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EXECUTIVE SUMMARY 
 

• Predicting Iran’s revenues for the financial year 2019-
20 (which ends in March 2020) is nearly impossible as 
the full impact of US sanctions is not yet known. What 
is certain, however, is that the state will be met with a 
sizeable budget deficit, ranging from 20% to 45% 
depending on scenarios.  
 

• Iran’s 2019-20 (Persian Year 1398) budget aims to 
protect the population from the worst effects of the 
economic crisis, which will involve postponing long-
term structural reforms and depleting foreign exchange 
reserves. The state’s fear of public protest has pushed 
it to become the world-leading subsidiser of fossil 
fuels, thus wasting $45bn per year.  
 

• The Islamic Revolutionary Guard Corps (IRGC) and 
religious foundations have seen their budgets increase 
in the context of the “Resistance Economy”, much to 
the discontent of Iranians.  
 

• Recent floods will cost as much as $2.5bn, a significant 
burden for the government to bear.  

 

 
Who are we?  
 
Castlereagh Associates is a research and analysis company, providing clients with key 
insights to support their decision-making and enable them to build more competitive and 
resilient businesses on national, regional and global levels.  
 
 

Copyright © 2019 Castlereagh Associates- All Rights Reserved.  
Credits: Copyright © Shutterstock 
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IR A N IA N  P A R L IA M E N T  

 
A BUDGET FOR CHALLENGING 
TIMES:   

A Widening Budget Deficit:  
 
 
 
 
 
 
 
 
 

$61bn 
Planned Revenues 
$72bn  
Planned Spending 
 

Source: Donya-e-Eqtesad, 
March 2019, Page.194 

Masood Nili  

 
 

$50bn 
Planned Revenues 
$72bn  
Planned Spending 
 

Our Worst-Case Scenario  

 
 

$76bn 
Planned Revenues 
$72bn  
Planned Spending 

 
Source: The draft budget 2019-

20, presented by Donya-e-
Eqtesad  
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Iranian parliamentarians always aim for a zero-deficit budget. During the last 
few years they have failed at this task, so much so that 2018-19’s deficit 
was nearly twice higher than expected1. Economists speaking to Donya-e-
Eqtesad estimate that the budget deficit will reach at least 20% in 2019. 
Castlereagh Associates presents three different scenarios for government 
revenues in 2019-20:  
 

• The Government’s Budget*: Drafted in late 2018 the 2019-20 budget 
anticipates $46bn in non-oil revenues and $30bn in oil revenues**. 
This estimate is based on a 21% annual rise in non-oil exports and 
shipments of 1.5m barrels per day (bpd) sold at $54 per barrel***. 
Since US oil waivers are likely to be cut and financial sanctions will 
increase production costs, it is near impossible that Iran will manage 
to increase overall exports and maintain oil exports. Even without 
considering the budget deficit, the draft budget is overly optimistic. 
 

• Economist Masoud Nili’s Assessment: Holding non-oil exports at the 
same level as 2018 (around $37bn) and relying on 1.27m bpd sold at 
$54 per barrel (reaping $25bn), the Iranian government should expect 
around $61bn in revenues and a budget deficit of 20% in 2019-20. 
This assessment was provided to Donya-e-Eqtesad prior to the US’s 
announcement that waivers would be cut, which means it is 
potentially overly optimistic.   
 

*Estimates for revenues and spending have been taken from the 
government’s draft budget 2019-20 as presented by Donya-e-Eqtasad. 
Sources differ on the exact numbers outlined by the  budget depending on 
the exchange rates used. This scenario should be viewed as the most 
optimistic outlook for Iran’s budget, as of late 2018.  
 
**The IRR/USD exchange rate used in this scenario is IRR57,000:$1  
 
***$54/barrel is the price included in the 2019-20 draft budget. With current 
Brent Crude prices hovering around $75/barrel, this could be seen as too 
conservative. However, it is likely to reflect the real price at which Iran sells 
its oil on international markets.  
 
