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Dear Reader, 
 
We at Castlereagh Associates appreciate how political risk can affect the operations, 

viability and profitability of a business as directly and swiftly as any financial, physical, or 

market risk factors. From our London headquarters, it is my pleasure to place my 

experience in the private sector, media, government and academia at the service of our 

clients. Supported by a team of talented professionals, each with their own unique skillset, 

geographical and topical expertise, we are developing unique risk analysis products, 

based on advanced methodologies, cutting-edge research and a high-level global 

network. Our mission is to meet the needs of investors and companies by providing them 

with the analytical tools that allow them to navigate complex markets, understand 

potential risks and identify opportunities. 
 
I am delighted to present you our first report, part of Castlereagh’s Economic Risk Series, 

where we examine the impact of US sanctions on the Iranian economy since their re-

imposition in August and November 2018. We believe that paying attention to Iran is 

crucial as the country now finds itself at a critical point that could bring significant 

changes to the political fabric of the country. For this report, we have also sought to 

deliver key insights into the future by looking at the intricacies between economic 

sanctions and Iran’s own political-economy. This has helped us create scenarios that 

explore how Iran’s economic situation could develop over time and impact the political 

situation in the country. 
 
Reflecting the importance given to local expertise and quality research at Castlereagh 

Associates, this report has benefitted from key insights gathered from Persian language 

media, Iranian businesspeople, as well as top former US officials. 
 
I invite you to closely follow our company and to get in touch with us for tailor-made 

products. 
 
 

 

 
H.E. Dr. Adel Al-Toraifi  

Chairman and Managing Director ECONOMIC RISK SERIES No.1   |   NOVEMBER 2018 

 

15th November, 2018 
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   EXECUTIVE SUMMARY 
 

Part I of our report is focusing on the international dimensions of 
American sanctions including how they are altering Iran’s oil 
trading and access to international finance.  
 
After the implementation date of the Joint Comprehensive Plan of Action (JCPOA) and the removal of 
secondary sanctions, analysts were advancing the prospect of foreign investments and growth in the 
Islamic Republic, after decades of sanctions and economic stagnation. A report by McKinsey’s Global 
Institute, published in June 2016, suggested a 1 trillion-dollar growth opportunity for Iran’s economy. It 
argued that the Iranian economy could grow at a yearly average of 6.3% and create around 9 million 
jobs until 2035. Fast forward to 2018 and the picture could not be more different. Iranians are not only 
morose, they feel dejected by the economic situation in which their country finds itself. On the 8th of 
May 2018, President Trump pulled the United States from the JCPOA and promised to prevent anyone 
from doing business with Iran by imposing “the most stringent sanctions ever” on the country and 
championing the goal of curbing Iran’s regional activities and ballistic missile programme. These 
sanctions are to be fully enforced by the 5th of November. In this report, Castlereagh Associates looks 
at the impact these sanctions are likely to have on Iran’s economy. 
 
The American Administration’s goal of cutting Iran’s crude oil exports down to zero is highly unlikely to 
be achieved in the medium-run. Rather, countries like China, India and Turkey are likely to continue 
imports while decreasing intakes to a level of 1 million bpd, which was roughly the level achieved during 
the multilateral sanctions. On the other claims that Iran will manage to keep its current levels of exports 
are highly misleading: while it is true that the country has several sanctions-evading strategies at hand, 
the effectiveness of such strategies is questionable, considering a low appetite for risk by Iran’s trade 
partners and better detection systems available to Americans. Lost oil revenues are set to contract 
Iran’s economy until the end of 2019; however such recession is going to be momentary and the 
government’s dependency on such revenues is likely to decrease significantly as happened previously. 
 
The most potent aspect of American sanctions is their impact on Iran’s ability to attract foreign investors 
and make international payments. Although unilateral, US sanctions hold so much clout over large 
companies and financial institutions that Iran is left with only small business deals with the outside world, 
particularly Europe. The legal and commercial solutions advanced by the European Union (EU) are more 
likely to have a political effect rather than an economic one in Iran. Indeed, by crafting a Special Purpose 
Vehicle and updating its Blocking Statute Resolution, the EU’s only tangible result is likely to be a 
guarantee to its Iranian partners that it has sought to do everything to safeguard the JCPOA. Political 
actors with a more centralised foreign policy, like China and Russia, are more likely to continue operating 
in Iran and even pursuing large deals financed through their own parallel financial systems. 
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THE RETURN OF US SECONDARY 
SANCTIONS 

 
In 2018, the US Treasury unilaterally re-imposed its sanctions on Iran, which were previously 
suspended by the JCPOA. Such sanctions apply to any third party dealing with Iran by cutting 
their access to the US market. Here is a breakdown of current US sanctions: 
 
On the 6th of August 2018: 
 
• Sanctions on purchase or acquisition of US dollar banknotes by Iran’s Government. 
 
• Sanctions on Iran’s trade in precious metals including gold and sanctions on imports of 

foodstuffs or carpets made in Iran to the US. 
 
• Sanctions on sale, supply or transfer to or from Iran of graphite, raw or semi-finished 

metals like aluminium and steel, and software for integrating industrial processes. 
 
• Sanctions on significant purchase or sale of IRR, or the maintenance of significant funds or 

accounts denominated in IRR outside Iran. 
 
• Sanctions on purchase, subscription to or facilitation of the issuance of sovereign debt. 
 
• Sanctions on the automotive sector and on the sale of aircrafts and related parts to Iran. 
 
On the 16th of October 2018: 
 
• US Treasury designates as “Specially Designated Global Terrorists” twenty major Iranian 

banks and companies, including Parsian Bank, a leading private sector financial institution 
well-connected to the international financial system. 

 
By the 5th of November 2018: 
 
• Sanctions on Iran’s energy sector, port operators, shipping and shipbuilding industries. 
 
• Sanctions on petroleum-related transactions (petroleum, petroleum products, petrochimical 

products) from the National Iran Oil Company (NIOC), Naftiran Intertrade Company (NICO) 
and National Iranian Tanker Company (NITC). 

 
• Sanctions on transactions by foreign financial institutions with the Central Bank of Iran 

(CBI) and other designated Iranian financial institutions. 
 
• Sanctions on the provision of specialised financial messaging services to the CBI. 
 
• Sanctions on the provision of underwriting services, insurance and re-insurance. 
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I. OIL SANCTIONS & IRAN’S 
ECONOMY 

 
 
 
 

 

Oil sanctions are effective. Iranian oil exports dropped from 2.5 million 

bpd in 2011 to 1.08 million bpd in 2014 because of oil sanctions. For this 

round of sanctions, Standard and Poor’s (S&P) Global Platts projects 

exports of around 1.7 million bpd for Iran by the end of 2018. 
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In theory, the objective of the Trump Administration is clear: all purchases of Iranian 
crude oil must be halted in the medium-term. Departing from traditional US sanctions 
policy, which during Obama’s presidency only requested a partial reduction of oil 
imports from Iran, the current administration seems determined to deal a fatal blow to 
Iran’s economy by discontinuing the entire stream of foreign currency flowing into 
the Islamic Republic’s coffers. 
 
Looking at the previous round of sanctions helps us understand the impact that lower 
oil exports has on Iran’s economy. With the backing of the United Nations and the 
European Union, the 2012 oil sanctions were an unprecedented milestone that led Asian 
refiners, Iran’s biggest clients, to reduce their intake of Iranian oil for fear of losing access 
to the American market and being the target of the US Treasury and Judicial system. 
Arguably, the painful economic impact of such actions led Iran to sit at the negotiating 
table leading up to the JCPOA and the lifting of sanctions by the beginning of 2016, in 
exchange for considerable concessions on the country’s nuclear programme. For four 
years, oil sanctions impacted Iran’s economy in different ways, most deductible from the 
table below. Such deductions help us identify patterns that are likely to occur during the 
current round of sanctions. 

 

 

High oil prices and exports have enabled various governments to cash 

out subsidies cushioning a vast portion of Iran’s population from the 

effect of sanctions or neoliberal reforms, like the 2010 slash on energy 

subsidies by the Ahmadinejad government. Cash handouts have been 

an integral part of the Islamic Republic’s social compact, as they have 

not only given a financial respite to the lower strata of society but also 

provided the middle-class with a small boost to consumption 
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Economic Sanctions and Iran in Perspective 
 

Year 2011 2012* 2013* 2014* 2015* 2016 2017 2018 2019 

          

Share of 50.8 50.5 43 35.4 33.2 25 35 35 N/A 

Oil as % of        Planned  

Budget          
          

Average 94.8 94.05 97.98 93.17 48.72 43.58 50.84 67.22 N/A 

WTI        Approx.  

Crude Oil          

Price          

($/barrel)          
          

Oil 2.56 1.49 1.13 1.08 1.44 2.14 2.45 2.65 N/A 

Exports        Approx.  

(Million          

Barrel/          

Day)          
          

Estimated 88.5 51 40 36.6 25.5 34 45 65 N/A 

Annual Oil        Approx.  

Revenue          

(Billion $)          

          

Iran Forex 92.2 104.4 107.7 108.7 109.7 130.2 134 144 N/A 

Reserves        Approx.  

