
male labor force participation and fertil-
ity over time and across countries.

New Fertility Facts
The data show that these relation-

ships are no longer universally true. De-
spite a continued negative income-fertil-
ity relationship in low-income countries 
(in particular in sub-Saharan Africa), it 
has largely disappeared both within and 
across high-income countries. The same 
is true for the relationship between fertil-

The New Eco nomics of Fertility
ity and female labor force participation. 
In a recent survey (Doepke and others 
2022) and a VoxEU column (June 11, 
2022), we outline these new empirical 
regularities and discuss the key factors 
that explain fertility outcomes in recent 
decades.

For a long time, high per capita 
income in a country reliably indicated 
low fertility. In 1980, fertility was still 
well above two children per woman in 
poorer countries, such as Portugal and 
Spain, but just 20 years later, fertility in 
the same set of countries had changed 
substantially. In fact, in 2000 the United 
States, the second-richest country in the 
sample, exhibited the highest fertility 
rate.

The fertility pattern across families 
in high-income countries (such as 
France, Germany, and the United States) 
has changed as well. Historically, the 

relationship between female education 
and fertility is clearly negative, 
consistent with higher wages increasing 
the opportunity cost of raising children. 
Yet this negative relationship is weaker 
for US women of recent birth cohorts. 
Although highly educated women with 
more than 16 years of schooling had 
the lowest fertility rate in 1980, this no 
longer held true in 2019 (see also Hazan 
and Zoabi 2015).

Career-Family Compatibility
The recent empirical regularities 

point to fertility behavior in high-in-
come countries today that is driven by 
factors not immediately captured by the 
quantity-quality trade-off nor the oppor-
tunity cost of time. Researchers across 
disciplines had to contemplate alterna-
tive mechanisms responsible for with-
in- and across-country fertility patterns 

in high-income countries (see Rindfuss 
and Brewster 1996 and Ahn and Mira 
2002 for early contributions). A com-
mon theme has emerged from this broad 
scholarly discussion: the compatibility 
of women’s careers and families.

There has been a fundamental eco-
nomic transformation: in many high-in-
come countries women now participate 
in the labor force for much of their lives. 
The earlier pattern of a woman enter-
ing the labor market but dropping out 
following marriage and children is now 
the exception rather than the norm. Most 
women today want the option of both 
a fulfilling career and a family. From a 
historical perspective, we can interpret 
this shift as a convergence of women’s 
and men’s overall life plans after a long 
period of sharply divided gender roles.

While the shift in women’s career 
plans is shared across high-income coun-

tries, there is still substantial variation in 
how compatible women’s careers and 
families really are. Four factors explain 
the variation in career-family compat-
ibility across countries: family policies, 
cooperative fathers, favorable social 
norms, and flexible labor markets.

A key determinant of career-family 
compatibility is women’s access to af-
fordable alternatives to the time devot-
ed to caring for children, time histori-
cally provided exclusively by mothers. 
In some countries, such as the United 
States, these alternatives are largely or-

ganized in private markets, while many 
European countries offer publicly pro-
vided childcare. Cheap and easily avail-
able childcare frees up women’s time 
and allows them to combine motherhood 
with a career, which ultimately increases 
fertility. In countries such as Sweden 
and Denmark, where public childcare is 
widely available for children of all ages, 
female employment and fertility rates 
today are higher than in countries where 
childcare is sparse. Not surprisingly, 
these countries also spend a larger frac-
tion of their GDP on public early child-
hood education. Other policies that influ-
ence career-family compatibility include 
parental leave policies, tax policies, and 
the length of the school day.

Fathers can of course care for chil-
dren as well. Although historically fa-
thers have spent little time caring for 
children, the data show an increase in 

People and economies will 
prosper if policymakers 

help women combine 
career and family

G l o b a l  E c o n o m y
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https://voxeu.org/article/new-era-economics-fertility


IRAN INTERNATIONAL, February 2023, No. 102IRAN INTERNATIONAL, February 2023, No. 1028 9

recent decades. The division of childcare 
between parents has important impli-
cations for fertility when parents con-
template the decision to have children. 
Doepke and Kindermann (2019) show 
that in countries where fathers engage 
more in childcare and housework, fertil-
ity is higher than where such labor falls 
disproportionately on women. Japan, 
where men share little in caring for chil-
dren, bears this out: fertility there contin-
ues to be ultralow.

A third influence on modern fertil-
ity decisions is social norms regarding a 
mother’s role at home and in the work-
place. Low fertility can be a result of tra-
ditional social norms. For example, the 
characterization of a full-time working 
mother as a Rabenmutter (bad mother) 
is still common in Germany and imposes 
an implicit penalty on mothers who as-
pire to both family and career.

Finally, labor market conditions 
also affect career-family compatibility. 
In Spain, for example, a country with a 
two-tier labor market where jobs are ei-
ther temporary or for a lifetime, women 
tend to postpone childbearing in hopes of 
landing a stable job first. Such labor mar-

fertility does not offer easy, immediate 
solutions. Factors such as social norms 
and overall labor market conditions 
change only slowly over time, and 
even potentially productive policy 
interventions are likely to yield only 
gradual effects. Yet the clear cross-
country association of fertility rates with 
measures of family-career compatibility 
shows that ultralow fertility and the 
corresponding fiscal burden are not 
inescapable, but a reflection of a 
society’s policies, institutions, and 
norms. Policymakers should take note 
and take a career-family perspective. 
Investing in gender equality—and 
especially the labor market prospects of 
potential mothers—may be cumbersome 
in the short run, but the medium- and 
long-term benefits will be sizable, for 
both the economy and society. 

Matthias Doepke, Professor of economics at 
Northwestern University.
Anne Hannusch, Assistant professor of economics 
at the University of Mannheim.
Fabian Kindermann, Professor of economics at the 
University of Regensburg.
Michele Tertilt, Professor of economics at the 
University of Mannheim.

ket conditions naturally dampen fertility. 
More generally, when unemployment is 
high, temporary jobs are common and 
permanent jobs are hard to obtain—even 
taking temporary leave to start a family 
can have long-term repercussions for 
women’s labor market prospects. Fertil-
ity rates may consequently be lower than 
in a setting where secure, long-term jobs 
are easy to find.

Policy Implications
For policymakers concerned about 

ultralow fertility, the new economics of 

G l o b a l  E c o n o m y

Internet Outage & 
Decline of Iran Economy

A member of the Knowledge-based 
Business Commission of Iran 
Chamber of Commerce, said: “It 

seems that the internet outage will affect 
the activity of economic enterprises 
by 30%-40% and cause a drop in their 
operation.” Today human beings have 
become dependent on the Internet, and 
it seems this space has taken over a 
significant part of the world economy.

In the modern world, the docu-
ments of many companies are trans-
ferred through WhatsApp. ILNA (News 
Agency) reports: Internet outage in 
the past days caused many jobs to be 
blocked. Due to the closure of busi-
nesses in the last days of the week, the 
Internet did not show its continuity, but 
with the beginning of the week and re-
sumption of activity, it seems that many 
businesses will not be able to perform 
their jobs.

The definitive consequences of the 

Internet and WhatsApp filtering will 
not be known today, and its effects will 
be more visible in the coming days. 
Businesses that work in the real space 
also carry out information related to 
payments and marketing, etc. through the 
Internet, and with the interruption of this 
space, their activities are also disrupted; 
it seems that the internet outage affects 
30%-40% of the activity of economic 
enterprises and causes a drop in their 
economic activity.

As a citizen, I believe that the path 
the government wants to take today has 

been experienced in other countries 
and they could not get results from this 
course of action. We are part of the glob-
al community and we must educate the 
community to use the world’s facilities 
properly; we cannot limit people, every-
one must make optimal use of modern 
mechanisms.

Businesses in the world are mov-
ing fast and physical presence for shop-
ping has been reduced to a minimum. 
If we deny people this important issue, 
we would be  wasting people’s time and 
lives In the private sector, the price and 
quality factor are particularly important 
in competition, such decisions will cause 
the finished cost of domestic products 
and goods to rise and our competitive-
ness in the global market will decrease.

Liquidity Continues to Grow
The Central Bank published a report 

“Analysis of Macroeconomic Develop-

Iran still does not have 
gas liquefaction facilities, 

although it has been 
looking for LNG, but 
has never owned it.

E c o n o m y
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ments and Actions of the Bank” in Au-
gust 2022”. The report said the volume of 
liquidity reached 5402 thousand billion 
tomans at the end of August this year. 
This figure has increased by 11.8 percent 
compared to the end of last year. In addi-
tion, liquidity has grown by nearly three 
percent compared to July.

Etemad daily newspaper also 
said: This incident is contrary to the 
claims made by government officials 
who always talk about liquidity control 
and growth of the monetary base. It 
is noteworthy that the point-to-point 
growth of liquidity (compared to August 
last year) is equal to 37.8%. In fact, this 
annual growth has not reached below 
37% for a long time. This is despite 
the fact that some time ago the Central 
Bank and the government announced a 
30% target for liquidity growth. But the 
current situation has dimmed the hopes 
to reach this figure.

The Central Bank has announced 
that about 2.5 percentage points of 
liquidity growth in the 12 months ending 
in August 2022 related to the addition 
of the summary information of the 
general ledger of assets and liabilities 
of Bank Mehr Eqtesat to the summary 
information of the general ledger of 
assets and liabilities of Sepah Bank (due 
to the merger of the banks belonging to 
the Armed Forces in Sepah Bank) and 
has no monetary effects.

In other words, if the effects of 
the aforementioned statistical coverage 
are adjusted, the liquidity growth at the 
end of August 2022 compared to August 
2021 will be equal to 35.3%. On the 
other hand, the monetary base or the 
issuance of high-powered money, which 
mainly leads to inflation, grew by three 
percent in August, which was the highest 
level in the three-month period. The 
growth of the monetary base in the 12 
months ending in August 2022 reached 
30.3%. The monetary base at the end 
of August this year has grown by 11.3 
percent compared to the end of last year, 
showing a decrease of 1.1 percentage 
point compared to the same period last 
year (12.4 percent). 

Will Doha Overtake Iran Again?
About Qatar’s gas contract with 

Total and the consequences of the 
country’s investments on the joint gas 

field with Iran, Narsi Ghorban said: Qatar 
has signed contracts with several large 
international companies to work both on 
the development and refining of gas and 
in converting it into liquefied gas. In this 
case, in the next three to four years, Qatar 
will again be the world’s largest LNG 
exporter. Meanwhile, Iran still does not 
have gas liquefaction facilities, although 
it has been looking for LNG, but has 
never owned it.

Another issue is that when Qatar 
uses new technology from common 
fields with Iran, it will be ahead of Iran 
in terms of production from the common 
field. ILNA reported: If we want to have 
a gas pipeline to Europe, the current lines 
that connect to Europe are full and they 
have already counted on them, so a new 

We are part of the global 
community and we must 

educate the community to 
use the world’s facilities 

properly; we cannot limit 
people, everyone must 
make optimal use of 
modern mechanisms.

line is needed to export Iranian gas to 
Europe.

For this reason, it will probably take 
billions of dollars of capital and maybe 
four to five years. On the other hand, 
we do not have the facilities to convert 
gas into liquid and export in the form of 
LNG, this project also requires billions 
of dollars in capital and technology, as 
a result, in the current energy crisis in 
Europe; Iran has no gas to export.

Commenting on the same subject, 
Ali Asghar Zargar said: All countries are 
looking for their own interests in one way 
or the other. Qatar has long outpaced us 
in gas production, The Qataris have been 
using this common field for a long time 
and have made huge investments to this 
end; Iran has tried to develop gas fields 

but the projects are delayed due to lack 
of capital and technology; perhaps we 
have not been able to take the share we 
deserve.

For example, even when it was said 
that we are outpacing Qatar, we faced 
technical issues. Now the wells need to be 
reconstructed and the completion of these 
projects is long-term. In total, oil and 
gas projects have three characteristics; 
Firstly, they are high-tech, secondly, they 
are capital-intensive and require billions 
of dollars in financial resources, and 
thirdly, they are long-term; so if we do 
not have the capital and the technology, 
we usually fall behind, and whenever 
we invest, work is delayed. The same 
situation applies to exploitation. This is 
a big loss!