 
 
 

                                                        
1 Financial Tribune, 11/02/2019, “Iran Budget Deficit Grows 17% YOY to Hit $3.8bn” 
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• Castlereagh Associates’ Worst-Case Scenario: This scenario relies 
upon the government’s estimate of $46bn in non-oil revenues and 
lower oil sales. Some energy analysts believe that Iranian oil exports 
could fall to 1980s levels of around 650,000 bpd. At $54 per barrel, 
this would mean Iran would generate less than $13bn in oil revenues. 
At this rate, Iran would be faced with a budget deficit as high as 45% 
if it did not decrease planned spending.  
 
 

 
Studying Iran’s budget is a difficult task, not only because of the exchange 
rate but also because the budgeting process is deliberately obscure and at 
times contradictory. The 2019-20 budget was no different: overly positive 
estimates and likely interference from the Supreme Leader Ayatollah Ali 
Khamenei means it is difficult to take the budget at face value.  
 
In any case, Iran will be faced with a budget deficit of between 20% and 45%, 
which will have to be financed in one way or another. One possible course of 
action is the bond market. The government plans to raise around $7.5bn in 
2019 and put aside $5.2bn (according to the IRR57,000:$1 rate) for 
redeeming previous years’ bonds2. It is likely the government will borrow 
most of this from the central bank, worsening the inflationary pressures on 
the economy. Another way to address the budget deficit involves depleting 
the foreign reserves of the National Development Fund (NDF).  
 
 
 
 
 

 
 
 
 
 

 
 

                                                        
2 Financial Tribune, 04/01/2019, “$2.8bn Proposed for Bond Repayment in Iran’s Next Budget”.  

The National Development Fund: 
 

• Created in 2010 as Iran’s sovereign wealth fund (SWF). By law 
the NDF receives 34% of total oil revenues each year.  
 

• Overall, $91bn has been transferred to the NDF. However, a 
substantial amount has been removed from it as well.  
 

• The NDF differs from traditional SWFs tasked with long-term 
investments. It is used as the Islamic Republic’s piggy bank in 
difficult times and is subject to corruption.  
 

• The Sovereign Wealth Fund Institute has given the NDF an 
overall mark of 1/10. This compares to 10/10 for regional SWFs 
Mubadala Investment Company (Abu Dhabi) and SOFAZ 
(Azerbaijan).  

 
Source: Sovereign Wealth Fund Institute (SWFI) 
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Acknowledging the difficult times ahead, President Hassan Rouhani allegedly 
tried to halt the allocation of oil revenues to the NDF in 2019-20, but 
Ayatollah Khamenei opposed the move. Instead, the Supreme Leader 
ordered that 20% of oil revenues generated in the current fiscal year be 
allocated to the NDF3, in theory freeing up around $7bn for the armed forces, 
and cultural, religious and educational institutions. As these figures come 
from the draft budget, they should not be taken at face value. It is likely that 
the government will have to further deplete the NDF’s reserves. According to 
Radio France Internationale (RFI), in the first quarter of 2019 some €2bn was 
taken from the fund to pay for damages caused by the recent floods.  
 
A third course of action to pay for the deficit involves either cutting spending 
or increasing taxes. As seen later in this report, Iran’s budget is geared 
towards supporting the population in times of sanctions and economic crisis. 
Decreasing spending by, for instance, reducing public sector salaries would 
be  be considered as a last resort. Tax increases would also be difficult to 
implement, although since Rouhani’s presidency the state budget has 
become more reliant on tax extraction than oil revenues over the last 
decade. For instance, the value-added tax (VAT) introduced under President 
Mahmoud Ahmadinejad increased during previous rounds of sanctions.  
 