(in $          

billion)          
          

GDP 3.1 -7.7 -0.3 3.2 -1.6 12.5 3.7 -1.5 -3.6 

Growth in        Forecast Forecast 

%          
           

*Years under Sanctions 
 

Sources: Eghtesadonline, 23 October 2017, “Budget Dependency on Oil” 
(http://www.eghtesadonline.com/n/1Abp); Macrotrends, Crude Oil Prices, 70 Year Historical Chart; 
International Monetary Fund, 8 June 2018, Crude Oil Exports for Iran; World Bank, 27 April 2017, Foreign 
Exchange Reserves; International Monetary Fund, October, 2018, GDP Growth for Iran. 
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LESSONS AND PROJECTIONS 

 
 

Oil sanctions are effective. Iranian oil exports dropped from 2.5 million bpd in 2011 to 1.08 
million bpd in 2014 because of oil sanctions. For this round of sanctions, Standard and Poor’s 
(S&P) Global Platts projects exports of around 1.7 million bpd for Iran by the end of 2018i, 
which is already a far cry from the country’s 2017 average exports amounting to 2.4 million 
bpd. 

 
Falling Iranian oil exports do not affect the price of oil for long; Iran’s barrels are in fact 
fungible and Saudi Arabia’s swing capacity has traditionally covered the losses. However, a 
lifting of sanctions does lower oil prices as seen in 2015, when oil markets were readying 
themselves for Iran’s increased supply. 

 
Oil sanctions create momentary contractions in the economy, usually lasting a period of two 
years before growth makes a comeback. The Iranian economy experienced a contraction of 
7.7% in 2012 and 0.3% in 2013 before regaining momentum. Hit again by sanctions, the 
country ’s economy is due to contract by 1.5% this year and 3.6% in 2019, before growing 
at 1.1% in 2020 according to the International Monetary Fundii. A lifting of sanctions also 
leads to a significant yet momentary economic growth as domestic and foreign capital is 
poured into the energy sector: in 2016 the growth rate approached nearly 13% thanks to 
the energy sector but was of only 3.7% discounting it. In other words, oil sanctions increase 
the volatility typical to an oil-producing economy. 

 
Hitting a country with a dominantly state-owned energy sector, oil sanctions do cut Iran’s 
government revenues. In fact, they not only mean a decreased ability to find clients and 
therefore sources of foreign currency, they also often mean delayed payment or sale at 
concessional prices. For example, a shipment of oil to an Asian country does not necessarily 
mean an export in which Iran gets immediately paid. Alternatively, Iran has applied lower oil 
and insurance prices as well as free shipment and local currency trade to keep clients, 
notably India. Looking at Forex reserves, it is clear that the previous round of sanctions was 
a period in which Iran did not cash in a lot of foreign currency: its reserves only augmented 
from $104 billion to $109 billion from 2012 to 2015. On another note, the lifting of sanctions 
enabled the country to bring that amount to $130 billion in 2016. 

 
Oil sanctions decrease the dependency on oil for the budget, thus diversifying the 
government’s revenue streams and making it more resilient. During the last round of 
sanctions, the share of oil revenue in the budget was halved from 50% to 25%. The lifting 
of sanctions allowed the government to rely more on oil to around 35% but this share is 
likely to decrease and lead to a more diversified budget in the next years. 
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The Iranian economy experienced a contraction of 7.7% in 2012 
and 0.3% in 2013 before regaining momentum. Hit again by 

sanctions, the economy is due to contract by 1.5% this year and 
3.6% in 2019, before growing at 1.1% in 2020 according to the 

International Monetary Fund. 
 

Now that the historical impact of oil sanctions on Iran’s economy has been demonstrated, it is 
important to look at the extent to which oil matters for the country, and therefore how lower oil 
proceeds affect the population. According to the World Bank, oil rents accounted for 13.5% GDP 
in 2016, making Iran a fairly diversified economy compared to its oil-producing neighbours, such 
as Kuwait or Iraq where this share is above 40% GDP. Yet, this is not to discount the critical role 
played by oil proceeds in the broader political-economy of Iran. Crude oil sales generate at least 
60% of Iran’s hard currency revenues and have historically accounted for around 40% of the 
government’s revenues. 
 
As aforementioned, oil exports are a prerequisite for Iranian economic growth, as the private 
sector benefits from heightened government spending in times of an oil boom and suffers from 
lower activity in times of an oil bust. Interviewed by an institutional partner of Castlereagh 
Associates in July 2018, a prominent Iranian businessman confirmed the intricate relation 
between oil and growth in Iran: 
 

“If you sell eyeglasses or if have a hamburger shop, you 
need oil prices to be high because when revenues come in, 

the government becomes the biggest purchaser in the 
private sector, and it filters all the way down to the eyeglass 
seller and the hamburger shop owner. When the government 

cuts back on purchases, everyone begins to feel it.” 
 
Being the main export sector, the energy industry is the source of more than half of Iran’s 
foreign currency, which gives the government considerable leverage on exchange rates as we 
will later see in this report, but also a considerable role in subsidising target industries and 
importers of necessary goods. Faced with higher foreign exchange costs, some importers and 
industrialists are helped by the government through the allocation of cheap foreign exchange, 
which allows them to continue their business and provide key goods at a theoretically lowered 
price to the population. 



  
 11 

 
Even more important than the boost given to the private sector, is the role that oil proceeds 
play in sustaining Iran’s social security system. High oil prices and exports have enabled various 
governments to cash out subsidies cushioning a vast portion of Iran’s population from the effect 
of sanctions or neoliberal reforms, like the 2010 slash on energy subsidies by the Ahmadinejad 
government. Cash handouts have been an integral part of the Islamic Republic’s social compact, 
as they have not only given a financial respite to the lower strata of society but also provided 
the middle-class with a small boost to consumption. 
 
Following an austerity agenda, Rouhani’s administration had until now continued to slash 
government handouts in a bid to reform state finances: in late 2017, it was announced that 
around 30 million people would not be covered anymore by government subsidiesiii. Yet, now 
that Iran faces a full-fledged economic crisis, the President has no other choice but to rely again 
on cash handouts to offer a meagre aid to the neediest members of a restive population. But 
with rising inflation and potentially lower oil revenues, it is likely that the cushioning effect of 
such handouts will be negligible. 
 
The government is now working on a subsidy scheme that would provide additional relief to 11 
million people, constituting the lowest strata of the society and already benefitting from state-
run charities like Imam Khomeini Relief Committee and Behzisti. People covered under the 
scheme should receive a monthly maximum of 400,000 IRR ($2.89) for one person up to 
1,450,000 IRR ($10.5) for families of more than five membersiv. In other words, the current round 
of sanctions are likely to make Rouhani’s austerity measures untenable as more people are 
going to need government support to put food on the table. This means that the President’s 
structural reforms are even more likely to be slowed and that he will see no other choice than 
to direct potentially lower oil revenues to the subsidising of a growing share of the population. 

 

IRAN’S OIL EXPORTS IN RECENT MONTHS: 
 
 
The American administration’s goal of halting all purchases of Iranian crude with the full 
implementation of US secondary sanctions on the 5th of November seems to be improbable, 
at least for the medium term. Whilst the worst-case scenario holds that Iran’s crude oil exports 
will eventually drop to a meagre 700,000 bpdv, most oil analysts interviewed by Castlereagh 
Associates have said that this figure should hover around 1 million bpd, roughly the same 
number as in 2014, when the country exported 1.08 million bpd. Yet, the visible drop in exports 
has been particularly worrying for Iranian officials who have sought to disprove catastrophic 
outlooks on the future. For example, Iran’s Vice President Eshaq Jahangiri, recently 
acknowledged that Iran’s exports dropped by a few hundred thousand barrels from an official 
2018 average of 2.5 million bpd, but he guaranteed that higher oil prices would keep Iran’s oil 
revenues steady even if exports dropped to 1 million bpdvi. 
 
Iran’s Oil Ministry also issued reassuring statements concerning the level of Iran’s oil revenues: 
on the 23rd of October, Minister Bijan Zangeneh announced that oil revenues were 25% higher 
than expected for the first half of the Iranian year, which started in March 2018vii. Both 
Zangeneh and Jahangiri have been toeing the government’s line by minimising the impact of 
sanctions on oil revenues, refuting Saudi Arabia’s claims it could cover Iran’s losses on the 
market and even warning of oil prices reaching $100 per barrel should American pressure on 
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Iran’s clients increase. Both believe that there is a likelihood that higher oil prices could offset 
the negative effect of decreased volumes of exported oil and ultimately shield the government’s 
oil revenues from the effect of American sanctions. 
 
Minister Bijan Zangeneh announced that oil revenues were 25% higher 

than expected for the first half of the Iranian year. 
 
Monitoring the market over the past few months, it is difficult to share the optimism of Iranian 
officials, although it is true that much uncertainty still surrounds the exact number of recent 
Iranian exports and the future of oil prices. Indeed, there have been conflicting news regarding 
Iran’s oil exports over the last few months. Whilst it is clear that the looming sanctions have 
lately tipped exports downward, the extent and durability of the decrease are still open 
questions. Attracting much attention have been tanker tracking reports published by 
TankerTrackers.com, which uses satellite images to locate the increasing amount of Iranian 
tankers that disconnect their automatic identification system (AIS). This method could have 
potentially been used to blur knowledge of Iran’s export destinations, therefore shielding clients 
from American pressure and raising oil prices for a short while, as claims of a dramatic drop in 
Iranian oil exports panicked traders in early October, sending Brent Crude prices to a four-year 
high of $86.29 barrel/day. 
 