Of course, it depends on the general 
policies of Iran, if we can expand global 
interactions and collect funds, we can 
advance development. At one time, 
Total was supposed to invest five billion 
dollars in one of the phases of South Pars, 

but as soon as Trump withdrew from the 
JCPOA, the company also left Iran and 
this investment was not made; now there 
are many stray funds in Europe.

International banks have huge 
capital and are looking for a safe place to 
invest, Qatar has a political system that 
is pro-Western, America has a base in 
this country, it is politically stable and is 
developing economically, so Total found 
a suitable place. No matter how much 
gas is taken from this joint field, Iran’s 
share will decrease, so when we cannot 
invest, we will lose, and this issue will 
also affect exports. Oil and gas typically 
have their own markets, if the markets 
are taken away from us, we will lose 
future customers.  

E c o n o m y
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One of the criticisms raised about 
the statement issued by five 
senior economists was that the 

statement did not provide an economic 
solution to solve the country’s problems, 
and the economists suggested solutions 
that are more political than economic.

Of course, one of the issues that have 
been repeatedly raised by economists in 
the past years is that economic issues in 
our country no longer have an economic 
solution. The argument of economists 
is that political will is necessary to 
improve the economic situation, and 
without that governments are not able 
to make economic reforms; meantime, 
economists are also not able to perform 
miracles. Therefore, such criticisms of 
the political approach of the country’s 
economists have a history and have been 
raised many times.

In the past three decades, economists 
tried to provide solutions for the super 
challenges of Iran’s economy many times 
and under different themes. During this 
time, various governments have come to 
power, but it seems that the preference of 
all governments is not to pursue economic 
reforms. The result of the politicians’ 

said in an interview: “Political will to im-
prove the economic situation is definitely 
a prerequisite. If the driver’s foot is on 
the brake, no matter how many you are 
to push the car, it will not move.” In this 
case, we want to answer the question as to 
why economists were disappointed with 
the economic reforms and whether there 
is nothing the economy can do.

All kinds of economic reforms
Economists talk about three types 

of economic reforms. One type is what 
happened in former communist countries. 
The second model is what happened 
in Latin America, India and China. Of 
course, we can also consider China as a 
former communist country.

In the second type of countries, it is 
not the case that a political system is re-

moved from the game and a new political 
system is put in place; but in any case, 
great reforms have been made in these 
countries. The third model of economic 
reforms is like what happened in Thailand 
and Turkey and other similar countries.

Masoud Nili names the first model 
of economic reforms that happened in the 
former communist countries as “structur-
al reforms” in the economy, which in this 
type of reform actually changes the rails, 
rather than repairing the wagons. The 
economic train was moving in one direc-
tion, but with the economic reforms, it 
has been directed to another course. The 
basis of “structural reforms” is that they 
change the command economy based on 
the government to an economy based on 
the private sector and market mechanism.

The second model of economic re-

forms, according to Nili, is what happened 
in India and other similar countries, and 
in fact, the same industrial development 
strategy in these countries has changed 
from introverted to extroverted. This type 
of reform is also a change of track, but 
unlike structural reforms, the political re-
gime is not changed. This model can be 
called a reform that has occurred in coun-
tries such as Latin America and India, and 
the main focus of the change has been on 
changing the approach from introversion 
to extroversion.

The third group of reforms is aimed 
at countries whose economy is neither 
state-oriented nor introverted. Rather, 
economic reforms have been carried out 
with the aim of moving the economy from 
one stage of development to the next. For 
example, in Thailand, the economy is 
based on agriculture (rice) and pleasure, 
which happened to be very extroverted in 

this second field and earned foreign ex-
change income from this route, but the 
adopted policies are in the direction of 
turning this economy or an economy like 
Turkey into an industrial economy.

So far, we have noticed that in the 
first type of reforms, first the political re-
gime changes, then another group comes 
to work and changes the economic track. 
Therefore, the political system changes 
and one person leaves and he is replaced 

Development Strategy 
and Economic Reforms

avoidance of economic reforms ultimately 
disappointed the economists and removed 
them from the country’s decision-making 
system. Economists say that the political 
will to improve the economic situation 
is a definite prerequisite for economic 
reforms. But the issue is that the political 
structure in our country does not see the 
need for economic reforms, nor does it 
follow the suggestions of economists 
in times of crisis. In many countries, 
when a problem arises in the economy, 
economists offer solutions to politicians 
to solve the problem, but in our country, 
the governance system does not need the 
advice of economists.

Even the best and most reputable 
politicians may conclude that economists 
are wrong and that their advice should 
not be listened to. Masoud Nili recently 

by another. For example, Ceausescu 
could not carry out economic reforms in 
Romania, because he had to move against 
his past and his image in the minds of the 
people was something else.

Model of reforms in Iran’s economy
According to economists, the state 

of Iran’s economy is a combination of all 
three models. Masoud Nili says in this 
context: “Without a doubt, after the revo-
lution, we became a state-run economy. 
Of course, before the revolution, this 
economy was governed upon the instruc-
tions issued by the government, but in 
the years after the revolution, the sever-
ity of the government intervention and its 
instructions increased to a great extent, 
which brought us closer to the former 
communist countries.

Our constitution has also set a path 
ahead of us and the way of governance 
has also led us in this direction. During 
this time, the country’s administration 
strategy has been completely introverted, 
which shows that we have been similar 
to Latin America; Of course, we were the 
more extreme version of Latin America, 
that is we based self-sufficiency and they 
had import substitution on the agenda.” 
As a rule, after this period, we needed to 
make strategic reforms in Iran’s economy. 
In the 1970s and after the end of the 8 year 
war (with Iraq), we needed both strategy 
change and institutional reforms. Like 
what happened in Turkey, Thailand, etc., 
but this did not happen even under Akbar 
Hashemi Rafsanjani’s government.

Why the reforms do not work?
Different countries of the world in 

the direction they are moving, sometimes 
as a result of awareness before the crisis 
and sometimes as a result of observing the 
emerging crises, come to the conclusion 
that they should change the direction of 
movement and, in other words, change 
the rail. Economists call this voluntary 
change of direction “economic reform”. 
The characteristic of economic reform is 
that the new path, in strategy, has nothing 
in common with the previous path and is 
fundamentally different from it. Masoud 
Nili considers economic reform to have 
two components: “stabilizing reforms, 
which lower inflation, and market reforms, 
which free the exchange mechanism in 
markets that were previously subject to 
administrative orders.”

In the past three decades, 
economists tried to 

provide solutions for the 
super challenges of Iran’s 
economy many times and 
under different themes.

Continued on Page 23

G l o b a l  E c o n o m y
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The Development and Foresight 
Research Center affiliated to the 
Plan and Budget Organization 

has raised the key question of whether 
Iran’s economy has been affected by 
global developments or is it influenced 
by domestic policies? This report has 
analyzed the latest foreign developments, 
such as monetary policies to curb 
inflation, the war between Ukraine and 
Russia, the state of economic relations 
between Iran and countries in the region 
such as Turkey, Iraq and Afghanistan.

This research emphasizes that due 
to the low degree of freedom of Iran’s 
economy and because of the sanctions, 
the increase in interest rates in other 
countries does not have a significant ef-
fect on domestic variables; but factors 
such as the sanctions and economic mis-
management have had far more destruc-
tive implications for Iran’s economy. 

The report concludes:  “The current 
state of Iran’s economy is a repeat of 
common economic crises in many 
developing countries, which, in the face 
of policy blunders, have always preferred 
an irregular way out of the crisis to 
regular and planned exit solutions.”

In the past months, various 
developments such as pressure on supply 
after the Corona virus epidemic, the 
war between Russia and Ukraine, and 
the surge in fuel and food prices caused 
inflation in the United States and many 
countries around the world. Countries 
that were struggling with inflation raised 
their interest rates to control its rise. It 
is true that the increase in the interest 
rate caused the inflation to decrease at a 
slower pace, but this policy led to another 
consequence called recession.

The stagnation and shrinking of 
economies such as the US economy 
caused other countries to be affected as 
well. But the remarkable thing is that 
Iran’s economy has been somewhat 
isolated in the past years due to heavy 
sanctions. Although Iran’s economy has 
been somewhat affected by the war due to 
relations with Russia, the developments 
of the past months have not had an impact 
on Iran’s economy. However, this impact 
has not been as great as other countries 
with free trade.

On the other hand, this report has 
described regional developments and 
created opportunities for Iran’s economy. 

The Future of I ran’s Economy

One of these issues is the opportunity to 
export Iranian gas through Turkey. The 
report “Global Developments and Its 
Consequences on Iran’s Economy” pre-
pared by the Development and Foresight 
Research Center has investigated this is-
sue. According to this report, the chronic 
diseases of Iran’s economy, such as infla-
tion, are more affected by the country’s 
monetary policies than by economic 
sanctions.

The research center’s report states 
that the American economy has witnessed 
a severe contractionary policy in recent 
months due to the surge in the bank 
interest rates by the Federal Reserve, 
which is unprecedented in recent decades. 
With the emergence of the crisis caused 
by the Corona epidemic in 2020 and 2021 
and the fear of recession resulting from 
it, most of the countries of the world, 
including the United States, which had 
adopted supportive and expansionary 
policies, now with the subsidence of 
the consequences of this epidemic, their 
economies are facing the risk of inflation. 
Therefore, the US Federal Reserve has 
implemented its contractionary policies, 
including increasing bank interest rates, 
to deal with this risk.

There are other developments in 
the world, such as the consequences of 
the Corona epidemic, the war between 
Russia and Ukraine, the policies of the 
European Union, and developments in 
regional countries such as Turkey, Iraq, 
etc., which can not only directly affect 
the world and country’s economy, but is 
also to strengthen the effect of the con-
tractionary policies of the United States 
on the world economy. 

The increase in the bank interest 
rates by the Federal Reserve and directly 
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through the investment channel leads to 
an increase in investment costs and, as 
a result, a drop in investment, total de-
mand, and ultimately the gross domestic 
product of the United States so that in re-
cent months, the US economy has shrunk 
by 1.4%.

European Union countries and other 
developed countries such as Germany, 
Japan, Switzerland, etc. have also 
increased their interest rates in response 
to the rise in the US interest rates and the 
increase in the value of the US dollar in 
the global markets, as a result of which 
the growth of the global economy is 
expected to slow down.

This report states that in the past 
months, the increase in the interest rate 
in the United States has led to a drop in 
investment, total demand and the general 
level of prices, and as a result, the infla-
tion rate has decreased in this country. 
Considering that Iran has an adjustment 
anchor of the dollar rate, this affects the 
Iranian economy through the strengthen-
ing of the dollar and causes an increase in 
the inflation rate.

The cost of money in the market 
increases; but the official sector of the 
economy, due to ineffectiveness of the 
interest rate, as a result of this increase 
in cost, gets involved in the implications 
of contraction, congestion, chaos and 
uncertainty. In fact, what happens in 
Iran’s economy is often transferred to the 
official sector from the informal sector; 
but it is important to mention that Iran 
has passive trade policies and tariffs.

Therefore, considering the closed 
economy and the low volume of the ratio 
of trade to GDP as one of the measures of 
the degree of openness of the economy, 
the effect of this increase on macroeco-
nomic variables may not be fully felt in 
the short term in countries with a curren-
cy-anchored monetary system like Iran. 
Iran’s low position in the world econo-
my and its closure due to sanctions may 
cause the Iranian economy to be slightly 
affected by the Ukraine crisis, like the in-
crease in the US interest rate.

Nonetheless, Iran’s economy may 
be relatively affected by this crisis due 
to trade relations with Russia as one of 
the parties to the conflict. Moreover, 
two countries, Russia and Ukraine, have 
great commercial bonds with China, and 
Beijing is the most important trading 

partner of Iran in recent years, which 
is affected by the consequences of the 
aforementioned conflict. Therefore, the 
channels of transferring the consequences 
of the developments in Russia and 
Ukraine to Iran’s economy are more and 
more direct compared to the evolution of 
the contractionary monetary policy of the 
United States.

Climate Change Crisis
Iran’s economy also faced challenges 

from two sides during the Covid-19 
pandemic; one is the exogenous impulse 
of the global demand for domestic 
goods and the supply of raw materials 
for foreign production and investment; 
the other is the internal challenges of 
the economy caused by the closure of 
businesses and disruptions in the supply 
chain inside. This epidemic affected 
the channels of reducing the price of 
oil and its products, limiting the import 

and export of business partners, creating 
barriers to the export of food, especially 
basic goods, creating restrictions on the 
movement of merchants and tourism, 
and cutting foreign investment in the 
economy.