 

 
Graph 1. Value Added Tax (%)  

Source: Donya-e-Eqtesad 

                                                        
3 EghtesadOnline, 19/12/2018, “Elimination of the 14% allocation to NDF”  
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Graph 2. Share of Oil as Percentage of Budget   

Source: EghtesadOnline 

 
 
In 2018-19 around 45% of revenues came from income, corporate, wealth, 
import and exit taxes – much higher than the 34% brought by oil revenues. 
Yet, in 2018 Kazem Delkhosh, member of Parliament’s economic 
commission, said that the rate of tax evasion in Iran had risen to 40%.4  
 

A Budget for the People: 
 
The 2019-20 budget has one main task: to limit the financial pressure of 
sanctions and the economic crisis on the people. This is why the budget is 
expansionary in scope, with a 12% spending increase in real terms compared 
to the previous year. In fact, government spending will have the most 
immediate impact on the economy and is the most likely solution to 
weathering sanctions and the economic crisis. The most visible policy is the 
earmarking of $14bn for the import of basic commodities, mostly food and 
medicines.  
 
Other policies include allocations of $1bn for scientific research, $7.7bn for 
education, $6.3bn for social security and pensions, and $2.6bn to fight 
regional inequalities, with the majority of funding going to the south-western 
region of Khuzestan, where a sizeable Arab minority lives. Overall, 80% of the 
budget will be spent on easing economic pressures on the population and, 
most importantly, ensuring that 2019 will not see widespread protests.  

                                                        
4 EtemadOnline, 22/01/18, “The Void of 40% Tax Evasion in the 2019-2020 Budget”  
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An Economy Hooked on Subsidies: 
 

 
Graph 3. Fossil Fuel Energy Subsidies per Country (Billion USD)  

Source: International Energy Agency  

 
 
In addition to ensuring abundant oil, gas and other natural resources, the 
Iranian government has made it its duty to keep energy prices as low as 
possible. The country is the world’s largest subsidiser of fossil fuels, 
spending $45bn each year. Fuel at the pump in Iran is some of the cheapest 
in the world after Venezuela. Price hikes and rationing through the fuel card 
are being discussed by the government, but are unlikely to be implemented 
due to fear they will  incur protests. In spite of overall rising prices, energy 
remains a stable commodity, so much so that in June 2018 fuel consumption 
exceeded 92m litres – a record level. 
 

 Ironically, fossil fuel subsidies are not entirely directed towards the neediest 
and often end up propping up the energy consumption of wealthy 
consumers. Iranian economists have for years pushed the government to 
remove subsidies, but have so far been unsuccessful. 
 

IRGC and Religious Foundations: 
 

A key assumption behind US secondary sanctions was that they would 
weaken Iran’s most controversial institutions, such as the IRGC. Contrary to 
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expectations, the IRGC and religious foundations have seen their share in 
government spending increase in the 2019-20 budget. This has been met 
with popular dissent, as most people disagree with money being spent on 
unproductive actors, notably religious institutions.  
 

 

 

 

 
 
 

 
 
 
 

 

Calculating Iran’s military budget is a difficult task. Although far lower than its 
regional peers, Iran’s military spending might be larger than what is usually 
presented for the sole reason that it has different armies with their own 
structures and budgets. While sanctions have forced the government to 
lower overall military spending, the IRGC’s share in spending has greatly 
increased, reflecting the group’s steadily expanding role in managing Iran’s 
defense and development. 
 

 

 

 

 

 

 

 

 

Rising Military Spending from 2019-20 Budget: 
 

• IRGC: $4.3bn (25% increase).  
• Law Enforcement Force (Police): $2.6bn (17% increase).  
• Army: $1.8bn (8% decrease). 
• Ministry of Defense: $615m (50% decrease). 
• Basij Foundation: $230m (12% increase).  
• Khatam-ol-Anbia (armed forces central HQ): $60m (30% 

Increase) 
 
The armed forces have other finance streams on which they can 
rely. Overall, the International Institute for Strategic Studies 
estimates that military spending in Iran is around $20bn per year.  
 

Source: VOA, 22/12/18, “An assessment of the 1398 Budget in 
Iran: From the Supreme Leader’s interference to the rising budget 
of the IRGC”.  