Whilst Iranian officials infer that such a trend can only continue in light of lower Iranian supplies 
to the market, officials from the United States and Saudi Arabia have said that the effects of 
sanctions were already fully reflected in the oil price. Both short-term and longer-term outlooks 
in the oil market seem to prove the latter right. The Brent Crude has lost around 20% of its value 
in the month of October as a result of the repeated reassurances of higher supplies by Saudi 
Energy Minister Khalid Al-Falih. Even more significant have been reports of a coming global 
economic downturn which would turn current oil production increases into an oversupply, thus 
pushing prices further down. Therefore, fears surrounding the unusually low level of spare oil 
production capacity are likely to be unsubstantiated as a future oil glut is an undeniable 
possibility. Although Iran allegedly does not need an excessively high oil price to breakeven its 
budget ($57 for FY 18-19), these current developments leave Iranian officials with less leeway 
to offset the impact of American sanctions. The non-OPEC-OPEC meeting on the 4th of 
December in Vienna could provide oil analysts with better prognosis for the future of the oil 
market and its impact on the effectiveness of US sanctions. 
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Latest Oil Exports in Numbers:  
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Comparing data from S&P Global Platts and Tankertrackers, it is clear that Iran is increasingly 
relying on “ghost tankers”. For the month of September, Tankertrackers found an additional 
300,000 bpd of Iranian exports compared to Global Platts, and its early October tracking found 
a staggering 23 departures from Iran, a large portion headed to China. Yet, the latest October 
numbers from the tracking website show a net drop in overall exports with only 1.6 million bpd 
shipped abroad, this in spite of the massive Chinese orders. Also, it remains to be seen whether 
these shipments can actually be counted as “exports” for which Iran is getting paid in exact 
time. Moreover, it must be stressed that the large early orders made in October, principally by 
China, have been made ahead of a significant cut in imports from Iran after the 5th of November 
deadline. 

 
HOW ARE IRAN’S TRADE PARTNERS REACTING: 

 
In spite of voicing their discontent at the unilateral nature of American sanctions, virtually all of 
Iran’s oil clients have cut down on their imports of crude. Traditional American allies in Asia like 
South Korea and Japan have even gone further by suspending all their crude imports from Iran. 
The central issue for importers of Iranian oil has been the question of waivers issued by the US. 
Such waivers would permit them to continue importing oil from Iran, even after sanctions have 
taken effect, thus giving customers more time to find alternative sources of crude. 
 
Emerging from months of confusion and uncertainty over this issue, recent reports claim that 
eight countries will receive waivers from the American Administrationviii. Even John Bolton, the 
American National Security Advisor who kept a harsh and intransigeant approach until now, 
said that despite wanting to achieve maximum pressure, the US does not want to “harm friends 
and allies either”ix. The list of beneficiaries mostly includes countries deemed allies by the US 
as well as countries that have already cut down imports by more than 20%, as expected by 
Treasury Secretary Steve Mnuchinx. Although the new waivers show some flexibility on 
Washington’s side, it is highly unlikely that they would be extended after their initial 180-days, 
during which beneficiaries are expected to find alternatives and likely to be approached by 
America’s Gulf allies. Some beneficiaries of waivers like Greece have already made known their 
decision not to use their waiver rights, possibly because they do not see the point of using a 
doomed source of energy like Iran. 
 
According to John Bolton, the US is actively coordinating the energy effects of its sanctions 
policy with major oil producers like Saudi Arabia and the United Arab Emirates, as a way to 
ensure Iran’s share in the market is easily replacedxi. In mid-October, Khalid Al-Falih visited India 
where he stated his country’s desire to invest in downstream and noted Saudi Aramco and Abu 
Dhabi’s National Oil Company’s signing up for a 50% stake in a refinery and petrochemical 
complex in Maharashtraxii. Saudi Aramco has also shown interest in taking a stake in a refinery-
petrochemical project in China’s Zhejiang provincexiii. These might be long-term projects, but 
they demonstrate a strong involvement from Gulf countries in covering Iran’s lost market 
shares. 
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On the 24th of October, anonymous sources from Chinese oil 
giants CNPC and Sinopec told Reuters that they did not make any 
Iranian oil bookings for November, citing fears of US sanctions as 
the main reason for their reluctance to continue oil imports from 
Iranxiv. This came as a surprise considering that China has been 
Iran’s biggest client, importing an average of 655,000 bpd for the 

first months of 2018. Now that China has been granted a 360,000bpd waiver, we can see that 
the country has decided to adopt a cautionary approach, avoiding confrontation with the US. 
By applying a wait and see strategy, Beijing ensures that its refineries won’t be victim to a 
heavy-handed American example case meant to scare potential importers. In October, the 
country is said to have collected a whopping 22 million barrels (700,000 bpd) from Iran as a way 
prepare for this waiting game. Such caution is bad news from Iran as it looks like China won’t 
overly play its hand on Iran at a time of dangerous trade tensions with the US. It remains to be 
seen whether the country will “illegally” import Iranian oil through military state firms and “ghost 
tankers” during this waiver period. The amount allowed by America is in fact way too low for the 
country’s needs, and it already sounds like a small punishment against Beijing which might 
ultimately see that caution does not bring much benefit from Washington. Taiwan, an 
occasional importer of Iranian crude, was also given a waiver, which might further infuriate 
Beijing.  
 

India is Iran’s second client for oil and has increased its imports of 
Iranian crude compared to 2017 according to Dharmendra 
Pradhan, India’s Oil Minister. This increase is due to Iran offering 
free shipment and extended credit lines to India following the 
dispute surrounding the Farzad B gas field. In addition to strategic 
reasons to import oil from Iran -the country is a possible partner 

in plans to counter China’s Belt and Road Initiatives- India can simply not restrict its supplies as 
the world’s fastest growing energy market. A weak Rupee, refineries predestined for Iranian 
light crude and rising oil prices at the pump are likely to force New Delhi to continue importing 
around 300,000 bpd from Iran until March 2019, a need acknowledged by the latest US waiver 
for the country. In fact, the US seem to acknowledge the energy and logistics needs of India, 
as they have provided the country with a waiver for both crude imports and the India-financed 
Chabahar port in Southeastern Iran, which is now exempt from sanctions on its development, 
railway constructions and petroleum shipmentsxv. By allowing India to continue its investments 
in the Iranian port, Washington also recognises the central role that Iran plays in Afghanistan’s 
connectivity and eventual stability. Indeed, the port is a major highway to ship goods to the 
inland country, which is also alleged to have a short-term US waiver for imports of diesel and 
kerosene from Iran. 
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South Korea was Iran’s third client for oil as it imported an average 
of 300,000 bpd for the first months of the year. From July to 
October, the country suspended its imports but it recently was 
awarded a US waiver for 130,000 bpd imports from Iran, 
something counter-intuitive considering that the stated aim of 
waivers is to buy beneficiaries time to end imports from Iran 

without too much harm, which South Korea seemed to have already achieved. This again shows 
that until April 2019, the Trump Administration seeks to have a check on oil prices and keep 
allies content. Nonetheless, trade with Iran is meant to be reestablished, denominated in Korean 
Won and processed through the Industrial Bank of Korea and Woori Bank accounts. 
 
 

Turkey is Iran’s fourth client for oil and has imported an average 
of 187,196 bpd in the first months of 2018. President Erdogan has 
been vocal against the re-imposition of sanctions and has vowed 
to continue importing energy from Iran. A former Foreign Minister, 
Yasar Yakis, also stressed the dependency of Turkey on Iran, 
from which the country imports around half of its oilxvi. Recently, 

the country was given a waiver allowing to import around 70,000 bpd, which is nearly 1/4 of 
what it used to import from Iran, something that Energy Minister Fatih Donmez has decried by 
criticising the indirect impact of US sanctions on the Turkish peoplexvii. With unmet supplies to 
its domestic demand, Turkey is likely to “illegally” import oil from Iran, especially considering that 
it took part in an elaborate sanction evasion programme in Iran’s favour during the last round of 
sanctions. 
 

With 165, 485 bpd of Iranian oil imported from March 2017 to 
March 2018, Japan was Iran’s sixth client for oil. Yet, it has 
consistently decreased its imports of oil from Iran and has halted 
such purchases in Octoberxviii. Japan was lately given a waiver and 
its Minister of Energy announced individual companies were 
readying themselves to resume imports from Iran 
 
 
Members of the European Union like Italy, Spain, Croatia and 
Greece constitute the main remainder of Iran’s oil clients. The EU’s 
High Representative Federica Mogherini has been a vocal 
opponent of the re-imposition of sanctions and has vowed to 
safeguard the JCPOA by ensuring Iran’s minimal access to 
energy trade and finance. However European energy companies 
have been quick to desert Iran: Total for instance cancelled an 

investment plan worth $4.8 billion in the South Pars Gas Field. It seems that Brussels and 
Member States of the EU do not share the same resolve to continue oil imports from Iran: 
France, which until recently was Iran’s second European client, has already halted imports, and 
refiners across the continent have continued to cut down on orders. The latest US waivers are 
likely to increase this discrepancy as they seek to create discord between EU countries: only 
Italy and Greece, two rather Eurosceptic countries, were allowed to continue imports of Iranian 
crude until beginning of next year. Although it is clear the E3 is less dependent on oil imports 
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from Iran, the non-issuance of waivers is a sort of punishment for the group for continuing to 
support the JCPOA. Spain has also voiced its discontent for not being given a waiver.  
 