The scope of these effects has been 
wide in the sectors of agricultural pro-
duction, industry, mining and also ser-
vices through different influence chan-
nels. In addition to that, climate change is 
another development that has challenged 
the world and has affected the economy 
of most countries in the world. 

On the one hand, climate change has 
led to a decrease in rainfall and increased 
periods of drought, and on the other hand, 
a sharp increase in the demand for water 
has caused pressure on water resources 
and underground aquifers and intensified 
water tensions. Over-extraction of water 
from aquifers and unconventional use of 
water resources will also bring various 
consequences such as gradual destruction 
of the ecosystem, land subsidence, reduc-
tion of agriculture and increase in pov-
erty, air pollution and habitat destruction.

Two Achilles Heels of Iran’s  
Economy
According to this report, there is no 

doubt that the sanctions have damaged 
Iran’s economy; but the damage caused 
by years of economic mismanagement 
should not be underestimated. Not 
all of Iran’s low production growth 
compared to its capacities, high inflation 

and high fluctuations can be attributed 
to sanctions, and these have internal 
roots caused by long periods of weak 
economic performance, manipulated 
relative prices, weak banking system 
and underdevelopment of financial 

institutions. Sanctions have exacerbated 
some of these processes and delayed the 
implementation of much-needed reforms.

Also, a more comprehensive analy-
sis of sanctions requires a detailed ex-
amination of how sanctions and their 
types have affected policy decisions at 
all levels, from monetary and financial 
policies to industrial, regional and social 
policies in the last 40 years. It is widely 
acknowledged that when sanctions are 
intensified, governments fearing political 
consequences are reluctant to limit dis-
tortionary policies such as large subsidies 
for food and energy, and may even inten-
sify them or resort to multiple exchange 
rates to reduce the inflationary effects of 
sanctions. 

The future of Iran’s Economy
In addition to the analysis of global 

economic developments, this report also 
predicts Iran’s economic situation in 
1401. Based on this, due to the high de-
pendence of Iran’s economic growth on 
oil revenues and depreciation exceeding 
capital formation in recent years, eco-
nomic growth without oil is expected to 
be around 4-5% for the year 2011, which 
is estimated by the World Bank and the 
International Monetary Fund. It is esti-
mated in the range of 2 to 3 percent.

The spread of new strains of Corona, 
the uncertainty in the lifting of sanctions, 
the recent tensions in the region and the 
effects of climate change are possible 
challenges to the future growth of Iran’s 
economy. In addition, the outlook for the 
future trend of the exchange rate in the 
short term depends on the results of the 
negotiations. 

But to analyze the long-term 
perspective of the exchange rate, it is 
necessary to pay attention to the factors 
affecting the supply and demand of the 
currency. Therefore, it is predicted that 
the average exchange rate in 1401 will be 
34 thousand tomans (for one US dollar). 

In the current situation, due to the 
time-consuming nature of managing the 
fundamental challenges of Iran’s econo-
my, including the high growth of liquidi-
ty, budget deficit, monetary and financial 
indiscipline, along with low production 
capacity and strong dependence on im-
ported raw materials and weak competi-
tiveness, a significant decrease in the ex-
change rate cannot be imagined.  

The stagnation and 
shrinking of economies 
such as the US economy 
caused other countries to 

be affected as well.
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Strong storms have disturbed 
the sleep and peace of the 
Iranian people in the last few 

years. While the devaluation of the 
national currency, unbridled inflation, 
sanctions, unemployment, difficult way 
of living, macroeconomic instability 
and uncertainty in the prospects of 
businesses had left no hope for the 
people, the epidemic turned into another 
cancer that made the difficult times of 
the people even more aggravated.

The erosive process of (nuclear) 
negotiations and the policymaker’s in-
sistence on repeated mistakes did not 
leave a chance to cure the suffering 
of this cancer. In addition to all this, 
the restriction of freedoms and con-
tinuous interference in the elections 
of the people who are suffering from 
economic pressure deteriorated the 
crises. It is not surprising if we see the 
accumulated and unanswered expecta-
tions have turned into growing disap-
pointments, and now it seems that fire 
has been added to the flame set by the 
opposition.

Sociologists constantly warned 
that the social capital of the government 
is decreasing and social trust and hope 

are dying. But the engine of opposition 
in the structure of governance has not 
stopped. Sometimes by narrowing the 
business gap, sometimes by interfering 

in people’s lifestyle, and most of all, 
by continuation of incorrect economic 
policies in the midst of the crises fueled 
the fire of people’s frustration.

Economic Inequality 
and Aristocratic Life

Of course, social dissatisfaction is 
a complex and controversial phenome-
non. In simple words, just thinking that 
the living condition is getting worse, 
the situation is out of control and there 
is not much hope for improvement, can 
lead to disgruntlement. Some say that 
nostalgic feelings also play an effective 
role in causing disagreement. People 
remember that until recently they had 
a better and more peaceful life, so they 

complain about the situation they are 
currently facing them.

But sociologists measure social 
dissatisfaction with other questions: 
Do you think you are better off 
than your parents? Or are you sure 
that your children’s future will be 
better than yours? In addition, social 
dissatisfaction is more affected by the 
general situation of the society than it 
is caused by individual conditions. The 

perceived disgruntlement of citizens 
is usually caused by a combination of 
different factors.

Loss of trust in human capabilities 
(for development and progress), loss 
of trust in politics, loss of sense of 
connection to society, feeling of social 
instability, and along with it, increasing 
economic vulnerabilities are some of 
these factors. These components often 
affect each other and thus aggravate or 
worsen the consequences.

That is, economic discontent can 
intensify political discontent, or social 
instability can lead to the feeling of 
losing control over the situation and 
losing individual capabilities. Although 
dissatisfaction is a hidden attitude, the 
more this attitude intensifies or the 
more parts of the society are involved 

Sociologists constantly 
warned that the social 

capital of the government 
is decreasing and social 

trust and hope are dying.
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Some say that nostalgic 
feelings also play an 

effective role in causing 
disagreement.

in disgruntlement, it can appear in the 
form of widespread unrest or anger.

After the January 2017 protests, 
studies showed that Iranians are 
unhappy with the state of the economy 
for five main reasons: unemployment, 
declining purchasing power, corruption, 
devaluation of the rial (Iranian 
currency), and unequal distribution 
of wealth in different regions of the 
country.

It is not difficult to find out that 
the situation of these five indicators 

not only has not improved in the last 
five years, but has even worsened. A 
survey conducted by ISPA (Iranian 
Student Polling Agency) after the 
November 1398 (2019) protests also 
confirmed high prices as this fact. In 
this survey, 37.6 percent declared the 
reason for their frustration with the 
state of the country was high prices. 
Economic conditions, imprudence of 
officials, unemployment, livelihood, 
lack of transparency and prevarication 
by officials, economic corruption and 

embezzlement, not caring about people 
and low income were other factors 
that were introduced as the source of 
dissatisfaction.

Among the 10 factors, six 
were economic. Add to this list the 
desperation to improve the situation. 
The results of the “Survey of Iranian 
Economic Attitudes” last year showed 
that 62.6 percent of people predict the 
economic situation in the next five 
years to be worse than the current 
situation!

In addition to all these factors, 
the feeling of inequality is another 
important factor that, according to 

sociologists, adds to the severity of 
disgruntlement. A feeling that is caused 
by people’s perception of being left 
behind by others and being stripped 
of the opportunity to progress and 
improve their lives. As analysts say, in 
crisis situations, the impact of emotions 
on people’s judgment and perception 
increases, and if without exaggerating, 
the last two or three years have all been 
spent in crisis!

The factors that aggravate the feel-
ing of inequality are numerous and di-
verse, but in the simplest terms, when-
ever people feel that unlike themselves, 
who are helpless in meeting their most 
basic needs, a group has access to the 
most special facilities, resources, and 
opportunities, the perception of in-
equality is strengthened.

The widening gap between the 
haves and have-nots, access to media 
that, beyond conventional controls, 
portrays the image of the aristocratic 
life of a minority group - and some-
times the political elite - and more 
importantly, the news coverage of in-
equality prompted people to question 
the fairness of the distribution of re-
sources and look at opportunities with 
uncertainty and feel danger towards 
their property and capital. 

Qatar Instead of Iran!
Now, Qatar has plans to 
increase the production 
of natural gas from the 

joint field with Iran, 
which the Qataris call the 

North Dome.

Ever since the joint gas field 
between Iran and Qatar was 
discovered, Iran has always been 

accused of not taking enough from its 
share. Most people believe that Qatar is 
doing better than Iran in collecting from 
common fields. Recently, the conclusion 
of a 27-year LNG export contract from 
Qatar Energy to China’s Sinopec made 
headlines. It is the same China in which 
Iran vested hopes and it was believed that 
Beijing can fill the gap in the relationship 
with the West. 

In order to find out more about 
the dimensions of the 27-year contract 
and why Qatar has outpaced Iran in 
developing joint fields we interviewed 
Gholamhossein Hasantash, an energy 
economy analyst,.

Qatar is said to have stricken a 27-
year contract on sales and purchasing 
with China’s Sinopec, the longest contract 
in the history of liquefied natural gas 

(LNG). Considering the common fields 
between Iran and Qatar, there are always 
sensitivities about Qatari gas contracts. 
Why Qatar can but Iran cannot?

Natural gas sales contracts usually 
have a long term. For example, Iran’s 
gas export contract to Turkey, which is of 
course through a pipeline, or Qatar’s gas 
export contract with the UAE through the 
Dolphin pipeline, are 25 years old, and 
this contract has broken the time record.

But what is the problem? The 

government of Qatar, with a capacity to 
produce 77 million tons of LNG was the 
largest producer and exporter of LNG in 
the world until a couple of years ago, and 
over the same period Australia overtook 
Qatar with 78.5 million tons in annual 
production. 

Now, Qatar has plans to increase the 
production of natural gas from the joint 
field with Iran, which the Qataris call the 
North Dome. In fact, Qatar wants to add 
about 50 billion cubic meters per year 
to its production and extraction capacity 
from the joint field within the next five 
years. 

Doha will increase its production 
and extraction from this field by 30%, and 
in this development plan, it has signed 
contracts to increase its LNG production 
capacity from the current 77 million tons 
to 126 million tons by 2027, that is, in 
five years. In the next five years, more 
than 60% will be added to Qatar’s LNG 
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production capacity, and to achieve this 
goal, Qatar has signed a contract with 
international companies to build six new 
LNG units.

Therefore, in a situation where Qatar 
wants to add about 49 million tons to its 
LNG output capacity within five years, 
it is naturally important to guarantee the 
export LNG market for Qatar. Of course, 
a significant part of the LNG market 
is single cargo, but having long-term 
contracts eases the exporter’s mind and 
guarantees the return of his investment in 
a huge investment plan. 

In this regard, Qatar is also negotiat-
ing with other countries and perhaps in a 
situation where Russian gas exports are 
in trouble and new Russian LNG projects 
have stopped, Qatar has found a good 
time for marketing and signing long-term 
contracts. Qatar’s recent contract with 
China’s Sinopec for the annual delivery 
of four million tons of LNG to China for 
a period of 27 years covers only 10% of 
Qatar’s future LNG capacity increase.

On the other hand, China is the 
country that has the largest annual growth 
in energy demand and wants to ensure 
the supply of part of its future demand. 
Of course, even now, Qatar is the largest 
exporter of LNG to China, and in 2021, it 
exported about 9.2 million tons of LNG 
to China.

So far, Qatar has extracted over 2.5 
times more than Iran from this joint field, 
but in recent years, Iran had surpassed 

Qatar in terms of annual development, but 
with these new plans, Qatar will overtake 
Iran again. At the same time, due to Iran’s 
inability to invest enough, its production 
in South Pars is declining.

Recently, the officials announced 
that with the continuation of the current 
annual trend there will be a cut of more 
than eight billion cubic meters (namely 

In the next five years, more than 60% will be added to 
Qatar’s LNG production capacity, and to achieve this 
goal, Qatar has signed a contract with international 

companies to build six new LNG units.

the output of one SP phase) from the 
production of different phases of South 
Pars. In that case, due to the growth of 
domestic demand, Iran may lose some of 
its actual gas customers. In other words, 
while Qatar is trying to develop its 
markets, Iran may also lose some of the 
existing markets. 