 
 

Religious Foundations Budget 2019-20: 
 

• Seminary Services Centre: $290m (16% increase)   
• Islamic Propagation Centre: $90m (10% increase)  
• Representative of the Supreme Leader in IRGC: $20m (11% 

increase)  
• HQ of Rahyan Noor (Iran-Iraq Commemoration Group): $4m 

(13% increase).  
• Basij Sazandegi (civil works jihad camp): $4m (13% increase).  
 
Source: VOA, 22/12/18, “An assessment of the 1398 Budget in 
Iran: From the Supreme Leader’s interference to the rising budget 
of the IRGC”.  
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The new budget also continues a pattern seen in 2018-19: an increase in 
allocations to religious foundations. In January 2018 protestors 
demonstrated against increased spending on such groups, as well as their 
near-exemption from taxes. For instance, Astan-e-Qods-e-Razavi, the 
foundation looking after Imam Reza’s shrine in Mashhad, which is worth 
billions of dollars, paid just $800,000 in tax in 2018.  
 
 
 
 
 
 
 
 
 
 
 

A Wet Start to the Year: 
 
 
Compounding the effects of worsening economic conditions, Iran was hit by 
abnormal rainfall between March and April 2019. The floods, which affected 
26 out of 31 provinces, killed dozens of people, and are likely to have a 
substantial impact on agricultural output and raise food prices. Not only did 
the floods damage the livelihoods of the poorest, they also placed a spotlight 
upon Iran’s endemic mismanagement crisis: Uncontrolled deforestation and, 
more importantly, unchecked urban growth has occurred in many of Iran’s 
towns and cities, with construction permitted on dry river beds and lowland 
areas without the provision of proper drainage.  
 
 
 
 
 
 
 
 
 
 
 
 

The Cost of Floods: 
 

• 28 out of 31 regions hit. 
• 1m hectares of land flooded. 
• 60% of Mazandaran’s rice production destroyed. 
• Poorer regions of western Iran hit, with people left without 

insurance and little governmental help.  
• $2.5bn of damage (nearly 10% of Iran’s oil revenue)  

 
Source: RFI  

Repairing the damage 
caused by recent 
floods is expected to 
cost 

$2.5bn 
 

Source: RFI 

 
 

" تیریدم نارحب " 
 
“Crisis of Mismanagement” 
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In addition to a failure on the part of the government to plan for such an 
event, it was also accused of exacerbating the damage visited by the floods 
by failing to coordinate agencies and form an adequate response. This 
resulted in a backlash among the population, who were further angered by 
some senior officials’ unwillingness to accept responsibility for their role in 
the crisis. Iran’s Minister of Interior Abdolreza Rahmani Fazli did not resign, 
nor did he dismiss any of the governors in the affected regions. Instead, 
damage control was left to Vice President Eshaq Jahangiri, who asked for 
the resignation of the governor of Golestan Province, one of the areas hit 
hardest by the flooding.  
 
It is likely that the government does not have the funds to pay for the 
damage. International aid has also been weak, partly due to sanctions and 
the government’s unwillingness to receive foreign assistance. Overall, 
rebuilding is expected to cost at least 4% of the budget. With a widening 
fiscal deficit, it is difficult to see how Rouhani will pay this bill. The NDF is 
therefore likely to be further emptied to do so. The IRGC duly used the crisis 
to advance its political agenda and improve its image by being on the ground 
quicker than the government officials. Yet, it too has come under fire for its 
response, with unconfirmed stories shared on Iranian social media claiming 
that it stole equipment brought by foreign NGOs, such as air-conditioned 
tents. Another conspiracy theory widely shared involves the IRGC using 
rainmaking technology to cause flooding and provoke a crisis. 
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Disclaimer:  
 
No part of this publication may be reproduced or transmitted in any form or by any means, 
electronic or mechanical including photocopying, recording or any information storage or 
retrieval system, without the prior written permission of the copyright holder. Please direct 
all enquiries to the Research Department of Castlereagh Associates.  
 
The information contained in this report is for general information purposes only and does 
not serve as a support for financial decisions. Castlereagh Associates assumes no 
responsibility for errors or omissions in the contents of its publications.  
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