 
 

In spite of their harsh rhetoric against Iran, the UAE have 
continued to prioritise their energy needs and to import Iranian 
condensates for domestic consumption, especially for Dubai. On 
average, the Emirates import 150,000 bpd from Iran. Yet, the UAE 
have not been given a US waiver, which considering their strategic 

alliance with Washington, would mean that the federation is altogether suspending imports and 
starting to strictly police Iranian cargoes transiting through its ports. 

 
Iraq is obviously not a major client of Iran’s oil. Yet it is a crucial 
partner worth $12 billion in annual trade, including imports of $7 
billion in Iranian gas and electricity. It is said that the country has 
received a rare 45-days waiver for 1,300 MW of electricity and 
plenty of gas imports from Iran, which it hopes to extend. Also in 
this case, Iran’s proceeds are placed in local escrow accounts, only 

to be used for humanitarian and civilians purchasesxix. The country has everything to gain from 
a waiver during this sensible period of political consideration and energy shortages. It is however 
engaged in talks with foreign companies to develop energy alternatives to Iran and find a 
solution to its crippling gas flaring problem, which is reflective of the country’s energy waste 
and mismanagement.   
 

WHAT ARE THE SANCTIONS EVASION TOOLS AVAILABLE TO 
IRAN: 

 
In the past, Iran has devised multiple strategies to continue exporting its oil despite international 
sanctions. Such strategies are likely to be used again and further elaborated. 
 
•Attractive Concessions on Oil Shipments: To keep clients, Iran has developed a set of unique 

and lucrative offers. Since international insurance companies and international shipping firms 
like MAERSK have refused to continue their operations with Iran, the country has taken on 
the risk of shipping its own oil across the globe. In addition to removing exorbitant shipping 
and insurance fees for clients, Iran has also bargained its oil and offered prices on average $4 
cheaper per barrel. 

 
•Sales under the radar: To protect clients from the sanctions’ clout, Iran has developed a few 

strategies to sell its oil under the radar. On the 28th of October, the country effectuated its 
first oil sale to private buyers through its energy exchange, thus keeping their identity 
secretxx. Additionally, Iran has the potential to rely entirely on a fleet of “ghost tankers”. 
Analysts from Tankertrackers believe that the majority of the country’s tankers now operate 
with offline AIS and effectuate back and forth movements between ports to confuse 
monitoring of their final destination. 

 
•Storage of Oil on Overseas Containers: Instead of directly selling its oil to clients, Iran has also 

decided to store some of its oil on overseas containers, located close enough to potential 
clients. The increased oil shipments leaving Iran and tracked by tankertrackers.com point at 
a greater reliance on this strategy ahead of the November sanctions. Clients such as China 
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might have halted their imports for the coming month, but this is only part of a waiting game 
to see how determined the Trump administration is in applying its sanctions. As soon as 
doubts surrounding this determination emerge, Iran is likely to sell the oil it has carefully 
stored over the last months. 

 

•Alternative Export Networks and Payment Systems: This time, Iran is not short of political 
allies. In addition to traditional backers like China, Russia and Turkey, the country has also 
received guarantees by the European Union that trade in oil will continue. Each of these 
actors have talked about setting parallel payment systems to facilitate trade. In reality, the 
mechanism behind such systems can be globalized as bartering. By setting new bilateral 
financial institutions, Iran and its trade partners can continue business by transacting in local 
currency and exchanging goods to avoid using the USD.  Such mechanisms existed during the 
multilateral sanctions and they seem to be already in use. For instance, Iran has already 
reinstated its old trade pattern with India: its oil is shipped to India, which deposits 45% of the 
sum owed in a national account at UCO Bank denominated in Rupees, from which Iran pays 
for Indian goods like rice or spices. The rest of the sum owed to Iran is allegedly deposited in 
an account denominated in Euros, which will become accessible to Iran once sanctions are 
lifted. Another example is that of Turkey, which imported oil from Iran in exchange for gold 
that was sent by trucks to the border. Gradually, such mechanisms will end the use of the 
USD for Iran-related transactions and increase transaction flows denominated in Lira, Rubles 
and Yuan. 
 
•Procurement networks through front companies: Iran needs foreign technology to continue 

operating its oil and gas fields. With no more investments coming, apart from Russian and 
Chinese energy firms like Zarubezhneft and CNPC, the country is likely to rely on a set of 
front companies present in various countries such as China, Iraq, Georgia , Liechtenstein and 
even Germany. Registered as local firms, such companies are less vulnerable to American 
sanctions and can become a channel through which Iran can continue importing vital 
technology for its energy sector. Afghanistan and especially Iraq are now prime locations for 
such front companies, which are often opened by non-Iranians like Syrians, Lebanese, Iraqis 
or Afghans. 

 
• Smuggling: An important way for Iranians to get their hand on goods difficult of access has 

been smuggling. During the last round of sanctions, the share of smuggling in imports rose 
from 25% to 60%. Our fourth section looks at the role of the IRGC in controlling this activity, 
but the corps is not the only actor, especially on the Iraq-Iran border. Indeed, the countries’ 
Kurdish region are rather porous and see a significant daily flow of goods transported on the 
back of donkeys and people, called “Koolbar”, whose job is to illegally transport goods like 
electronics on their own back. Often low-income and coming from the Kurdish minority, the 
“Koolbar” have been harshly dealt with by the Iranian state which described their activity as 
criminal. But now that sanctions and hardships are back, the government has issued as much 
as 68,000 licenses for such activity and regional governors like the one in West Azerbaijan 
have refused to define the “Koolbar” as smugglersxxi. 

 

• Other Methods: Our list of sanctions-busting methods is certainly not exhaustive, but there 
are a few more tools that Iran can use to tone down the sanctions’ impact on its economy 
and targeted individuals. First, those likely to be on the Treasury’s “Specially Designated List” 
are likely to use passport-for-cash schemes in order to pass under the US’ radar. It has been 
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reported that the number of Iranian executives using this scheme has significantly increased 
in the last months, but as sanctions start to be enforced, countriesoffering such schemes 
are likely to withdraw the passports sold to Iranians: Saint Lucia already did so in August 
2018. There is however a better but more fraudulent way for Iran to evade OFAC’s scrutiny, 
which is to operate through banks willing to blur the transfers’ wire, so that no mention of 
Iran or Iranian nationals is made. Yet, this is exactly the type of fraud that landed BNP Paribas 
a crippling fine in 2015, and no bank outside countries neighbouring Iran would fraud in this 
way. It should also only be a matter of time before such countries fall under US scrutiny. 
Finally, the prospect of using cryptocurrencies have also been raised, the Central Bank of 
Iran has Globalized crypto-mining but in reality no country has ever effectively used virtual 
coins, as the case of Venezuela shows. 

 

SANCTIONS-EVASION AGAINST SANCTIONS REINFORCING: 
WHY IRAN’S POSITION IS GETTING MORE DIFFICULT TO 

HOLD? 
 
While it is true that Iran has grown more effective in evading sanctions over the years, it is 
also true that those enforcing them have become more elaborate and effective. In fact, 
Castlereagh Associates sees three main reasons not to overstate the power of Iran’s 
sanctions-evading strategies. 
 
•Companies are risk adverse in relation to frontier markets like Iran: Government have indeed 

shown interest in helping Iran counter American sanctions. However, governments’ 
statements do not represent companies’ actions. Companies often have their own corporate 
foreign policy, and in the case of sanctions, they often adopt an extremely careful approach, 
stressing compliance with US regulations. Simply put, Iran does not represent a good enough 
opportunity to undergo the high risks associated with doing business there. Even during the 
lifting of sanctions, firms and financial institutions preferred to over-comply with American 
laws instead of doing business in Iran, possibly because sanctions have had a long-lasting 
impact on their risk assessment of the country. 

 
• Even countries are turning risk adverse: International financial regulation is taken more and 

more seriously and it is likely that states start having second thoughts before braving 
regulations that have an international application. China is a good case in point. It is a strong 
country with a strictly independent foreign policy. Yet, it is also a country whose stakes in 
the Globalized financial system have increased and make the idea of braving sanctions for 
the sake of a single market less attractive. Recently, Bank of Kunlun, which acted as the main 
conduit for transactions with Iran, decided to halt its clearance for the country, thus showing 
that even the Chinese prefer to take a risk adverse position toward Iranxxii. The country has 
also reportedly communicated its will to use the European SPVxxiii, which could be interpreted 
in two ways: either the international response to the US will be strong and united, or China is 
reluctant to craft an SPV of its own for fear of being sanctioned by the US, thus preferring 
to free ride on Europe’s solutions. 
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•Detection systems are getting better: Iran might be using tactics to sell its oil under the radar 
and keep transactions secret. Yet, with the now available technology and information, it is 
easier to trace monetary flows and shipment lines back to its sender and destination. It is 
therefore likely that detecting sanctions-evading schemes will become an easier task, and 
that more companies will be caught by sanctions enforcers. This is bad news for Iran’s 
procurement networks and off-the-radar shipment lines, as local authorities friendly to the 
US are more likely to get information in time and to police such activities. 