By this definition, market reforms 
from the gap between previous prices and 
new prices create resources that can help 
target groups and compensate or reduce 
the pressure caused by price adjustments. 
But stabilization reforms are not like this, 
and the short-term compensation lever 
does not have the positive welfare effects 
of reducing inflation.

Of course, Masoud Nili adds an-
other dimension to this case; “Countries 
that have embarked on deep economic re-
forms, without exception, have taken the 
third dimension of reform as a matter of 
course, and that has been the reform of 
foreign relations and the type of interac-
tion with the world, especially advanced 
countries. 

Since the interaction with the world 
provided the entry of financial resources 
and access to the markets with ease, this 
factor has effectively contributed to the 
implementation of the comprehensive 
package of reforms as an important ele-
ment that moderates the negative effects of 
the short-term welfare of the stabilization 
reforms. However, the opinion of econo-
mists is that in our country, the structure of 
the governance system is such that stabili-
ty-building reforms do not take place in it.

When this is the case, inflation will 
be continuous within this structure. When 
inflation is continuous, market reforms 

give way not to freeing prices, but to sud-
den changes in mandated prices from one 
value to a new value, and since inflation 
continues, these mandated changes in 
prices remain continuous and endless. The 
set of this process has nothing in common 
with genuine economic reforms. On the 
other hand, since the third component of 
reforms, i.e. reform in foreign relations, 
does not happen, the decision maker is de-
prived of the benefits of this component.

Some politicians are of the opinion 
that with the improvement of foreign re-
lations, there is no need for economic 
reforms and the improvement of foreign 
relations is a necessary and sufficient con-
dition to overcome problems. This is de-
spite the fact that economists have proven; 
Improving relations with advanced coun-
tries without economic reforms will lead 
to Dutch disease, and economic reforms 
without improving foreign relations will 
put unbearable pressure on the society.

Finally, the political prerequisite for 
improving the economic situation is to re-
form the governance system, but econo-
mists say that the quality of governance 
in our country has remained low because 
there was no need to improve it. As long 
as the people are financially and econom-
ically dependent on the rulers, what is the 
need for the promotion of governance? 

By: Mohammad Sahebi

foundation of trust that comes from 
government oversight and supervision. 
Governments have the responsibility 
to ensure that their laws and actions 
promote fair competition rather than 
favoring incumbents and allowing 
large players to stifle smaller rivals.

Central or Fragmented
Financial innovations will gen-

erate new and as yet unknown risks, 
especially if market participants and 
regulators put undue faith in technol-
ogy. Decentralization and its corollary, 
fragmentation, cut both ways. They 
can increase financial stability by re-
ducing centralized points of failure and 
increasing resilience through greater 
redundancy. On the other hand, while 
fragmented systems can work well in 
good times, confidence in them could 
prove fragile in difficult circumstances. 
If the financial system is dominated by 
decentralized mechanisms that are not 
directly backed (as banks are) by a cen-
tral bank or other government agency, 
confidence could easily evaporate. 
Thus, decentralization might yield ef-
ficiency in good times and rapid desta-
bilization when economies struggle.

Potentially big changes to societal 
structures are also at hand. The 
displacement of cash by digital payment 
systems could eliminate any vestige of 
privacy in commercial transactions. 
Bitcoin and other cryptocurrencies 
were intended to secure anonymity 
and eliminate reliance on governments 
and major financial institutions in 
the conduct of commerce. Yet they 
are spurring changes that might end 
up compromising privacy. Societies 
will struggle to check the power of 
governments as individual liberties 
face even greater risk.  

Eswar S. Prasad, Professor at Cornell 
University and a senior fellow at the Brookings 
Institution. This article draws on his latest 
book, The Future of Money: How the Digital 
Revolution Is Transforming Currencies and 
Finance.

Digital central bank 
money is only as strong 

and credible as the 
institution that issues it. 

Continued from Page 13

Continued from Page 43
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Dr. Mousa Ghaninejad, who along 
with four other economists 
issued a signed statement about 

the recent conditions of the country, 
believes that there is no separation 
between economics and politics because 
economics is a macro-level issue of the 
society, which is inevitably political. 
This economist is certain that economic 
solutions require the provision of a 
political platform such as extensive 
international relations.

Some observers ask why economists 
have entered the field of politics and 
address politicians. Did you, as one of 
the authors of this letter, come to the 
conclusion that the way out of the current 
situation of the country is not economic? 
In fact, does the economy not have a 
solution for this situation?

Unfortunately, in our country, there 
has always been a misunderstanding 
about the relationship between economy 
and politics, and the dominance of this 
misunderstanding has caused the rela-
tionship between economy and politics 
to never be clear. Perhaps it would be 
better to refer to the history of econom-
ics to find out where the discussion is and 
what the principle of this relationship is.

As you know “economy” is a Greek 
word. In the old days, economy meant 
home planning; philosophers such as 
Aristotle, Plato and others considered 
economy to mean the management of a 
household, that is, each household was 
an agricultural unit, and managing it 
was called “economy”. In the new era, 
economy expanded and assumed a wider 
meaning and was placed next to politics, 
and the phrase “Political Economy” was 
used. The person who coined this new 
vocabulary was a French economist 
named Antoine de Montchrétien in the 

economy is always a political discussion.
There is another misunderstanding 

for which economists are wrongly 
criticized about providing a solution to 
the political conditions of the country. 
This issue has been explained many 
times by economists including myself, 
but it is necessary to clarify it again. You 
see, in our country, politicians who take 
power usually invite economists first to 
get advice and solutions from them. But 
usually first they say that the political 
conditions of our country are such 
that, for example, the sanctions remain 
unsolved, the relationship with the West 
cannot be extensive, we cannot become 
a member of the FATF or join the World 
Trade Organization, we do not trust 
international institutions and the world 
economy, and now you give us a solution! 
This condition that the politician sets 
is like saying that we have a car called 

Economy & P olitics, 
the Two Sides of the Same Coin

early 17th century. In 1615, Montchrétien 
wrote a book entitled Traité de 
l’economie politique, and what we are 
discussing today is political economy, 
not that economy in the Greek sense of 
the word.

In political economy, the issue 
is no longer the management of the 
house, but it is an issue at the level of 
the entire society, and for this reason, 
Montchrétien added the word “political” 
to the economy. Until the end of the 19th 
century and even in the beginning of the 
20th century, the proposition of political 
economy was basically common in most 

countries, and economics was expressed 
with this expression. It was after World 
War II that the British introduced the word 
Economics, which means “Economics” 
or “Science of Economics” and removed 
the term ‘political’. But the fact is that the 
issue of economy is basically included 
in the framework of politics because it 
is the issue of the whole society and not 
only at a single level.

With this explanation, I must 
emphasize that politics and economy 
have never been and are not separate, but 
what has been raised in our country and 
economists have warned about it and I 

myself have often talked about it is the 
issue of politicization of the economy. 
We have always warned not to involve 
the economy in everyday politics; do not 
mix economics with party and factional 
politics, because economics is a science; 
however, it is a science that has meaning 
in the context of politics. 

If the warning of separation of econ-
omy from politics was given, it meant 
politicization and politics in the limited 
sense of the word, i.e. party and factional 
view; If you look at it from the point of 
view of national interests and from the 
perspective of society as a whole, the 

economy that we want economists to 
take to its destination, they should take 
the right way to reach the goal; however, 
this car has special conditions, that is it 
does not have wheels under it, and since 
you are an economist, do not talk about 
the lack of wheels, just give a solution 
and try to make this car move in the right 
direction and reach its destination.

The wheels of this car are broad 
political relations, international politics 
and economic diplomacy. The economist 
can make policies, determine the right 
direction, but the car does not move 
without wheels. A concrete example of 
the intervention of politics in economics 
is “Islamic banking”, when economists 
were told to create a banking system 
without the presence of interest. We said 
that this is not possible, they said that 
you are an economist, do not enter into 
religious and political debates and only 
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offer solutions.
It is clear that this behavior and 

speech is not reasonable nor is it 
compatible with the common sense. This 
is the problem now. The generality of 
what was raised in the statement of the 
five economists is that the conditions 
must be changed. An economy that wants 
to move must have four healthy wheels. 
It is not possible to cut off economic 
relations, block financial and banking 
relations with the world, limit commercial 
relations, leave political problems in the 
international sphere unsolved, and then 
ask economists to steer the economic 
machine in the right direction. But this 
is not possible because the politician 
has removed the four wheels of the car 
and must first put them in their place so 
that the economist can say which policy 
can be used to achieve the goal. In my 
opinion, the whole misunderstanding that 
goes back to the relationship between 
economics and politics is caused by the 
misuse of economics and economists by 
politicians.

Economy and politics cannot be 
separated; because they are not separate 
at all. Economy and politics are the two 
sides of the same coin; that is, if the 
political and international relations of 
a country are not normal, its economy 
cannot have normal conditions and it 
becomes the economy of North Korea or 
the economy of Cuba. 

In such abnormal conditions, the 
economy cannot function normally, 
and as a result, a failed and ineffective 
command economy prevails. In the past 
few decades, we have gone more and 
more towards disabling and limiting our 
economy. For economic development, 
the first condition is economic freedom in 
the business environment, and economic 
freedom is not only an economic issue, but 
also a political issue. Currently, we cannot 
separate economics and politics and say 
that we should start with economics or 
politics. I’d say start by locking all four 
wheels under the car and then expect it 
to go. International relations, global trade 
relations, international financial and 
banking relations, etc. are the wheels that 
should be in their place.

We cannot establish an independent 
banking system in the country that has 
no connection with the world, and such a 
system does not work at all. The banking 
system must be connected with the 

world’s banks, comply with international 
standards, have high credibility, and its 
performance should be accepted and 
trusted by other banks in order to be 
effective for the country’s foreign trade. 
Moving towards a 100% self-sufficient 
economy is not at all possible in today’s 
world, especially for a country like Iran, 
which has discovered oil for almost a 
century, and in the last 70 years, oil has 
been the main source of foreign exchange 
resources and traded goods in the world.

In this sense, when I am asked 
whether your solution is economic or po-
litical, my answer is that it is both eco-
nomic and political. If the necessary con-
ditions for the economy are not provided 

politically, the economy will not function 
properly. Now, after decades of politics 
leading the economy astray and stopping, 
politicians are asking us what is our eco-
nomic solution. The answer is that there 
is no purely economic solution. The so-
lution is economics and politics; As they 
have been together since the beginning. 
Of course, this debate exists in the West 
and in other countries of the world. For 
example, economists emphasize that 
the Central Bank should be independent 
from the government. The meaning of 
this recommendation is not the separa-
tion of economy and politics, because 
the Central Bank is affected by the macro 
policies of the country; rather it means 
that ruling political groups and parties 
should not distort the working indepen-
dence of the Central Bank in formulating 
monetary policies and controlling infla-
tion. The issue of central bank indepen-
dence itself is a political issue that mani-
fests itself in the selection of heads and 
decision-makers in this institution. It is 
important that in the case of the Central 
Bank, politicians and parties should act 
professionally and scientifically. Unfor-
tunately, these are issues that politicians 
and those in power in our country do not 
pay attention to at all. 

In political economy, the issue is no longer the 
management of the house, but it is an issue at the level 
of the entire society, and for this reason, Montchretien 

added the word “political” to the economy.
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Although Iran’s exports have 
grown in terms of value in 
the first seven months of this 

calendar year (compared to the same 
period last year), they have recorded 
a significant drop in terms of weight. 
Experienced and well-known exporters 
in Iran complain about serious obstacles 
and strictures in the export category and 
see the future as challenging.

Mohsen Jalalpour, the former head 
of the Iran Chamber of Commerce speaks 
about the export problems in Iran. He says 
that Iranian exporters are more crippled 
than they were in the past. He predicts 

that if this situation continues, the future 
for exports will not be very good.

Although the value of Iran’s 
foreign trade was affected by global 
inflation in the seven months of this 
year (60 billion dollars), it went down 
in terms of weight (81 million tons). 
Statistics show that the volume of 
imports was three billion dollars more 
than exports. As one of the private 
sector activists, how do you evaluate 
Iran’s export situation in the past few 
years or decades (especially in the 
seven months of this year)?

We know many countries that were 
on the path of development by apply-
ing the right trade policy. We are talking 
about exports at a time when the world 
has moved past the export development 
paradigm and has taken the path of the 
global supply chain. However, export is 
vital for our economy, because an impor-
tant part of employment in our country is 
created from the place of export goods; 
also an important part of the currency 
needed by the country is obtained from 
this route. But the issue is not only the 
volume of export or import. Export in any 
amount cannot be our answer alone. What 

is the answer to our work is the examina-
tion of all aspects of export, whether in 
terms of weight or currency; that means 
we need to know how much our exports 
are in terms of weight or currency? Or 
how much value is added from this export 
and how much value can be added from 
each product.

As an exporter, I do not understand 
the export of raw and non-raw goods; it 
does not matter if the goods are exported 
in their original shape or in bulk. For ex-
ample, many say that the exporter should 
supply pistachios in package. But I know 
if we package pistachios, we will get less 

Iran’s Export Problems in 
the International Arena

from the export of a certain product. For 
example, in the export of agricultural 
products, the issue is how much real for-
eign exchange income the export has for 
us, not how much foreign exchange it has 
gained for the country. Because the amount 
of currency used for that product may cost 
more than the value of that product.

For example, our pistachio export 
is not cost-effective in terms of foreign 
exchange earnings, despite all its currency 
gain, because of the water it consumes. 
For many agricultural products, due to the 
water issue, their export is not profitable. 
For this reason, the exchange rate of these 
types of products is not very profitable 
in terms of the amount of currency they 
consume in relation to production, and 
especially the issue of water (the issue of 
water is the most important issue in the 
situation of scarcity and in the discussion 
of drought), and it may impose more 
costs on us.

Therefore, export in Iran is an 
important category that has been suffering 
from a long-term plan, a comprehensive 
outlook and a written strategy, not only in 
the last eight years, but also in the last 40 
years. A review of the past few decades 
in exports shows that our exports were 

We must pay attention to 
the experiences of other 
countries; what they did 
and how they were able 

to get the most profit 
for their country 
through exports.

money. In fact, the import and duties in 
export destinations are so high that with 
packaging we will actually earn less cur-
rency. As an exporter, I believe if we 
export the raw materials, it will be less 
of a hassle for us, and it will fetch more 
money, thus the issue of packaging may 
not be very economical. Some countries 
charge up to 40% in import duties for 
packaged goods. For this reason, gener-
alities should be considered.

The most important thing is how 
much is the foreign exchange profit from 
the export of each product and whether 
we can get more foreign currency income 

E x p o r t
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mostly based on existing capacities. In 
the case of agricultural products such 
as pistachios, dates or citrus fruits, our 
fathers (for whatever reason) made 
gardens; or in the field of mining, based 
on our capacities, we made discoveries in 
mines (iron ore or copper) and exported 
goods and products. Practically, we have 
not had any development and strategic 
plan in the past few decades; we never 
(either before the revolution or after the 
revolution) sought to consider specific 
categories with special profitability in 
exports and we never formulated an 
export plan based on that; and honestly 
exports have always been neglected.

We must pay attention to the 
experiences of other countries; what they 
did and how they were able to get the most 
profit for their country through exports. It 
is hard to believe that tourism can bring 
280 billion dollars in foreign exchange 
for a country or that the export of toys (as 
a trivial commodity) can earn 40 billion 
dollars for a country; but our exports are 
in mining, agriculture and energy sectors 
that affect the water and soil, natural 
resources and environment of the country 
and the income does not even reach the 
figure of 50 billion dollars. If we put all 
these things together, it will show that we 
have not paid close attention to exports at 
least in the last five decades.

Considering your concerns in 
the field of exports, which are mostly 
focused on the behavior and decisions 
of policymakers, what do you think are 
the most important risks that threaten 
our exports in this situation we are in?

In my opinion, the most important 
risks and threats that our exports are fac-
ing include wrong policies and shutting 
down the field of international relations. 
We must create an opening in the export 
debate in the international arena, and the 
policymaker and the decision maker must 
establish correct, scientific and logical 
policies. The policymaker should pay at-
tention to both of these issues at the same 
time. Therefore, bottlenecks in interna-
tional communication and wrong, un-
planned and short-term policies (without 
a long-term view) threaten our exports.

Ignoring the competition in the ex-
port markets, which deprives us of a com-
modity every day, is the prominent factor 
that threatens exports. Iranian pistachio, 

which was our main non-oil export prod-
uct in the world for many years, has now 
given its place to American pistachio, be-
cause our price and expenses were higher 
than our competitors. Most importantly, 
our export laws are stricter, our bank in-
terest is high, and we have dropped to the 
second and maybe third place in pistachio 
exports, and if this situation continues, 
we will be at risk of being eliminated. For 
this reason, the lack of competitiveness 
of goods, ignoring the final price, and the 
challenges related to the large difference 
between the exchange rate and the open 
market currency, affected by faulty poli-
cies, can seriously damage our exports.

With the description you provid-
ed about the situation of the Iranian 
exporter, the activity in the export 
category is very demanding and chal-
lenging. What is your assessment of the 
future of Iran’s exports considering the 
mentioned risks?

Unfortunately, our exports have be-
come more and more difficult and crip-
pled day by day compared to the past. 
In the statistics related to the export of 
pistachios (which was mentioned) or in 
carpets, figs, dates or raisins, we had a 

setback. Apart from the export of petro-
chemicals, fuel or energy products that 
are also affected by the increase in global 
prices, that is a kind of subsidized export, 
which products do we export under good 
conditions? My assessment of the pros-
pects of exports with this type and man-
ner of policy shows that the future is not 
very good and I am worried about it!

What do you think is the most 
important point policymakers should 
not neglect?

Our policymaker should not ignore 
the main issue of export. If we fail to re-
gard export as the showcase of the econ-
omy, its output, the regulator of the econ-
omy and the window through which the 
economy opens to the outside world, the 
entire economy will suffer from lack of 
competition, lack of perspective and dis-
harmony. If we are not present in the glob-
al markets, the day we happen to enter the 
international markets, we would wonder 
what to do and in fact cannot do anything. 
If our exports go down, it means that our 
economy is uncompetitive and whatever 
we spend on production and investment is 
practically unproductive. God forbid, this 
issue can also question the entirety of our 
future capacity. The policymaker should 
not be unaware of the essence of the ex-
port problem, because the rest of the path 
will be fixed with the export. If a product 
is not cost-effective to export, it can send 
us the message that its production is also 
not cost-effective and we don’t need to 
spend so much. For this reason, we must 
seriously and urgently address the issue 
of removing export barriers. 

The most important 
risks and threats that our 
exports are facing include 

wrong policies and 
shutting down the field of 

international relations.
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International politics is the arena of 
interactive action of all actors who 
seek to maximize interests, security 

and power. In the space of international 
politics, the actions of actors are never 
based on the interests and will of a 
regional partner or ally. International 
politics will be the interwoven arena 
of regional competition to achieve an 
organized and evolutionary form of 
bilateral and multilateral cooperation.

The publication of the joint statement 
of Saudi Arabia and China led to a political 
shock for officials and analysts of Iran’s 
foreign policy issues. During the past 5 
years, on the one hand, Iran’s organized 
and developing cooperation with China 

has been a part of Iran’s strategic thinking 
for the 21st century.

On the other hand, the opposition 
groups against the political system have 
considered Iran a subordinate of China’s 
colonial policy with superficial thinking 
patterns and unrealistic ideas in interna-
tional politics. Such an approach is not 
compatible with the political, strategic 
and regional security realities of China, 
Russia, Iran or any other actor

The fact is that international poli-
tics has had and will continue to have a 
transformative fluid nature. In every his-
torical moment of international politics, a 
specific form of power equation emerges 
and evolves. No country, especially the 

big powers, will be willing to have strate-
gic and comprehensive cooperation with 
an actor that does not solve its regional 
and strategic problems. This has been and 
will be a recurring tragedy of internation-
al politics for any country.

Chinese President Xi Jinping’s visit 
and meetings with high-ranking officials 
of Saudi Arabia took place while the 43rd 
meeting of the Persian Gulf Cooperation 
Council was held in Riyadh. In these 
historical circumstances, the ground 
has been prepared for the meeting of 
the Chinese President with the political 
leaders of the Persian Gulf Cooperation 
Council states in Riyadh.

This is reminiscent of Donald 
Trump’s visit to Saudi Arabia and his 
sword dance with the leaders of the Arab 
countries of the region. Considering its 
regional and strategic components, the 
joint statement of Saudi Arabia and China 
should be seen as another form of regional 
sword dance that is targeted against Iran’s 
strategic policies.

Iranian Dream, 
Chinese Realism!

In the joint statement, it is mentioned 
that in order to restore its position in the 
regional environment and international 
politics, Iran must be flexible enough to 
coordinate with the behavioral patterns of 
other regional actors in accordance with 
the needs of global politics and regional 
security formations.

The fact is that China has always 
been a part of international politics and 
explains its behavior pattern in Shanghai 

and in relation to Iran based on the rules 
of international politics and implements 
it. China’s behavioral pattern in regional 
politics and the international system is 
such that it pragmatically reflects the 
country’s regional strategy and global 
politics.

The Chinese define their regional 
and strategic behavior pattern based on 
tactical and staged necessities, and such 
a process cannot be overshadowed by 

unilateral policies. This is considered 
one of the real complications and 
capabilities of China’s foreign policy in 
the international system.

International politics is the place 
of organized action of regional actors 
and great powers. Any regional actor 
like Saudi Arabia that defines its 
behavioral pattern and policies based on 
the historical and strategic formations 
of international politics, will be able to 
achieve the benefits of tactical flexibility 
and strategic action organized based on 
collective interests in the long run.

The pattern of interactive action 
between China and Saudi Arabia can 
be of serious interest for Iran’s foreign 
policy. On the other hand, the opposition 
groups that play an analytical role in 

The Chinese define their 
regional and strategic 

behavior pattern 
based on tactical and 
staged necessities, and 
such a process cannot 
be overshadowed by 
unilateral policies.

foreign policy should also stop playing 
emotional games and confronting the 
strategic needs of Iran’s national security.

A superficial look at international 
politics by any group that is formed will 
be dangerous. This fact is an instructive 
lesson for foreign ministry experts or 
other analysts. Political observers of 
regional issues and opposition groups 
will need to understand and recognize the 
realities of regional security. They should 
reflect the changing strategic realities of 
international politics and not put Iran in a 
dream state more than in the past.

The joint statement of China and 
Saudi Arabia is a fact of international 
politics, which, God willing, can be a 
warning and instructive lesson for all 
agents, researchers and commentators of 
Iran’s foreign policy. Although politics 
never ends and every lesson learned can 
provide the basis for effective success in 
the future of foreign policy and regional 
security of countries. 

Dr. Ebrahim Motaghi, Professor of  
Political Science, University of Tehran
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International analytical reports show 
that China’s transition to a Zero-
Covid policy cannot help economic 

growth in the short term and will probably 
lead to a jump in global inflation with an 
increase in demand. This is a potential 
threat against the world economies, 
including Iran which under the shadow of 
severe international sanctions has not had 
a partner better than the Yellow Dragon.

Apart from the implications of 
this change in China’s internal policy, 
Xi’s visit to Saudi Arabia has left vari-
ous economic-security impacts on Iran. 
From the overshadowing of the 25-year 
agreement between Iran and China fol-
lowing the signing of a 30 billion dollar 
contract with Saudi Arabia, to the signing 
of the statement of the joint meeting of 
the leaders of China and the Persian Gulf 
Cooperation Council, which does not rec-

ognize Iran’s sovereignty over the three 
islands of Lesser and Greater Tunbs and 
Abu Musa.

While the strict policies of the Chi-
nese government in handling the Corona 
crisis had caused a decline in Chinese 
demand for the anti-inflationary policies 
of Western governments, it seems this aid 
has become a double-edged sword which 
would be to the detriment of Western 
economies and register a rise in inflation. 

Prospect of Iran-China 
Economic Relations

The growth in demand in the Chinese 
economy, in addition to the effects of 
inflation will also blow in the furnace 
of global inflation. Reports indicate that 
the reopening of China’s economy can 
increase energy prices in the world by 
20% in the coming year. 

The general outlook for next year is 
that inflation will ease around the world 
as interest rates will rise, recession will 
appear and consumption will decline. 
Falling prices for commodities, food and 
energy, which compared favorably with 
last year’s sharp increases, will dampen 
broad inflation. But it seems that the end 
of Zero-Covid policies in China is going 
to overturn these optimistic predictions. 
The new scenario will be that the 
reopening of China’s economy one day in 
2023 will occur like an earthquake in the 
global economy.