 
•Sanctions evolve too: Sanctions involve an elaborate cat-and-mouse game. While Iran and 

its trade partners enhance their sanctions-evasion measures, it is highly unlikely that the 
American administration will sit idle. Considering President Trump’s sometime conflictual 
attitude toward traditional allies, it is likely that the US will seek to adapt its sanctions to the 
new special payment vehicles devised by close allies like the EU. The cost of devising 
parallel institutions for continuing commerce with Iran might well prove to be too high if the 
US keeps dismantling them. Additionally, the recent sanctions have taken into account 
previous sanctions-evasion mechanisms: for instance, trade in gold or in IRR with Iran is 
now sanctionable.  
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II. IRAN AND THE INTERNATIONAL 
FINANCIAL SYSTEM: 

 
 

Although this time, sanctions are unilateral, the sheer size of the 
American economy and the global significance of its financial system 

give the current round of sanctions the potential to be as hurtful as the 
previous round.
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Despite the emphasis on petroleum-related sanctions in the press, the most hard-hitting 
sanctions possible concern the international financial system as they significantly hinder Iran’s 
ability to receive revenues from trade and attract foreign investors. The European Union has 
stood out as a political actor willing to come up with countermeasures to keep Iran’s economy 
connected to the international financial system. Yet, the impact of such countermeasures are 
likely to be negligible for Iran, since they only enable small deals. 

 
WHAT ARE THE TOOLS IN AMERICA’S HANDS? 

 
Since Trump’s announcement in May that secondary sanctions would target any company 
doing business with Iran, the country has experienced an exodus of hundreds of mainly 
European companies; most citing their fear of fines from the US Justice Department and their 
inability to conduct transactions as the prime reasons for leaving the Iranian market. Although 
this time, sanctions are unilateral, the sheer size of the American economy and the global 
significance of its financial system give the current round of sanctions the potential to be as 
hurtful as the previous round. The US dollar accounts for more than half of international 
payments and around 65% of major Central Banks’ reserves are held in that currency. In other 
words, large corporations and financial institutions that have evident ties to US markets are 
vulnerable to secondary sanctions, however adamant their home government might be in 
wanting them to do business with Iran. 
 
Yet, there are claims that this time it is the US that are isolated and Iran that is surrounded by 
trade partners eager to maintain a financial link to this attractive market. This image is only half 
correct: while it is true that international actors like the European Union have shown a surprising 
political will to keep Iran connected to the international financial system, the effects of such 
political will are likely to remain meagre for the Iranian economy. A current point of contention 
between the US and the EU is the Society for Worldwide Interbank Financial 
Telecommunication (SWIFT). During the last round of sanctions, both the EU and the US agreed 
to force the Brussel-based international service provider to expel its 30 Iranian members, 
including the Central Bank of Iran. These members were reconnected to the system in 2016 
when sanctions were lifted, but it now seems that the US would want them removed again, this 
time against the EU’s will. 
 
The US could very well unilaterally sanction SWIFT for enabling “illicit” transactions with Iran. 
Indeed, SWIFT has two American board members, from J.P.Morgan and Citibank, on whom the 
US could apply its jurisdiction. Yet, the mere threat of US sanctions has already pushed SWIFT 
to “regrettably” disconnect targeted Iranian banks from its messaging services as the 
cooperative’s chief executive announced in early Novemberxxiv. It also seems that the American 
administration is finding alternative ways to close off Iran from international finance, without 
directly targeting its European allies, at least for now. On the 16th of October, the Treasury 
published a list of nearly twenty Iranian entities, including major high-street banks that are now 
“Specially Designated Global Terrorists”. One such designated entity is Parsian Bank, one of 
Iran’s leading private financial institution and a prime financial channel for the country’s access 
to humanitarian trade, including food and medicines. 
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Theoretically, such designations make it nearly impossible for foreign banks and companies to 
work with Iran, as they could be targeted by secondary sanctions, should they work with 
entities like Parsian Bank. This decision from the Treasury also brings a new precedent to US 
sanctions law, as it seems that the US will even go after Iranian entities having superficial links 
to groups representing a real threat to the US: for example, Parsian Bank is under sanctions 
despite having 7 different layers of relations before being linked to the Bassij. On the 5th of 
November, the Treasury unveiled its list of 700 designated entities or individuals, 300 of which 
were new additions. The revised SDN list of OFAC seems to now include many of the banks 
which were already under primary sanctions because of Obama’s Executive Order 13599. This 
means that now, American sanctions do not only target Americans dealing with such banks but 
potentially non-US nationals doing so. In addition to public-sector banks such as Bank Sepah, 
the Central Bank and Bank Melli, the SDN list now seems to include most of Iran’s major private-
banks like Middle East Bank, Bank Saman and Ayandeh Bank. Moreover, some minor banks 
established abroad like the Hamburg-based European-Iranian Bank, the Caracas-based Banco 
Internacional de Desarollo and Minsk-based Bank Torgovoy Kapital have been put under 
secondary sanctions. 

 

WHAT ARE THE EU’S COUNTERMEASURES? 
 
The EU is said to have developed a few solutions to counter the effect of American sanctions 
on its companies. The solutions are bold on paper and hailed by Iranian officials, yet their effects 
are likely to be negligible. Here are two examples of such solutions: 
 
• A Revised Blocking Statute (Regulation No 2271/96): Following the first batch of sanctions 

in August, the EU updated its Blocking Statute Resolution, to protect its companies against 
the effects of an extra-territorial application of legislationxxv. In theory, European companies 
could recover damages arising from US extraterritorial sanctions from the persons causing 
them. That means that if an American company brings a European company to the American 
justice for doing business with Iran, that European company could potentially bring that same 
American company to the EU justice system to get compensation. Considering the already 
high risks of protectionism, it is highly unlikely that the EU would pursue such judicial actions. 
Alternatively, any European company complying with US sanctions could be liable to fines by 
the EU. Yet, it is specifically written that such fines would not apply should non-compliance 
with US sanctions greatly impact the interests of the company. In other words, the Blocking 
Statute seems to be only a political statement with a legal facade. 

 
•A Special Purpose Vehicle (SPV): To be symbolically introduced by early November, this 

bartering system used as an alternative to SWIFT and other international payment systems 
is unlikely to be operational before the beginning of 2019. Instead of being paid for its exports, 
Iran would receive goods such as medicine and technology through the SPV. Theoretically, 
this would shield EU-Iran trade from the clout of US sanctions and even be extended to non-
EU countries wishing to do business with Iran. However, EU Member States do not seem to 
share the same determination shown by EU officials, as they are fearful that they could 
become a direct target of US sanctions for enabling “illicit” trade with Iran. Only the French 
Economy Minister, Bruno Lemaire, has shown strong resolve to turn the SPV into a strong 
point of EU foreign policy; one that is not only geared toward Iran but rather aimed at boosting 
the international take-up of the Euro and maintaining EU economic sovereignty. It would be 
sensible for the Europeans to create several SPVs, to differentiate sanctionable trade like 
energy from humanitarian trade. 
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• An EU-OFAC (Office of Foreign Assets Control)xxvi: There is no definite statement from the 

EU confirming that it would create a counterpart to the US-OFAC, one aimed at facilitating 
trade by creating standards, tools and certification mechanisms to help European banks deal 
with the required due diligence tasks, especially in countries like Iran. Yet this would greatly 
help European companies and banks to resume business with Iran as it would help to solve 
the operational challenges they currently face in Iran. The EU-OFAC could also be the 
institution applying the Blocking Statute, thus offering legal protection to any European 
entity under US scrutiny. Altogether, the EU-OFAC would be a flexible agent capable of 
finding solutions to ensure that funds from/to Iran enjoy unfettered access to the European 
financial system, particularly SEPA (Single Euro Payments Area) and small to medium sized 
financial institutions acting as gateway banks. 

 
WHY ARE EUROPEAN COUNTERMEASURES LIKELY TO BE 

INEFFECTIVE FOR IRAN? 
 

In 2017, Iran-EU trade was around �18 billion. In 2015, one fine imposed on a French bank by 
an American court for violating Iran sanctions amounted to half that amount. Put into 
perspective, large European companies have no interest in risking their earnings for access to 
a market with an uncertain future. In addition to the threat of fines, it is operational risk which 
is presented as the main reason for firms to leave Iran. Indeed, even if sanctions are not directly 
enforced, their effect is that it is very difficult to operate and effectuate payments in Iran. This 
is why most firms like Volvo, Daimler, Peugeot, Siemens or General Electric have all left the 
country. Similarly, European Export Credit Agencies like Bpifrance, Invitalia and Austria’s 
Oberbank have suspended their activities in the country. Even Banca Populare di Sondrio, which 
acted as the specially-crafted vehicle for the transfer of funds for Italian businesses implanted 
in Iran, has held up its activities in late October due to rising operational risks. 
 
In this sense, the EU’s efforts might be welcome for Iranian officials but they have no one left 
to protect, apart from a few small to medium enterprises. Additionally, despite its determination, 
the EU does not hold enough political clout over its Member States to prevent them from 
complying with US sanctions. For instance, the German Central Bank has introduced new rules 
on money withdrawal which have prevented Iran from withdrawing its funds worth 300 million 
Euros from the Hamburg-based European-Iranian Commerce Bankxxvii. Such developments do 
not bode well for the SPV. Although there are rumours than non-EU countries like China will join 
and reinforce the SPV, it remains to be seen whether Member States will risk braving American 
sanctions for the sake of a political statement. The recent terror plots allegedly involving the 
Iranian Ministry of Intelligence in France and Denmark also risk to render the EU’s task more 
difficult in defending the idea of trading with Iran. Also, recent waivers are likely to weaken the 
sense of urgency to find viable solutions for trade with Iran. 
 

The European Union has stood out as a political actor willing to come 
up with solutions to keep Iran’s economy connected to the 

international financial system. Yet, the impact of such solutions are 
likely to be negligible for Iran, since they only enable small deals. 
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WHAT IS IRAN TRYING TO DO? 