In that case China’s domestic 
economy will revive, students will once 
again travel abroad, tourists will start 
traveling and business executives will go 
on business trips by plane. This comes as 
China’s housing market begins to recover, 
further boosting consumer spending. 
A Bloomberg report shows that the 
reopening up of China’s economy could 
increase global commodity prices and put 
a lot of pressure on the supply chain of 
goods and services. Forecasts indicate 
that the reopening of China’s economy 
can increase the price of energy globally 
by 20% and increase the consumer price 
index in the United States.

While the Zero-Covid policy had 
sparked strong criticisms towards the 
Chinese government, this situation had 
greatly helped to control the inflation 
of the world economy this year with 
the abnormal reduction of China’s 
economic activities. Various indicators 
show how China’s weakness has affected 
every corner of the global economy. 
For example, the International Energy 
Agency announced in September that 
China’s oil imports this year will reach the 
lowest level since 1990. China’s imports 

from South Korea, its fifth-largest trading 
partner, fell more than 25 percent in 
November, the biggest drop since 2009.

Tight travel restrictions mean air 
traffic in China, the world’s second-
largest air travel market after the United 
States, has fallen to 35 percent of what it 
was in 2019. China used to be the world’s 
busiest domestic aviation market, with 
about 14,000 flights a day. This figure 
decreased to about 2,800 flights per day 
in November. China’s resurgent growth 

is boosting imports of oil, commodities 
and raw materials, while also boosting 
demand for airline seats, hotel rooms 
and overseas real estate. Undoubtedly, 
the reopening of China’s economy 
means more production, more sales, 
and more international travel, and it will 
undoubtedly increase global inflation; 
The effect that was completely opposite 
in the last two years and happened in 
favor of controlling inflation. 

The growth in demand in the Chinese 
economy, in addition to the effects of inflation 

will also blow in the furnace of global inflation.
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In the typically cautious world of 
central banking, the idea of a central 
bank digital currency (CBDC) is 

moving at lightning speed. Atlantic 
Council GeoEconomics Center 
research shows that 105 countries and 
currency unions are currently exploring 
the possibility of launching a CBDC, 
either retail—issued to the general 
public—or wholesale, used primarily for 
interbank transactions. That’s up from 
an estimated 35 as recently as 2020. It 
is not just smaller economies that are 
interested, either; 19 Group of Twenty 
(G20) countries are considering issuing 
CBDCs, and the majority have already 
progressed beyond the research stage.

But as more countries launch 
CBDC pilot projects, concerns about 
cybersecurity and privacy loom large. 
Federal Reserve Chair Jerome Powell 
recently listed “cyber risk” as his 
number one worry relating to financial 
stability, and a recent UK House of 

Lords report specifically described 
cybersecurity and privacy risks as 
potential reasons not to develop a CBDC.

These concerns are not unfounded. 
CBDC vulnerabilities could be exploited 
to compromise a nation’s financial 
system. CBDCs would be able to 
accumulate sensitive payment and user 
data at an unprecedented scale. In the 
wrong hands, this data could be used 
to spy on citizens’ private transactions, 
obtain security-sensitive details about 
individuals and organizations, and even 
steal money. If implemented without 
proper security protocols, a CBDC could 
substantially amplify the scope and scale 
of many of the security and privacy 
threats that already exist in today’s 
financial system.

Until recently, little work had 
been done publicly in the cybersecurity 
and central banking world to actually 
understand the specific cybersecurity 
and privacy risks associated with 

CBDCs. Few have considered whether 
CBDC designs could mitigate risks or 
perhaps even improve the cybersecurity 
of a financial system.

Our new research, published in 
the Atlantic Council’s recent report, 
titled “Missing Key–The Challenge of 
Cybersecurity and CBDCs,” analyzes 
the novel cybersecurity risks CBDCs 
may present for financial systems 
and makes the case that policymakers 
have ample options to safely introduce 
CBDCs. There are many design variants 
for CBDCs, ranging from centralized 
databases to distributed ledgers to token-
based systems. Each design needs to be 
considered before reaching conclusions 
about cybersecurity and privacy risks. 
These designs also need to be compared 
with the current financial system—the 
one that keeps Powell up at night—
to determine if new technology could 
deliver safer options.

So what are some of the main new 
cybersecurity risks that could arise in a 
CBDC? And more important, what can 
be done to mitigate these risks?

Central Bankers’ 
New Cybersecurity 

Challenge

Centralized Data Collection
Many of the proposed design 

variants for CBDCs (particularly 
retail CBDCs) involve the centralized 
collection of transaction data, posing 
major privacy and security risks. From 
a privacy standpoint, such data could 
be used to surveil citizens’ payment 
activity. Accumulating so much sensitive 
data in one place also increases security 
risk by making the payoff for would-be 
intruders much greater.

However, the risks associated with 
centralized data collection can be miti-
gated either by not collecting it at all or 
by choosing a validation architecture 
in which each component sees only the 

CBDCs may pose security risks, but responsible 
design can turn them into opportunities Technology enables 

central banks to ensure 
that both cybersecurity 
and privacy protection 
are embedded in any 

CBDC design.
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amount of information needed for func-
tionality. The latter approach can be aid-
ed by cryptographic tools, such as zero-
knowledge proofs, which authenticate 
private information without revealing it 
and allowing it to be compromised, or 
cryptographic hashing techniques. For 
example, Project Hamilton (a joint effort 
by the Boston Federal Reserve and the 
Massachusetts Institute of Technology 
to explore a US CBDC) has designed a 
system that separates transaction valida-
tion into phases, and each phase requires 
access to different parts of the transac-
tion data. 

These cryptographic techniques 
can be extended even further to 
build systems that verify transaction 
validity with only encrypted access to 
transaction details like sender, receiver, 
or amount. While these tools sound 
too good to be true, they have been 
tested extensively in privacy-preserving 
cryptocurrencies such as Zcash and are 
based on significant advances in the 
cryptography community. The bottom 
line is that technology enables central 
banks to ensure that both cybersecurity 
and privacy protection are embedded in 
any CBDC design.

Transparency vs Privacy
A common concern with privacy-

preserving designs (including those 
that use specialized cryptographic 
techniques) is reduced transparency for 

regulators. Regulators generally require 
enough insight to identify suspicious 
transactions, enabling them to detect 
money laundering, terrorism financing, 
and other illicit activities.

But even this is not an either/or de-
cision. Cryptographic techniques can be 
used to design CBDCs that provide cash-
like privacy up to a specific threshold 
(for example, $10,000) while allowing 
government authorities to exercise suf-
ficient regulatory oversight. This kind of 
threshold is not so different from the cur-
rent system in the United States, which 
allows reduced reporting for transac-
tions under $10,000. The reality is that in 
many ways, a new CBDC system would 
not need to reinvent security protocols 
but could instead improve on them.

Several countries have committed 
to or even deployed retail CBDCs whose 
underlying infrastructure is based on 
distributed ledger technology. Nigeria’s 

International standard-
setting and more 

knowledge sharing 
between banks is critical 

at this moment of 
rapid development 

and adoption.

why the need for international standard-
setting and more knowledge sharing 
between banks is critical at this moment 
of rapid development and adoption.

Threat or Opportunity?
Over the past 18 months some cen-

tral banks have prematurely decided that 
a CBDC poses too many cybersecurity 
and privacy risks. We wanted to deter-
mine what is truly a threat and what is 
actually an opportunity. We concluded 
that governments have many CBDC 
design options to choose from, includ-
ing new variants that have not yet been 
fully tested in current central bank pi-
lots. These variants present different 
trade-offs in terms of performance, se-
curity, and privacy. Governments should 
choose a design option based on a coun-
try’s needs and policy priorities. Based 
on our evaluation of these trade-offs, 
CBDCs are not inherently more or less 
secure than existing systems. While re-
sponsible designs must take cybersecu-
rity into account, that should not prevent 
consideration of whether to design and 
test a CBDC in the first place.

One thing is abundantly clear in our 
research. Fragmented international ef-
forts to build CBDCs are likely to result 
in interoperability challenges and cross-

border cybersecurity risks. Countries 
are understandably focused on domestic 
use, with too little thought for cross-
border regulation, interoperability, and 
standard-setting. Regardless of whether 
the United States decides to deploy a 
CBDC, as issuers of a major world re-
serve currency, the Federal Reserve 
should help lead the charge toward de-
velopment of global CBDC regulations 
in standard-setting bodies. International 
financial forums, including the Bank for 
International Settlements, IMF, and G20 
have a similarly critical role to play.

CBDCs’ cybersecurity and privacy 
risks are real. But solutions to these 
challenges are within the grasp of 
technologists and policymakers. It 
would be unfortunate to preemptively 
decide the risks are too high before 
developing solutions that could actually 
help deliver a more modern and stable 
global financial system. 

Giulia Fanti, Senior fellow at the Atlantic Council 
GeoEconomics Center and assistant professor of 
electrical and computer engineering at Carnegie 
Mellon University.
Joshua Lipsky, Senior director of the Atlantic 
Council GeoEconomics Center and former IMF 
staff member.
Ole Moehr, Fellow at the Atlantic Council 
GeoEconomics Center.

eNaira, launched in October 2021, is a 
good example. Such designs require the 
involvement of third parties as validators 
of transactions. This introduces a new role 
for third parties (for example, financial 
and nonfinancial institutions) in central 
bank money operations. Critically, the 
security guarantees of the ledger would 
depend on the integrity and availability 
of third-party validators, over which the 
central bank may not have direct control. 
(Although it is possible to implement 

distributed ledger technology with all 
validators controlled by the central bank, 
doing so largely defeats the purpose of 
using the technology.) The associated 
risks can potentially be mitigated through 
regulatory mechanisms such as auditing 
requirements and stringent breach 
disclosure requirements. However, there 
is not a clear blueprint for devising 
these regulations in a system as time-
sensitive and closely interconnected as a 
distributed-ledger-based CBDC. This is 
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Money has transformed human 
society, enabling commerce 
and trade even between widely 

dispersed geographic locations. It allows 
the transfer of wealth and resources 
across space and over time. But for much 
of human history, it has also been the 
object of rapacity and depredation.

Money is now on the cusp of a trans-
formation that could reshape banking, fi-
nance, and even the structure of society. 
Most notably, the era of physical cur-
rency, or cash, is drawing to an end, even 
in low- and middle-income countries; the 
age of digital currencies has begun. A 
new round of competition between offi-
cial and private currencies is also loom-
ing in both the domestic and international 
arenas. The proliferation of digital tech-
nologies that is powering this transforma-
tion could foster useful innovations and 
broaden access to basic financial services. 
But there is a risk that the technologies 
could intensify the concentration of eco-
nomic power and allow big corporations 
and governments to intrude even more 
into our financial and private lives.

Traditional financial institutions, 
especially commercial banks, face chal-
lenges to their business models as new 
technologies give rise to online banks that 
can reach more customers and to web-
based platforms, such as Prosper, capable 
of directly connecting savers and borrow-
ers. These new institutions and platforms 
are intensifying competition, promoting 

innovation, and reducing costs. Savers 
are gaining access to a broader array of 
saving, credit, and insurance products, 
while small-scale entrepreneurs are able 
to secure financing from sources other 
than banks, which tend to have stringent 
loan-underwriting and collateral require-
ments. Domestic and international pay-
ments are becoming cheaper and quicker, 
benefiting consumers and businesses.

Stability Concerns
The emergence of cryptocurrencies 

such as Bitcoin initially seemed likely to 
revolutionize payments. Cryptocurrencies 
do not rely on central bank money or 
trusted intermediaries such as commercial 
banks and credit card companies to 
conduct transactions, which cuts out the 
inefficiencies and added costs of these 
intermediaries. However, their volatile 
prices, and constraints to transaction 
volumes and processing times, have 
rendered cryptocurrencies ineffective 
as mediums of exchange. New forms 
of cryptocurrencies called stablecoins, 
most of which ironically get their stable 
value by being backed by stores of central 

bank money and government securities, 
have gained more traction as means of 
payment. The blockchain technology 
underpinning them is catalyzing far-
reaching changes to money and finance 
that will affect households, corporations, 
investors, central banks, and governments 
in profound ways. This technology, by 
allowing secure ownership of purely 
digital objects, is even fostering the 
rise of new digital assets, such as non-
fungible tokens.

At the same time, central banks are 
concerned about the implications for 
both financial and economic stability if 
decentralized payment systems (offshoots 
of Bitcoin) or private stablecoins were to 
displace both cash and traditional payment 
systems managed by regulated financial 
institutions. A payment infrastructure 
that is entirely in the hands of the private 
sector might be efficient and cheap, but 
some parts of it could freeze up in the 
event of a loss of confidence during a 
period of financial turmoil. Without a 
functioning payment system, a modern 
economy would grind to a halt.

In response to such concerns, central 
banks are contemplating issuing digital 
forms of central bank money for retail 
payments—central bank digital curren-
cies (CBDCs). The motives range from 
broadening financial inclusion (giving 
even those without a bank account easy 
access to a free digital payment system) 
to increasing the efficiency and stability 

of payment systems by creating a public 
payment option as a backstop (the role 
now played by cash).

A CBDC has other potential bene-
fits. It would hinder illegal activities such 
as drug deals, money laundering, and ter-
rorism financing that rely on anonymous 
cash transactions. It would bring more 
economic activity out of the shadows and 

into the formal economy, making it hard-
er to evade taxes. Small businesses would 
benefit from lower transaction costs and 
avoid the hassles and risks of handling 
cash.

Risk of Runs
But a CBDC also has disadvantages. 

For one, it poses risks to the banking 

system. Commercial banks are crucial 
to creating and distributing credit that 
keeps economies functioning smoothly. 
What if households moved their money 
out of regular bank accounts into central 
bank digital wallets, perceiving them 
as safer even if they pay no interest? 
If commercial banks were starved of 
deposits, a central bank could find itself 
in the undesirable position of having to 
take over the allocation of credit, deciding 
which sectors and firms deserve loans. In 
addition, a central bank retail payment 
system could even squelch private sector 
innovation aimed at making digital 
payments cheaper and quicker.

Of equal concern is the potential loss 
of privacy. Even with protections in place 
to ensure confidentiality, any central bank 
would want to keep a verifiable record of 
transactions to ensure that its digital cur-
rency is used only for legitimate purposes. 
A CBDC thus poses the risk of eventually 
destroying any vestige of anonymity and 
privacy in commercial transactions. A 
carefully designed CBDC, taking advan-
tage of fast-developing technical innova-
tions, can mitigate many of these risks. 
Still, for all its benefits, the prospect of 
eventually displacing cash with a CBDC 
ought not to be taken lightly.

The new technologies could make 
it harder for a central bank to carry out 
its key functions—namely, to keep unem-
ployment and inflation low by manipulat-
ing interest rates. When a central bank 
such as the Federal Reserve changes its 
key interest rate, it affects interest rates 
on commercial bank deposits and loans 
in a way that is reasonably well under-
stood. But if the proliferation of digital 
lending platforms diminishes the role of 
commercial banks in mediating between 
savers and borrowers, it’s unclear how or 
whether this monetary policy transmis-
sion mechanism will continue to function.

Currency Competition
The basic functions of central-

bank-issued money are on the threshold 
of change. As recently as a century 
ago, private currencies competed with 
each other and with government-
issued currencies, also known as fiat 
money. The emergence of central banks 
decisively shifted the balance in favor of 
fiat currency, which serves as a unit of 
account, medium of exchange, and store 
of value. The advent of various forms 
of digital currencies, and the technology 

A New Era for Money
As bytes replace dollars, 

euros, and renminbi, 
some changes will be 

welcome; others may not
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behind them, has now made it possible 
to separate these functions of money and 
has created direct competition for fiat 
currencies in some dimensions.

Central bank currencies are likely to 
retain their importance as stores of value 
and, for countries that issue them in digital 
form, also as mediums of exchange. 
Still, privately intermediated payment 
systems are likely to gain in importance, 
intensifying competition between various 
forms of private money and central 
bank money in their roles as mediums 
of exchange. If market forces are left to 
themselves, some issuers of money and 
providers of payment technologies could 
become dominant. Some of these changes 
could affect the very nature of money—
how it is created, what forms it takes, and 
what roles it plays in the economy.

International Money Flows
Novel forms of money and new 

channels for moving funds within and 
between economies will reshape interna-
tional capital flows, exchange rates, and 
the structure of the international mon-
etary system. Some of these changes will 
have big benefits; others will pose new 
challenges.

International financial transactions 
will become faster, cheaper, and more 
transparent. These changes will be a boon 
for investors seeking to diversify their 
portfolios, firms looking to raise money 
in global capital markets, and economic 
migrants sending money back to their 
home countries. Faster and cheaper cross-
border payments will also boost trade, 
which will be particularly beneficial for 
emerging market and developing econo-
mies that rely on export revenues for a 
significant portion of their GDP.

Yet the emergence of new conduits 
for cross-border flows will facilitate not 
just international commerce but also illicit 
financial flows, raising new challenges 
for regulators and governments. It will 
also make it harder for governments 
to control the flows of legitimate 
investment capital across borders. This 
poses particular challenges for emerging 
market economies, which have suffered 
periodic economic crises as a result of 
large, sudden outflows of foreign capital. 
These economies will be even more 
vulnerable to the monetary policy actions 
of the world’s major central banks, which 
can trigger those capital outflows.

Neither the advent of CBDCs nor 

the lowering of barriers to international 
financial flows will alone do much to re-
order the international monetary system 
or the balance of power among major 
currencies. The cost of direct transactions 
between pairs of emerging market cur-
rencies is falling, reducing the need for 
“vehicle currencies” such as the dollar 
and the euro. But the major reserve cur-
rencies, especially the dollar, are likely 
to retain their dominance as stores of 
value because that dominance rests not 
just on the issuing country’s economic 
size and financial market depth but also 
on a strong institutional foundation that is 
essential for maintaining investors’ trust. 
Technology cannot substitute for an inde-
pendent central bank and the rule of law.

Similarly, CBDCs will not solve un-
derlying weaknesses in central bank cred-
ibility or other issues, such as a govern-
ment’s undisciplined fiscal policies, that 
affect the value of a national currency. 

If market forces are 
left to themselves, some 

issuers of money and 
providers of payment 

technologies could 
become dominant.   

When a government runs large budget 
deficits, the presumption that the central 
bank might be directed to create more 
money to finance those deficits tends to 
raise inflation and reduce the purchasing 
power of central bank money, whether 
physical or digital. In other words, digital 
central bank money is only as strong and 
credible as the institution that issues it.

Government’s Role
Central banks and governments 

worldwide face important decisions in 
coming years about whether to resist new 
financial technologies, passively accept 
private-sector-led innovations, or em-
brace the potential efficiency gains the 
new technologies offer. The emergence 
of cryptocurrencies and the prospect of 
CBDCs raise important questions about 
the role the government ought to play 

indigent households to gain access to an 
array of financial products and services, 
and of thereby democratizing finance. 
However, technological innovations in 
finance, even those that might allow for 
more efficient financial intermediation, 
could have double-edged implications for 
income and wealth inequality.

The benefits of innovations in 
financial technologies could be captured 
largely by the wealthy, who could use them 
to increase financial returns and diversify 
risks, and existing financial institutions 
could co-opt these changes for their own 
benefit. Moreover, because those who are 
economically marginalized have limited 
digital access and lack financial literacy, 
some of the changes could draw them 
into investment opportunities whose risks 
they do not fully appreciate or have the 
ability to tolerate. Thus, the implications 

in financial markets, whether it is im-
pinging on areas that are preferably left 
to the private sector, and whether it can 
compensate for market failures, particu-
larly the large number of unbanked and 
underbanked households in developing 
economies and even in advanced econo-
mies such as the United States.

As the recent cryptocurrency boom 
and bust have shown, regulation of this 
sector will be essential to maintain the 
integrity of payment systems and finan-
cial markets, ensure adequate investor 
protection, and promote financial stabil-
ity. Still, given the extensive demand for 
more efficient payment services at the 
retail, wholesale, and cross-border levels, 
private-sector-led financial innovations 
could generate significant benefits for 
households and corporations. In this re-
spect, the key challenge for central banks 
and financial regulators lies in balancing 
financial innovation with the need to miti-
gate risks to uninformed investors and to 
overall financial stability. 

New financial technologies hold 
the promise of making it easier even for 

for income and wealth inequality—which 
has risen sharply in many countries and is 
fomenting political and social tensions—
are far from obvious.

Another key change will be greater 
stratification at both the national and 
international levels. Smaller economies 
and those with weak institutions could see 
their central banks and currencies swept 
away, concentrating even more economic 
and financial power in the hands of the 
large economies. Meanwhile, major 
corporations such as Amazon and Meta 
could accrete more power by controlling 
both commerce and finance.

Even in a world with decentralized 
finance built around Bitcoin’s innovative 
blockchain technology (which is likely 
to be its true legacy), governments have 
important roles to play in enforcing 
contractual and property rights, protecting 
investors, and ensuring financial stability. 
After all, it appears that cryptocurrencies 
and innovative financial products, too, 
work better when they are built on the 

Continued on Page 23
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The global energy crisis is fueling 
fierce debate around the world 
over which new energy projects 

should or shouldn’t go ahead.
Conversations about energy and 

investment often fail to take into account 
the considerable lag between investment 
decisions and when projects actually go 
live. At the International Energy Agency 
(IEA), we warned years ago that global 
investment in clean energy and energy 
efficiency was not sufficient to put us on 
a path to reach our climate goals. Without 
a surge in clean energy spending, the 
amounts invested in conventional energy 
projects also risked falling short of 
what would be needed to meet potential 
increases in demand.

Even though the current energy 
crisis was triggered by Russia’s invasion 
of Ukraine, we must still pay close 
attention to these underlying investment 
imbalances as we emerge from the crisis, 
or we risk more volatility ahead. Are 
today’s sky-high fossil fuel prices a signal 
to invest in additional supply or further 
reason to invest in alternatives?

Energy investment decisions are 
being clouded by the fog of war. Russia’s 
invasion has thrown investment plans 
across all energy sectors into turmoil and 
exacerbated strains in global commodity 
markets that were already visible. Energy 
importing countries are now scrambling 
to replace disrupted supplies of fuels, 
and soaring costs have wreaked havoc 
in many economies and forced millions 
of people back into poverty and energy 
insecurity.

Of course, countries need to find 
immediate substitutes for the fuel imports 
that were suddenly cut off. If not, factories 
will close, jobs will be lost, and people 
will struggle to heat or cool their homes. 
But today’s energy crisis—the first truly 
global energy crisis—has given rise to a 
false narrative that now is not the moment 
to invest in clean energy.

This could not be further from the 
truth. We do not have to choose between 
responding to today’s energy crisis and 
tackling the climate crisis. Not only can 
we do both, we must do both because they 
are intimately linked. Massive investment 
in clean energy—including energy 
efficiency, renewables, electrification, 
and a range of clean fuels—is the best 
guarantee of energy security in the 
future and will also drive down harmful 
greenhouse gas emissions.

The global energy crisis 
highlights the need for 

a massive surge in clean 
energy investment

A Call to Cl ean Energy 
A Worrying Divide
Global energy-related CO2 emissions 

rose by a record amount in 2021, and 
investment in clean energy technologies 
is still well below what it will take to 
bring emissions down to net zero by 
mid-century or soon thereafter. The $1.4 
trillion we expect the world to spend on 
energy transitions in 2022 would have 
to rise to well over $4 trillion by 2030 to 
get us on track to limit global warming to 

1.5 degrees while also ensuring sufficient 
energy supply.

At the same time, lower investment 
in recent years has left some oil and gas 
producers unable to quickly ramp up 
production to meet today’s demand, even 
with the incentive of record high prices. 
We risk seeing the worst of both worlds: 
the inability to provide for current energy 
needs and falling woefully short of what is 
needed to meet international climate goals.

Published earlier this year, the 
World Energy Investment 2022 report 
shows some encouraging trends—but 
also plenty of cause for concern.

The good news is that investment 
in clean energy transitions is finally 
picking up. In the five years following 
the 2015 Paris Agreement, clean energy 
investment grew only 2 percent a year. 
However, since 2020, this rate has risen 
to 12 percent a year, led by increased 

spending on solar and wind power, 
including a record year for offshore wind 
power in 2021.