 
The severity of financial sanctions has pushed the government and the parliament to introduce 
legislative reforms on financial transparency so that the country can finally be removed from 
the Financial Action Task Force’s (FATF) grey list and have standard Anti-Money Laundering 
and Counter-Terrorism Financing laws. The importance of not being blacklisted by FATF is 
publicly recognised by figures close to Rouhani. In a tweet, Tehran’s reformist MP Mahmoud 
Sadeghi recognised that adhering to FATF’s requirements would not bring a miracle but that 
not doing so would be similar to self-imposed sanctions. During 2011-2015, when Iran was 
disconnected from SWIFT and on FATF’s blacklist, the country lost more than 65% of its 
correspondent banking relations, and could only proceed international payments through 
foreign banks accepting an ad hoc messaging system with Iranian banks. The FATF-related 
laws were finally approved by Parliament in early October, and FATF decided to extend the 
suspension of countermeasures on Iran. If the Council of Guardians approves the four bills and 
Iran starts implementing an action plan for its banking sector, it is possible that the country 
would be removed from FATF’s grey list, which would be a great victory for the Rouhani 
administration as this would help Iran to remain connected to the international financial system. 
However, FATF has shown signs of fatigue towards Iran’s slow legal reform pace. This could 
mean that the country is now having its last chance at making a change to avoid being put back 
on FATF’s blacklist, which would mean the imposition of countermeasures, and the end of 
Rouhani’s hope for maintaining Iran connected to the international financial system. 
 

AS IRAN URGENTLY NEEDS INVESTMENTS WHO BENEFITS 
FROM THE SITUATION? 

 
Whilst oil sanctions have a short to medium term effect on the government’s revenues, financial 
sanctions have an ostensibly longer term effect. Iran is a country in dire need of investments. 
To steer the economy on a path to long-term growth, the country would need around $60 billion 
of foreign and domestic investments each year. This would enable the country to renovate its 
ageing infrastructure in key sectors like energy and adopt the latest technology vital for greater 
productivity. For instance, when sanctions were lifted, Iranian officials claimed that they would 
need $200 billions of investments into the energy sector so as to reach an oil production of 4.5 
million bpd and 1.3 billion cubic metres of natural gasxxviii. Yet, Iran has never managed to get 
more than a few billions a year from foreign direct investment. 
 
This figure is likely to further decrease in the next years as only a few large companies from 
countries like China continue to do business with Iran, as well as smaller companies from 
Europe. The latter constitute a rather meagre sum for the Iranian economy as larger companies 
are those providing bigger investments: out of the $5.5 billion German investments in 2017, only 
$1.6 were made by small and medium enterprises. Chinese and Russian firms are those which 
will replace European companies leaving Iran as they are able to use the parallel financial 
institutions of their home states. CNPC has already shown a great interest in replacing Total for 
its South Pars project, whilst Russia and Turkey have raised the possibility of trade in local 
currency with Iran through the establishment of bilateral banks. Already, there are talks 
between Iran Air and Russia’s Sukhoi, that could end up in the sale of more than 100 aircrafts 
for $5.2 billionxxix. Apart from Russia and China, which have been present on the Iranian market 
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for long, countries like Hungary, Belarus or Romania might find greater market shares as well 
as relative low US scrutiny in light of their Eurosceptic governments and relatively small 
economic weight. Iran itself could also find investment opportunities in more exotic 
destinations, continuing to explore avenues in Sub-Saharan Africa, Latin America or Central 
Asia. 
 

Chinese and Russian firms are those which will replace 
European companies leaving Iran as they are able to use the 

parallel financial institutions of their home states. 
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CONCLUSIONS 
 
In spite of being unilateral and facing international opposition, US sanctions have had a 
significant impact on Iran’s economy, particularly its ability to attract foreign investors, access 
international finance and trade energy commodities. 
 
Although the latest waivers seem to indicate a more pliable stance from Washington to not 
anger allies, the reality remains that the Trump Administration is bent on bringing pressure to 
the maximum, which could mean sanctioning the EU’s SPV, bringing into the fore sanctions that 
have no legal precedent and start enforcing sanctions to an unforeseen level. Waivers 
themselves are likely to be part of a long-view strategy that aims to fulfil American interests in 
Iraq, Afghanistan and in India’s counterweighting China, sow discord among an EU deemed too 
independent-minded and signal that the worst is still to come for Tehran. 
 
On the ground, most large companies from Europe have left Iran, as a result of untenable 
operational risks and the overbearing threat of US fines. This development will have 
tremendous consequences on Iran’s future as the country will once again be barred from crucial 
investments in its ailing energy sector and other promising industries like automotive and steel. 
Iranians will once again have to reluctantly turn toward Asian partners like China, who might not 
be able to provide them with the necessary technology to improve productivity and raise 
economic growth over the long-run. 
 
Iran will however continue to have a presence on global markets, but this presence is going to 
be minimised and covert. Indeed, it is difficult to see how the US can manage to cut down Iran’s 
oil exports to zero over the medium-term, and Iran still benefits from several strategies to 
circumvent sanctions and conduct international operations. Yet, such operations will represent 
negligible amounts for an economy with Iran’s potential and such transactions will become 
more and more scrutinised, thus raising costs linked to them. 
 
In conclusion, instead of boasting countless investment deals and looking ahead for 
tremendous growth opportunities, Iran will have to do some serious damage minimisation as 
long as US secondary sanctions are enforced and no deal exists between Iran and America. 
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III.WHAT EXPERTS ARE SAYING: 
 

Susanne Maloney, Deputy Director of Brookings Centre 
 

“I supported the JCPOA & I doubt maximum pressure on Iran will produce Trump 
administration’s intended result. However, there is no serious case that "altering bad 

behaviour through prolonged commercial relations" would prove a more effective alternative 
for Iran”  

David Petraus, Chairman of KKR Global Institute: 
 

“Iran is a country…that pushes until there is firm pushback. I think that you 

are now seeing an Administration that is willing to push back very firmly.xxx” 
 
 

Dina Esfandyari, Non-Resident Fellow Centre for Strategic and International Studies: 

“Asia’s oil imports from Iran keeps falling in September. But this is in line with the idea that 

they will decrease, then re-boost intake once it is clearer what the US will do and once Iran 

offers its price cuts.” 
 

Amir Toumaj, former Iran Research Analyst at Foundation for Defence of Democracies 

(FDD): 
 

“In discourse on the Iranian economy, the focus on IRGC influence has generally 
overlooked the Supreme Leader’s holdings. Hezbollah officials say they get money 
from Khamenei’s pockets. Reuters estimated one of them, the Execution of Imam 

Khomeini Order (EIKO), at $95 billion (JCPOA removed sanctions on it). Khamenei and 
IRGC are estimated to control roughly half of the economy. We have no estimates 

about informal economy, but Iranian officials have complained about the IRGC’s hand in 
it.”  

Elizabeth Rosenberg, Senior Analyst at Centre for a New American Security: 
 

 
“The SPV benefits to Iran are probably limited but it will likely provide a blueprint for future 
bespoke payment systems that seek to avoid US jurisdiction and conventional payment 

platforms.” 
 

Mark Dubowitz, Executive Director at FDD:  
“Iran oil sanctions are designed by Congress with the objective of cutting Iranian oil barrels & 

Iranian access to revenues without spiking oil prices. That is why there is a 180-day 

significant reduction exception mechanism. SREs are a good and necessary thing.” 
 

 

Colin Kahl, former Deputy Assistant to President Obama and National 

Security Advisor to Vice President Biden: 
 

“The upshot is that Trump’s sanctions will likely be punishing, but that international 
compliance will be patchier and leakier than was the case during the pre-JCPOA period- and 

that Iran’s opportunities to play world powers off one another will be considerably higher. 
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That translates to less pressure-and it is difficult to envision getting 200 percent of the 
current nuclear accord with less than 100 percent of the leverage”.xxxi  

 
Saeed Ghasseminejad, Senior Advisor for FDD: 

 
“Many of the designated entities -of 16 October Sanctions- are large publicly traded 

companies. By targeting companies where IRGC ownership is not necessarily above 50% but 
where it benefits from its investment via dividend and capital gain, the US Treasury is taking a 

big step forward toward expanding its sanctions net which has significant consequences.” 
 

 
Esfandyar Batmanghelidj, Founder of Bourse and Bazaar: 

 
“Trump’s Iran sanctions are hammering ordinary Iranians, despite the administration’s 

assurances that humanitarian trade in food and medicine would be protected.”  
 

Ladane Nasseri, Head of Iran at Bloomberg News: 
 

“I interviewed dozens of Iranian businessmen & merchants. Most said it’s becoming 
increasingly tough to work in/via the UAE. Being a historic trade partner of Iran hasn’t 

stopped the UAE from enforcing sanctions & tightening the noose”. 
 

 
Kamiar Mohaddes, Fellow in Economic at Cambridge University: 

 
“Even if the new US sanctions lead to a drop in Iran’s oil exports by 50%, given that oil prices 
have increased by 50% over the last year (& unlikely that they will fall over the short term) it 

looks like Iran’s government revenues will not be hit as hard as in the 2013-2015 period.” 
 