There is strong momentum in other 
new areas like low-emissions hydrogen; 
new battery technologies; and carbon 
capture, utilization, and storage (CCUS), 
even if this impressive growth is coming 
from a small base. For example, in 2021 
plans for about 130 commercial-scale 
carbon capture projects in 20 countries 

were announced, and six CCUS projects 
were approved for final investment. 
Meanwhile, Russia’s war against Ukraine 
has bolstered policy support for low-
emission hydrogen, especially in Europe. 
And investment in battery energy storage 
is hitting new highs and is expected to 
double in 2022.

But this investment is concentrated in 
advanced economies and China, leaving 
many emerging market and developing 
economies, particularly in Africa, unable 
to attract the clean energy investments and 
financing they need, widening an already 
troubling divide. Except in China, clean 
energy spending in emerging market and 
developing economies is stuck at 2015 
levels, which means it hasn’t increased 
since the Paris Agreement was reached. 
Falling clean technology costs mean that 
this money goes further, but the overall 
amount—about $150 billion a year—is 
far short of what is needed to meet rising 
energy demand in developing economies 
in a sustainable way.

In these economies, public funds for 
sustainable energy projects were already 
scarce and have become scarcer still 
since the COVID-19 pandemic. Policy 
frameworks are often weak, the economic 
outlook is uncertain, and borrowing 
costs are rising. After the pandemic hit, 
the number of Africans without access 
to electricity rose, wiping out years of 
progress on that crucial front.

No Shortage of Capital
This is where international financial 

organizations and development institu-
tions have a major role to play. They can 

work with local governments to develop 
policies to improve the investment envi-
ronment, and their financing can help de-
risk private sector involvement.

There is no shortage of capital glob-
ally. The amount of sustainable financing 
available worldwide has surged in recent 
years and is a strong tailwind for solar 
and wind projects in particular. But far 
more needs to go to emerging market and 
developing economies. For example, sus-
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tainable debt issuance in 2021 hit a record 
$1.6 trillion, but more than 80 percent 
was in advanced economies.

Sustainable finance, and the wider 
world of Environmental Social and 
Governance (ESG) investing, would 
greatly benefit from clearer standards, 
definitions, and reporting obligations, 
and there has been progress. For example, 
the EU has introduced risk management 
and reporting requirements for financial 
market participants regarding climate 
risks and sustainability practices. Clearer 
guidelines and opportunities to finance 
credible transition plans in carbon-
intensive sectors would ensure that ESG 
requirements do not prevent financing 
for essential-but-emitting energy sectors. 
Finally, the entire ESG ecosystem must 
engage more with emerging market 
and developing economies and take 
account of their needs and circumstances. 
Institutions such as the IMF have a major 
role to play.

In the IEA’s landmark Roadmap to 
Net Zero Emissions by 2050, we said a 
massive surge in investment in clean 
energy technologies and energy efficiency 
could cut global demand for fossil fuels 
so much that there would be no need for 
investment in new oil and gas fields. At 

the same time, continued spending on 
existing assets—including investments 
to reduce upstream emissions—remains 
essential in this pathway. Moreover, 
Russia’s war against Ukraine has brought 
major disruptions to the global energy 
system. Immediate shortfalls in fossil fuel 
production from Russia obviously must 
be replaced by production elsewhere—
even in a world working toward net-zero 
emissions by 2050.

Balancing these demands requires 
judicious investment, and the IEA is 
helping decision-makers around the 
world with data, analysis, and policy 

advice. The key is to avoid spending on 
infrastructure that would either lock in 
heavy emissions for years to come or 
quickly turn into stranded assets. Suitable 
options include extending production 
from existing fields and making better use 
of natural gas that is currently flared or 
vented. Some new infrastructure may be 
needed, especially liquefied natural gas 
import terminals in Europe, to diversify 
supply away from Russia. But with 
careful investment and planning, these 
terminals could facilitate future imports 
of low-emission hydrogen or ammonia. 
In countries open to it, nuclear power has 
a role to play, especially the promising 
new small modular reactors that are in 
development.

A Historic Turning Point
The current situation offers a crucial 

opportunity for the oil and gas sector to 
show it is serious about the transition to 
clean energy. The run-up in prices is set 
to generate an unprecedented $2 trillion 
windfall for oil and gas producers this 
year, bringing their total income to a 
record $4 trillion in 2022. Yet the oil 
and gas industry is still spending only 
modestly on energy transitions: on 
average, clean energy spending accounts 

for about 5 percent of total oil and gas 
company capital expenditure. That is up 
from 1 percent in 2019, but still far too 
little. Today’s windfall gains are a once-
in-a-generation opportunity for oil- and 
gas-producing countries to diversify 
their economies and prepare for a world 
of lower fossil fuel demand – and for 
major oil and gas companies to seize 
leadership roles in some of the clean 
energy sources that the world will rely 
on for decades to come.

Let’s not forget that energy security 
is not just about increasing the supply of 
power and fuels. It is also about efficient 
use of energy—especially given today’s 
array of technologies that can help. 
The IEA’s 10-Point Plan to Reduce the 
European Union’s Reliance on Russian 
Natural Gas, published in March—one 
week after Russia’s invasion—includes 
steps to replace Russian gas but also calls 
for major push on renovating building 
stock to reduce demand. Better materials 
and insulation, newer technologies, and 
more efficient appliances greatly reduce 
the energy needed to heat, cool, and 
light our homes and workplaces. Smart 

electrical grids will better manage and 
reduce power demand. Consumers can 
take immediate and simple steps such 
as adjusting the thermostat to avoid 
overheating or overcooling, which can 
collectively add up to massive savings.

The current global energy crisis 
presents huge challenges, especially for 
the coming winters. But after the winter 
comes spring—and the right investment 
decisions can transform this crisis into 
a historic turning point toward a cleaner 
and more secure energy future. We are 

already seeing encouraging steps in this 
direction—such as the Inflation Reduction 
Act in the United States; the REPowerEU 
package in the European Union; Japan’s 
Green Transformation plan; and the 
growth of renewables in China, India, and 
beyond. A new global energy economy 
is emerging, and the governments and 
businesses that invest early and wisely 
stand to reap the benefits. 

Fatih Birol, Executive director of 
the International Energy Agency.

Without a surge in 
clean energy spending, 
the amounts invested 

in conventional energy 
projects also risked 

falling short of 
what would be needed 

to meet potential 
increases in demand.
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As a student in Communist Poland, 
Piotr Naimski helped organize help 
for workers who had been fired or 

imprisoned for taking part in strikes and 
protests against the Soviet-backed regime. 
After the fall of Communism, he was 
among the few voices in Europe to warn 
against dependence on Russian natural 
gas. As head of the bureau of state security 
in the early 1990s, he conceived of a plan 
to find alternative sources of energy. That 
plan bore fruit in September 2022 with 
the inauguration of the Baltic Pipe linking 
Poland with Norway’s offshore natural 
gas fields—months after Russia stopped 
deliveries to Poland. Naimski, who holds 
a PhD in natural science, served most 
recently as government plenipotentiary 
for strategic energy infrastructure. He 
spoke with F&D’s Chris Wellisz in late 
August, as Moscow prepared to cut gas 
flows to western Europe in retaliation for 
sanctions punishing Russia for its invasion 
of Ukraine.

F&D: In 1991, when your 
government was elected, you decided 
that the country needed to free itself from 

what could happen in the future. At the time 
that Russians had decided about a certain 
new strategy for central European coun-
tries—which were going out of the Soviet 
sphere of influence—they decided on this 
plan to “replace tanks with pipelines.”

So we started to look for other solu-
tions for diversification of the supplies. 

F&D: After a few false starts and 
changes in government, in 2016 you 
started talks on the construction of the 
Baltic Pipe. How important is that for Po-
land’s energy security, and for Europe’s?

Naimski: The Baltic Pipe will have 
10 billion cubic meters of  capacity per 
year. This is about half of  Polish demand 
and will replace 100 percent of Russian de-
liveries.  Together with an already opera-
tional LNG [liquefied natural gas] terminal 

As we phase out coal, we 
need baseload production 
of energy just to balance 

renewables. Because 
renewables themselves 

are not enough.   

Pipeline 
Diplomacy

dependence on Russian natural gas. How 
did that decision come about?

Naimski: We entered office by the end 
of the year, and suddenly at the beginning 
of January, supplies of [Russian] gas 
started to be lower and lower. At that time, 
gas was already a substantial part of our 
energy supplies. We convened a special 
committee to evaluate which industrial 
installations should be cut off from our 
energy supplies in case of necessity. 

The Russians at that time were very 
disorganized, because in December 1991, 
they had dissolved the Soviet Union. In 
Moscow, they kept telling us, “Don’t 
worry, this is only because of our organi-
zational problems.” And by mid-January 
they resumed supplies.

But this was really a sign for us of 

and recently commissioned interconnec-
tors with Lithuania and Slovakia, Poland 
will be free of Russia’s hostile gas maneu-
vers. This is especially important today, 
when Europe has to confront Russia’s wea-
ponizing of hydrocarbon deliveries. 

F&D: How serious is the energy 
crisis, and how long will it last?

Naimski: The impact of this crisis, 
in my opinion, will be as deep as the im-
pact of the crisis in the ’70s. It will take 
some time to introduce new plans, to 
commission new investments, to diver-
sify not only gas supplies to Europe but 
energy policies in Europe. The crisis will 
be longer than just one winter. This will 
go for the next two, three years.

F&D: How quickly and to what 
extent can Poland free itself from depen-
dence on coal, which generates about 70 
percent of its electricity? 

Naimski: We still have coal as a ne-
cessity for the next 20, 30 years. But as 
we phase out coal, we need baseload pro-
duction of energy just to balance renew-
ables. Because renewables themselves 
are not enough.

We’ll be phasing out coal very 
carefully, still keeping in mind the security 
of energy supply. And also, I really 
believe that technologies connected with 
chemical processing of coal toward liquid 
fuels and toward others—that this will, 
with time, occur probably effectively.  

F&D: Will Europe have to change 
its goal of net-zero carbon emissions by 
2050?

Naimski: The decarbonization 
strategy accepted on the EU level 
probably will be discussed once again. 
This is possible and probably necessary. 
They could introduce some amendments, 
and some commonsense approach should 
be added to this.

F&D:  Is it possible to have a single 
energy strategy encompassing all of 
Europe?

Naimski: Some practical approaches 
are necessary to accept differences in na-

tional strategies. Because the situation is 
different in Poland, and different in Ger-
many, different in France.  It’s not possible 
to have one plan for all European states.

It’s very clearly said, in the European 
treaties, that energy is the responsibility 
of the member states’ governments rather 
than European policies. But the European 
Commission tries to go beyond treaties. 
And this is the area where we will have 
hard discussions.  

F&D: What is the outlook for 
nuclear energy in Poland?

Naimski: We expect to have a first 
operational nuclear unit in Poland by 
2033. In 20 years we would like to have 
six of them. And by the mid-’40s, we will 
have about a quarter of our energy from 
nuclear. Twenty-five percent of baseload 
production would allow us to include 
much more renewable energy in the mix.

F&D: Is there a political consensus 
in Poland in support of nuclear energy?

Naimski: We do have very deep 
political divisions in Poland.  But we 
don’t have a dispute over nuclear energy.  

F&D: Do you see the goals of 
decarbonization and energy security as 
being compatible, or not?

Naimski: It could be that the securi-
ty of supplies will be on a necessary level 
and smoothly follow this decarbonization 
path.  But it’s a question of tactics. We 
shouldn’t phase out coal too fast.

F&D: Most existing gas pipelines 
run east to west. You have talked often 
about the need for north-south pipelines. 
What is the rationale?

Naimski: This is important be-
cause, if we want to really diversify our 
sources and means of transportation for 
central Europe, we have to construct 
transmission lines completely differently 
from what was executed by Russian—or 
Russia-dependent—institutions, govern-
ments, or economies.  

This is why we are commissioning a 
pipeline interconnected between Poland 
and Slovakia. And the Slovaks, they have 
already interconnected with Hungary, and 
they have plans to finally complete a link 
with the Romanian system. And actually, 
this idea of linking Świnoujście [on Po-
land’s Baltic Coast] with Krk Island [on 
the coast of Croatia] was the basis for these 
north-south gas transmission strategies. The 
Baltic Pipe is part of this new possibility.  

This interview has been edited for 
length and clarity.  

Chris Wellisz, Freelance writer and editor.
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