(Quotes gathered from Twitter between October-November 2018) 
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IV. SCENARIOS 
 
SCENARIO 1: A DEAL AFTER TRUMP, IRAN PLAYS THE 
LONG GAME:  
 
Timeline: End 2018 - 2021 
Key Actors: P4+1, Rouhani, US Democrats. 
Data Projections: Price of Oil Barrel Remains At Least Above $60, Oil Exports Above 1 
million bpd. 
 
Iran acts as a cooperative actor with strategic patience. It benefits from a united domestic front, 
high oil prices and relatively successful international countermeasures against US sanctions, 
thus ultimately outlasting the Trump Administration and reaching a tepid agreement with a 
Democratic President within a year of his/her election. 
 
In spite of the honest conviction by some in Washington that the Islamic Republic is on its 
deathbed, none of our three scenarios present the possibility of regime collapse, for the simple 
reason that the Iranian people do not see a viable alternative to the system and are wary of the 
consequences of another revolution. Alternatives like the Mujahideen-e Khalq (MEK), 
championed by some in Washington, do not inspire trust within Iran as people fear the possible 
‘Syrianisation’ of the country. With the fortieth anniversary of the revolution to be celebrated 
on the 11th of February 2019, it is rather stability and security remain the priorities for Iranians. 
 
This wariness is coupled with a rising sense of ‘defensive nationalism’, whereby internal 
differences at the elite level are put aside in favour of a united front against what is perceived 
as yet another foreign aggression. From Supreme Leader Ali Khamenei acknowledging that 
nation overrules religion for some youth to the calls of reformist Mohammad Reza Aref to 
eliminate misunderstandings and rekindle the brotherly relations of the revolution, there is an 
effort to establish a domestic setting in which factional politics is minimised and popular support 
for the government encouraged. The success of Rouhani’s objective to outlast Trump will 
primarily depend on this fragile mutual understanding among the many camps of the 
establishment, as well as his ability to keep the JCPOA alive. The deal remains the political 
cornerstone of his first term, this is why it is unlikely for him to leave it for dead, as most of his 
electoral promises are based on its full implementation. 
 
Khamenei knows well it is in the interest of the Islamic Republic to strike a delicate balance 
between factions. Although he has criticised the President for economic mismanagement and 
trusting the Americans, it is highly unlikely that he would forsake Rouhani as long as people’s 
economic woes remain manageable. The President himself has become more of a centre-right 
figure, drawing closer to the Supreme Leader and leaving behind his more reformist platform. 
His political survival is therefore more or less guaranteed in spite of his growing unpopularity, 
especially since there is even less tolerance in Iran for his replacement by non-transparent and 
more corrupt networks such as the IRGC. Confrontation will however not disappear from Iranian 
politics but will rather be closely monitored. A case in point is the FATF bills that have seemingly 
pitted Parliament against Guardian Council; indeed this might not be a dogfight but rather a 
compromise in the form of a carefully choreographed dance between political factions: while 
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hardliners circulate their anti-imperialist political messaging by forcing amendments to the CFT 
bill, the government is still likely to see its eventual approval by the Guardian Council. 
 
On the international level, this united political front is likely to translate itself into defiance 
against US sanctions and confidence in the partnerships that Iran enjoys with the international 
community. In this scenario, the US is gradually isolated on the Iran issue as international actors, 
particularly the EU, bet on a one-term Trump presidency and form a united front with Asian 
countries against American sanctions. Trump himself would be grappling with a Democratic 
House, dossiers more urgent than Iran and his reelection bid. The 180-days granted by waivers 
would give the E3, China and Russia until April 2019 to clearly define and actualise SPVs and 
other countermeasures to US sanctions. Iran would continue to abide by the deal and facilitate 
the work of the EU’s SPV by providing it with critical due diligence information. Neighbouring 
countries like Afghanistan, Iraq and Turkey would continue to be important channels for the 
provision of necessary goods into Iran and the effective busting of US sanctions, thus avoiding 
critical shortages in Iran. 
 
On the economic level, Iranian projections for the oil market would turn out to be correct. In our 
scenario, oil prices have really been decreasing artificially because of higher American oil 
inventories and they are likely to increase as we get further away from Mid Terms and growing 
concerns over output levels in Angola, Libya, Iran, Nigeria and Venezuela start to kick in. 
Financially, the Rouhani government has already pocketed enough oil revenues before 
sanctions to continue comfortably until March 2020, especially if oil prices increase and 
exports remain above 1 million bpd. The government could therefore increase public spending 
as a way to offset the lack of foreign investments and moderate growth would already return 
to the economy by 2020 thanks to the non-oil sector and public spending. 
 
Outcome: 
Iran continues to respect the JCPOA to the letter, avoids any escalations with the US and even 
develops relations with Democrats. Knowing that Trump’s positions do not reflect US long-term 
interests, Iranian diplomats are likely to keep the door open for America to rejoin the JCPOA, 
after that Trump leaves office. Already, Iranian MPs like Falahat Pisheh, have raised the 
possibility of “lobbying” Trump opponents in the US, in order to pave the way for a future deal. 
Such calls are most likely to be answered by left-leaning Democrats opposed to unilateral 
sanctions; but it is impossible to say whether the Democratic primary will see such a candidate 
arise. Trump would still be defeated in 2020, replaced by a Democrat. The extent to which the 
latter would want to negotiate with Iran will primarily depend on his/ her ideological leaning. A 
candidate from the “Resistance” would be likely to rejoin the JCPOA as a move fixing Trump’s 
unilateral diplomacy while a more traditional Democrat would find it difficult to reintegrate the 
JCPOA by lifting sanctions without getting anything in return from Iran. The relevance of the 
JCPOA would still be questioned as long as Iran’s proxies, ballistic missiles and nuclear 
programme are not tackled in a similar framework. 
 
The “Deal After Trump” scenario is the one likely to be preferred by Tehran. It would make 
America’s JCPOA withdrawal a parenthesis in the life-span of the deal. By 2022, Iran would be 
up for grabs again, striking investment deals and reaching high levels of growth like in 2016 due 
to foreign money injected in its energy sector. Yet, the impact of the Trump presidency would 
still be visible due to its curtailing of investments and its impact on the risk profile of Iran for 
investors. 



  
 32 

SCENARIO 2: THE ART OF THE DEAL, A TRUMP DEAL WITH 
IRAN: 
 
Timeline: End 2018 - End 2020 or End 2024. 
Key Actors: Trump, Secretary of State Pompeo, Rouhani, E3, Arab Gulf States. 
Data Projections: Price of Oil Barrel Goes Below $60, Oil Exports Drop Below 1 Million bpd. 
 
Adopting a transactional approach, Trump applies an effective mix of sticks and carrots that 
brings Iran to the table and strikes a deal parallel to the JCPOA. In this scenario, we look at the 
reasons, timing, modalities and participants of such possible negotiations. 
 
Why would Trump negotiate with Iran? 
 
America’s goals are yet unclear due to the variety of interpretations within the Trump 
Administration concerning the Iran dossier. From behaviour change to regime change, the 
stated goals of the US leave Iran with little room to negotiate. Yet, there are numerous reasons 
why President Trump could adopt a flexible and transactional approach to bring the Islamic 
Republic to the table of negotiations, even if Iran’s current diplomats are replaced by figures 
closer to Khamenei, like Ali Akbar Velayati: 
 
• In reality, Pompeo’s 13 demands have no real endgame, they are rather a tactic used to 

confuse Iran and get as much concessions as possible from it. From human rights violations 
to support for proxies and the development of ballistic missiles, the Secretary of State leaves 
a window of opportunity as wide open as possible to drag Iran into negotiations, one way or 
the other. 

 
• Trump does not have Iran’s strategic patience. Time is ticking for the President; his reelection 

is far from being a given and he is unlikely to appreciate being held responsible for Iran leaving 
the JCPOA. 

 
• Trump won’t tolerate his sanctions being less successful than Obama’s; that includes not 

striking a deal with Iran. Indeed, the President is likely to want a deal of his own to erase his 
predecessor’s legacy. For this, he could even prioritise form over substance, à la North Korea. 
Already in July 2018, Trump raised the possibility of meeting Rouhani without any 
preconditions. 

 
How would Trump operate? 
 
With current waivers, Trump has already shown flexibility in his Iran policy, as he has agreed to 
postpone the enforcement of sanctions on some oil imports from Iran in order tokeep oil 
prices low and international counterparts content. This does not yet mean that he will 
decrease pressure on the country. His National Security Advisor, John Bolton, has recently 
threatened Iran with more sanctions and enhanced enforcement. Such sanctions are likely to 
be applied by April 2019, with the end of waivers, thus making the year far more turbulent 
than 2018. The US could follow on its threat by targeting the EU’s SPV and any other entity in 
contravention of secondary sanctions, thus virtually isolating Iran from the world economy. 
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When would this happen and Why Would Iran Accept? 
 
2019: If Iran comes to the table in 2019, it would be more out of pragmatism than despair. As 
seen in the first scenario, the country has reserves to economically survive until at least March 
2020. Although Mid-Term results give no clear-cut prognosis of Trump’s chances for 
reelection, Iran might still want to use the opportunity if it feels it can transact with Trump, who 
is often likened to a “Bazaari” -salesman- in the Iranian press. On the one hand, Iran only wants 
the US to lift secondary sanctions by signing the JCPOA or a similar agreement. In fact, Iran 
would find itself in the comfortable position of having a single achievable goal against America 
having many undefined objectives. On the other hand, Trump would also gain from signing a 
deal with Iran as he could present this as another diplomatic success ahead of the presidential 
elections, regardless of it having inconsequential concessions from Iran. 
 
2021: A year into Trump’s second term, Iran feels the full brunt of US sanctions in the form of 
uncontrollable domestic pressure, a catastrophic economy and negligible oil revenues. Once 
again, Iran would have to demonstrate “heroic flexibility” by starting negotiations with the “Great 
Satan”, which would end in significant non-nuclear concessions for some sanctions relief. 
Squeezed by nearly four years of stringent sanctions and lacking much leverage, Iranian 
officials are likely to liken the outcome of such negotiations as “drinking the chalice till the end”, 
like Ruhollah Khomeini proclaimed after signing the 1988 Armistice with Saddam Hussein. 
 
What type of negotiations, with whom? 
 
• Bilateral Negotiations: Trump could follow the roadmap used with North Korea and decide to 

engage Iran bilaterally, albeit not through a Treaty as this would require a 2/3 majority vote 
from Senate, which is far off the 51 seats currently held by Republicans. Yet, this would not 
constitute a problem as the JCPOA itself was not a treaty, and did not undergo voting by the 
Senate. The Sultanate of Oman could constitute a viable channel for negotiations, as it 
previously did. However, current visits by the Israeli Prime Minister might have dented the 
prestige of Sultan Qaboos among his Iranian friends, who might be more reluctant to rely on 
a regional actor with a foreign policy deemed too independent. 

 
• Multilateral Negotiations: Trump might decide to surprise his critics by seeking a multilateral 

agreement. This would require him to convince the E3 that he can get more from Iran than 
the JCPOA addressed, something Europeans might be happy about as long as Iran’s nuclear 
programme remains checked. European leaders, acknowledging their powerlessness toward 
America, could accept to share diplomatic efforts with the Americans to reach a JCPOA 2.0, 
wider than the deal struck in late 2015. Another key actor in such negotiations could be 
Vladimir Putin and the Russian Foreign Ministry, which is currently touring the Middle East to 
find a resolution on Syria, bringing together the Ankara Summit participants and the Astana 
Summit participants. If successful, the outcome of such diplomatic efforts could lead to a wild 
reshuffling of cards in the Middle East, something that is discussed below. 

 
• Overarching Middle East Negotiations: This singular option might sound improbable but 

considering the malleability of regional alliances, Iran could be brought to the table if the lifting 
of sanctions is linked to other regional issues. We might be currently witnessing the rise of a 
new containment strategy by countries like Saudi Arabia and the United Arab Emirates. 
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Instead of casting aside Iran’s “allies”, these countries now actively seek engagement in Iraq, 
Lebanon and Syria. There are claims by pro-Assad Al Masdar, that the UAE might re-open its 
embassy in Damascus, something that could have been presaged by the late-September 
warm meeting between Syrian Foreign Minister Al-Muallem and Al-Khalifa, the Foreign 
Minister of Bahrain, a country closely aligned to Saudi Arabia and the UAE. Far from taking 
this as a threat, Iran could see greater Gulf Cooperation Council (GCC) involvement in Syria 
as a boon. Iran wishes the reconstruction of this country, which has turned into a quagmire 
for its foreign policy, attracting much international scrutiny and drawing much needed 
resources. Iran would therefore have little to lose in the stabilisation of Syria and Iraq, as its 
more praised assets, such as proxies, would still remain under its check, as they are fairly 
independent from state institutions. A Saudi-Iranian tacit understanding over the Levant 
could also have consequences over Yemen. Iran has the most leverage in this dossier as it 
has the least stakes in the country: by withdrawing its material support from Houthis and 
backing a ceasefire, Iran could show its willingness to pacify its relations with the GCC and 
get in return an Arab acceptance of its presence in Syria and Iraq. Finally, Gulf countries share 
Iran’s interest in high oil prices; if prices drop to dangerous levels and such diplomatic 
negotiations are undergoing, this would constitute a further incentive to reach a regional 
agreement. Such a reconciliation would constitute a welcome change of behaviour from Iran, 
thus ticking US objectives and leading to the lifting of sanctions. Nonetheless, a latent 
regional issue will remain: Israel. This issue is likely not going to be part of a deal solving 
different regional conflicts. 
 

Point to Consider: 
 

If a Trump deal is struck by the end of his first term or during his second term, nothing 
precludes that the upcoming American President will withdraw from a deal signed by Trump, 
one that might be deemed too inconsequential.
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SCENARIO 3: NO DEAL OBTAINED, IRAN’S ECONOMY 
CRUMBLES AND THE OFFICE OF THE PRESIDENCY IS 
SIDELINED: 
 
Timeline: End 2018 - End 2020 or End 2024. 
Key Actors: Trump, NSA John Bolton, Ali Khamenei, IRGC. 
Data Projections: Price of Oil Barrel Skyrockets to Above $100, Oil Exports Kept at 1 
Million bpd. 
 
Neither Iran nor America have the intention to sit at the table of negotiations. Iran equates any 
type of deal with the Americans as surrender while America only accepts near surrender of Iran 
as a condition for negotiations. As a result, no deal is considered and the contest of will between 
Washington and Tehran continues, leading to considerable domestic changes for Iran, including 
an economic takeover by the IRGC and the sidelining of the Presidency. 
 
In this scenario, Trump does not follow the transactional approach preferred by the State 
Secretary. Rather, the President adopts the more ambitious project to destabilise the Islamic 
Republic, an objective likely to be suggested by National Security Advisor John Bolton and 
James Mattis’ probable successor, who is likely to be more hawkish than the current Defence 
Secretary. While the 5th of November re-imposition of sanctions was rather precedented with 
a few exceptions, the next sanctions promised by Bolton as well as the enforcement 
mechanisms behind them might turn to be exceptional and setting new precedents in sanctions 
law. Even Secretary of State Mike Pompeo’s comments betray the American goal to trigger 
mass protests throughout Iran: “Iran’s leadership must decide if they want their people to eat” 
he lately said. 
 
This increase in pressure has also been envisioned for the “Trump Deal” scenario. Yet, what 
differs in this scenario is the resolve of Trump’s Administration to destabilise the Iranian regime, 
which would leave even the most pragmatic Iranian official with no room to manoeuvre and call 
for talks. This increase of pressure is likely to accelerate and escalate into military actions if 
Trump feels he is running out of time or if he feels pressured by regional allies like Israel to use 
this golden opportunity to overthrow Iran’s regime. Indeed, if sanctions themselves do not lead 
to regime collapse, it could be that sanctions fatigue, foreign pressure, electoral calculations or 
skyrocketing oil prices push Trump to allow military raids against nuclear facilities or missile 
storages within Iran or other Iranian facilities in countries like Syria.  
 
This escalation could bring tensions to a potentially explosive level, with Iran’s stability facing 
both an internal and external threat. While avoiding a full-out war, Iran would use its proxies to 
wreak havoc in countries where American troops are stationed. If Trump is set to govern until 
2024, the likelihood of the Supreme Leader’s death during his presidency is not to be denied. 
The contest behind his succession would likely lead to an overhaul of the status quo in Iran’s 
domestic power structure and international behaviour. Since the reimposition of sanctions, 
some ultra-conservatives are championing the North Korean model, whereby Iran would seek 
to develop nuclear weapons to gain enough leverage over America to be left alone. Iran would 
also alienate the European Union and United Nations institutions like the International Atomic 
Energy Agency. If Khamenei suddenly passes away before the end of Rouhani’s presidency, 
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the latter would likely be used as a scapegoat by the conservative and non-elected parts of the 
establishment. Even if this event does not happen before 2021, it is likely that the 2020 
legislative elections will see the rise of the conservatives, who will surf on the wave of popular 
dissent against the moderates and reformists’ inability to deliver on their vast electoral 
promises, and present their own populist platform stressing anti-corruption and social justice. 
 
On the economic side, the IRGC would step in to manage the economy and adopt a more corrupt 
version of the “Resistance Economy”. Even if oil prices are high, oil proceeds would not trickle 
down to the population, who would continue to suffer an acute and worsening economic crisis. 
An IRGC takeover could be facilitated by the growing unpopularity of current economic advisers 
to the President, the looming banking crisis and a general understanding that corruption is 
widespread and maintained by all political factions. Consequently, the IRGC would control a vast 
portion of the economy and act as one the world’s biggest mafia, relying on extensive smuggling 
networks, other illegal activities and the sale of oil whose price would skyrocket due to rising 
regional tensions. Ultimately, Iran would steer toward military rule, the securitisation of its 
domestic politics and even the militarisation of its population in the face of rising tensions with 
neighbours and the US. 
 
Alternative Outcome: No Trump but No Deal: 
 
President Trump is not the only obstacle to the reestablishment of a comprehensive deal 
between Iran and the US. Even if Trump leaves office in 2020, there is a chance that Iran would 
not reach a deal with his successor. Indeed, April 2019 will be a key moment in defining the 
future of US-Iran relations. If by that time, there is still no viable international response capable 
of countering US sanctions, Iran’s establishment might start to reevaluate its external policies 
and domestic setting. If the benefits of staying in the JCPOA while suffering American 
sanctions are clearly nil, Iran is likely to test the boundaries of the deal, even if still governed by 
the pragmatic President Rouhani. Eventually, the country would hit a hard rock, thus covertly 
withdrawing from the deal. This would mean that the upcoming American president would have 
little interest in reviving a deal with Iran, thus leaving the country subject to sanctions, that 
could turn multilateral. 
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